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DIVIDEND POLICY AND FIRM VALUE IN INDONESIA: THE MODERATING
ROLE OF CAPITAL STRUCTURE

Abstract
This study aims to examine the effect of dividend policy on firm value with capital structure
as a moderating variable. The research was conducted on manufacturing companies on the
Indonesia Stock Exchange in 2016-2019. The purposive sampling technique took the research
data. Data analysis used moderated regression analysis. The findings of this study indicate
that dividend policy increases firm value. However, this analysis demonstrates that the capital
structure has a moderating influence on the effect of dividends on firm value. Investors in
Indonesia's capital market have reacted positively to manufacturing businesses' dividend

payout policies. However, if the company's capital structure is highly leveraged, this reaction

will be diminished.
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INTRODUCTION

Lumapow and Tumiwa (2017) explain that the primary purpose of investments made
by shareholders is to improve long-term welfare. Silviera et al. (2007) stated that firm value
results from investors' assessment of the company's performance. If a company has good
performance and is considered to have good prospects in the future, investors will give a high
value, and vice versa (Silveira et al., 2007). Therefore, efforts to optimize the company's
value will be influenced by the financial decisions taken by the company (Fama & French,
1998).

According to Irawati and Komariyah (2019), firm value is defined as investors'
perception of a company's stock market performance. The higher the stock price of the
company, the higher the value of the company. The high value of the company indicates that
it is regarded to have market prospects. Therefore, the better the company's performance will
Epact increasing the welfare of the owner of the company. Company managers must be able
to take advantage of profitable investment opportunities &thc future to increase the
company's value. Sources of company investment funds can come from internal sources of
funds and external sources of funds. When investments start to generate profits, managers

must manage the available funds to balance the interests between distributing dividends to




owners and paying debts to bondholders. Managers must also allocate the company's
operational needs as well as the company's re-investment policy.

This research is motivated by the inconclusiveness of research on dividend policy and
firm value in Indonesia. Previous research has given positive, negative results, and there is no
influence between dividends and firm value on the Indonesia Stock Exchange. Ria and
Hasnah (2006) explain that cash dividends are essential in determining shareholder value and
the source of expecte%ctual returns. Companies that can distribute dividends are considered
capable of providing free cash flow for investors and cmﬁe used as a basis for measuring
company value. Irawati and Komariyah (2019) stated that the company's dividend policy is a
policy that will affect the value of the company. Rehman (2016) dividend policy is a good
signal to investors that the company is in a good performance and can provide returns to
investors. The increase in dividend payments will be reacted positively by the market, which
causes the company's value to increase.

Kim et al. (2018) explain that although there have been many studies on dividend
policy, there is still little consensus among researchers regarding the effect of dividend policy
on firm value, research on dividends and firm value gives varying results. Since Miller and
Modigliani (1961) stated that the theory is irrelevant regarding dividend policy, research on
dividends has varied widely. Miller and Modigliani (1961)assert that dividend policy is
irrelevant to firm value, assuming that only earnings and cash flows from the company effect
firm value, and that investments are unrelated to dividends. Ham et al. (2020) explained that
this dividend policy is prone to conflicts of interest between shareholders and bondholders
due to concerns about wealth transfers to shareholders. Ramalingegowda et el. (2013) stated
that in an imperfect capital market, dividends affect the company's investment decisions. If
there is a moral hazard and adverse selection related to external funding sources, then
investment and dividend policies will be competitive in using internal funds. The agency cost
hypothesis explains that dividend policy helps align the interests of managers and
shareholders related to the use of company cash flows for the personal benefit of managers
(Jensen & Meckling, 1976).

This study aims to examine the effect of dividend policy on firm value by considering
the role of capital structure as a moderating variable. [turriaga and Crisdstomo (2010) explain
that capital structure and dividend policy are essential components in financial management
that impact firm value. This idea has been debated for quite a long time by academics.
Dividend policy and capital structure poliCﬁvill impact the company's investment decisions

and compensation schemes. This condition will have an impact on the performance and value




of the company. Moreover, in an imperfect capital market, dividend policy and capital
structure will lead to conflicts between stakeholders caused by information asymmetry,
transaction costs, agency costs and taxation. Until now, research on dividend policy and
capital structure is still a puzzle.

