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ABSTRACT

1z zstudv 1= conducted fo tests the melatiomship befween latent wanables uzins
struchural equation modeling. This study results recommend for manufacturineg mdustoy
listed m stock ecchange should pay attention to acouracy i detarmuning thgewnmers
structure, company size and profitzbihtv. Fessarch results show ﬂjatq‘uaakup
structure, company zize and profitzbibity affect on dradend policy. Company zize and
profitabality affect on company’s value, while the cwnarship structure doss not affect
on company s valoe Siomltaneously, thro rwidend policy, thesze three variables
affect on company’s valie. These Endinw;ﬁde prachical mmpheations for top
management m mamafzchmng companies 109 abls to understand factors to mersasze
the company’'s valoe hstad on stock exchange. A hmitstion of this stody 15 the samples
ounly m manufacturing companies o these findinss cammet be zeneralized fo other
mdustriss. Therefore, farther study 1z recommended to fill thiz gap m order fo
sirengthen the results of thiz shady.

@ﬂ'l.. AENSI Publizher All nEhl:a reserved.

To Cite Thiz -‘:rndthu:lu] Fasmnd, Mahfisdromaamudding, Masdar Masud, huhammad So'on, Effect of Oumership Etru-:ture Compar
size and Prefitability on Dividend Policy and Manufactunng Company's valoe in Indomesia Stock Exchange. Ause J. Basic & Appl Sei,

- 18-024 2013

INTRODUCTION

Qﬂ.ﬂGﬂEiiEﬂ capital market i1s growing capital
market with high potential to contribute to
Indonesian economy. However, economic ecrizis m
early 1997 affect on fundamental company’s value,
especially companies listed on stock market. This has
implications on company policy, namely the
difficulty to make new investments because company
will concentrate to suppress the amount of debt. This
condition does not satisfy stakeholders, especially the
owners of company. It causes a lot of stockholders
who are alzo imncluded m board of directors
(managerial ownership) sghl the stake to public.

Company objective To list stocks in capital
market is to increase company s value as reflected by
itz stock price (Fama and French, 1998 in Huznan
2004). Stock market value can be used az a
benchmark for actual company’s value, as stated by
Haugen (2001} i Maramis (2007) that company’s
value can be defined based on the stock price. It is
because the stock price contains market expectations
regarding the company future. But some internal
factors often seen as an important factor to determine
the stock price, 1t iz referred as company's
fundamentals policy factors with emphaziz on

funding policies, investments and dividends, az well
as company performance. These factors are
controllable by company. Dividend 1z a signal to
mvestors 1n stock market because the dividend
pavment reflects company's ability to earn mcome
and good prospects in foture. Lintner (1938) states
that company try to maintain level of dividends
pavment because dividend reduction would give a
bad signal. While company's performance factor 13
reflected through the profitability namely company’s
ability to obtain mcome through itz buosiness
operations by using funds assets cwned. Companies
with high level of profitability each yeagyhave
tendency to vse their own capital than debt “High-
growth compamies have a great opportunity to pay
lower dividends because they have a fund profitable
mvestment mternally, so companies are not tempted
to pay larger stock profits mn form of drndends
(Barclay 1998). Other determunant i3 ownership
structure becavze go public company hasz separated
the ownership functions with managerial functions
that led to stockholding structure.

Bazed on above description, these study
ohjectives are:
1. To analyze T.hEfo-ECt of ownership structure,
company size and profitability on dividend policy

Corresponding Author: Abdul Rasvid, University of Muslims Indonesian, Management Postgraduate Program, Jl. Unip
Sumoharje Km 03, Po Box 90231, Makassar, Indonesia
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<. To analyze the effect of cwnership structure,
Qnmpa.ﬂ}' size and profitability on company’s valo

3. Teo Analyze the simultanecus relationship of
ownership structure, company size and profitabality

through dividend policy on company’s value

Theoretical Overview:

