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ABSTRACT

Alroza, Widho (2005). The Relationship between Dividend Payout and Ownership
'structure In Indonesia. Yogyakarta: Universitas Islam Indonesia.

This research examines the relationship between dividend payout and

ownership structure in Indonesia as main subject of this research. Also, it examines

the relationship between dividend payout with earnings trend, past investment

opportunity, debt equity, and past dividend payout in Indonesia as additional subject

of this research.

This research is based on data of the manufacturing companies listed on

Jakarta Stock Exchange in the period of year 1999 up to year 2003. This research

uses ownership structure, earnings intensity, lagged earnings intensity, debt equity,

growth in sales intensity, and lagged dividend intensity as independent variables, and

dividend intensity as dependent variable.

This research uses proposed model by Jayesh Kumar (2004). The regression

results of the model show that in the year 2000 up to year 2003, there were no

significant influences of ownership structure, past earnings, past investment

opportunity, and debt equity toward dividend payout. In the other hand, there were

significant influences of current earnings and past dividend payout toward dividend
payout in the year 2000 up to year 2003, which currentearnings positively influences

dividend payout. Based on those results, investors who prefer to obtain profits from

dividend payout rather than capital gain, can use current earnings and past dividend

payout as objects for predicting the dividend payout.

Keywords: Dividend Payout, Ownership Structure.
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ABSTRAK

Alroza Widho (2005). The Relationship between Dividend Payout and Ownership
'stricture Tn Indonesia. Yogyakarta: Universitas Islam Indonesia.

Penelitian ini memeriksa hubungan antara pembayaran dividen dan struktur

kepemilikan di Indonesia sebagai pokok persoalan utama dari penelitian ini.
Penelitian ini juga memeriksa hubungan antara pembayaran dividen dengan

kecenderungan pendapatan, kesempatan investasi masa lalu, rasio hutang bagi

modal, dan pembayaran dividen masa lalu di Indonesia sebagai pokok persoalan

tambahan daripenelitian ini.

Penelitian ini didasarkan pada data perusahaan manufaktur yang terdaftar

pada Bursa Efek Jakarta pada periode tahun 1999 sampai tahun 2003. Penelitian ini
menggunakan struktur kepemilikan, intensitas pendapatan, intensitas pendapatan

masa lalu, rasio hutang bagi modal, pertumbuhan intensitas penjualan, dan intensitas

dividen masa lalu sebagai variabel bebas, dan intensitas dividen sebagai variabel

bergantung.

Penelitian ini menggunakan proposed model oleh Jayesh Kumar (2004).

Hasil regresi dari model tersebut menunjukkan bahwa pada tahun 2000 sampai tahun
2003, tidak ada pengaruh pengaruh penting dari struktur kepemilikan, pendapatan

masa lalu, kesempatan investasi masa lalu, dan rasio hutang bagi modal terhadap

pembayaran dividen. Pada pihak lain, ada pengaruh penting dari pendapatan masa
sekarang dan pembayaran dividen masa lalu terhadap pembayaran dividen pada
tahun 2000 sampai tahun 2003, dimana pendapatan masa sekarang secara positip

mempengaruhi pembayaran dividen. Didasarkan pada hasil tersebut, investor yang

lebih suka mendapatkan keuntungan dari pembayaran dividen dari pada dari

XII



keuntungan modal, dapat menggunakan pendapatan masa sekarang dan pembayaran

dividen masa lalu sebagai obyek untuk meramalkan pembayaran dividen.

Kata Kunci: Pembayaran Dividen, Struktur Kepemilikan.
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CHAPTER I

INTRODUCTION

1.1. Background of the Study

There are many companies which finance their activities' expenditures by the

fund obtained from issuing stocks. The issuing stocks are bought by people called

stockholders. By buying the stocks, the stockholders get the ownership of the

companies. The ownership of the companies depends on the stocks that the

stockholders have. The more the stockholders have stocks, the more the stockholders

have the ownership of the companies. Furthermore, the ownership of the companies

leads to the controlling of the companies' activities. The company's activities have to

be carefully controlled, because the achievement of companies' goals depends on the

performance of the company's activities. The performance of the companies'

activities must be good so that the companies' goals can be achieved. One of the

companies' activities that support the achievement of the companies' goals is the

determination of the dividend payout policy.

Why does dividend payout policy support the achievement of the companies'

goals? Gallagher and Andrew (2000) explained the necessary of good dividend

payout policy for supporting the achievement of the companies' goals. Common

dividends are the cash payment from the companies to the common stockholders

because the common stockholders have supplied their fund to the companies for

financing the activities' expenditure so that the companies can continue their efforts

to achieve the goals. The common dividends can be paid if the companies have

earnings available to the common stockholders that are calculated by deducting the

net income by preferred dividends. The companies can choose whether they make

1



dividends payment or not for the dividend payout policy. If the companies choose to

make the dividends payment, the common stockholders can directly enjoy the

dividends payment at the current time. In the other hands, if the companies choose

not to make the dividends payment, it means that the earnings available to the

common stockholders are retained by the companies. The companies may use funds

from the retained earnings instead of making debt for the investment opportunity,

that if the investment opportunity generates profits, it will increase the ability of the

companies to pay dividends in the future. The problem occurred when there are

common stockholders that don't like uncertainty regarding the increasing on the

ability of the companies to pay dividends in the future because the investment

opportunity doesn't always generate profits. This uncertainty leads to decreasing of

the stock price. The stockholders may sell their stocks because of their displeasure

when they don't get what they expect. That's why the good dividend payout policy is

needed to prevent the unpleasant of the uncertainty influencing the decreasing of the

stock price.

In this paper, the writer tries to examine the relationship between dividend

payout and ownership structure. After getting some evidences about the relationship,

the writer expects that the uncertainty regarding the increasing on the ability of the

companies to pay dividends in the future can be minimized, so that the stockholders

can predict what will happened to the dividends payout in the future.

This paper is conducted based on Jayesh Kumar (2004) research. Jayesh

Kumar used the ownership structure as a determinant of dividend payout. The

ownership structure is the composition of certain groups of stockholders that have

certain percentage of stocks in the company. Jayesh Kumar classified the

stockholders into four groups in his research. The groups are director, corporate,



institutional investors, and foreign investors. Each group of stockholders may have

more or less influence to the dividend payout compared to other groups. It depends

on the percentage of ownership that each group has. The more the group has

percentage of ownership, the more it can influence the dividend payout. Jayesh

Kumar (2004) found that the relationship between dividend payout and ownership

structure is different for different group of owners and at different levels. This

suggests that the ownership structure doesn't influence dividend payout uniformly.

