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We extend principal-principal agency theory to explore how large shareholders may improve corporate 
governance in weak institutions by increasing the firm’s dividend payout to small investors. We highlight 
a sociopolitical mechanism, arguing that contestable large shareholders tend to woo small investors to win 
the competition for control of the firm. Consequently, more contestable large shareholders are likely to pay 
higher dividends, benefiting small investors. Moreover, the impact of large shareholders’ contestability on 
dividend payouts is more pronounced when they have stronger incentives for competition for control due 
to high deviation between large shareholders’ cash flow and voting rights, low large shareholders’ divergent
interests, and high large shareholders’ instability. Our analysis of 860 publicly listed firms in Taiwan from 1998
to 2019 supports our hypotheses and contributes to the behavioral corporate governance literature regarding
ownership structure and dividends.
JEL Classification: G30, G35 

1. Introduction 
The corporate governance literature emphasizes the critical role of ownership in shaping 
firm strategy and performance by influencing power distribution, executive appointments,
and decision-making (Brossard et al., 2013; Fitza and Tihanyi, 2017; Wang and Henning, 
2024). Traditionally, research has focused on static ownership structures, such as ownership 
concentration, to assess their effects on firm performance and governance outcomes (Miller 
et al., 2010; Zhou et al., 2017; Li et al., 2019). However, this perspective often neglects the 
dynamic interactions among different types of s hareholders, which can significantly influence
governance mechanisms (DeMarzo and Urošević, 2006; Chung and Beamish, 2010; Donelli 
et al., 2013). Consequently, there is a growing call for research on ownership dynamics (Foss 
et al., 2021; Foss et al., 2023; Aguilera et al., 2024), particularly regarding large shareholders— 
those holding at least 5% of a firm’s ownership—whose interactions can significantly impact
governance effectiveness (Goranova et al., 2017; Jiang et al., 2018; Li et al., 2024).
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2 S. Li et al.

Large shareholders play a crucial governance role in both developed and emerging markets
(Luo et al., 2013; Russino et al., 2019; Helling et al., 2020). Research often employs principal– 
principal agency theory to examine conflicts between large and small shareholders (Peng et al., 
2008; Boubaker et al., 2016; Jebran et al., 2019), suggesting that concentrated ownership can 
lead to the expropriation of small investors, particularly in weak institutional contexts. However, 
this perspective typically views large shareholders as a homogeneous group, overlooking the 
reality of multiple large shareholders with diverse interests. There is limited understanding of
how their coexistence can enhance corporate governance for small investors. Dividend payouts
are commonly seen as a benefit to small investors (La Porta et al., 2000a, 2000b). This research 
extends principal-principal agency theory to assess how multiple large shareholders can positively 
impact corporate governance effectiveness and increase dividend payouts for small investors when
their power is contestable and relatively evenly distributed.

We differentiate our study from prior research on large shareholders and dividend payout by 
highlighting a sociopolitical mechanism through which power contestability among a firm’s large 
shareholders can enhance dividend payouts. We argue that when there is power contestability, 
large shareholders are more likely to secure control over the firm by appealing to small 
shareholders. Specifically, they may aim to increase dividend payouts to win over and ally with 
small shareholders (instead of expropriating them). To elucidate this sociopolitical mechanism, 
we identify three contingencies related to large shareholders’ incentives for competition for
control. This effect is stronger when the rights of large shareholders in the firm are not well
aligned, creating room for competition for control. However, it is weaker when large shareholders
have divergent interests, resulting in reduced incentives to compete for control. Moreover, the
effect diminishes when large shareholders maintain more stable relationships within the firm;
the potential collusion cultivated through stable relationships attenuates large shareholders’
incentives for competition for control.

We tested these predictions using data from 860 publicly listed firms in Taiwan between 1998 
and 2019. We selected Taiwan as the research context due to the less established contractual
regulation of shareholder relationships there compared to developed countries like the United
States (Yeh and Woidtke, 2005). Thus, power dynamics among large shareholders are particularly 
relevant in Taiwan (Yeh et al., 2001). Consistent with our predictions, after controlling for 
ownership concentration, we found a positive relationship between large shareholders’ power 
contestability and the firm’s dividend payout; this relationship was amplif ied by three firm-level
contingencies—high deviation between large shareholders’ cash flow rights and voting rights, low
large shareholders’ divergent interests, and high large shareholders’ instability.

This study enhances the literature on the principal-principal agency problem, particularly 
regarding the governance role of large shareholders in weak institutional environments. We exam-
ine the interactions among multiple large shareholders and their impact on dividend policy, chal-
lenging the notion of unified shareholder interests. While traditional principal-principal agency
theory posits that large shareholders harm small investors by expropriating their interests (Faccio 
et al., 2001; Young et al., 2008; Jiang and Peng, 2011), we demonstrate that under certain condi-
tions, they can benefit small investors by increasing dividend payouts. Our findings suggest that 
a contestable ownership structure with multiple large shareholders can create informal dynamics
that enhance corporate governance effectiveness, ultimately benefiting smaller investors.

Our study also contributes to the literature on behavioral corporate governance by exploring 
the sociopolitical processes of shareholders within governance structures. This approach high-
lights the signif icance of social interactions, power dynamics, and political maneuvers in shaping
governance outcomes, moving beyond the traditional focus on formal structures and economic
incentives (Westphal and Zajac, 1995; Westphal, 1999; Westphal and Zajac, 2013). We argue 
that governance actions are often influenced by social and psychological motivations, contrasting
with the under-socialized, actor-centric views prevalent in economic theories (Little, 2012). While 
previous research has examined social relationships in governance, primarily focusing on CEO-
centric dynamics (Westphal and Stern, 2006; Westphal and Deephouse, 2011; Westphal et al., 
2012), it has largely overlooked the socialization processes among shareholders. We address this 
gap by investigating the social exchange processes between large and small shareholders. Thus,
we provide new insights into how these interactions shape governance dynamics, emphasizing the
role of reciprocal relationships in corporate governance.
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Contestability among shareholders and dividend payouts 3

2. Theoretical backgr ound

2.1 The principal-principal agency theory and its limitations

Ownership structure, particularly when it includes large shareholders, serves as a crucial mecha-
nism of corporate governance in both developed and emerging markets (e.g. Shleifer and Vishny, 
1997; Chang, 2003; Luo and Chung, 2013). Several foundational works, such as those by Shleifer 
and Vishny (1986) and Daily et al. (2003), have focused on the agency relationship between 
large shareholders and managers and proposed that the presence of large shareholders may limit
managerial discretion, reduce managers’ agency costs, and, therefore, enhance firm value (see
Connelly et al., 2010,  for  a  revi  ew).

Subsequent research on ownership structure shifted the focus from the large shareholder– 
manager relationship to the relationship between large and small shareholders within a firm. 
Principal-principal agency theory posits that large shareholders may exert greater power and
influence over small investors due to their ownership concentration, potentially expropriating
small shareholders in weak institutional environments (Su et al., 2008; Young et al., 2008; Jiang 
et al., 2015; Crisóstomo et al., 2020). Consequently, research building on principal–principal 
agency theory has focused on the benefits accruing to large shareholders (e.g. Attig et al., 2009; 
Barroso Casado et al., 2016) or the conflicts of interest between large and small shareholders (e.g.
Claessens et al., 2000; Johnson et al., 2000; Faccio et al., 2001; Mitton, 2002), assuming large 
shareholders can be considered as a unified entity. In this context, expropriation can manifest
in various forms, such as appointing less-than-qualified cronies to key positions (Faccio et al., 
2001), favorable internal transactions (Chang and Hong, 2000; Khanna and Rivkin, 2001), 
and engaging in ineffective strategies such as excessive diversif ication at the expense of firm
performance (Backman, 1999). As a consequence of such expropriations, f irms may experience
lower valuations (Claessens et al., 2002; La Porta et al., 2002; Lins, 2003) and reduced dividend 
payouts (La Porta et al., 2000a, 2000b). 