Ability to identify the factors most responsible
to determine portfolio performance waz academuic
study in last two decades. Thiz can help to evaluate
and interpret the determinants of stock price
movement. For stock assessment, investors can
perform  fondamental analysiz  with  top-down
approach (Jomes, 2000 i Damayanti, 2013).
Fluctuation of company's stock value is usually
determined by change of company's earnings
reflected in company's financial performance.
Therefore, company's intrinzic value becomes very
important measure for investors to take a decizion to
buy a company's stock as investment options in
capital market Company's value izggeflected on
bargaming power of stock. Cc:mpan}"galue 1% VEry
important becauze of high company’'s value which
will be followed by a high prosperity of stockholders
(Brigham and Gapenski, 1996). According Husnan
(2008), company’'s walue 13 prospective buyer
willingness pay the price if a company 1z sold.
Meanwhile Saccording to Keown (2004), company s
value i1z the market value of debt and outstanding
equity of company.

Dividend peolicy 15 also very important policy
because 1t mvolves two parties, namely the
stockholders and company with different interests.
To keep both interests the company can take the
optimal dividend policy (Litner, 1993 in BJ, 2010). It
1z interpreted asz the dividends payment to
stockholders by company based on profit earned m
form of cash or other such stock dividend and an
extra dividend. Therefore, the dividend policy should
be considered as an integrated part of a company’s
financial decisions as they relate to determination of
profits proportion distributeghto company.

Company's main goal 1z to increase corporate
value through higher prosperity of owners or
stockholders (Brigham and Gapenski, 1998).
However, 1t 13 common the management has other
goals that may conflict with the primary goal As a
result, market price can be corggeted and decrease the
company s value, 1t is a loss alg;ency cost of equity
for company (Jensen and Meckling, 1976 in RJ
2010). Therefore, go public company needs to
separate  bebween  owmership  fonctions  and
management of managerial fonctions. According to
Jenzen and Meckling (1976) in Rivante (2010),
separation between ownership function and
managerial functions geeates agency relationship, 1t 13
a relationship where“0ne or more (principals) hire
another person (the agent) to do a job, according to
interest of principal, by delegating some decision-
making anthority to agent.

https:/ldikti9.turnitin.com/viewer/submissions/o0id:22918:8380121/print?locale=en

Companies with high salez growth require the
greater support of ization's rescurces (capital),
and vice versa. Thus Company s1ze describes the z1ze
of a company as indicated by total assets, number of
sales, average total sales and average total assets
(Jones, 2000 1n Damavyanti, 2013). Congrany size 13
magnitude of assets owned by cnmpa.uj.ﬁmﬂtabﬂitjr
13 the end result of a number of policy and
management decisions (Brigham and Houston,
2004). It can be said that company profitability i1s a
company's ability to generate net income from
activities performed in an accounting period.

Research Hypothesis:

Main objective of management 15 to enhance
stockholder value through higher pggsperity of
owners of stockholders (principals) “Company's
value 1z investor perception of company; 1t i1s often
associated vath stock prices. Therefore, market value
of a stock tan be vsed as a measuvre of actual
company’s valve, as stated by Haugen (2001) in
Maramis (2007) that company’'s value can be defined
bazed on stock price. But in reality, management 13
alzo interested in personal interests of which are
charged to cost of company. Various interests makes
maﬂagerzé]a}' be reluctant to take more rnisky
decizsions. “Jensen and Meckling (1976) stated that
appointment of manager by stockholders to manage
company will bring the differences of interest
between managers and stockholders. Managers tend
to take a decision to reinvest profits to make
company get high growth, but these interest: are
often not in line with the wishes of stockholders. In
fact, higher dividend means the less retained
earnings, thereby blocking company's gm'ﬁ rate in
earmings and stock prices. Assessment oflinancial
performance as a result of management's decision
making process above iz a complex izsue because it
ivolves the effectiveness of capital uotilization and
efficiency of company's activities related to value
and zafety of various claims anising to company. One
way to measure the company performance 13 level of
profitability. Profitability shows company's ability to
obtain income through itz business operations by
using funds assets owned by company. Companies
with high level of profitability each year have a
tendency to use their own capgal than debt. Ancther
assumption 15 also mentioned with a high retum on
assets, which means that net profit of company is
high.
ved and Wasim (201 1:%]-:3“’ that company zize
haz positive influence on dividends payment. Weston
and Copeland (2010) found that large or established
companies tend to give a dividend payout rate higher
than small or new companies. Thiz iz because larger
company would be easter to enter the capital market.
Thiz opportenity makes company can pay big
dividends to stockholders. Thus, dividend policy is
important to meet the expectations of stockheolders by
not inhibiting the growth of company. Dividends
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received at this time will have a higher value than the
capital gain received in future, zo that investors are
not willing to speculate would prefer dividends rather
than capital gains (Prihantoro, 2003). Various studies
indicate that ownership structure affect on drvidends
payment and company’s value (Wenjuan &f a/, 2009;
and Sadaf ef al, 2013). According Keown (2004),
dividend payments does not directly produce a closer
monitoring of mnvestment made by m ement of
company related to ownership structure “Ownership
structure consists of managerial ownership structure
and mnstifutional ownership structure. Managerial
ownership structure 1z the largest stock ownership

structure owned by company management, while
mstitutional ownership structure is the largest stock
ownership structure cwned by institubions ouotside
company. Management of go public companies has
separated the ownership fonction: and managerial
functions that led to stockholding structure. The
separation may cavse a conflict of mnterest between
owmners and managers, Which results 1n a decreaze mn
stocks value.

Bazed on above description Qﬂﬂcepmal
framework of study iz illustrated i Figure 1.
Rezearch hypotheses are explained below.

Profitability

Fig. 1: Conceptoal framework of research.

H1: Ownership structure significantly affect on
dividend policy.

H2: Company zize significantly affect on dividend
policy.

H3: Profitability significantly affect on dividend
policy.

H4: Ownership structure significantly affect on
company’ s value

H3: Company size significant affect on company’s
value

H6: Profitability significant affect Bn company’'s
value

Table 1: Vanzbles and instruoments measurement.

H7: Dividend policy significantly affect on
company’'s value

Methodology:
Operational definitions and measurement:

Thiz study iz data observation to test the
cavpzality characteristics a@ object of study
population represented by “Companies listed on
Indonesia Stock Exchanges (IDX). Bazed on rezearch
objectives, data i measmeaﬂperatic-ually through
measurement  variables: whnership  structure,
company size, pmﬁtahilit;:_ﬁ'vidend policy, and
company s value, az shown i 1able 1.

Ileazsurement vanzhles Indicator fems Mleazsurerment
Motahion Description formulation
Orumerzhip struchmre; SR Mlanazan vmarzhip, stock comership by manzsement (Total KB / tot
percantazs onwnership of compan measured by percentase of stocks held by outstanding stocks
stocks held by mvastors manazament. 100%%
SKI Institwhomnal Oumership, cumearship by govemment, fimancial (Total K1/ total
mstifotions, and mstitations are legal entrhes, foreien outstanding stocks) x
instrtuticns, trust finds and other mstrtations at end of vear. 100%%
SEP Public ovwnership, cunership by general public or outsida (Total KP
parfies. outstanding stocks) x
1003
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Company size; 2 scalato TTA Total Azzetz, all company resources for s operafions, 1t 1z -
clazzify the companies size measured by value 1n nupiah units
LIDL Capital, overall vahie of compamy haklities to produce -
income that mezsurad in rupiah.
TP Total zales, zales achieved b company that mezsurad in -
ruamah
Profitabuhty; comparm ahilty FOE Fetum on Equity, ratio measurement of meoome racerved to (EAdTrotal equing x
to eam a net profit of capital mrrested by cumer in company. 100%
actvities undertaloen ROA Retum on Asssts, a ratio to shows how raoch company earmed (EBIT total assert) x
net income as measurad by values of assets. 1005
EVA Economue Vahie Added. 2n mereaze m vahie or vahie added NOPATWACC x
of capitz] that has been 1mrested 1 company's oparations. Trverted Cepital )
Drvridend policy; decizions DFE Dividand Parout Fatio, dividand rate, caleunlated as the rafio Total Dhvndend [/ Met
about how much profit 1= between dividend payments divided by company eamings. Income