In Jayesh Kumar's (2004) proposed model, we also can provide additional

evidences about the relationship between dividend payout with earnings trend, past

investment opportunity, debt equity and past dividend payout. As we know, a

company's earnings can be distributed to dividend and/or retained earnings.

Therefore, if the company's earnings are high, there is a possibility to have high

dividend and/or high retained earnings. But, investment opportunity is very

influential to the distribution of earnings. If there are many investment opportunities,

the company may choose to retain the earnings because those investment

opportunities may need additional fund. Reversely, if there is lack of investment

opportunity, there will be less or no need on additional fund so that the company can

distribute more to dividend payment. The investment opportunity is conducted to

obtain more earnings so that the company can increase the ability of the companies

to pay dividends in the future. Therefore, the past investment opportunity may

increase the current dividend payment because there is possibility of having earnings

from it.

Apart from retained earnings, a company can have additional fund from

making debt. One of the ratios to measure debt of a company is debt to equity. The

companymust carefully maintain the debt to equity ratio. If the debt to equity ratio is



too high, Schuster (2000) stated that the company may have a hard time to raise the

cash and to delay the interest payments. Therefore, if there is high debt to equity

ratio, the company may retain the earnings instead of making debt for additional

funding. This condition will lead to the less or no dividend payment. In the other

hand, if there is low debt to equity, the company may make debt instead of retaining

the earnings for additional funding. This condition will lead to the high dividend

payment.

Jayesh Kumar (2004) explained the relationship between current dividend

payout and past dividend payout. Past dividend payout influences dividend policy

and companies' managers are reluctant to change the current dividend payout from

past dividend payout, unless they are unable to maintain it. If they change the

dividend payout, they will try to remainat the new level.

In Indonesia, there were some researchers who conducted researches similar

to Jayesh Kumar (2004) research. Ramli (1994) examined the relationship between

dividend per share with earnings per share and debt equity ratio. He found that the

amount of earnings per share positively influences the amount of dividend. In the

other hand, the amount of debt negatively influences the amount of dividend. Those

findings support Jayesh Kumar (2004) findings. Hatta (2002) examined the

relationship between dividend payout ratio and percentage of director ownership.

She found that there is no significant relationship between dividend payout ratio and

percentage ofdirector ownership. This finding doesn't support Jayesh Kumar (2004)

finding stating that director ownership in level positively influences dividend payout.

Comparing with previous researches in Indonesia, this research examined not only

the relationship between dividend payout with earnings trend, debt equity, and

director ownership, but also the relationship between dividend payout with past



investment opportunity, past dividend payout, corporate ownership, institutional

ownership, and foreign ownership.

1.2. Problem Identification

The general problem of this research is to provide new evidences about the

relationship between dividend payout and ownership structure. Also, this research

tries to provide new additional evidences about the relationship between dividend

payout with earnings trend, past investment opportunity, debt equity and past

dividend payout.

1.3. Problem Formulation

This research tries to obtain the answers of the following questions:

1. How is the relationship between dividend payout and ownership

structure?

2. How is the relationship between dividend payout and earnings trend?

3. How is the relationship between dividend payout and past investment

opportunity?

4. How is the relationship between dividend payout and debt equity?

5. How is the relationship between current dividend payout and past

dividend payout?

1.4. Research Objectives

The research has some objectives. The objectives are:

1. To provide new evidences on how the relationship between dividend

payout and ownership structure.



2. To provide new additional evidence on how the relationship between

dividend payout and earnings trend.

3. To provide new additional evidence on how the relationship between

dividend payout and past investment opportunity.

4. To provide new additional evidence on how the relationship between

dividend payout and debtequity.

5. To provide new additional evidence on how the relationship between

current dividend payout and past dividend payout.

1.5. Limitation of Research Area

This research has some limitations initsscope and size. The limitations are:

1. The population of this research is all companies listed in Jakarta Stock

Exchange (JSX). This research limits the population by using

manufacturing companies listed from 1999 up to2003.

2. Excluding public sector, financial and utilities companies.

3. Excluding companies which have missing data on dividends for at least

two consecutive years.

4. Excluding companies with negative shareholders' equity.

1.6. Research Contributions

Thisresearch hassome contributions. The contributions are:

1. For investors, this research can provide information for decision making

regardingstockinvestment.



2. For the development ofeconomics, this research can provide additional

information for previous researches and can be used as reference for

future researches regarding dividend payout and ownership structure.

1.7. Definition of Terms

The keywords ofthis research are dividends and ownership structure.

Dividends are the cash payment from the companies to the stockholders

because the stockholders have supplied their fund to the companies for financing the

activities' expenditure.

Ownership structure is the composition ofcertain groups of stockholders that

have certain percentage of stocks in thecompany.



CHAPTER II

REVIEW OF RELATED LITERATURE

This chapter consists of several sub-chapters. The first sub-chapter contains

explanation about dividend payout policy. The second sub-chapter contains

explanation about ownership structure. The third sub-chapter contains previous
researches that examined relationship between dividend payout and ownership

structure. The fourth sub-chapter contains hypothesis formulations tested in this

research.

2.1. Dividends Payout Policy

Gallagher and Andrew (2000) explained the necessity of good dividend

payout policy. Dividends payout policy refers to the decision made by the companies
regarding whether the company makes dividends payment or not to their
stockholders. The companies may distribute all the earnings available to the common

stockholders to their stockholders. But, the companies must consider the companies'

investment opportunity. This investment opportunity may need additional fund so

that the investment opportunity can be conducted. One way that the additional fund

can be obtained is by retaining the earnings available to the common stockholders

besides making debt. The problem occurred when there are stockholders not assured

with the investment opportunity will generate profits in the future. Based on the

problem that may occur the companies must carefully make the dividend payout

policy.



2.1.1. Factors Affecting Dividend Payout Policy

There are some factors affecting dividend payout policy. The factors

explained by Gallagher and Andrew (2000) are the company's need for funds, the

company's future financial prospects, stockholders' expectations, and contractual

restrictions with which the company may have to follow.

2.1.1.1. Need for Funds

Gallagher and Andrew (2000) explained how the company's need for fund

affects dividend payout policy. The earnings available to the common stockholders

can be paid to stockholders and/or can be invested in the company's investment

opportunity. Based on that condition, the plenty of investment opportunity may affect

the dividend payout policy. The company may pay little or no dividends to the

stockholders. In the other hand, the lack of investment opportunity may also affect

the dividend payout policy. The company may pay large dividends.