Almahadin and Oroud (20@) explain that the company's capital structure decisions
dynamically affect the company's value. The capital structure demonstrates the relationship
between debt and equity in the business. Capital structure affects the average cost of equity
capital and is a critical component in determining sharcholder welfare. Rehman (2016) states
that dividend policy and company capital structure policy are essential in determining firm
value. Kewal (2019) states that a company's source of funding that comes from debt at some
point can help increase the value of the company. However, to a certain extent, the value of
debt can increase business risk, which can impact company bankruptcy.

The basic idea of the researcher is that if a company pays dividends and the market
reacts positively, what if, at the same time, the c&pany has high external debt in the
composition of its capital structure? Will a high capital structure weaken the effect of
dividends on firm value? This question will try to be answered in this study. This research
has two main contrialtions. The study's initial contribution is a re-examination of the
relationship between dividend policy a%ﬁrm value in manufacturing companies listed on
the Indonesian ka Exchange. The results of this study are expected to complement
previous research on dividend policy and firm value in Indonesia. The second contribution in
this study is to clarify the role of capital structure in the relationship between dividend policy
and firm value. This study predicts that a high debt composition will weaken the positive
influence between dividend policy,and firm value on manufacturing companies in Indonesia.

Furthermore, this research %l be organized as follows. The second section discusses
a literature review and the research hypotheses: the third section discusses the research
methodologies. The fourth section includes the analysis and discussion of the research's
findings. Finally, the fifth section examines the findings, limits, and future directions for

research.

LITERATURE REVIEW
Dividend Policy

Kim et al. (2020) explain that dividend policy is a critical managerial decision and
gets excellent attention from the financial literature. Dividends are rewards to investors and

efforts to maximize the value of the company. Livoreka et al. (2014) explain that, in general,




shareholders want two types of returns on their investment in the company, namely in the
form of dividends and capital gains. In conditions of business uncertainty, management must
make important decisions, namely retaining a portion of profits for resource reserves,
investing and maintaining liquidity or making payments to shareholders in the form of
dividends. In general, investors prefer dividend payments because dividends reduce future
uncertainty, are an indicator %financial strength, and are oriented as regular income for
investors. Dividend paynﬁts should be consistent with the company's profitability and take
into account the balance of the company's debt and equity ratios. The relationship between
dividend payments and the company's stock price has become a relevant issue for company
managers and investors in planning their investment portfolios.

Miller and Modigliani (1961) stated that dividends convey information on the
company's future earnings prospects. According to Ham et al. (2020), t%opinion has been
relatively stable and proven by previous research. The dividend decision is a private function
of the company's current and future earnings. Investors evaluate earnings information on
dividend announcements in the form of changes in stock prices in the same direction. Kumar
(2017) studied the Indian stock market's reaction to dividend announcements. Kumar (2017)
finds that, in general, dividend announcements will increase stock returns and will reduce
stock prices in companies that do not pay dividends. An increase in cash dividend payments
by a company increases the company's share price. This study also states that the existence of
a high tax on dividends compared to capital gains does not reduce the information value of
dividends.

According to signal theory (Bhattacharya, 1979), dividend policy is expected to affect
the company's future performance positively. Brucato and Smith (1997) explain that the
market response to cash dividenddaymcnts is dynamic. The company's commitment to pay
dividends is credible information that shows the company's prospects in the future. Dividend
ﬁlyments are a differentiating signal from other companies that have poor prospects. The
long-term reputation of the company is one of the company's motivations in paying
dividends.

