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Abstract: China's dividends received by institutional investors from funds are exempt from income tax, but income tax is levied
on capital gains. Based on this tax preference, this paper constructs a decision-making model of fund dividends, theoretically
deducing the relationship between institutional investors' dividend demand pressure, fund interest rate and net capital inflow. It is
concluded that the greater the pressure on institutional investors' dividends, the higher the dividend yield of fund, which further
brings in more capital inflows. Subsequently, this paper empirically analyzes the data of bond funds in 2012-2017, and finds that
the increase in the shareholding ratio of institutional investors of bond funds leads to the increase of the dividend yield of the fund,
which will bring the net inflows of institutional investors and a net increase in the size of the fund and thus provide evidence of
support for the above theoretical results. In addition, the results also exist in hybrid funds, but not in equity funds. This paper has

made new theoretical and empirical contributions to the research on the tax catering effect of fund dividends.
Key words: dividend of fund, institutional investor, tax catering effect, dividend yield, fund size
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