2.1.1.2. Future Financial Prospects

Gallagher and Andrew (2000) explained how the company's future financial

prospects affect dividend payout policy. If a company's managers feel that the future

is good, they may pay large dividends because there is no worry about future cash

position. In the other hand, if managers feel that the future is bad, they may pay less

or no dividends in order to make the company's cash reserves for safety.

2.1.1.3. Stockholders' Preferences

Gallagher and Andrew (2000) explained how stockholders' expectations

affect dividend payout policy. If the company reinvested the earnings, it will lead to
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the increasing of the stock price. This condition is caused by an opinion that there

will be a higher dividends payment in the future if the earnings is reinvested for the

profitable investment opportunity. The increasing of stock price itself can provide

capital gains for the stockholders. Capital gains are profits obtained from the selling

of the increased stock price. There are some stockholders that prefer to obtain capital

gains instead of dividends.

In the other hand, there are some stockholders that are retired looking for

current income from their stock investment. They may prefer a high dividend payout

policy. So, the managers should consider the stockholders' preferences in the making

ofdividend payout policy. The managers must carefully determine the percentage of

retainedearningsand the percentage of dividends.

2.1.1.4. Contractual Restrictions

Gallagher and Andrew (2000) explained how contractual restrictions affect

dividend payout policy. Dividend payment restriction may be included in the

company's loan agreement. The loan agreement may decide that the company's

current ratio can't fall below the certain level during the life of the loan. Because the

current ratio is calculated by dividing current assets (include cash account) by current

liabilities, the company must consider that the cash dividend payment can possibly

decrease the current ratio. Therefore, the company may retain the earnings in order to

keep the level of current ratio.

2.1.2. Prominent Dividend Theories

Gallagher and Andrew (2000) had investigated how companies consider

many different factors regarding their dividend payout policy. Financial experts
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attempt to combine these factors into theories about how dividend payout policy

affects the value of the company. The following prominent dividend theories explain

the relationship between the dividend payout policy and the value of the company if

those theories are valid.

2.1.2.1. The Residual Theory of Dividends

Gallagher and Andrew (2000) explained how dividend payout policy affects

the value of the company if the residual theory of dividend is valid. The residual

theory is widely known in economics. This theory hypothesizes that the amount of

retained earnings is the focus of the company. The amount of retained earnings

depends on the funds needed for acceptable opportunity investment, and the needed

optimal capital structure containing the percentage of debt and the percentage of

equity. Then, retained earnings are calculated by multiplying the percentage ofequity

by the funds needed for acceptable opportunity investment. The calculated retained

earnings here refer tothe needed equity funds. Finally, the amount ofdividends to be

paid is calculated by deducting the earnings available by the calculated retained

earnings. If the earnings available are less than the calculated retained earnings, there

will be no dividends. Even, the company needs to raise additional equity funding by

issuing new common stocks.

The residual dividend theory is based on the company's perspective, not from

the stockholders' perspective. Therefore, it ignores to some groups of the

stockholders who want the dividends payment regularity and certain amount of

dividends payment. If a company follows the residual theory, when earnings

available are large and the acceptable investment opportunity is small and few,

dividends will be large. Conversely, when earnings available are small and the
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acceptable investment opportunity is large, there may be no dividends if the residual

theory is applied. The dividend payments will be unstable and the amount

unpredictable.

2.1.2.2. The Clientele Dividend Theory

Gallagher and Andrew (2000) explained how dividend payout policy affects

the value of the company if the clientele dividend theory is valid. Based on the

clientele dividend theory, dividend payout policy as a part of company attracts

investors. For example, young investors may want to obtain profits from capital

gains rather than from dividends, so they seek companies that retain earnings for

profitable investment opportunity instead ofpaying dividends. Stock prices incline to

increase when there are retained earnings for profitable investment opportunity, and

there will be no tax for capital gains until the stockholders sell the stock.

In the other hand, old investors may want to obtain profits from dividends

rather than from capital gains. They will tend to seek companies that pay high

dividends instead of retaining the earnings for profitable investment opportunity.

According to the clientele dividend theory, each company has its own clientele of

investorswho hold the stock in part becauseof company's dividendpolicy.

If the clientele theory is real, then it won't much influence a company's

dividend payout policy as long as the company has one clientele and maintain it. If

the company changes its dividend payout policy, the clientele that preferred the old

policy will probably sell their stock. Based on the company's new dividend payout

policy, a new clientele will buy the stock. When managers plan a dividend payout

policy change, they must ask whether the effect of the new clientele's buying will be

more than the effect of the old clientele's selling. The new clientele can't be sure that
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the company will repeat the most recent implemented dividend payout policy in the

future.

2.1.2.3. The Signaling Dividend Theory

Gallagher and Andrew (2000) explained how dividend payout policy affects

the value of the company if the signaling dividend theory is valid. If the signaling

dividend theory is valid, there is an opinion that the management of a company

knows more about the future financial prospects of the company than the

stockholders do. According to this theory, if a company declares a dividend larger

than a dividend anticipated by the market, the market will interpret this as a signal

that the future financial prospects of the company are better than the future financial

prospects expected by the market. Investors assumed that management would have

raised the dividend if management relatively sure to maintain this higher dividend.

As a result of this signal of good times in the future, investors will buy more stock

causing an increasing in the stock price.

Reversely, if a company reduces its dividends, the market takes this as a

signal that management anticipates poor earnings and doesn't believe that

management can maintain the current dividend. In other words, a dividend reduction

signals bad times in the future for the business. The market price of stock decreases

when the company announces a lower dividend because investors sell their stock in

anticipation of future financial trouble for the company.

If a company's managers believe in the signaling theory, they will always be

careful of their dividend payout policy's message to investors. Even, if the company

has some profitable investment opportunities that should be financed with retained
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earnings, management may choose to pay dividend rather than retain the earnings in

order to prevent bad signal to the market.

2.1.2.4. The Bird-in-the-Hand Theory

Gallagher and Andrew (2000) explained how dividend payout policy affects

thevalue of thecompany if thebird-in-the-hand theory is valid. The bird-in-the-hand

theory hypothesizes that the stockholders prefer to receive dividends instead of

having earnings reinvested in the company's profitable opportunity investment.

Although there is expectation to receive profits in the form of higher future stock

prices (capital gains) or in the form of higher next dividends payment, there are some

stockholders that aren't sure with the investment opportunity using retained earnings

will generate profits in the future. Those stockholders prefer to obtain dividends now

rather than expecting the unsure capital gains and/or the unsure higher dividends

payment. Inother words, the stockholders will say "a bird inthe hand isworth two in

the bush."