A key oversight in principal-principal agency theory is the assumption that large shareholders 
function as a single, unified entity. Moreover, the informal dynamics between large shareholders 
are often overlooked. Notably, multiple large shareholders with distinct backgrounds may coexist
within a firm, interacting with one another to enhance the interests of small shareholders, even in a
weak institutional environment. Indeed, many public firms feature co-existing large shareholders
with varying interests. La Porta et al. (1999) estimated that at least 25% of the 600 largest public 
firms across 27 countries had two or more large shareholders, a similar pattern also reported in
subsequent studies (e.g. Attig et al., 2008; Laeven and Levine, 2008). Principal–principal agency 
theory has limited explanatory power regarding the prominence of multiple large shareholders. 
More importantly, it fails to elucidate when the coexistence of multiple large shareholders may
yield beneficial outcomes for small investors in weak institutional contexts.

To explore these questions, we examine power contestability among multiple large shareholders 
within a firm. Power contestability refers to the distribution of voting rights among a firm’s large 
shareholders (defined as those with at least 5% ownership stakes). The more equally distributed
the voting rights, the greater the power contestability within the firm (Attig et al., 2008). 

2.2 Power contestability among large shareholder s and its consequences

Power contestability and ownership concentration, while often seen as synonymous, are distinct 
concepts. Ownership concentration refers to the degree to which shares are held by a small
number of shareholders (Rubin, 2007). In contrast, power contestability relates to how power and 
influence can be contested or redistributed among shareholders, regardless of their shareholding 
size. High ownership concentration does not imply low power contestability; shareholders can 
still engage in collective actions—such as forming coalitions or voting blocs—to challenge
dominant shareholders. Conversely, low ownership concentration does not guarantee high power
contestability, as dispersed shareholders may lack the coordination to effectively challenge those
in power (Hu and Izumida, 2008). Thus, while related, ownership concentration and power 
contestability can operate independently within corporate governance.

The existing literature has produced mixed findings regarding the effects of power contestability 
independent of ownership concentration. Some studies indicate that power contestability among 
large shareholders generates positive firm outcomes by reducing agency costs and information
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4 S. Li et al.

asymmetry regarding managerial activities, leading to increased firm value (e.g. Volpin, 2002; 
Laeven and Levine, 2008; Attig et al., 2009), reduced cost of equity (Attig et al., 2008), 
increased information about earnings (Boubaker and Sami, 2011), reduced excess leverage and
tunneling (Boateng and Huang, 2017), increased firm risk-taking (Mishra, 2011; Boubaker et al., 
2016), enhanced corporate investment (Jiang et al., 2018), increased firm productivity eff i-
ciency (Boubaker et al., 2021), less symbolic compliance (Li et al., 2024), and enhanced corporate 
environmental performance (Zhang and Fu, 2023). Consequently, insufficient power contestabil-
ity among large shareholders negatively impacts firm value (Konijn et al., 2011) and reduces the 
quality of corporate governance and firms’ board composition (Crisóstomo et al., 2020). 

In contrast, other studies suggest that power contestability may have negative or nonlinear
effects on firm value. For example, Kahn and Winton (1998) argue that power contestability 
among large shareholders negatively affects firm value, as those shareholders may form coalitions
to expropriate small investors. Additionally, Luo and Chung (2013) and Cai et al. (2016) found 
a nonlinear relationship between power contestability among large shareholders and firm value. 
Specifically, at high levels of power contestability, intense competition for control is likely to 
occur among large shareholders. Under these conditions, large shareholders may form coalitions
with their peers or pursue their objectives independently, potentially disadvantaging minority
shareholders.

These studies predominantly focus on the interplay between contestable large shareholders and 
their influence on principal-agent conflicts or governance dynamics among major stakeholders. 
A critical oversight remains: how power contestability influences minority shareholders. This 
the primary focus of our paper. Particularly, we aim to advance previous studies on power
contestability by introducing the informal power dynamics among large shareholders and
showing that when they have strong incentives for competition over control, power contestability
may improve governance effectiveness by benefiting minority shareholders in terms of increasing
dividend payouts.

2.3 Dividend payouts and owner ship structure

While research has explored various antecedents influencing a firm’s dividend policy (e.g. Brav 
et al., 2005; Pucheta-Martínez and Bel-Oms, 2016; Machado et al., 2024), ownership structure 
has consistently been highlighted as a key determinant (e.g. Lin et al., 2023; Isakov and Weisskopf, 
2015; Collins et al., 2009; Chang et al., 2016; Crane et al., 2016; Firth et al., 2016). Among these, 
the role of large shareholders has received particular attention, given its implications for corporate 
governance and dividend payouts.

Some scholars argue that large shareholders enhance corporate governance by closely mon-
itoring management, thereby reducing agency problems and increasing dividend payouts (La 
Porta et al., 2000a; Jia et al., 2018). Conversely, other studies suggest that large shareholders 
may use dividends as a tool for value extraction, particularly in environments with weak investor
protections, serving their interests over those of the broader shareholder base (Faccio et al., 2001; 
Jiang et al., 2019). Additionally, some researchers indicate a negative relationship between large 
shareholders and dividend payouts, positing that dispersed ownership exacerbates agency issues,
reducing the likelihood of dividend payments (Jensen, 1986). 

Despite extensive research on ownership structure and dividend payouts, much of the literature 
focuses on economic efficiency, overlooking sociopolitical factors that also influence dividend 
decisions. This gap presents an opportunity for our study to investigate the role of power
contestability among large shareholders on dividend payouts from a sociopolitical perspective.

2.4 The sociopolitical processes in corporate governance

Behavioral corporate governance offers a valuable theoretical lens to incorporate sociopolitical 
processes into corporate governance research, moving beyond purely economic explanations
(Westphal and Zajac, 2013). Different from classical corporate governance theory, which assumes 
actors as economically rational agents, behavioral corporate governance emphasizes that individ-
ual behaviors are socially embedded within networks of relationships and institutional contexts
(Little, 2012). This perspective underscores the critical role of socialization processes—such as 
the social relationships among shareholders in contexts involving multiple large shareholders—
in shaping corporate governance, an aspect often overlooked in traditional governance literature.
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Contestability among shareholders and dividend payouts 5

Social exchange theory explains how social relationships impact corporate governance pro-
cesses and outcomes. Proposed by sociologist George Homans, this theory views relationships 
as reciprocal exchanges akin to economic transactions, where individuals expect to receive
something in return for the resources, assistance, or benefits they provide. Reciprocity is essential
for sustaining social exchanges (Cropanzano and Mitchell, 2005). Previous research highlights 
the role of reciprocity in corporate governance. For instance, Westphal et al. (2012) found 
that CEOs often form reciprocal relationships by publicly praising each other’s leadership and
strategies to external stakeholders. Similarly, Westphal and Stern (2006) show that managers who 
engage in ingratiatory behavior toward colleagues are more likely to receive recommendations
for board appointments as a return favor. Furthermore, Westphal and Deephouse (2011) suggest 
that managers use ingratiatory behavior with journalists to secure favorable media coverage of
their firm’s leadership and strategy.

While previous studies have explored social exchange relationships in corporate governance, 
most have concentrated on CEO-centric interactions, such as those between CEOs and board
members, CEOs and external stakeholders, and CEOs of different firms (Westphal and Zajac, 
2013). In contrast, the socialization processes among shareholders remain underexplored. By 
focusing on dividend payouts, which inherently involve resource allocation among shareholders, 
this study seeks to address this gap by investigating the social exchange dynamics between large
and small shareholders through the lens of social exchange theory.

