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(Abstract)

This paper presents an alternative theory of dividend policy. According to existing
models, small investors use dividend payments as a tool for compensating blockholders for
their monitoring services. Based on a traditional tax-clientele framework, corporate and
institutional investors are regarded as preferring higher dividends. However, monitoring
incentives of corporations and institutions might be encouraged by lower dividend payments
to avoid intertemporal double taxation on reinvested dividends. Through competition for
controlling dividend policy among blockholders, a good possibility exists of a low dividend
policy in a dispersed ownership structure. This conclusion seems to be consistent with

existing empirical results.
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