If the bird-in-the-hand theory is correct, the stockholders prefer stock of

companies that pay relatively high dividends than stocks of companies that reinvest

their earnings. This condition will lead stockholders to buy relatively higher stock

prices because highdividends influence stock price to increase.

2.1.2.5. Modigliani and Miller's Dividend Theory

Gallagher and Andrew (2000) explained how dividend payout policy affects

the value of the company if the Modigliani and Miller's dividend theory is valid.

Franco Modigliani and Merton Miller (1961), commonly referred to as M&M,

hypothesized that dividend payout policy is irrelevant. Given some simplifying
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assumptions, M&M showed how a company's income produced from its assets, not a

company's dividend payout policy, determine the value of a company. According to

the M&M dividend theory, the way a company distributes its income (in the form of

future capital gains or current dividends) doesn't affect the overall value of the

company. Stockholders aren't concern whether they receive their return on their

stock investments from capital gains or dividends. So, dividends don't matter. There

are critiques for M&M's arguments by financial theorists. Most of the critiques

support that M&M's assumptions are unrealistic.

2.2. Ownership Structure

The ownership structure is the composition of certain groups of stockholders

that have certain percentage of stocks in the company. Jayesh Kumar (2004)

classified the stockholders into four groups in his research. The groups are:

1. Director ownership, it is equity held by directors of the company that

includes the stocks held by the family members of the director.

2. Corporate ownership, it is equity held by corporate bodies as percentage

total equity stocks. These include corporate bodies excluding those

already covered by other groups.

3. Institutional ownership, it is stocks held by government companies as

percentage of total equity stocks. These include insurance companies,

mutual funds, financial institutions, banks, central and state government

companies, state financial corporations and other government bodies.

4. Foreign ownership, it is equity held by foreigners as percentage of total

equity stocks. These include foreign collaborators, foreign financial

institutions, foreign nationals, and non-resident Indonesian.
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2.3.1. Klaus Gugler, B. Burcin Yurtoglu (2002)

In their research entitled "Corporate governance and dividend pay-out policy

in Germany", Klaus Gugler, B. Burcin Yurtoglu found evidence that dividends signal

the presence of the conflict between the large, controlling owner and small, outside

shareholders. Therefore, dividend change announcements provide new information

about this conflict. They analyzed 736 dividend change announcements in Germany

during 1992-1998. They used information on the ownership and control structure of

the company to test the rent extraction hypothesis and distinguish it from the cash

flow signaling explanation.

2.3.2. Jayesh Kumar (2004)

In his research entitled "Corporate governance and dividend payout in India",

Jayesh Kumar examined the relationship between the corporate governance and the

dividend payout policy. He analyzed 2575 Indian corporate companies during the

period 1994-2000. He explained the differences in the dividend payout behavior of

the companies' financial structure, investments opportunities, dividend history,

earnings trend, and the ownership structure. He found that ownership is one of the

important variables that influence the dividend payout policy. However, the

relationship is different for different group of owners and at different levels. This

suggests that the ownership structure doesn't influence dividend payout policy

uniformly.

2.3.3. Grzegorz Trojanowski (2004)

In his research entitled "Ownership structure and payout policy in the UK",

Grzegorz Trojanowski's research complemented the existing literature by analyzing
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the trends in both dividends and total payouts (including stock repurchases). He

analyzed payout policies of 985 British companies listed on the London Stock

Exchange during the 1990s. The major finding is that the payout policy in the UK is

significantly related to ownership of the companies. The presence of strong block

holders or block holder coalitions (in particular, executive directors, financial

institutions, and other industrial companies) weakens the relationship between the

corporate earnings and the payout dynamics. The results challenge some of the

implications of the agency theories of payout, and favor apecking-order explanation

for the observed payout patterns.

2.4. Hypothesis Formulation

Jensen and Meckling (1976) stated that information asymmetry between

insiders and outsiders may also lead to agency cost. One of the mechanisms

suggested for reducing outsiders' expropriation is by reducing free cash flows

available to managers for making payout. The cash flow hypothesis states that

insiders have more information about companies' future cash flow than outsiders do,

and they have incentive to signal that information to outsiders. Dividends can be an

ideal instrument for limiting rent extraction of minority shareholders. Large

shareholders may signal their unwillingness to exploit minority shareholders by

giving dividends. However, dividend payout guarantees balanced payout for both

insiders and outsiders.

Jayesh Kumar (2004) used the ownership structure as a determinant of

dividend payout. The ownership structure is the composition of certain groups of

stockholders that have certain percentage of stocks in the company. Jayesh Kumar

(2004) classified the stockholders into four groups in his research. The groups are
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director, corporate, institutional investors, and foreign investors. Jayesh Kumar

(2004) found evidences about the relationship between dividend payout and

ownership structure. The evidences are as follows: 1) director ownership in level

positively influences dividend payout, 2) corporate ownership in level positively

influences dividend payout, 3) corporate ownership in square negatively influences

dividend payout, 4) institutional ownership in level negatively influences dividend

payout, 5) institutional ownership in square positively influences dividend payout,

and 6) foreign ownership doesn't influences dividend payout. Those findings show

that the relationship between dividend payout and ownership structure is different for

different group of owners and at different levels. This suggests that the ownership

structure doesn't influence dividend payout uniformly. In the Jayesh Kumar (2004)

research, we can find some related literature reviews. Short et al. (2002) found a

positive association between dividends and institutional ownership, and a negative

association between dividends and managerial ownership in the UK companies.

Based on the previous research conducted by Jayesh Kumar (2004), the alternative

hypotheses are as follows:

Hai: Director ownership in level positively influences dividend payout

Ha2: Corporate ownership in level positively influences dividend payout

Ha3: Corporate ownership insquare negatively influences dividend payout

Ha4: Institutional ownership in level negatively influences dividend payout

Has: Institutional ownership in square positively influences dividend payout

Ha6: Foreign ownership doesn't influences dividend payout

A company's earnings can be distributed to dividend and/or retained

earnings. Therefore, if the company's earnings are high, there is a possibility to have

high dividend and/or high retained earnings. But, investment opportunity is very
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influential to the distribution of earnings. If there are many investment opportunities,

the company may choose to retain the earnings because those investment

opportunities may need additional fund. Reversely, if there is lack of investment

opportunity, there will be less or no need on additional fund so that the company can

distribute more to dividend payment. The investment opportunity is conducted to

obtain more earnings so that the company can increase the ability of the companies

to pay dividends in the future. Therefore, the past investment opportunity may

increase the current dividendpaymentbecause there is possibility of having earnings

from it. Jayesh Kumar (2004) found evidences about the relationship between

dividendpayout with earningstrends andpast investmentopportunity. The evidences

are: 1) earnings trend positively influences dividend payout, and 2) past investment

opportunity positively influences dividend payout. In the Jayesh Kumar research

(2004), we can find some related literature reviews. Bhattacharya (1979: 1980),

Linter (1956), Lintner (1962: 1970), and Miller and Rock (1985) suggested that

corporate dividend policy is designed to reveal earnings prospects to investors. In

Indian context, Bhat and Pandey (1994) on a basis on survey of managers

perspective about dividend payout and retention, stated that dividend depends on

current and expected earnings as well as the pattern of past dividends, dividends

helps in signaling the future prospects of the firm, and dividends should be paid even

if the firm have profitable investment opportunity. In Indonesia, Ramli (1994) found

that the amount of earnings per share positively influences the amount of dividend.