3. Hypotheses 
3.1 Power contestability, competition for control, and dividend payouts

We consider power contestability among large shareholders an antecedent of a firm’s dividend 
payout that primarily benefits small investors. We argue that in situations involving possible 
contestation, large shareholders may attempt to win control of the firm by appealing to
minority shareholders. Previous literature on behavioral corporate governance suggests that
social exchanges can exist among shareholders (Shleifer and Vishny, 1986), where informal 
interactions occur between different shareholders with varying levels of equity holdings in a 
firm. The relational influence among equity partners represents an intangible social norm that 
supplements trust in collaboration and facilitates decision-making to achieve mutually beneficial
objectives. Thus, the quality of relationships carefully nurtured through mutual give-and-take
among shareholders determines governance quality (Boubaker and Sami, 2011). From a social 
exchange perspective, shareholders involved in these interactions may develop high levels of 
trust due to the continual reinforcement of intense feelings of reciprocity, demonstrating this
trust through their commitment of resources for governance arrangements, such as dividend
payouts. Indeed, Shleifer and Vishny (1986) suggest that contestability among large shareholders 
encourages smaller shareholders to support the former’s proposals.

As noted earlier, when multiple large shareholders possess relatively equal voting power, 
their influence becomes more balanced, resulting in higher power contestability among them. 
This situation implies that no single large shareholder can exert control over the company.
Consequently, competition for control is more likely to arise among these shareholders, prompting
them to take action to win this competition (Volpin, 2002; Laeven and Levine, 2008). Among 
various strategies, wooing smaller investors is an effective approach, as the interaction between 
large and small shareholders is reciprocal. On one hand, large shareholders seek to win over 
small shareholders by offering direct and indirect economic benefits, thereby gaining their voting 
support and trust at shareholder meetings, w hich helps secure control of the company. On
the other hand, small shareholders offer voting support to large shareholders in exchange for
additional benefits. Moreover, trust between large and small shareholders can be established
through ongoing reciprocal interactions, leading to a stable political coalition (Cropanzano and 
Mitchell, 2005). This political coalition can help large shareholders maintain long-term control 
of the company while enabling small shareholders to consistently receive the economic and non-
economic rewards they seek. Therefore, the interaction between large and small shareholders is
mutually beneficial and sustainable, representing an effective social exchange that both parties
are willing to engage in.
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6 S. Li et al.

Notably, research suggests that dividends can effectively attract investors concerned about the 
uncertainty of future payoffs (as occurs in weak institutions) and who prefer to receive immediate
benefits (Gordon, 1959; Walter, 1963). Firms may choose to pay dividends as a strategy to cater
to these investors. Building on the work of Gordon (1959) and Walter (1963), later scholars 
have found that firms may implement specific dividend policies to satisfy investors who prefer a 
particular policy (i.e. to pay or not to pay) and are willing to pay a premium for this preference
(Baker and Wurgler, 2004). Supporting this argument, Faccio et al. (2001) showed that when 
it becomes challenging for large shareholders to expropriate wealth through activities such as 
tunneling, they may turn to dividends to meet their personal cash flow needs. In this context,
they may cooperate to ensure that firms pay potentially larger dividends.

The case of SKFH (TWSE: 2888), a prominent Taiwanese financial holding company, exempli-
fies how large shareholders compete for control by engaging minority investors. In 2023, SKFH’s 
major shareholders were divided into two factions, with retail investors holding 55% of the shares. 
The fragmented ownership structure made minority shareholder votes critical in determining the 
outcome of the power struggle. The dominant shareholder group failed to connect with minority 
shareholders and lost control of the opposing faction, which sought support through proxy service 
providers. Following this shift, SKFH is projected to recover and potentially resume dividends 
in 2025 after not declaring any for 2024 due to prior losses. A similar scenario occurred with
TECO (TWSE: 1504), a leading Taiwanese electric motor manufacturer. In 2021, TECO’s major
shareholders were divided into two factions with roughly equal equity stakes. Both factions
recognized the importance of minority shareholder votes and actively sought their support
through direct engagement and proxy service providers. The current dominant shareholder group
strengthened its position by promising a 10%–15% annual increase in dividend payout ratios
over 3 years, raising payouts from NT$1.15 per share in 2021 to NT$2.20 in 2024. These 
cases illustrate how power struggles among large shareholders drive engagement with minority
investors through strategic outreach and dividend incentives (Chen, 2021). 

Hypothesis 1 (H1). Ceteris paribus, power contestability among a firm’s large shareholders is 
positively related to its dividend payout.

3.2 The moderating role of large shareholders’ incenti ves in competing for
control

To elucidate the sociopolitical mechanisms of competing for control among large shareholders, 
we identify several related contingencies that influence their incentives. Specifically, we argue that 
the effect proposed in H1 is stronger when the firm’s large shareholder rights are poorly aligned, 
allowing for competition for control, but weaker when large shareholders have divergent interests,
resulting in less incentive to compete. Moreover, the effect weakens when large shareholders
maintain stable relationships within the firm, as potential collusion from these relationships
diminishes their incentives to compete for control.

3.3 The deviation between large shareholders’ cash flow and voting rights

We argue that the deviation between large shareholders’ cash flow and voting rights positively 
moderates the relationship between power contestability and dividend payout. The deviation 
between cash flow and voting rights occurs when the ownership structure of a firm allows 
one shareholder to exert disproportionate control over decision-making processes without a
corresponding stake in the company’s financial performance. This situation can arise when certain
shareholders, typically large shareholders, hold a significant number of shares with voting rights
but have a smaller stake in the company’s cash flow, or vice versa (Hong et al., 2017). When 
this deviation is significant, it indicates that the firm’s control does not align with the economic 
interests of the shareholders. This discrepancy can lead to a misalignment of interests, resulting
in large shareholders’ rights being poorly aligned. For example, La Porta et al. (1999) found 
that in countries with weak investor protection, such as those in Latin America, there is a 
significant deviation between cash flow rights and voting rights, indicating a misalignment of 
large shareholder rights. Moreover, the misalignment of shareholder rights can result in a lack
of accountability and transparency, enabling large shareholders to engage in power struggles and
competition for control without fear of strong opposition or legal consequences (Chong, 2010;
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Contestability among shareholders and dividend payouts 7

Col and Errunza, 2015). Ultimately, the misalignment of large shareholders’ rights can foster 
an environment where power contests are more likely , as these shareholders seek to capitalize
on the absence of strong governance and oversight (Jin and Park, 2015). In such scenarios, 
large shareholders may engage in power struggles, competing for control, and influence over the
firm.

Therefore, when the deviation between the large shareholder’s cash flow and voting rights is 
significant, these shareholders are likely to have strong incentives to compete for control. Large 
shareholders are motivated to win small shareholders’ support by paying dividends to succeed 
in the competition. In contrast, when the deviation between large shareholders’ cash flow and
voting rights is low, their interests are better aligned, leaving little room for power contestation.
As a result, large shareholders are less likely to pay dividends to small shareholders to gain their
support.

Hypothesis 2 (H2). Ceteris paribus, the positive impact of power contestability among large 
shareholders on dividend payout will be stronger when the deviation between cash flow and
voting rights is greater.