distnbuted to stockholders as DYL Drvidend Yield, a ratio to commects the dividends payment and dividend per stock

dividends and how muoch price of commen stock price per stock x
refaimead earmingss to be 100%%
reirrvested 1n coOmpanTy

Company's value; company's PEV Price-to-bock value, indicators to assess companvis a Companseon of stock
ability to creata value in comparizen of markat price of 2 stock fo itz book value markat price and bock
connmity (Investors) ar on ; vahie per stock
stockholders FER Frice Em;ﬁzﬁu, describes the market appreciation of stock clesing price
company's abality to generate profit EArnINES DT
outstandimz stock
RTS ﬂcnme ezmed by stockhelders 2= a result of 1t irvestments in Pt -Pt-1) / Pt-1
a particular company
Sample and Data: 1. Listed 1n IDX continuouzly from year 2011 to
Secondary data of financial data 1z obtained 2013
from Indonesian Capital Market Directory period 2. Publish financial statements each year dunng
2011 - 2015 and Jakarta Stock Exchange Website. 2011-2013
Three vears time interval 13 uwsed to prevent 3. Every year pay dividends for year 2011-2013

uniqueness results in particular year. Data was
collected from October 2014 to December 2014.
Total 140 manufacturing industries were listed 0
Indonesia Stock Exchange (IDX) up to December
2013, Samples of 45 companies were chosen with
purposive zampling technigque to combines between
the cross section and time series (pooled data).
Selected samples must meet the following criteria:

Table 2: Dizta Dezcniption

4. Do not loss for wvears from 2011 to 2013,
because it will cauze financial performance and
company s value became negative

5. Use rupiah currency i financial statements for
vear 2011-2013.

Samplezs and data varnable measurement are
dezcribed 1n Table 2.

Structoral equation meodeling (SEM) with
maximuom  likelihood method and AMOS 160
statistical software (Anderson and Gerbing, 1988) are
used to test feasibility of data conformity with
structural model. Tests related to psychometric

https://lidikti9.turnitin.com/viewer/submissions/oid:22918:8380121/print?locale=en

Vanables Indicators Average per companmas | vear Averaze
2011 2012 2013
Ovmerzship strocfurs Manasenal ownership (%a) T1.52 T0.63 70.24 T0.80
Institutional cvmarship (o) 6.64 6.72 6.42 639
Public cvnarship (&) 26.15 26.30 26.65 26.36
Company s1ze Total azzetz (Bilhon Ep) 148.73 126.36 13570 136.93
Capital (Bilhon EBp) 115.14 141.0% 156.74 113.5%
Total salas (Balhen Ep) 133.70 130.74 14477 13640
Profitabality Fetum on aquty (%) 26.18 2738 15.72 2449
Eetum on aszats (%) 13.61 14.02 17.74 15.12
Economie vahie added (Billion Ep) 20.29 126.12 12543 12584
Dadend policy Dinvidend payout ratio (%a) 3333 1547 33.11 33.97
Drvidend vield 374 2.52 3.12 312
Company”’s vale Price to book value 361 437 476 441
Frice eamings ratio 14.20 15.22 16.54 15.32
Stock Retum 0.26 0.56 0.25 035
Qanﬁmﬂmf}- factor analysis: properties of measurement instruments are reliability,

dimensional, convergent and discriminant validity.
Model fit 15 good if chi-sqoare 1z zmall and non-
significant at @ = 0.05 with the probability value <
0.03. The results of confirmatory factor analysis
show the model fit 13 very good, as shown in Table 3.
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Table 3: Testing results of zoodness of fit measurement)