Dasilas and Leventis (2011) found that the dividend yield and the percentage change
in dividends became the dominant factors in determining changes in stock prices during the
dividend announcement period. In imperfect capital markets and the occurrence of
information asymmetry, managers have superior information on the prospects and future
performance of the company. Therefore, dividends are an information signal on the

company's performance in the future. In the agency theory explanation, Dasilas and Leventis




(2011) state that dividends are related to the company's free cash flow and the prevention of

overinvestment behaviour of company managers.

According tﬁim etal. (2018), three theories could explain for the dividend policy of
the company: the free cash flow hypothesis, the dividend clientele hypothesis, and the
dividend catering hypothesis. The free cash flow hypothesis pioneered by Jensen (1986)
explains that investors are attracted to coanies that pay high dividends to reduce the
agency costs of free cash flow. Therefore, companies that pay high dividends will increase
the value of the company. Dividend payments are a form of protection for investors so that
high dividends will increase firm value. Ham et al. (2020) found that dividend
announcements contain information on predictions of future earnings changes. Kim et al.
(2016) explain the dividend clientele hypothesis explaining that dividend payments are an
effort to satisty several components of investors. Finally, the dividend catering hypothesis
explains that the cross-sectional effect between dividends is not stable over time.

Sheikh and Banafa (2014) explains that an old theory mentions the analogy of cash
dividends as bird-this-the-hand compared to future capital gains, which tend to be "two in the
bush". This theory implies that dividend payments provide a definite return for investors
compared to capital gains which are subject to risk and uncerta'aty. Dividend payments
minimize the uncertainty surrounding the firm's future cash flows, lower the cost of capital,
and improve the stock price of the company. As a result, a rise in the cash dividend payments
of the company will be related with an increase in the company's value (Sheikh & Banafa,
2014).

Research on Dividend Policy and Firm Value in Indonesia

Research on dividend policy on the Indonesia Stock Exchange has been carried out
quite a lot, but the research results vary widely. For example, Ria and Husnah (2006)
researched cash dividends and firm size on investor behaviour in manufacturing companies in
Indonesia. However, using data from manufacturing companies in Indonesia from 2000 to
2005, this study has not proved the positive effect of dividends per share on changes in the
volume of investor transactions in the Indonesian Capital Market.

Wati et al. (2018ﬁxamjned the effect of dividend policy on business value using debt
structure as a mediator. This study examined consumer products industry companies listed on
the Indonesian Stock Exchange. This study demonstrated a favorable effect of dividend
policy on company value. However, it could not prove the role of debt structure as a
mediating variable in the relationship between dividend policy and firm value. The research

results conducted by Mispiyanti and Wicaksono (2020) also revealed items that were in line




with Wati et al. (2018). Mispiyanti and Wicaksono (2020) argue that a dividend policy can
increase firm value. However, the findings of evaluating the capital structure have not been
able to verify the role as a mediating variable.

Irawati and Komariyah (2019) conducted a study on the relationship between
dividend policies, business l'ak, capital structure, and firm value in Indonesian manufacturing
firms. This study discovers that dividend policy and business risk have a beneficial effect on
firm value. In addition, this study can prove that the capital structure can act as a mediating
variable in the effect of dividend policy and business risk on firm value. Giriati (2016)
conducted related research on agency theory related to dividend policy and firm value. This
study finds an effect of free cash flow, dividend policy, investment opportunities, and
opportunistic behaviour on firm value in Indonesia.

Lumapow&d Tumiwa (2017) examined the impact of dividend policies, firm size,
and productivity on firm value. This study revealed that dividend policies had a detrimental
influence on business value, whereas&m size and productivity had a beneficial effect.
Setiyawati et al. (2018) examined the effect on firm value of independent commissioners'
dividend and debt policies, as well as institutional ownership. While dividend policies and
firm size have no impact on firm value, debt policies, independent commissioners,
institutional ownership, and profitability do.

As evidenced by several of the evaluations above, the findings of research on dividend
policy and business value in Indonesia are inconclusive and )ﬁld inconsistent outcomes. For
instance, several research demonstrate that dividend policies have a detrimental influence on
firm value. On the other hand, some provide favorable results, whileﬁhers produce no effect.
This circumstance compels scholars to do a re-examination of the relationship between
dividend policies and firm value in Indonesia.