3.4 Large shareholders’ di vergent interests

The effect described in H1 should be weaker when large shareholders have more divergent inter-
ests, making them less likely to compete for control. As political theorists of the firm note (March, 
1962; Gresov and Stephens, 1993), a critical precondition for political dynamics to emerge 
among different groups of actors—in our study, large shareholders— concerns the existence 
of interest conflicts between these groups. However, interest conflicts are essentially potential
rather than overt (Hayward and Boeker, 1998) and depend on the extent to which shareholders’ 
interests diverge. Corporate governance studies commonly assess the divergence of shareholders’
interests based on their identities (e.g. Kim et al., 2008; Yan and Zhang, 2009; Connelly et al., 
2010); the different identities and backgrounds of large shareholders influence their frames of
reference and subsequent aspirations in decision-making (Wiseman and Gómez-Mejía, 1998). 
For instance, compared to large shareholders within the same category (e.g. corporate investors), 
those from different categories (e.g. corporate investors and financial institutions) tend to have
more divergent and thus less competing interests. For example, Kim et al. (2008) demonstrate that 
family owners differ from domestic institutional and foreign investors in their R&D strategies,
given a certain level of financial slack. Similarly, Hoskisson et al. (2002) show that subgroups of 
institutional owners (mutual fund versus pension fund) have different preferences for investment
horizons, leading to varying innovation strategies. Connelly et al. (2010) also demonstrate that 
different institutional owners have competing inf luences on a firm’s competitive strategy.

We predict that the presence of large shareholders with contestable power and divergent 
interests is less likely to result in competition for control. This is due to the absence of direct 
conflicts of interest, as their differing priorities reduce the likelihood of confrontations over
governance or strategic decisions. In contrast, large shareholders with similar interests are more
likely to establish competing objectives, potentially leading to power struggles and conflicts
among them (Wiseman and Gómez-Mejía, 1998). For instance, when large shareholders share 
common goals—such as maximizing short-term profits or pursuing specific strategic initiatives— 
they may vie for influence over decision-making processes, resulting in heightened tensions and 
competition for control. Moreover, the absence of internal power struggles reduces the pressure
on large shareholders to signal alignment with minority shareholders or to secure their support
through financial incentives, such as dividend payouts. Thus, reduced competition for control
often diminishes the need for large shareholders to woo small investors by paying dividends.

Hypothesis 3 (H3). Ceteris paribus, the positive impact of power contestability among large 
shareholders on dividend pay out will weaken when large shareholders have more divergent
interests.

3.5 Large shareholders’ instability

Finally, the effect described in H1 should be stronger when large shareholders have unstable
relationships, making them more likely to compete for control. By stable shareholder relations,
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8 S. Li et al.

we refer to the ongoing co-existence of large shareholders within a firm’s ownership structure. 
Stable relations among a firm’s large shareholders tend to foster the formation of a political
coalition, which can reduce potential competition for control among them.

Stable relations among large shareholders provide ample opportunities for them to interact. 
Through these interactions, shareholders can better understand each other’s motives and prefer-
ences. Additionally, they can develop shared perceptions of issues and tactics, as well as standard
reference frames relevant to strategic decision-making, since shareholders often look to one
another for guidance and information about the firms in which they share investments (Wermers, 
1999; George et al., 2005; Connelly et al., 2010). The increased understanding and shared 
cognitions that develop among large shareholders help align their interests. Consequently, the 
creation and maintenance of a political coalition among them becomes more likely. Furthermore, 
stable relationships among large shareholders create the perception that the other party will
remain potential allies for the foreseeable future. Such a perception encourages compromise,
reduces conflict, and facilitates resources sharing in potential shareholder disputes, thereby
aiding in the formation and maintenance of shareholder coalition (Stevenson et al., 1985). As 
political coalitions become more likely among shareholders with stable relationships, potential 
competition for control among them decreases. This reduced competition for control diminishes
the need for large shareholders to attract small investors by paying dividends.

Hypothesis 4 (H4). Ceteris paribus, the positive impact of power contestability among large 
shareholders on dividend pa yout will be stronger when a firm’s large shareholders are more
unstable.

4. Method 
4.1 Sample 
We selected firms listed on the Taiwan Stock Exchange as our study sample for two primary 
reasons. First, power contestation among large shareholders and informal dynamics are partic-
ularly relevant in Taiwan because legal regulations addressing shareholder relationships are less
stringently enforced compared to other developed markets, such as the United States (Ho et al., 
2020; Shu and Chiang, 2020). Second, the sample period offered a unique opportunity for our 
study. During this period, publicly listed companies in Taiwan underwent market deregulation
and corporate governance reforms (Luo and Chung, 2013), which resulted in substantial changes 
to ownership structures and other corporate governance conditions. Therefore, we could leverage 
these cross-sectional and temporal variations to investigate firm-level contingencies that shape the
relationship between large shareholders’ power contestability and dividend payouts.

Consistent with other recent studies (e.g. Luo and Chung, 2013; Li, 2018), we utilized the 
Taiwan Economic Journal (TEJ) database, which provides the most comprehensive information 
on public companies in the Asia Pacific region from 1996 to 2019, including corporate governance 
information, ownership structures, and financial indicators. After excluding firm-year pairs 
with missing data and obtaining 1-year lagged data for our independent and control variables
(including 2-year lags of firm assets for calculating equity dependence), our procedures yielded
an unbalanced panel of 860 firms, resulting in 12,327 firm-year observations from 1998
to 2019.

4.2 Dependent variable 
4.2.1 Dividend pay out
Following Michaely and Roberts (2012), we measured a firm’s dividend payout as the total cash 
dividends paid to common and preferred shareholders in year t, divided by the total retained
earnings. We multiplied the variable by 100 to facilitate the interpretation of the results.

4.3 Independent variable 
4.3.1 Large shareholders’ power contestability (H1)
Following prior research (Attig et al., 2008; Attig et al., 2009), we measured the power 
contestability of a firm’s large shareholders by comparing the ownership percentages of the largest 
shareholders, defined as investors who held at least 5% ownership stakes. Specifically, we
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Contestability among shareholders and dividend payouts 9

calculated contestability using the following formula: 1/[(top1 − top2)2 + (top2 − top3)2 + 
(top3 − top4)2 + (top4 − top5)2 + (top5 − top6)2 + (top6 − top7)2 + (top7 − top8)2 +
(top8 − top9)2 + (top9 − top10)2].1 Since contestability is right-skewed (with a skewness of 
24.54), we took the logarithm of this value to adjust for its skewness, a common approach in
management research (e.g. Chatterji and Toffel, 2010; Oehmichen et al., 2021). A right-skewed 
variable indicates that a few extremely high values can disproportionately affect the analysis, 
leading to potential biases and inaccuracies. By applying a log transformation, we compress these
high values and bring the distribution closer to normality, which is often an assumption for
many statistical analyses (Villadsen and Wulff, 2021). After the log transformation, the skewness 
of contestability was significantly reduced to 5.62, indicating that this adjustment was both 
necessary and effective. The larger the value, the higher the power contestability of the firm’s
largest shareholders. For robustness checks, we also employed alternative measures for power
contestability, including those without log transformation and with cube root transformation,
and found consistent results.

4.4 Moderators 
4.4.1 Deviation between large shareholders’ cash flow and voting rights (H2)
We examined the deviation between a firm’s large shareholders’ cash flow and voting rights in 
year t–1, measured as their average cash flow rights divided by their average voting rights. Our
approach is consistent with those of La Porta et al. (2002) and Francis et al. (2005). Voting rights 
encompass rights stemming from both direct and indirect shareholding by large shareholders. A 
higher ratio of cash flow to voting rights indicates greater potential for large shareholders to
compete for control (Claessens et al., 2000; Col and Errunza, 2015).2 

4.4.2 Large shareholders’ divergent interests (H3)
To capture the divergence of large shareholders’ interests, we utilized the Shannon Index 
to measure the degree of background divergence among large shareholders, defined as
Shannon=−∑n 

i=1 Pi • ln (Pi),  whe  re Pi is the proportion of a firm’s large shareholders from a 
particular background i to the total number of large shareholders, and ln(Pi) is the logarithm of 
the proportion. Here, n represents the variety of large shareholder backgrounds, and � denotes 
the sum of the calculations.3 

4.4.3 Large shareholders’ instability (H4)
We assessed the instability of a firm’s large shareholder relations by using a count variable to 
indicate the total number of new entries or exits in a firm’s large shareholder base. A new entry 
is counted when a shareholder’s ownership increases from less than 5% to at least 5%, while a
new exit is counted when ownership falls below 5%. The greater the number, the more unstable
the large shareholder base of the firm.4 

1 TEJ provides ownership data on only the top 10 shareholders’ positions in a firm each year. Hence, we limited our 
focus to the large shareholders among the top 10 list. This created a limited bias because for 0.09% of the observations,
a firm may have more than 10 large shareholders, which could be excluded by our dataset.