Based on the previous research conducted by Jayesh Kumar (2004), the alternative

hypotheses are as follows:

Ha7: Earnings trend positively influences dividend payout

Ha8: Past investment opportunitypositively influences dividend payout
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2.2.1. TheRelationship between Director and otherGroups ofStockholders

Van Home and Wachowicz (1995) explained problems that may occur

between director and other groups of stockholders. Director is the persons who

represent all groups ofstockholders for managing companies' activities. All groups

of stockholders expect that the director's works will agree with all groups of

stockholders' desires. But in reality, there may be conflicts between the director and

some groups of stockholders. The director may have different goals with some

groups of stockholders' goals.

Jensen and Meckling (1976) were the first to develop a comprehensive theory

of the company under agency arrangements. They showed that the principals (some

groups of stockholders) can assure themselves that the agents (director) will make

optimal decisions only ifappropriate incentives are given and only if the agents are

monitored. The incentives are given based on how close director's decisions agree

with the desires of the stockholders. Incentives include stock options, bonuses, and

perquisites. In the other hand, monitoring can be conducted by systematically

reviewing management perquisites, auditing financial statements, and limiting

director's decisions.

2.3. Previous Research

There were some previous researches that examined the relationship between

dividend payout and ownership structure. Those researches had been conducted not

only in one country but also in some countries. The following sub-chapters explain

researches that had been conducted inGermany, India, and United Kingdom.
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Apart from retained earnings, a company can have additional fund from

making debt. One of the ratios to measure debt of acompany is debt to equity. The

company must carefully maintain the debt to equity ratio. If the debt to equity ratio is

too high, Schuster (2000) stated that the company may have ahard time to raise the

cash and to delay the interest payments. Therefore, if there is high debt to equity

ratio, the company may retain the earnings instead of making debt for additional

funding. This condition will lead to the less or no dividend payment. In the other

hand, ifthere is low debt to equity, the company may make debt instead of retaining

the earnings for additional funding. This condition will lead to the high dividend

payment. Jayesh Kumar (2004) found evidence about the relationship between

dividend payout and debt equity. The evidence is debt equity has negative

relationship with dividend payout. Dutta, Collins, and Wansley (1994) found that

companies with the lowest level of insider holdings have the highest debt ratio, while

companies with five to twenty five percent insider holdings have a significantly

lower level of debt. In Indonesia, Ramli (1994) found that the amount of debt

negatively influences the amount of dividend. Based on the previous research

conducted by Jayesh Kumar (2004), the alternative hypothesis is as follows:

Ha9: Debt equity has negative relationship with dividend payout

Jayesh Kumar (2004) explained the relationship between current dividend

payout and past dividend payout. Past dividend payout influences dividend policy

and companies' managers are reluctant to change the current dividend payout from

past dividend payout, unless they are unable to maintain it. If they change the

dividend payout, they will try to remain at the new level. Jayesh Kumar (2004) found

evidence about the relationship between past dividend payout and current dividend

payout. The evidence is past dividend payout influences current dividend payout. In
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the Jayesh Kumar (2004) research, we can find some related literature reviews. Fama
and Babiak (1968) argued that the companies try to stick their previous target
dividend level. Kevin (1992) showed that dividend stability is aprimary determinant
of payout while profitability is only secondary importance. Based on the previous
research conducted by Jayesh Kumar (2004), the alternative hypothesis is as follows:

Haio: Past dividend payout influences current dividend payout



CHAPTER III

RESEARCH METHOD

This research is anempirical research method. An empirical research method

contains hypothesis testing. This research tests the hypotheses obtained from the

previous research. From the hypothesis testing, this research makes new evidences

that can reject orcan't reject the formulated hypotheses.

An empirical research method contains:

1. The determination ofpopulation andsample.

2. Data sources and data collection.

3. Definition and measurement of research variables.

4. Empirical model and formulated hypothesis. Formulated hypothesis is

arranged in the form ofnull hypothesis and alternative hypothesis.

5. Technique of data analysis.

3.1. Population and Sample

The population of this research is all companies listed in Jakarta Stock

Exchange (JSX). The sample is derived from the population by using manufacturing

companies listed from 1999 up to 2003. Other ways to derive the sample are as

follows:

1. Excluding public sector, financial and utilities companies.

2. Excluding companies that have missing data on dividends for at least two

consecutive years.

3. Excluding companies with negative shareholders' equity.
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5. The percentage of director ownership, institutional ownership, foreign

ownership, and corporate ownership in level and in square.

3.4. Research Procedures

This research consists of procedures that have to be done in order to obtain

the new evidences as a result of this research. The procedures are:

1. Collecting the samples from the population.

2. Calculating the needed numbers from the samples for obtaining research

variables.

3. Identifying the problems of outlier, autocorrelation, and multicollinearity.

4. Using the statistical test for testing the hypotheses.

5. Analyzing andinterpreting the newevidences obtained from the statistical

test results.

6. Making conclusions of the research containing the non-rejected

hypotheses.