Capital Structure

According &Bajaj et al. (2020), the key to a business's success is to maintain a
healthy balance of debt and equity in its capital composition. Capital structure is a significant
financial decision for a corporation since it influences the business's future capital structure,
risk profile, cost of equity capital, liquidity, rate of returﬁ and market value. Shoaib and
Siddiqui (2021) propose three theories to explain a firm's capital structure policy: the trade-
off theory, the pecking order theory, and the agency theory.

According to Haryono and Fatima (2017) the exp&iation of the capital structure
begins with an explanation of the trade-off theory presented by Modigliani and Miller (1958).

The theory explains that the capital structure will be optimal if the company is able to balance




the benefits of using debt. The use of debt in the company's capital structure will provide
benefits for the company, namely the reduction of taxation aspects obtained on interest
payments. On the other side, increasing corporate debt increases the business risk of the
corporation. As debt is incorporated into the company's long-tﬁn capital structure, the
danger of bankruptcy increases. According to Liu et al. (2020) on the explanation of the
theory of trade off on capital structure, the company has a %get of leverage as an effort to
maximize the value of the company. If the company has a deviation fr(& the target capital
structure, the company will incur more funding costs. This condition can lead to a decrease in
the value of the company.

Almahadin and Oroud (2020) explained that the company's financial decisions include
optimizing funding sources. Referring to Modigliani and Miller (1958), the optimal
combination of capital and debt will impact efforts to minimize the cost of equity capital. As
a result, the cost of equity capital will impact increaﬁlg economic returns and firm value.
According to Almahadin and Oroud (2020), the capital structure theory presented by
Modigliani and Miller (1958) has several assumptions, including a perfect capital market,
homogeneous investors and the absence of taxes and transaction costs. In actual conditions,
this assumption is complicated to occur in the actual capital market. Modigliani and Miller
(1963) added another proposition, namely the benefits of taxation benefits in the use of debt.
In this proposition, managers prefer to use debt as an effort to increase firm value.

Shoaib and Siddiqui (2021) explain that the following theory that explains capital
structure is the pecking order theory presented by Myers (1984). Pecking order theory
explains that to reduce information asymmetry and consideration of costs related to debt, the
company takes a policy by first financing investments using retained earnings, safe debt,
riskier debt and only then equity. According to this theory, companies only issue debt if the
investment needs are more significant than the company's retained earnings. The investment
profits made by the company must be calculated with the costs incurred on the company's
debt. Abeywardhana (2017) explains that in Pecking order theory, companies will only add
large debts if internal funding sources are not sufficient to finance investment. The debt ratio
describes the cumulative external sources of funds. If the company does not have good
investment potential in the future, the company chooses not to use debt. Several studies have
found that profitable and growing companies have low debt ratios (Abeywardhana, 20 a

Shoaib and Siddiqui (2021) state that the third theory of capital structure is agency
theory, as revealed by Jensen and Meckling (1976), Jensen (1986). This theory explains that

there are unidirectional interests between managers and company owners. Managers are more




likely to use existing cash flows for personal interests that can harm the interests of
shareholders. To limit the management's deviant behaviour, the company owner asks the
company to use debt. The use of debt shows the owner's effort to limit the company's free
cash flow by managers. Decisions related to the increase in corporate debt indicate an agency
conflict management effort. Jensen (1986) states that debt can reduce agency costs; the higher
the debt, the greater the company's commitment to making cash payments.

Hypothesis Development

Dividends and Company Value

Odum et al. (2019) state that although dividends Eve become a controversial research
theme in finance, and dividends are still a puzzle. The relationship betw%n dividend policy
and firm value remains an unanswered question. Many economic logics have been proposed
to explain dividend policy. However, related to company policy, the company only has the
option of paying or not paying dividends. Availability of cash and liquidity of the company
into consideration in determining the payment of dividends. Investors are very interested in
the return on their investment. Therefore, management must make decisions related to the
sustainability of the company, potential profits, investor satisfaction, and prices related to
holding or sharing the profits earned by the company. Lumapow and Tumiwa (2017) explain
that dividend policy determines the portion of profits distributed to shareholders. A dividend
policy is essential to determine the cash flow paid to investors or reinvested in the company.
If a dividend policy can increase the company's stock price, the company's value will also
increase.