2 In a firm where large shareholders have 20% cash flow rights and 50% voting rights, the deviation ratio is 0.4 
(20%/50%). In another firm with 10% cash flow rights and 50% voting rights, the deviation ratio is 0.2 (10%/50%). 
In the first scenario (0.4), large shareholders have a lower economic stake compared to their control stake, indicating 
limited financial exposure but significant control power. This may lead t hem to actively compete for control to maximize
their influence. In the second scenario (0.2), the even smaller economic stake further reduces their financial exposure,
potentially weakening their incentive to engage in control battles. Thus, a higher deviation ratio increases the likelihood
that large shareholders will compete for control, as their control power exceeds their financial stake.

3 We used the Ultimate Control and Board Composition database from TEJ to analyze the backgrounds of large 
shareholders. This database indicates whether a large shareholder is part of a corporation or holds shares independently. 
For corporate entities, TEJ determines ultimate control, defined as the entity with the highest authority over management 
and decisions. For individual shareholders, TEJ assesses their roles, such as large shareholder, chairman, board member, 
CEO, or familial ties to a corporation. If an individual shareholder or the ultimate controlling entity of a corporate
shareholder is linked to the same corporation, they are grouped together for calculating the Shannon Index. This index
measures the divergence in backgrounds among large shareholders. For example, if a firm has five large shareholders—
three from Corporation A, one from Corporation B, and one individual shareholder—the Shannon Index would
be calculated as 0.950 = −{3/5∗ln(3/5) + 1/5∗ln(1/5) + 1/5∗ln(1/5)}. A larger value indicates a higher level of interest
divergence among large shareholders.

4 For example, Using the shareholding database of listed companies from 2006 and 2007, we analyzed large 
shareholder portfolios based on a 5% ownership threshold. We compared shareholder lists from both years: If a large
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10 S. Li et al.

4.5 Control variables 
We accounted for firm attributes that might affect the likelihood of dividend payouts, including 
age, size, performance, liquidity, debt, equity dependence, and growth opportunities. Firm age 
was measure as the number of years since the firm’s founding (Datta and Guthrie, 1994). Firm 
size was measured as the logarithm of total assets (Cannella and Shen, 2001; Menozzi et al., 
2012). We measured a firm’s prior performance using its return on assets (ROA),  calculated  as  
operating return divided by total assets. Specifically, we measured operating return as earnings 
before interest, taxes, depreciation, and amortization (EBITDA). According to Jenson’s (1986) free 
cash flow argument, firms may reduce dividend payouts to avoid cash shortfalls. Therefore, we 
controlled for financial liquidity and debt levels. Liquidity was defined as the ratio of current 
assets to current liabilities, while debt was defined as the ratio of total debt to total assets
(Mancinelli and Ozkan, 2006). For equity dependence, we followed Kaplan and Zingales (1997) 
by using the following formula: −1.002 × Cash flow 

Last period assets − 39.368 × Cash dividend paid 
Last period assets 1.315 × 

Cash balance 
Last period assets +3.139×Leverage. We also controlled for growth opportunities, which is a critical 
predictor of a firm’s dividend policy (Gul, 1999). Specifically, we followed prior studies (e.g. Goyal 
et al., 2002; Johnson, 2003) and measured growth opportunities as the market value ratio divided 
by book value.

We also controlled for several variables related to ownership structure beyond power contesta-
bility. First, we controlled for ownership concentration , calculated as the sum of the squares of the
ownership percentages of all shareholders (Dam and Scholtens, 2012). Additionally, we controlled 
for the largest shareholder ownership, defined as the total percentage of shares held by the f irm’s
largest shareholder (Song et al., 2015). We counted a firm’s total number of large shareholder s 
based on a 5% cutoff point (Connelly et al., 2010; Kaplan and Minton, 2012) among the top 10 
shareholders, with values for this variable ranged from 0 to 10 in our sample. Critical control level 
was defined as the minimum shareholding ratio required for the ultimate controller to maintain
control of the company (Cubbin and Leech, 1983). We also controlled for management control, 
which indicates whether professional managers are in control of the firm. Foreign ownership was 
measured as the percentage of firm ownership held by foreign individuals and institutions (Chen 
et al., 2016). Similarly, government ownership was defined as the percentage of shares held by 
government institutions (Pan et al., 2014). 

To account for Taiwan-specific contextual information, we controlled for family ownership 
and cross-shareholding structure. Family ownership was defined as the percentage of total shares 
held by family members or family-funded institutions (Yoshikawa and Rasheed, 2010). According 
to prior findings (Faccio et al., 2001), cross-shareholding is associated with dividend payouts; 
therefore, our controls included cross-shareholding, which was a dummy variable indicating 
whether the firm’s affiliates hold each other’s shares (Gugler and Yurtoglu, 2003). 

Finally, we included year and industry fixed effects as control variables to account for 
alternative explanations associated with time events and industry specifics.

The variables and their definitions are summarized in the Appendix Table A1. 

4.6 Estimation 
A primary concern regarding our findings is the potential endogeneity of power contestability 
among a firm’s large shareholders. Specifically, firms with distinct fundamental attributes may 
attract various types of large shareholders, leading to different levels of power contestability. 
To address this concern, we adopted a two-stage instrumental variable approach for estimation,
following previous studies (e.g. Andersson, 2009; Fassio et al., 2019; Semadeni et al., 2014; 
Bernini and Treibich, 2016). In the first stage, we employed an OLS regression to estimate the 
firm’s power contestability using two instrumental variables: industry-level power contestability 
and election. Industry-level power contestability was measured as the mean value of power 
contestability across all firms in the industry, excluding the focal firm. Election was measured 
as a dummy variable, equal to one if a political election occurs in the focal year and zero 

shareholder was present in 2006 but absent in 2007, we classified this as a new exit. Conversely, if a large shareholder 
was absent in 2006 but present in 2007, it was deemed a new entry. We then totaled the entries and exits to assess the
instability of the large shareholder base over the two years.
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Contestability among shareholders and dividend payouts 11

otherwise. Given that industry-level power contestability is positively related to firm-level power 
contestability (i.e. relevance) but unlikely to be related to the error term (i.e. exogeneity), it
serves as an appropriate instrumental variable for our study (Lin et al., 2011; Lin et al., 2013). 
Additionally, political elections, as exogenous social events, can influence firm-level shareholder 
power contestation without directly affecting dividend payouts. Elections introduce uncertainty
and potential policy changes (Jens, 2017), prompting shareholders to actively shape corporate 
strategies to protect their interests. For example, during Taiwan’s 2016 general elections, Taiyen 
Biotech Co. (TWSE: 1737) faced intense board and supervisor re-election competition. The 
Ministry of Economic Affairs, fearing a loss of control, allied with the workers’ union to
secure shareholder support, ultimately appointing a member of the Democratic Progressive
Party (DPP), which won the election, as chairman (Liberty Times Net, 2016). Similarly, Taiwan 
Styrene Monomer Corporation (TWSE: 1310) experienced a power struggle during its board re-
election, with two major shareholder factions leveraging political connections and accusing each
other of governance violations (Deng and Liang, 2016). These cases demonstrate how elections 
can intensify shareholder power struggles amid uncertainties, reinforcing their relevance as an
instrumental variable.