Indicators | Loadmz Factors (4) i_ritical Fatio Probabilitv (p) | Descrption
Dromerzhip sfructurs
SKEP 1,000 Fix 0,000 S1zrficant
SKEI 1,059 8,620 0,000 S1zmficant
SEM 0,919 £372 0.000 S1zruficant
Company siza
TTP 1000 Fix 0.000 Sigmificant
MDL 2,262 1381 0,017 Sigmificant
ITA 3,062 {.857 0,031 S1zruficant
Profitabulity
ROE 1.213 1351 0,027 S1zmficant
ROA 2.162 0.857 0,036 S1zmficant
EVA 1000 Fix 0,000 S1zruficant
Dividend peliey
DFE. 1,000 Fix 0,000 S1zruficant
DYL 1,363 2361 0,000 S1zruficant
Compary's valos
FBV 10500 Fix 0.000 S1zruficant
FER. 3,627 0877 0, 430 Sizmificant
ETS 3,168 {0,766 0,044 Sizmificant
Research Findings: and 0.016. In addition, @nmpan}r size and

Hypothesis testing results (Table 4) with
structural equation models (fisure 2) and uvsing
AMOS 16 software shows that ownership structure
significantly affect on dividend policy with a p value
of 0.014. Adverzely, ownerzship structure doez not
affect significantly on company’s value with p value
of 0453, éurﬂlerm&rez hypothesiz  testing  also
showed thaf"Company s1ze and profitability affect on
dividend policy, respectively with p wvalue of 0.030

profitability alsc significantly affect on pany s
value with a p value of 0.027 and 0.039 “Dividend
policy affects on company’s value with a value of p
= (.048. Although cwnership structure directly does
not affect significantly on“tompany’s value, but the

st results show that indirectly through intervening
-ariable dividend policy, ownership structure has a

significant effect on company’s value.

@ig, 2: Path diagram of structural equation model.

Table 4: Hypotheszes test resuliz the affect batween variablas

HYPOTHESES TEST

Chi-Gquare = 66038
Probability = 219
GFl = .029

TLl = 478

CFl= 286

Variablaz Dhrect Effect
Exozanous Endosenous Standardizad C.E P valus Dezcriphion
Crvnership strocturs Ddend pohiey 236 (] 0.014 Sigmificant
Company’s vahie -1 BR7 -0.214 0,030 Significant
Profitability 1,897 0277 0,016 Sigmificant
Cramerzshnp strocture Company's value -0.463 0,747 0,453 Inzizmaficant
Company s1ze 0,584 0,762 0.027 Sismficant

https://lidikti9.turnitin.com/viewer/submissions/oid:22918:8380121/print?locale=en
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Profitabality {.252 1234 0.039 Sigruficant
Drndend policy Company's value 0007 0,033 0043 Significant
Indirect Effact

Vanahlas Variablas | Variablas Dhrect Effect Indirect Description
Exogencus Endogenous Intervening Effact

Crhomership structure Company’s valus Dividend policy .463 1.662 Sigmificant

Companry size Company’s valus Dirvidend poliey 0,584 0,532 Siznificant

Profitabality Company’s valus Dirvidend policy 0,070 0,533 Signuficant

Referring to test results (Table 4), it show that
hypothesiz has significant relationship at 93 percent
confidence level. In other words a structural equation
associated with the dividend policy and company’s
value reve that 93 percent of variance can be
explained by eifect of ownership structure, company
size and profitability. In this case, effect of dividend
policy on company’'s value 15 an intervening vartable.

RESULTS AND DISCUSSIONS

Table 4 shows analysziz of 14 indicators related
tn@u‘nerahip structure, company size, profitability,
dividend policy and company’s value. It creates a
solution to explain effect between these variables.