Jensen (1986) explains that in the agency theory approach, company management has
opportunistic behaviour that tends to hold cash holdings in the company and invest it in
projects that increase personal prestige and are not oriented to the interests of company
owners. Jensen (1986) explains that dividend policy attempts to reduce information
asymmetry between principals and agents. Dividend payments are a mechanism to reduce the
cash in company management control, reduce agency problems, and increase shareholder
welfare. Dividend policy is a signal from management showing that management has
managed the company well (Giriati, 2016).

Iturriaga and Criséstomo (2010) explain that the opportunity for company growth can
explain the relationship between dividends and firm vaﬁ. The payment of dividends is a
signal of the company's growth. In this explanation, the effect of dividends on firm value is

positive. According to another theory, namely the free cash flow theory, dividend payments




reduce cash in the negative control of company managers so that they have a positive impact
on firm value.

Budagaga (2017) explains that investors prefer dividends to capital gains because
dividends have a degree of certainty while capital gains have risks and uncertainties in the
future. Therefore, investors are willing ﬁ)ay higher for companies that distribute dividends
so that the company's value increases. La Porta et al. (2000) explains that dividends are a
mechanism created to reduce agency conflict. When the company has free cash flow, the
payment of dividends is an attcm%)y shareholders to avoid using cash for the personal
utility of managers. Therefore, the payment of cash dividends to shareholders will Ereasc
the value of the company. Bhattacharya (1979) explains that dividends are a form of a signal
on the company's businﬁ prospects in the future. The increase in dividends shows the
company's optimism for an increase in the company's future cash flows. Therefore, dividend
payments will be directly proportional to the increase a the value of the company.

In light of the foregoing, the initial hypothesis in this research is as follows:

Hi: Dividend policy has a positive etfect on firm value.
Moderate Role of Capital Structure

Al-Nsour and Al-Muhtadi (2019) explain that the company's efforts to form an
optimal capital structure are crucial financial decisions. The capital structure describes the
composition of the company's sources of funds consisting of short-term debt, long-term debt
and equity. The relationship between capital structure and firm value will be closely related
to the use of debt in the composition &the capital structure, which will impact returns and
risks. Managers must be able to select a capital structure policy that maximizes the compané
worth. Capital structure is a complicated and perplexing area of policy. Previous research on
the association between capital structure and firm value likewise produced inconsistent
findings.

According to lrawatiad Komariyah (2019), company managers must optimize their
capital structures in order to increase the company's share price. The stock price of a
company is a representation of its value. Managers must properly manage internal and
external sources of funding in order to reduce the cost of equity capité, increase firm value,
and optimize performance. It should be noted that the increase in debt in the company's
capital structure also impacts business risk. Business risk increases along with the costs
attached to debt, business competition and the failure of the company's future profits.

Abeywardhana (2017) explains that the capital structure theory recommends that an

optimal capital structure occur if the company can balance the profit and marginal cost of




debt. However, researchers have no consensus on what is meant by the benefits and costs of
capital structure. Companies can optimize their capital structure by adjusting debt and equity
by considering tax benefits, agency costs and bankruptcy costs. The capital structure at the
optimal point will increase the company's value, but if the cost of debt is very higbthen what
happens is that the company is faced with the cost of financial distress, which will cause a
decrease in the firm value.

Vo and Ellis (2017) found a negative effect of capital structure on firm value in
companies on the Vietnam stock exchange. This study supports the arguments described in
the pecking-order theory (Myers & Majluf, 1984). The company will use internal sources of
funds that are not risky and then use external resources. The higher the amount of debt in the
composition of the capital structure implies an increase in business risk, especially related to
the cost of debt and the threat of bankruptcy. The high level of corporate debt will harm firm
value. Hossain (2021) finds that meies with high debt financing have lower performance
and higher bankruptcy risk when compared to companies with low debt funding. The
additional use of debt can erode the company's value due to the risk of bankruptcy and
inadequate credit.

