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Their research provides strong evidence in favor of theory first advanced in 1986
by Michael C. Jensen, currently an emeritus professor of business administration at
Harvard Business School. Writing in The American Economic Review, Professor
Jensen speculated that the more cash that companies have now (beyond what is
needed for current projects) the less efficient they will be in the future.

Professor Jensen said managers had incentives to use this excess cash to expand their
firms beyond what was most profitable because "growth increases managers power
by increasing the resources under their control.” So shareholders need to determine
"how to motivate managers to disgorge the cash,” he said.

The common theme that emerges from these various studiesis a very unflattering
portrait of corporate management: give executives lots of rope and they too often end
up hanging themselves. It would appear that a high dividend payout ratio is an
effective way to reduce the length of that rope.
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