Based on the results of the first-stage regression, we calculated the estimated value of firm-
level power contestation. We included this estimate in the second-stage regression as the key
independent variable. In the second stage, we employed the following model specification to test
our hypotheses:

Dividendi,t = β0 + β1Contestabilityi,t−1 + β2Mi,t−1 + β3Contestabilityi,t−1 × Mi,t−1 

+ β4Xi,t−1 + β5Yeart + β6Industryj + εi,t

where Dividendi,t represents the dividend payout by firm i in year t; Contestabilityi,t−1 indicates 
the estimated power contestability of the firm’s large shareholders in the previous year; and Mi,t−1 
encompasses the following boundary conditions: deviation between cash flow rights and voting 
rights, large shareholders’ divergent interests, and large shareholders’ instability. Xi,t−1 represents 
the matrix of control variables, and εi,t is the error term. Since the dividend payout ratio is a 
dependent variable within a specific range, we employed Tobit regression with random effects for
the estimations.

5. Results 
Appendix Table A2 presents the sample distribution across industries along the key dimensions of 
our focus. On average, the sample firms had a dividend payout ratio of 20.86; however, this value 
varied significantly across industries, with the communication industry showing the highest pay-
out (30.70) and the glass and ceramics industry the lowest (4.98). In terms of power contestability 
among large shareholders, most industries exhibited a moderate value of ∼0.2, with the finance
industry having the lowest contestability. Similarly, the deviation between cash flow and voting
rights, large shareholders’ divergent interests, and large shareholders’ instability varied across
industries. These results provided essential variations for our regression analyses. Furthermore,
these variations justified our decision to include industry fixed effects in our estimation.

Table 1 presents the summary and correlation statistics for the variables in our final sample. 
On average, firms exhibited a dividend payout ratio of ∼20% and had two large shareholders 
with relatively low power contestability. However, power contestability among large shareholders 
varied significantly across firms (S.D. = 0.87). As anticipated, dividend payout was signif i-
cantly and positively associated with power contestability. As discussed later in this paper, we
mean-centered the two variables before including their interactions in our regression analyses.
We also conducted a variance inflation factor (VIF) test to assess possible multicollinearity. The
results (reported in Appendix Table A3) were well below the commonly used critical level of 10, 
indicating that multicollinearity was not a concern in our study.
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Figure 1. The positive moderating effect of deviation between cash flow and voting rights

5.1 H1: large shareholders’ power contestability and dividend payout

We presented the first-stage regression results in Appendix Table A4. As shown in Table A4, the 
coefficient of industry-level power contestation was positive (0.967) and significant (p < 0.01). 
The coefficient of election was also positive (0.008) and signif icant (p < 0.01). These results align
with our expectations and suggest that our use of industry-level power contestation and election
as instrumental variables is appropriate.

Table 2 reports our test results on how the power contestability of large shareholders may 
affect the firm’s dividend payout. Model 1 includes control variables only; Model 2 tests the 
main effect of power contestability on dividend payout; Model 3 incorporates three moderators 
(i.e. the deviation between cash flow and voting rights, large shareholders’ divergent interests, and
large shareholders’ instability); and Models 4–6 examine the respective moderating effects of each
moderator. The full model is presented in Model 7. Given that the effects were consistent between
the separate models and the full model, we will refer to the separate models in our interpretations.

H1 predicted a positive relationship between a firm’s large shareholders’ power contestability 
and dividend payout. As expected, large shareholders’ power contestability significantly positively 
impacted dividend payout in our sample firms (3.899; p < 0.01). Specifically, as power contesta-
bility increased by one unit, the dividend payout increased by 3.899 units. Based on the mean
value of the dividend payout, this increase amounted to 18.69% growth, which is economically
significant. Hence, this result supported H1.

5.2 H2: deviation between large shareholders’ cash flow and voting rights

Model 4 presents estimates for our prediction that the power contestability of large shareholders 
will have a stronger effect on dividend payout in firms with a higher deviation between cash 
flow rights and voting rights (H2). As shown in Model 4, the coefficient of the interaction term
between the power contestability of large shareholders and the firm’s deviation between cash
flow rights and voting rights was positive (0.157) and highly significant (p < 0.01). This result is
highly consistent with H2.

As depicted by the solid line in Figure 1, the impact of power contestability on the dividend 
payout was slightly negative when the deviation between cash flow rights and voting rights was 
one standard deviation lower than its mean. However, at a higher level of deviation between 
cash flow rights and voting rights (one standard deviation above the mean), the impact of power
contestability on dividend payout became positive, as indicated by the dashed line. This outcome
suggests that with a higher potential for competition for control among large shareholders
(high deviation between cash flow rights and voting rights), power contestability among large
shareholders is more likely to increase the dividend payout, as predicted in H2.
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Table 2. The second-stage regression results for H1– H4

(1) (2) (3) (4) (5) (6) (7) 
DV: Dividend Dividend Dividend Dividend Dividend Dividend Dividend 

1. Power contestability 3.899∗∗∗ 3.925∗∗∗ 2.803∗∗∗ 3.534∗∗∗ 3.955∗∗∗ 2.621∗∗ 

(0.980) (0.982) (1.055) (1.002) (0.981) (1.064) 
2. Deviation between cash flow 
and voting rights

−0.045 −0.022 −0.025 

(0.036) (0.037) (0.037) 
1∗2 0.157∗∗∗ 0.137∗∗ 

(0.056) (0.057) 
3. Large shareholders’ divergent

interests

−1.114 −0.819 −1.071 

(2.866) (2.854) (2.859) 
1∗3 −4.837∗ −5.336∗ 

(2.617) (2.778) 
4. Large shareholders’ instability 0.056 0.068 0.109 

(0.580) (0.579) (0.580) 
1∗4 1.217∗ 1.662∗∗ 

(0.711) (0.741) 
5. Firm age −0.093 −0.095 −0.092 −0.091 −0.096 −0.093 −0.090 

(0.083) (0.083) (0.083) (0.082) (0.083) (0.083) (0.082) 
6. Firm size 0.149 0.141 0.042 0.064 0.169 0.117 0.058 

(0.766) (0.761) (0.765) (0.761) (0.760) (0.762) (0.761) 
7. ROA 0.266∗ 0.260∗ 0.260∗ 0.269∗ 0.261∗ 0.258∗ 0.266∗ 

(0.140) (0.140) (0.140) (0.140) (0.140) (0.140) (0.140) 
8. Current ratio 16.268∗∗∗ 16.654∗∗∗ 16.564∗∗∗ 16.504∗∗∗ 16.786∗∗∗ 16.494∗∗∗ 16.436∗∗∗ 

(5.312) (5.281) (5.283) (5.263) (5.274) (5.284) (5.261) 
9. Debt −0.256 −0.344 −0.366 −0.153 −0.395 −0.217 −0.062 

(5.724) (5.699) (5.700) (5.685) (5.693) (5.701) (5.682) 
10. Equity dependence −4.745∗∗∗ −4.666∗∗∗ −4.650∗∗∗ −4.655∗∗∗ −4.647∗∗∗ −4.689∗∗∗ −4.664∗∗∗ 

(0.712) (0.710) (0.710) (0.709) (0.709) (0.710) (0.708) 
11. Growth opportunities −0.540 −0.525 −0.534 −0.525 −0.524 −0.526 −0.525 

