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		We use Keiretsu affiliation to analyze the dividend policy of Japanese firms. Assuming that Keiretsu membership provides monitoring benefits and reduces information asymmetries between managers and investors, we test (1) whether dividend changes are more sensitive to growth opportunities for Keiretsu affiliates and (2) whether dividend increases are more closely associated with future profitability increases for unaffiliated firms. Our results do not support the overinvestment hypothesis as both Keiretsu affiliates and non-affiliates increase dividend payments when growth indicators are strong. In contradiction with the signaling hypothesis, dividend increases do not point toward increases in net and operating profitability. However, dividend increases are followed by significant increases in net and operating profits as well as persistent sales growth. We rationalize this finding by assuming that signaling is directed towards the firm's creditors and industrial partners rather than its shareholders. This interpretation is consistent with Japan's distinctive industrial organization. 
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