In this study, the authors take the negative influence of capital structure on firm value
(Vo & Ellis, 2017). Iturriaga and Criséstomo (2010) stated that dividends and capital
structure are two crucial financial decisions. Previous research conducigd by Budagaga
(2017), Lumapow and Tumiwa (2017) and Irawati and Komariyah (2019) stated that
Vo and Ellis

(2017) capital structure can reduce firm value. The author argues thaw the company's

dividend policy has a positive impact on companies, while Hossain (2021)

dividend policy can increase the company's v and, at the same time, the company has a
large debt, then the capital structure will have a negative impact on the relationship between
dividend policy and company value. High debt will reduce the positive effect of dividend
policy on company value due to an increase in the comﬁny’s business risk assessment.

In light of the foregoing, the second hypothesis in this investigation is as follows:

Hs: Capital structure weakens the positive effect of dividend policy on firm value.

RESEARCH METHODOLOGY
Data Sources and Sampling Techniques

This research evaluated the l%ﬁnesian Stock Exchange from 2016 to 2019. The
analysis included all companies listed on ttﬁlndonesian Stock Exchange that were classified

as manufacturing. The study gathered data from audited financial statements, annual reports,




and summary records of the performance of companies list%on the Indonesian Stock
Exchange. The research samples for this study were chosen using a purposive sampling
method. The researcher establishes the sampling criteria, which include the following
specifics: 1) The example companies are manufacturing industry enterprises that have traded
on the Indonesia Stock Exchange between 2016 and 2019. 2) The enterprises have audited
financial statements in Indonesian currency that have been presented to the public. 3) The
company does not currently have a capital shortfall and has accurate financial data that meets
the researcher's data analysis requirements.

Variable Measurement o

The company's dividend policy is the independenaariable in this study. According to
Odum et al. (2019), dividend policy is measurec&ay the dividend payout ratio. The dividend
pays out ratio is a financi%ratio that compares dividends per share with earnings per share.
Firm value becomes the dependent variable in this study. The company's value shows the
appreciation of capital market investors to the company's performance which is manifested in
the movement of the company's stock price. Concerning research by Lumapow and Tumiwa
(2017), Tobin Q is used to approximate firm value in this study. Tobin Q is calculated as the
market value of the company's equity plus total debt divided by the entire value of the
company's assets.

The capital structure is the moderating variable in this study. The capital structure was
determined in this study using the debt to equity ratio, which is defined as total debt divided
by total equity, in accordance with Irawati and Komariyah (2019). Adclitiglally, this study
requires only a single control variable, namely firm size. In this study, the natural log of the
company's total assets was utilized to determine the company's size, based on the research of
Odum et al. (2019), Lumapow and Tumiwa (2017).

Analysis Techniques

In this study, two regression equations were used to test the hypothesis. The first
equation is a multiple regression model; the second equation represents a regression with
moderating variables. The next sections describe the two regression equation models that
were employed in this investigation.

TOBINQIit = + 1 DIVit + 2 DERit + 3 LNSIZEit + ¢ (D
TOBINQit=+ 1 DIVit+2 DER it +3 DIV it * DEEt +4LNSIZEit +e (2)
Where TOBINQIt is the value of company i in year t. DIVit is the dividend policy of

company I in year t, DERit is the ratio of the capital structure of company i in year t, DIVit*




DERIit is the interaction between dividend policy and capital structure, LNSIZEit is the size

of the company measured by natural log of firm size of firm i in year t.