Q’_ﬂ"ecr af ownership structure, company size amnd
profitability on dividend policy:

Hypothesis testing results show that“Swnership
structure, company  size, and  profitability
significantly affect on dividend policy. These test
results indicate that partially dividend policy is
strongly affected by cwnership ture, company
size and profitability. In this case company size
dezcribe the size of a company indicated by total
aszets, number of sales, average total szalez and
average total assets (Ferry and Jones, 2001).
Company size 15 magnitude of assets owned by
company. These findings @lso support the idea of
Syed & Wasim (2011) Tthat company size has
positive effect on dividends payment. Weston and
Copeland (2010} found that large or established
companies tend to provide higher level of dividend
payments than in smaller of new companies.
Managers tend to take a decision to reinvest profits in
order companies have high growth, but these
interests are conflict with stockholders desire. In fact,
higher dividend means the lessz retained eamnings,
thereby blocking company's growth rate in earnings
and stock prices. It may become an indication that
ownership struocture4s crucial to company managerial
decisions related tn@iﬁdmﬂ policy. This finding 13
consistent with the opinion of Jensen and Meckling
(1976), that appointment of manager by stockholders
to manage company will create differences of interest

éetween managers and stockholders. Asseszment of
ompany's financial performance as a resplt of
management's decizsion making process 13 a complex
1zzue becanse it imvelves the effectiveness of capital
utilization and efficiency of company. Therefore,
profitability becomes an mdicator of company ability

https://lidikti9.turnitin.com/viewer/submissions/oid:22918:8380121/print?locale=en

to makes a profit through its business operations by
uzing the fund assets that vital to dividend pelicy.

Q'_ﬂ'ect af ownership structure, company size and
prafitability on company's value:

Hypothesis testing results showed ownership
structure loes mnot ve significant effect on
company s value, bulCompany z1ze and profitability
significantly affect on company’s value. These test
results  indicate that partially manofactunng
company s valoe depends on company size. This 13
pozzible becavse a large company would be easier to
enter the capital market zo0 that with this opportunity
company pays big dividends to stockholders. This
happens becanse of easiness to handle capital
markets that have greater flexibility in ability to
obtain funds in short term. Larger companies can
seek  dividends payment greater than a  small
company. Meanwhile, effect of profitability on
company’'s value can be viewed as the need for
comparges to analyze reports on financial statements,
due tn%ﬂa.m:ial statements iz one of tools used fo
measure the performance of company Through
profitability, companies can assess the company
ability to makez a profit through its business
operations by using the fund assets. Another zense

le mention that profitability  demonstrate
ompany's ability to generate profits and measure the
level of operational efficiency and efficiency to vse

itz property (Masdar, 2008).

Simultaneous F'E[ﬂ!iﬂHﬂlI.PQ_f ownership structure,
company size and profitability through dividend
policy on company’s value:

Hypothesis testing results alse show that
dividend policy, intervening  variable, has
significant effect u::@ﬂmpaﬂy:a value. Thiz fest
results suggests that dividend policy i3 very
important becansze it involves two parties, namely the
stockholders and company management with
different interests. To keep both the interests
company can take the optimal dividend policy
(Litner, 1995 in BJ, 2010). Dividend policy should
be considered as an integrated part of a company's
financial decisions as they relate to determination of
proportion of profits distributggn. This test result also
support the simultanecus “eiect of ownership
structure, company size and profitability through an
mtervening varable dividend policy on company's
value.
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Co SLOMS:

hiz study results provide practical implications
for top management of mamufacturing compames
listed on stock exchange to be able to understand
factors to increase the company’'s valee. To increase
company s value, management of manufacturing
industry szhould give more aftention to ownership
structure and company size, profitability, and
dividend pelicy. Thiz study limitation 13 the zamples
only manufacturing companies 3o that these findings
cannct be generalized to other mdustries. Therefore,
further study 1z recommended to fill thiz gap in order
to strengthen the results of this study.
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