3.5. Empirical Model

This research uses the Proposed Model (PM) for testing the formulated

hypotheses in order to obtain new evidences about the relationship between dividend

payout and ownership structure. Jayesh Kumar (2004) developed this proposed

model. The empirical model fora company i at timet, is givenby:

Dividend Intensity^ = ctj + PiEarnings Intensityu
+ p2Earnings Intensity^.!) + p3Debt Equityit
+ p4Growth in Sales Intensityu + p5Foreignjt
+ Pglnstitutionaljt + p7Corporatejt + pgDirectoru
+p9Foreign2it +Pi0Institutional2it + pnCorporate2it
+ pnDirectoi^it + P^Dividend Intensity^-1) + elt (3-6)



where: aj = intercept
P i = coefficient of earnings intensity variable
02 = coefficient of lagged earnings intensity variable
P3 = coefficient of debt equity variable
p4 = coefficient of growth in sales intensity variable
Ps = coefficient of foreign ownership in level variable
P6 = coefficient of institutional ownership in level variable
P7 = coefficient of corporate ownership in level variable
Ps = coefficient of director ownership in level variable
P9 = coefficient of foreign ownership in square variable
pio = coefficient of institutional ownership in square variable
P n = coefficient ofcorporate ownership in square variable
P12 = coefficient ofdirector ownership in square variable
P13 = coefficient of lagged dividend intensity variable
6jt = error term.
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3.6. Formulated Hypothesis and Requirement of Rejecting Null Hypothesis

Based on the previous research conducted by Jayesh Kumar (2004), the null

hypotheses, the alternative hypotheses, and the requirements of rejecting null

hypothesis are as follows:

1. Hoi: Director ownership in level doesn't positively influence dividend

payout

Hai: Director ownership in level positively influences dividend payout

We use proposed model for testing this hypothesis. If the regression result

of that model shows that the Ps has positive sign and significant at 5%

level ofconfidence, the Hoi is rejected.

2. H02: Corporate ownership in level doesn't positively influence dividend

payout

Ha2: Corporate ownership in level positively influences dividend payout
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We use proposed model for testing this hypothesis. If the regression result

of that model shows that the p7 has positive sign and significant at 5%

level of confidence, the H02 is rejected.

3. H03: Corporate ownership in square doesn't negatively influence dividend

payout

Ha3: Corporate ownership insquare negatively influences dividend payout

We use proposed model for testing this hypothesis. Ifthe regression result

of that model shows that the pi1has negative sign and significant at 5%

level ofconfidence, the H03 is rejected.

4. H04: Institutional ownership inlevel doesn't negatively influence dividend

payout

Ha4: Institutional ownership in level negatively influences dividend

payout

We use proposed model for testing this hypothesis. Ifthe regression result

of that model shows that the p6 has negative sign and significant at 5%

level ofconfidence, the Ho4 is rejected.

5. H05: Institutional ownership in square doesn't positively influence

dividend payout

H^: Institutional ownership in square positively influences dividend

payout

We use proposed model for testing this hypothesis. Ifthe regression result

of that model shows that the P10 has positive sign and significant at 5%

level ofconfidence, the H0s is rejected.
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6. H0e: Foreign ownership influences dividend payout

Ha6: Foreign ownership doesn't influence dividend payout

We use proposed model for testing this hypothesis. Ifthe regression result

of that model shows that the p5 and the p9 aren't significant at 5% level of

confidence, the H06 is rejected.

7. H07: Earnings trend positively doesn't influence dividend payout

Ha7: Earnings trend positively influences dividend payout

We use proposed model for testing this hypothesis. Ifthe regression result

of that model shows that the pi and/or the p2 has positive sign and

significant at 5% level ofconfidence, the H07 is rejected.

8. Ho8: Past investment opportunity doesn't positively influence dividend

payout

Hag: Past investment opportunity positively influences dividend payout

We use proposed model for testing this hypothesis. Ifthe regression result

of that model shows that the p4 has positive sign and significant at 5%

level ofconfidence, the Hog is rejected.

9. H09: Debt equity has no negative relationship with dividend payout

Ha9: Debt equity has negative relationship with dividend payout

We use proposed model for testing this hypothesis. If the regression result

of that model shows that the p3 has negative sign and significant at 5%

level of confidence, the H09 is rejected.

10. Hoio: Past dividend payout doesn't influence current dividend payout

Haio: Past dividend payout influences current dividend payout



29

We use proposed model for testing this hypothesis. Ifthe regression result

of thatmodel shows that the pB are significant at 5% level of confidence,

the Hoio is rejected.



CHAPTER IV

RESEARCH FINDINGS, DISCUSSION, AND IMPLICATIONS

This chapter explains the process of data collection, the measurement of

research variables, the data analysis, and the interpretation of hypothesis testing. This

chapter consists of three sub-chapters. They are research preparation, research

findings, and research implications.

4.1. Research Preparation

This research began by studying literatures in order to obtain relevant topic of

the research. From the topic, we identify the problem and set the objectives of the

research. Next, we determine the population and the sample of the research. The

population of this research is companies listed in Jakarta Stock Exchange{JSX). The

sample is derived from the populationby using manufacturing companies listed from

1999 up to 2003. The other ways to derive the sample are as follows:

1. Excluding public sector, financial and utilities companies.

2. Excluding companies that have missing data on dividends for at least two

consecutive years.

3. Excluding companieswith negative shareholders' equity.

This research collects the data from Indonesian Capital Market Directory

(ICMD) and from Pojok BEJ Universitas Islam Indonesia. Those data sources

provide numbers needed for obtaining research variables. The numbers are cash

dividends, total assets, profit after taxes, debt equity, net sales, and the percentage of

director ownership, institutional ownership, foreign ownership and corporate

ownership in level.
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We calculate those numbers in order to obtain the research variables. The

research variables are dividend intensity (DIVINT), lagged dividend intensity

(LDIVINT), earnings intensity (EARINT), lagged earnings intensity (LEARTNT),

debt equity (DE), growth in sales intensity (GISI), the percentage of director

ownership in level and in square (DOWN and DOWN2), the percentage of

institutional ownership in level and in square (IOWN and IOWN2), the percentage of

foreign ownership in level and in square (FOWN and FOWN2), and the percentage

of corporate ownership in level and in square (COWN and COWN2). Finally, we use

the empirical model that contains the research variables in order to obtain the

regression result.

Table 4.1.

THE DESCRIPTIVE STATISTICS OF THE RESEARCH VARIABLES
EQUATION 3-6

DM NTS
EARINT

LEARINT

DE

GISI
DOWN

IOWN
FOWN

COWN
DOWN2

IOWN2
FOWN2
COWN2

LDIVINT

N

125

125

125

125

125

125

125

125

125

125

125

125

125

125

Minimum

.000127657599

.002243828344

.008124094467

.12

•32.989313385516
0

.0

0

0

0

.00

0

0

.000127657599

Maximum

.156543269039

.330772759311
1.160766041144

6.04
68.121627190048

7

91.0

93

87

45

8279.18
8660

7623

.233609050615

Mean

.03328409331424

.10500947544958

.12393684329734

1.1301

2.54639461331960
.30

8.941
28.84

33.57

.84

545.0672
1803.81

1989.77
.03768916407372

Std. Deviation

.032452292855078

.064908295899005

.118611126312190
1.20384

16.274745726273120
.870

21.6534

31.302

29.495

4.317

1625.87496
2544.484

2172.103
.040650935019192

4.2. Research Findings

4.2.1. Probability Approach for Testing the Significance Influence of the

Independent Variables toward the Dependent Variable

The significance influence of the independent variables toward the dependent

variable can be tested with the probability approach (p-value approach). The p-value
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approach compares the p-value of each coefficient of independent variable t test

statistic with the level of confidence (a). In this research, we use o=5%. If the p-

value of each coefficient of independent variable t test statistic is equal to or lower

than a, the independent variable has significant influence toward the dependent

variable. In the other hand, if the p-value ofeach coefficient ofindependent variable

t test statistic is greater than a, the independent variable has no significant influence

toward the dependentvariable.