ANALYSIS AND DISCUSSION

Descriptive Statistics

The following table summarizes the descriptive statistics for the factors examined in

this study.
1 Table 1. Descriptive Statistics
Variable N Min Max Mean SD
DIV 143 0.01 0.94 0.39 0.23
DER 143 0.08 4.19 0.81 0.76
LNSIZE 143 25.71 3349 29.07 1.65
TOBINQ 143 0.15 5.10 1.64 098

Source: Author's Calculations.

Table 1 shows that the dividend policy of Indonesian manufacturing companies varies
from 0.01 to 0.94 with a standard deviation of 0.23. On average, manufﬁturing companies in
Indonesia during 2016-2019 paid dividends of 0.39 or 39% of the profits earned by the
company. The composition of t& capital structure of Indonesian manufacturing companies is
spread between 008 to 4.19, with a standard division of 0.76. The average value of the
company's capital structure is 0.81, or it can be said that manufacturing companies in
Indonesia have an average of 81% debt compared to %eir total equity. The value of
manufacturing companies is spread from 0.15 to 5.10 with a standard deviation of 0.98. The
average value of manufacturing companies as measured by Tobin's Q is 1.64. The size of the
manufacturing companies varies from 25.71 to the largest, 33 49, with a standard deviation of
1.65 and an average firm size of 29.07.

The following table summarizes the correlations between research variables.

Table 2. Correlation Matrix

DIV DER LNSIZE TOBINQ
DIV 1 -0.071 0.282 0411
DER -0.071 1 0.037 -0.243
LNSIZE 0.282 0.037 1 0.287
TOBINQ 0411 -0.243 0.287 |

Source: Author's Calculations. @

18
Based on Table 2, we can see that the most significant correlation occurs between
dividend policy and firm value with a correlation of 0.411. Thus, there is no multicollinearity

problem in the variables tested in this study.




Hypothesis Testing Results
Table 3 shows empirical results from a study of the impact of dividend policy on firm
value in Indonesian manufacturilﬁ companies.

Table 3. Regression Results

Description Coefticient Std Error t-Statistic p-value
Constanta -0.222 1.318 -1.685 0.094
DIV 1.482 0.335 4418 0.000
DER -0.297 0.097 -3.077 0.003
LNSIZE 0.121 0.046 2.611 0.010
F-Value 15.605 0.000
Adjusted R Square 23.6%

Source: Author's Calculations.

Based on the table above, it is known that the first regression model hag a coefficient
of determination of 23.6%. The regression F value shows the number 15,605 with a p-value
of 0.000. Thus, the first regression tesHesults show that 23.6% of changes in firm value can
be explained by dividend policy, fila capital structure, and firm size. The examination of the
company's dividend policy reveals a regression coefficient of 1.482 with a p-value of 0.00
for the dividend. The findings of this investigation indicate that dividend policies have a
positive effect on firm value. The capital structure analysis of the company reveals a
rcgrcssioaoefficient of -0.297 with a p-value of 0.03. Capital structure, as an independent
éa:iablc, has a negative effect on company value in this regression equation model. The
regressa'l coefficient for the control variable company size was 0.121 with a p-value of
0.010. Firm size has a positive effect on firm value.

The test was continued on the second regression model using moderated regression

analysis. The test results for the moderated regression analysis are presented in the following

table.
Table 4: Results of Moderated Regression

Description Coefficient Std Error t-Statistic p-value
Constanta -2.244 1.298 -1.728 0.086
DIV 2284 0.477 4.786 0.000
DER 0.120 0.203 0.591 0.555
DIV*DER -0.921 0.396 -2.328 0.021
LNSIZE 0.109 0.046 2.375 0019
F-Value 13.430 0.000
Adjusted R Square 25.9%

Source: Author's Calculations.
Based on table 4 above, it can be seen that the moderated regression analysis test
shows a coefficient of determination of 25.9%. Furthermore, the coefficient of determination

increased by 2.3% compared to the first model, which produced a coefficient of 23.6%.




Therefore, the use of the capital structure variable as a moderating variable can improve the
research model.