(0.387) (0.387) (0.387) (0.386) (0.387) (0.387) (0.386) 
12. Ownership concentration 15.181 13.742 11.670 11.356 13.964 13.682 11.524 

(11.572) (11.534) (11.934) (11.547) (11.897) (11.550) (11.934) 
13. Largest shareholder 
ownership 

−0.037 0.064 0.062 0.036 0.067 0.063 0.041 

(0.166) (0.167) (0.190) (0.169) (0.188) (0.168) (0.190) 
14. Number of large 
shareholders 

−0.040 0.027 0.225 0.084 0.136 0.020 0.215 

(0.712) (0.709) (0.896) (0.708) (0.892) (0.720) (0.895) 
15. Critical control level 0.102 0.089 0.090 0.084 0.091 0.089 0.086 

(0.130) (0.129) (0.130) (0.129) (0.130) (0.129) (0.129) 
16. Management control −5.965∗∗ −6.003∗∗ −6.351∗∗ −6.378∗∗ −6.117∗∗ −5.962∗∗ −6.449∗∗ 

(2.677) (2.656) (2.671) (2.658) (2.652) (2.658) (2.656) 
17. Foreign ownership −0.197 −0.192 −0.188 −0.166 −0.189 −0.192 −0.166 

(0.346) (0.345) (0.345) (0.344) (0.344) (0.345) (0.344) 
18. Government ownership 0.121 0.115 0.130 0.130 0.113 0.114 0.127 

(0.178) (0.176) (0.177) (0.175) (0.177) (0.176) (0.176) 
19. Family ownership −0.121 −0.137∗ −0.141 −0.128∗ −0.152 −0.134∗ −0.143 

(0.076) (0.076) (0.099) (0.077) (0.098) (0.076) (0.098) 
20. Cross-shareholding 1.366 1.653 1.304 1.481 1.717 1.583 1.428 

(1.983) (1.973) (1.995) (1.988) (1.971) (1.974) (1.987) 
Constant −3.295 −5.003 −3.093 −2.393 −4.593 −3.798 −2.836 

(17.505) (17.388) (17.457) (17.364) (17.358) (17.394) (17.354) 
Log likelihood −72,682.47 −72,674.61 −72,673.78 −72,669.98 −72,672.85 −72,673.14 −72,666.5 

Note: N =  12,327; Industry and year fixed effects are included in the model; ∗∗∗ p < 0.01, ∗∗ p < 0.05, ∗ p < 0.1; Standard
errors are in parentheses.
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Figure 2. The negative moderating effect of large shareholders’ div ergent interests

5.3 H3: large shareholders’ di vergent interests

Model 5 presents estimates for our prediction that the power contestability of large shareholders 
will have a weaker effect on dividend payout in firms with large shareholders having more diverse 
interests (H3). As shown in Model 5, the coefficient of the interaction term between the power
contestability of large shareholders and the large shareholders’ divergent interests was negative
(−4.837) and highly significant (p < 0.10). This result is highly consistent with H3.

As depicted by the dashed line in Figure 2, the impact of power contestability on the dividend 
payout was slightly positive when the large shareholders’ divergent interests were one standard 
deviation above the mean. In contrast, the impact of power contestability on dividend payout 
became more positive, as represented by the solid line with a steeper slope at a lower level of
large shareholders’ divergent interests (one standard deviation below the mean). This outcome
suggests that when large shareholders’ interests are more diverse, power contestability among
large shareholders is less likely to increase the dividend payout, as predicted in H3.

5.4 H4: large shareholder s’ instability

We predicted that the power contestability of large shareholders would have a stronger effect 
on dividend payout in firms with higher large shareholders’ instability (H4). As shown in Model 
6, the coefficient of the interaction term between the power contestability of large shareholders
and the large shareholders’ instability was positive (1.217) and highly significant (p < 0.10). This
result was highly consistent with H4.

As shown by the solid line in Figure 3, the impact of power contestability on the dividend 
payout was slightly positive when the large shareholders’ instability was one standard deviation 
lower than its mean. However, at a higher level of large shareholders’ instability (one standard 
deviation above the mean), the impact of power contestability on dividend payout became more
positive, as the steeper slope of the dashed line indicated. These results suggest that with a higher
level of large shareholders’ instability, power contestability among large shareholders is more
likely to increase the dividend payout, as predicted in H4.

5.5 Robustness analyses 
We conducted several additional analyses to further validate the robustness of our findings. First, 
we employed a residual regression approach to further address the issue of endogeneity. Consistent
with previous literature (e.g. Wiersema and Zhang, 2011; Chen et al., 2023), we first regressed 
power contestability on the major control variables used in our main analysis (performance, age, 
size, liquidity, and debt). Subsequently, we used the residuals from this regression as a proxy for 
the large shareholders’ power contestability and re-estimated our models. The rationale for this
approach is to isolate the variation in power contestability not explained by the control variables,
thereby reducing bias from endogeneity. These residuals represent the unexplained variation in
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Figure 3. The positive moderating effect of large shareholders’ inst ability

power contestability, which is less likely to be influenced by omitted variables or reverse causality.
The results are reported in the Appendix Table A5. As shown, the coefficients of the contestability 
residuals were significantly consistent with our main analyses, further supporting our predictions.

Second, although we included various covariates to mitigate omitted variable bias, confounding 
effects may still exist. To address this, we followed prior studies (e.g. Busenbark et al., 2022; 
Wang et al., 2023) by performing a Robustness of Inference to Replacement (RIR) analysis. 
RIR quantifies how many observations with nonzero effects would need to be replaced with 
zero-effect observations to overturn a specific causal inference. Higher replacement percentages 
indicate lower susceptibility to omitted variable bias. Our RIR results show that invalidating the 
hypothesized effect of power contestation on dividend payout would require replacing 51.61%
of observations (6,362 cases) with zero-effect cases. For the three moderating effects, 22.73%,
11.51%, and 18.43% of observations (2,802, 1,419, and 2,272 cases, respectively) would need to
be replaced. While there is no definitive threshold for omitted variable bias, we found our figures
to be comparable to those in previous research (e.g. Roccapriore and Pollock, 2023; Wang et al., 
2023). Thus, the RIR results suggest that our findings are unlikely to be seriously affected by the
omitted variable issue.

Third, to further validate the distinction between ownership concentration and power con-
testability, we conducted additional robustness checks, as presented in Appendix Table A6 and 
Table A7. While the theoretical section of this paper has elaborated on the conceptual differences 
between ownership concentration and power contestability, these empirical analyses provide
further evidence to disentangle their effects. Specifically, Appendix Table A6 demonstrates that 
the inclusion of interaction term between ownership concentration and power contestability does 
not alter the positive and significant relationship between power contestability and dividend
payouts. This suggests that ownership concentration does not confound the observed effect of
power contestability on dividend payouts. Furthermore, Appendix Table A7 explores various 
scenarios combining different levels of ownership concentration and power contestability. The 
results indicate that firms with high power contestability consistently exhibit significantly 
higher dividend payouts than those with low power contestability, regardless of ownership
concentration. These findings collectively reinforce the conclusion that power contestability exerts
a distinct and robust influence on dividend payouts independent of ownership concentration.

5.6 Supplementary analyses 
Although the results of moderating effects support our sociopolitical mechanism, it is still possible 
that the observed positive impact of power contestation on dividend payout could be driven by
an efficiency channel, as noted in previous research (e.g. La Porta et al., 2000a; Jia et al., 2018). 
To rule out this alternative mechanism, we conducted two supplementary analyses.
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First, we examined the relationship between power contestability and financial performance, 
measured by ROA. If the efficiency mechanism holds, power contestability among large share-
holders should lead to superior f inancial performance, resulting in higher dividend payouts. In
this scenario, we expect a positive effect of power contestability on ROA. As shown in Model
2 of Appendix Table A8, the coefficient of the power contestability of large shareholders was 
insignificant (p > 0.10), suggesting that a firm does not exhibit better financial performance as
the level of power contestability among large shareholders increases.