4.2.2. The Hypotheses Testing

The first step to test the hypotheses is the obtaining the regression result of

the empirical model. The regression result ofthe empirical model is as follows:

Table 4.2.

THE REGRESSION RESULTOF THE EMPIRICAL MODEL
EQUATION 3-6

Unstandardized

Model

Coeffic ents

t Sig.B Std. Error

1 (Constant) 1.440E-02 .013 1.070 .287

EARINT .174 .049 3.522 .001

LEARINT -1.830E-02 .022 -.847 .399

DE -3.142E-03 .002 -1.361 .176

GISI 1.271E-04 .000 .884 .378

DOWN -6.172E-04 .006 -.107 .915

IOWN -3.008E-04 .000 -.679 .499

FOWN -1.357E-04 ,000 -.403 .688

COWN 2.833E-05 .000 .067 .947

DOWN2 -5.291 E-04 .001 -.464 .644

IOWN2 2.651 E-06 .000 .462 .645

FOWN2 5.645E-07 .000 .150 .881

COWN2 -1.033E-06 .000 -.209 .835

LDIVINT .318 .074 I 4.311 .000

We obtain the hypotheses testing result by analyzing the regression result of

the empirical model. The hypotheses testing results are as follows:

1. In the regression result of the empirical model, the coefficient of director

ownership in level variable (p8) is -0.000617 and p-value of p81 test statistic is
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0.915. The sign of Ps is negative, and there is no significant influence ofdirector

ownership in level toward dividend intensity because p-value of Ps t test statistic

(0.915) is greater than a (5%). We fail to reject H0i because there is no positive

p8 that significant at 5% level of confidence. The conclusion is director

ownership in level doesn't positively influence dividend payout. It doesn't

support Jayesh Kumar (2004) finding stating that director ownership in level

positively influences dividend payout.

2. In the regression result of the empirical model, the coefficient of corporate

ownership in level variable (p7) is 0.00002833 and p-value ofp71 test statistic is

0.947. The sign of p7 ispositive, and there isno significant influence ofcorporate

ownership in level toward dividend intensity because p-value of p71 test statistic

(0.947) is greater than a (5%). We fail to reject Ho2 because there is no positive

p7 that significant at 5% level of confidence. The conclusion is corporate

ownership in level doesn't positively influence dividend payout. It doesn't

support Jayesh Kumar (2004) finding stating that corporate ownership in level

positively influences dividend payout.

3. In the regression result of the empirical model, the coefficient of corporate

ownership in square variable (pn) is -0.00000103 and p-value of Pn t test

statistic is 0.835. The sign of pn is negative, and there is no significant influence

of corporate ownership in square toward dividend intensity because p-value of

P„ t test statistic (0.835) is greater than a (5%). We fail to reject Ho3 because

there is no negative pi i that significant at 5% level ofconfidence. The conclusion

is corporate ownership in square doesn't negatively influence dividend payout. It
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doesn't support Jayesh Kumar (2004) finding stating that corporate ownership in

square negatively influences dividend payout.

4. In the regression result of the empirical model, the coefficient of institutional

ownership in level variable (p6) is -0.000301 and p-value of p61 test statistic is

0.499. The sign of P6 is negative, and there is no significant influence of

institutional ownership in level toward dividend intensity because p-value of p61

test statistic (0.499) is greater than a (5%). We fail to reject Ho4 because there is

no negative p6 that significant at 5% level of confidence. The conclusion is

institutional ownership in level doesn't negatively influence dividend payout. It

doesn't support Jayesh Kumar (2004) finding stating that institutional ownership

in level negatively influences dividend payout.

5. In the regression result of the empirical model, the coefficient of institutional

ownership in square variable (Pio) is 0.000002651 and p-value of pio t test

statistic is 0.645. The sign of pio is positive, and there is no significant influence

of institutional ownership in square toward dividend intensity because p-value of

Pio t test statistic (0.645) is greater than a (5%). We fail to reject Ho5 because

there is no positive pio that significant at 5% level ofconfidence. The conclusion

is institutional ownership in square doesn't positively influence dividend payout.

It doesn't support Jayesh Kumar (2004) finding stating that institutional

ownership in square positively influences dividend payout.

6. In the regression result of the empirical model, the coefficients of foreign

ownership in level and in square variables (p5 and p9) are -0.000136 and

0.0000005645 respectively, and p-value ofps and p9 t test statistic are 0.688 and

0.881 respectively. The signs ofp5 and p9 are negative and positive respectively,
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and there are no significant influences offoreign ownership in level and in square

toward dividend intensity because p-values of p5 and p91 test statistic (0.688 and

0.881) are greater than a (5%). We reject Ho6 because there are no p5 and p9 that

significant at 5% level of confidence. The conclusion is foreign ownership

doesn't influence dividend payout. It supports Jayesh Kumar (2004) finding

stating that foreign ownership doesn't influence dividend payout.

7. In the regression result of the empirical model, the coefficients of earnings

intensity and lagged earnings intensity variables (Pi and p2) are 0.174 and -

0.0183 respectively, and p-values of Pi and p21 test statistic are 0.001 and 0.399

respectively. The signs of Pi and p2 are positive and negative respectively, and

there is significant influence of earnings intensity toward dividend intensity

because p-value of Pi t test statistic (0.001) is lower than a (5%). In the other

hand, there is no significant influence of lagged earnings intensity toward

dividend intensity because p-value of p2 t test statistic (0.399) is greater than a

(5%). We reject Ho7 because there is positive pi that significant at 5% level of

confidence. The conclusion is earnings trend positively influences dividend

payout. It supports Jayesh Kumar (2004) finding stating that earnings trend

positively influences dividend payout.

8. In the regression result of the empirical model, the coefficient of growth in sales

intensity variable (p4) is 0.0001271 and p-value of p41 test statistic is 0.378. The

sign of p4 is positive, and there is no significant influence of growth in sales

intensity toward dividend intensity because p-value of p41 test statistic (0.378) is

greater than a (5%). We fail to reject Ho8 because there is no positive p4 that

significant at 5% level of confidence. The conclusion is past investment
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opportunity doesn't positively influence dividend payout. It doesn't support

Jayesh Kumar (2004) finding stating that past investment opportunity positively

influences dividend payout.