The analysis 0& the dividend variable as an independent variable still shows
significant results with a regression coefficient of 2.284 and a p-value of 0.000. The capital
structure variable shows insignificant results with a regression coefficient of 0.120 and a pa
value of 0.555. Significant results are obtained for the control variable firm size, with a
regrasion coefficient of 0.109 and a p-value of 0.019. The moderating variable (DIV*DER)
has a p-value of 0.021 and a regression coefficient of -0.921. The empirical testing leads in
statistically significant results with a negative coefficient value. According to the analysis
results, capital structure is a moderating variable that dampens the positive etfect of dividend
policy on firm value in the case of manufacturing companies listed on the Indonesia Stock

Exchange.

DISCUSSION

This study discovered that dividend policies have a beneficial effect on the value of
manufacturing companies listed on the Indonesia Stock Exchange. The results of this study
support the results of research by Irawati and Komariyah (2019) and Budagaga (2017), which
explains that dividend policy will increase firm value. The capital market responded
positively ﬁ the dividend payment policy carried out by manufacturing companies in
Indonesia. The results of this study support the opinion of Banafa (2014), which states that
dividends are a definite result in the hands of stockholders while capital gains are still
uncertain and full of risk, so the ket reacts positively to the company's dividend policy.
According to Jensen (1986) and La Porta et al. (2000), the dividend payment ds an effort to
overcome agency problems. Iturriaga and Cris6stomo (2010) explain that the free cash flow
owned by the company has the potential to be misused for the personal interests of company
managers. Therefore dividend payments are a form of protection for shareholders against
conditions of information asymmetry.

Capital structure testing proves a moderating role of capital structure in the
relationship between dividend policies of manufacturing companies in lndmﬁia. The first
regression test showed that the capital structure as an independent variable had a negative
effect on the compa&'s capital structure. Then in the second regression, it was found that the
interaction between dividend policy and capital structure had a negative effect on firm value.

Capital structure weakens the positive effect of dividend policy on firm value. Based on these




results, the author concludes that the capital structure has a quasi-moderating nature because
it can act as an independent or moderating variable.

The market's negative reaction to the large capital structure indicates that investors
perceive a high éebt composition in the capital structure as a risk for investors. Large
corporate debt is prone to be the cause of financial difficulties and bankruptcy. Investors give
appreciation when the company pays dividends but gives a negative response when at the
same time, the company has high debt. Abeywardhana (2017) explains that companies are
expected to form an optimal capital structure by balancing profits and marginal costs on debt.
Jensen (193) states that the use of debt has advantages to overcome agency problems in the
company. Modigliani and Miller (1963) stated that debt in the capital structure has a potential
tax advantage over interest payments. Bajaj et al. (2020) and Irawati and Komariyah (2019)
explain that large debt will have inherent risks. The cost of debt will be even greater, and the
business risk will increase with the potential for bankruptcy. At a certain optimal level, as
stated by Jensen (1986), Modigliani, and Miller (1963), high debt has a positive contribution
to the company's management. However, on the other hand, refers to Bajaj et al. (2@),
Irawati and Komariyah (2019), high debt is a risk for investors, causing a decrease in firm

value.

CONCLUSION

This study examines the effect of dividend policy on firm value for manufacturing
companies on the Indonesia Stock Exchange by considering the role of capital structure as a
moderating variable. Based on the previous sec&on's analysis and discussion, this study
concludes that dividend policy positively affects firm value. This study also concludes that
the capital structure can act as a moderating variable (quasi moderating) which weakens the
effect of dividend policy on firm value. This study implies that investors in the Indonesian
capital maket give a positive response to dividend payments but give a negative response to
the large debt in the company's capital structure.

The weakpess of this research is that this research has not been able to find the
optimal level oﬁapital structure that can increase firm value. In future research, the authors
suggest being able to conduct a more in-depth study of the optimal point of the capital
structure that can increase the value of the company and provide an explanation at a certain
point the value of the capital structure can cause a decrease in the value of the company.

Further research also suggests examining other variables that impact the relationship between




dividend policy and firm value, such as audit quality, corporate social responsibility, and

accounting conservatism.
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