Second, we explored the relationship between power contestability and bank loans, measured 
as the logarithm of a firm’s long-term bank loans. We specifically expect a positive relationship 
between power contestability and bank loans. The rationale is that large shareholders may compel 
the f irm to pay dividends by securing a bank loan. Such dividend payouts would primarily benefit
large shareholders without aiding minority investors. As shown in Model 4 of Appendix Table A8, 
the coefficient of the power contestability of large shareholders was negative (−0.038) and 
significant (p < 0.05), suggesting that firms are less likely to borrow money from banks as 
the level of power contestability among large shareholders increases. Thus, the results of two
supplementary analyses are inconsistent with efficiency predictions, indicating that our results
are unlikely to be driven by the efficiency mechanism.

6. Discussion 
The dominance of principal-principal agency theory in firm ownership and governance research 
has resulted in an overly simplistic view of shareholder relationships. Specifically, most existing
research has focused on conflicts between large controlling shareholders and smaller minority
shareholders (Chang, 2003; Young et al., 2008). However, many public firms have multiple 
coexisting large shareholders with diverse backgrounds. An important question arises: when do
these multiple large shareholders improve firm governance and benefit small investors?

We extend the principal–principal agency theory by arguing that multiple large shareholders in 
a firm may benefit small investors regarding dividend payouts when the power among the large 
shareholders is contestable. In situations involving potential contestation, large shareholders may 
seek to win control over the firm by appealing to minority shareholders rather than expropriating 
them. Thus, large shareholders may increase dividend payouts to encourage small shareholders 
to ally with them. Consistent with our predictions, our investigation of 860 listed firms in Taiwan 
from 1998 to 2019 revealed that as power contestability among a firm’s large shareholders
increases, the firm pays higher dividends, benefiting small investors. Moreover, this impact of
large shareholders’ contestability on dividend payouts is stronger when large shareholders have
greater incentives to compete for control—specifically, under conditions of deviation between
cash flow and voting rights and large shareholders’ instability. However, this impact is weaker
when large shareholders have more diverse interests, attenuating their conflicts of interest and
reducing competition for control.

6.1 Theoretical contributions 
Our findings contribute to two key aspects of the corporate governance literature. First, we 
strengthen the theoretical foundations of principal–principal agency theory. We extend the theory 
by highlighting the conditions under which shareholder dynamics can improve governance 
effectiveness, particularly for small investors. Rather than treating large shareholders as a 
monolithic entity engaged in a principal–principal conflict with small shareholders, we explore 
the dynamics among large shareholders and their interactions with small investors. Multiple
large shareholders with distinctive incentives often coexist, and competition for control may
arise from contestable large shareholders. Additionally, we examined contingencies related to the
protection of small investors that are likely to enhance these dynamics among large shareholders;
this investigation further extends the principal–principal agency theory framework by exploring
the dynamics between large and small investors.

Second and more generally, our work adds insights to the literature on behavioral corporate
governance. Westphal and Zajac (1997) posited that corporate governance can be viewed as a 
social process. Consistent with this idea, a substantial body of corporate governance research
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indicates that social dynamics play a crucial role in governance issues, such as relationships
between corporate leaders (see Westphal and Zajac, 2013, for a review). However, to our knowl-
edge, behavioral dynamics have yet to be extensively applied to shareholder relations. Building 
on prior work in behavioral governance, we propose that social dynamics exist among large
shareholders and between large and small investors. Informal interactions among shareholders
with varying levels of equity holdings often occur, enhancing the firm’s governance effectiveness.

6.2 Practical implications 
These findings have practical implications for policymakers. Following conventional wisdom, 
many countries have actively promoted corporate governance to limit the presence of large 
shareholders and increase ownership dispersion within public firms (e.g. China’s split-share 
reform launched in 2005). While prior research confirms the governance effectiveness of such 
reforms, our study cautions that when power becomes contestable among large shareholders, 
governance outcomes may be influenced by the power dynamics among large shareholders and
between large and small investors. When there is strong contestation among different large
shareholders or when large shareholders are motivated to compete for support from small share-
holders, multiple large shareholders may not necessarily weaken corporate governance. Thus,
policymakers and practitioners should recognize the power dynamics among large shareholders
and develop solutions to regulate the sociopolitical dynamics among shareholders to foster
positive corporate governance outcomes.

Our study also generates practical implications for firms or minority shareholders navigating 
power struggles among large shareholders. For minority investors, contestability among large 
shareholders presents opportunities rather than risks. Thus, they can capitalize on power contesta-
bility among large shareholders by actively engaging in shareholder meetings, exercising voting 
rights, and advocating for policies such as higher dividend payouts or increased transparency.
By positioning themselves as pivotal in governance disputes, minority investors can incentivize
large shareholders to compete for their support, amplifying their influence and contributing to
improved corporate governance.

Finally, while power contestability among large shareholders may enhance minority 
shareholders’ position, the associated increase in dividend payouts can impose significant 
costs on firms, potentially constraining reinvestment and long-term growth. Firms operating 
in environments with multiple large shareholders should adopt governance strategies that 
balance shareholder interests with financial stability to mitigate these risks. Specifically, firms
can strengthen shareholder communication channels, establish dividend policies aligned with
long-term strategic objectives, and create mechanisms to ensure that competition among large
shareholders does not undermine sustainable firm performance.

6.3 Limitation and future research

The limitations of this study suggest three avenues for future research. First, we posit that 
effective corporate governance may be closely related to informal relations among multiple 
large shareholders, and examining these informal interactions may be key to understanding 
the governance effectiveness of large shareholders. However, we could not directly capture 
shareholder interactions due to data availability issues. Future research could extend our work by
collecting more refined data and investigating various patterns of social interactions in a firm’s
governance processes and their consequences. Additionally, while our study shows a positive
effect of contestable large shareholders due to potential social dynamics among shareholders,
future research could explore the conditions under which social dynamics among a firm’s large
shareholders may weaken governance effectiveness.

Second, our research demonstrates that a contestable ownership structure impacts firm 
governance. We conducted tests to account for the potential endogeneity of a firm’s large 
shareholder composition and power structure. However, an important avenue for future research
is to investigate the determinants of that composition. For instance, future research could study
the evolution of ownership structures in public firms and their antecedents.

Finally, we selected Taiwan as our empirical context due to its unique institutional charac-
teristics. On one hand, scholars can further leverage the strengths of the Taiwanese context.
For example, given that family firms occupy a critical position in Taiwan, future studies could
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investigate how family ownership influences the relationship between power contestation and 
dividend payouts. Additionally, considering the institutional transitions over the past decades, 
future studies could explore whether this relationship has changed. On the other hand, future 
studies could broaden their geographic scope to examine the power dynamics of large sharehold-
ers in other contexts, such as the United States or European Union countries, thereby exploring
the generalizability of our findings.

7. Conclusion 
In conclusion, we extend the principal-principal agency theory by arguing that multiple large 
shareholders in a firm may benefit small investors regarding dividend payouts when the power 
among the large shareholders is contestable. The impact of large shareholders’ contestability on 
dividend payouts is stronger when competition for control among large shareholders is most 
likely to occur—specifically, under conditions of high deviation between large shareholders’ 
cash flow rights and voting rights, low divergence in large shareholder interests, and high large
shareholders’ instability. The results suggest that contestable large shareholders tend to woo small
investors to secure control of the firm, thereby creating favorable governance conditions for small
investors. Our findings carry significant theoretical and practical implications for future corporate
governance research and practices.
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