9. In the regression result of the empirical model, the coefficient of debt equity

variable (P3) is -0.00314 and p-value of P31 test statistic is 0.176. The sign of p3

is negative, and there is no significant influence of debt equity toward dividend

intensity because p-value of p31 test statistic (0.176) is greater than a (5%). We

fail to reject Ho9 because there is no negative p3 that significant at 5% level of

confidence. The conclusion is debt equity has no negative relationship with

dividend payout. It doesn'tsupport Jayesh Kumar (2004) finding stating that debt

equity has negative relationship with dividendpayout.

10. In the regression result of the empirical model, the coefficient of lagged dividend

intensity variable (P13) is 0.318 and p-value of P13 t test statistic is 0.000. The

sign of P13 is positive, and there is significant influence of lagged dividend

intensity toward dividend intensity because p-value of P131 teststatistic (0.000) is

lower thana (5%). We reject Hoio because there is P13 that significant at 5%level

of confidence. The conclusion is past dividend payout influences current

dividend payout. It supports Jayesh Kumar (2004) finding stating that past

dividend payout influences current dividend payout.

Based on the regression result of the empirical model, the general conclusion

of this research is there were no significant influences of ownership structure, past

earnings, past investment opportunity, and debt equity toward dividend payout. In

the other hand, there were significant influences of current earnings and past
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dividend payout toward dividend payout which current earnings positively influences

dividend payout.

4.2.3. Autocorrelation

Berenson, Levine, and Krehbiel (2002) explained about autocorrelation. One

of the basic assumptions of the regression model that has been considered is the

independence of the errors. This assumption is often violated when data are collected

over sequential periods of time, there is a residual at any one point in time may tend

to be similar to residuals at adjacent points in time. Such a pattern in the residuals is

called autocorrelation. When substantial autocorrelation is present in a set of data,

the validity of a fitted regression model can be in serious doubt.

In this research, we use the Durbin-Watson statistic to measure the

autocorrelation. If the Durbin-Watson statistic is close to 2, there will be no

autocorrelation. The Durbin-Watson statistic in this research is 1.976. This number is

close to 2. Therefore, we can conclude that there is no autocorrelation.

Table 4.3.

THE DURBIN-WATSON STATISTIC

EQUATION 3-6

Model Summary*

Model

Durbin-W

atson

1 1.976a

a. Predictors: (Constant), LDIVINT, DOWN2,
IOWN, GISI, COWN2, DE, LEARINT, EARINT,
FOWN2, DOWN, IOWN2, FOWN, COWN

b- Dependent Variable: DIVINT

4.2.4. Multicollinearity

Berenson, Levine, and Krehbiel (2002) explained the multicollinearity. One

important problem in the application of multiple regression analysis involves the
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possible collinearity ofthe independent variable. This condition refers to situations in

which some of the independent variables are highly correlated with each other.

In this research, we use the variance inflationary factor (VIF) to measure the

multicollinearity for each independent variable. If the VIF is greater than 5, there are

variables that are highly correlated. One solution to the problem is to delete the

variable with the largest VIF value. In this research, the linear regression output

shows that there are multicollinearity problems. The independent variables that are

highly correlated are foreign ownership in level and in square, institutional

ownership in level and in square, and corporate ownership in level and in square.

This condition happens because there are independent variables that their values

come from calculations containing other independent variables. For example, foreign

ownership in square variable comes from quadratic of foreign ownership in level

variable. Since this research has no purpose of constructing the regression model

containing appropriate variables, we can ignore the multicollinearity.

Table 4.4.

THE VARIANCE INFLATIONARY FACTOR
EQUATION 3-6

Coefficients9

Model

Collinearity Statistics

Tolerance VIF

1 EARINT .496 2.017

LEARINT .774 1.292

DE .658 1.520

GISI .929 1.077

DOWN .203 4.937

IOWN .055 18.112

FOWN .046 21.833

COWN .033 30.494

DOWN2 .210 4.770

IOWN2 .058 17.130

FOWN2 .056 18.000

COWN2 .044 22.729

LDIVINT .564 1.774

a. Dependent Variable: DIVINT
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4.3. Research Implication

Based on the regression results, there are only two independent variables

(earning intensity and lagged dividend intensity) from thirteen independent variables

that have significant influence toward dividend intensity. The results imply that in

Indonesia especially in the year 2000 up to year 2003, the dividend payout was

influenced by current earnings and past dividend payout. Therefore, investors who

prefer to obtain profits from dividend payout rather than capital gain can use current

earnings and past dividend payout as objects for predicting the dividend payout.

They can't use ownership structure, past earnings, past investment opportunity, and

debt equity as objects for predicting the dividend payout.

Differing from the condition in India, Jayesh Kumar (2004) found that the

dividend payout was influenced not only by current earnings and past dividend

payout but also ownership structure (except director ownership in level and foreign

ownership), past earnings, past investment opportunity, and debt equity. The

difference between the condition in Indonesia and the condition in India imply that in

each country may have different objects for predicting the dividend payout compared

to other country. By conducting this research, we have given contribution to

development of economics. We have provided the information that in each country

may have different behavior of dividend payout. Also, we have provided a reference

for future researches regarding dividend payout.



CHAPTER V

CONCLUSIONS AND RECOMMENDATIONS

5.1. Conclusions

Based on the research objectives and the analyzed regression results, we

derive some conclusions regarding the dividend payout in Indonesia. The

conclusions are:

1. In the year 2000 up to year 2003, there were no significant influences of

ownership structure, past earnings, past investment opportunity, and debt

equity toward dividend payout.

2. In the year 2000 up to year 2003, there were significant influences of

current earnings and past dividend payout toward dividend payout which

current earnings positively influences dividend payout.

3. Based on two conclusions above, investors who prefer to obtain profits

from dividend payoutrather than capitalgain can use current earnings and

past dividend payout as objects for predicting the dividend payout. They

can't use ownership structure, past earnings, past investment opportunity,

and debt equity as objects for predicting the dividend payout.

5.2. Recommendations

The recommendations for future research are:

1. The period of the sample used must be different from this research. The

future research may use the sample before year 1999 and/or after year

2003. It may lead to the obtaining of new evidences that differ from the

evidences obtained from this research.

40
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2. By using the same model in this research, the future research can use

samples obtained from other countries besides India and Indonesia that

have been used. It will be an interesting subject for comparing the

condition that may be different in each country.
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