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The present study aims to determine the effect of a company's life-cycle stage, profitability,
institutional ownership, and liquidity on dividend policy as well as the effect of dividend policy on
firm value. Data were run through logistic regression analysis and ANNOVA test with total sample
data of 31 companies in the consumer goods industry sector listed on the Indonesia Stock Exchange
over the period 2014-2018. With control variables consisting of asset growth, corporate debt, and
investment cash flow, it is determined that the growth and maturity life-cycle stages as well as return
on assets of a company had positive and significant effects on dividend policy. Companies at growth
and maturity stages provided dividends since they attempted to show to shareholders that the
company was under good financial and profitable conditions. Corporate debt also had a significant
effect on dividend policy where the relationship was inversely proportional, meaning that companies

Return on assets with large debt ratios tend not to provide dividends. Other results show that there was a significant

difference between dividend policy and firm value. Companies that provide dividends tend to be
overvalued since it leads to increase in the confidence of shareholders to invest.

© 2021 by the authors; licensee Growing Science, Canada

1. Introduction

Dividend policies are often considered as part of spending decisions, especially that of internal expenditure. The reasons as to
why companies pay dividends can be an alternative explanation of the free cash flow hypothesis which considers dividends as
a way to reduce agent costs from free cash flow (Jensen, 1986). The problem is that the existence of a large free cash flow within
a company is damaging to the company's value. The amount of free cash flow available can be allocated to shareholders in the
form of dividends to reduce agency conflicts between shareholders and managers. This dividend distribution serves to reduce
the available funds and encourage companies to get new funds from the capital market (Amar, Salah & Jarboui, 2017). Based
on life-cycle theory, large and mature companies tend to have good cash flow. They tend to pay more dividends than small and
medium-sized companies because of the size of the company (Fama & French, 2001). Several literatures approach the life cycle
stage of a company based on age and size of the company such as the views of Bulan, Subramanian & Tanlu (2011), Bradshaw
et al. (2012), Bhattacharya, Black, Christensen & Mergenthaler (2004), and Desai et al. (2006). Other studies use a company’s
age as an independent variable to determine its effect on dividend policy, but the results show there is no influence of age on
dividend policy as conveyed by Kilingarslan (2018), Sukkaew (2015) and Vaidean & Moza (2010). According to Dickinson
(2011), the stages of a company's life cycle differ are independent of the age of the company in which companies of the same
age may have different levels of achievement. Each company is a portfolio of several potential products at different stages of
the product life cycle. Dickinson (2011) proposed a company’s life cycle pattern based on a cash flow approach that categorizes

the life cycle stage of a company by looking at the cash flow from operations, investments, and financing. Classification stages
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of a company's life cycle play a role in understanding the value of that company and in predicting the distribution of dividends.
Dividend payments begin with the company's profitability (Al-Malkawi, 2007). Profitable companies are better able to pay
dividends and generate internal funds (retained earnings) to finance investments. Dividend payments are considered as a
company liquidation. According to Brahmaiah et al. (2018), companies that have high liquidity will pay higher dividends due
to excessive amounts of cash. In developing countries, ownership structure is dominantly owned by institutional investors that
hold the company’s management, thus it holds an important position that influences decision making (Mili, Sahut & Teulon,
2017). Budiarso (2019) has previously conducted a study with dividend policy as a dependent variable, return on assets
(profitability) as an independent variable along with debt to assets (leverage) and asset growth as control variables. Other
research conducted by Alzoubi (2019) uses the cash ratio dependent variable and the independent variable of the company’s
cycle stage. Mili et al. (2017) in his study used the variable institutional ownership to determine its effect on dividend policy.

The present study, however, does not use the age of a company as an approach in the life-cycle stage of a company but instead
uses the approach of cash flow. This study also integrates the company's life cycle as an independent variable. The effect of the
company's life-cycle stage on the decision to provide dividends has not been much investigated in previous research. Therefore,
the aim of this research is to understand how companies make dividend policies according to the stages in their life cycle. In
addition, due to the incomplete fulfillment of capital markets, a claim made by Miller and Modigliani (1961) that there is no
relationship between dividends and stock prices cannot be maintained. Therefore, it is interesting to examine whether there is
an influence between dividend policy on firm value.

2. Literature Review
2.1 Bird-in-Hand Theory

This theory emphasizes that the equity or profit of a company will decrease if the dividend payout ratio is increased since
investors are likely to be less confident about the capital gains resulting from retained earnings in contrary to when investors
receive dividends. Investors value the income expected from dividends far more than the income expected from capital gains.
Investors have the consider that dividends have less risk, thus prefering to receive ready money than to expect future capital
gains that are uncertain. The effect of dividend policy on firm value has previously been evaluated by Elim (2019), Abor &
Bokpin (2010) and Salih (2010), in which dividend payments can increase the value a company.

2.2 Agency/Free Cash Flow Theory

This theory focuses on conflicts of interest between management and shareholders. The main task of management is to increase
shareholders wealth and manage the business appropriately. Agency problems arise when there is excess cash flow in a company
that should be used for profitable projects but is instead used for the personal benefit of the company and the shareholders.
Rozeff (1982) suggested reducing agency problems through provision of dividends from company profits. According to Shubiri,
Taleb & Zoued (2012) and Elston et al. ( 2011) there is a relationship between institutional ownership and dividend policy.
Moreover, Kighir et al. (2015) found that a company's cash flow affects dividend policy.

2.3 Life-Cycle Theory

Corporate decisions are affected by the different stages of their life cycle. In the life-cycle model, optimal dividend policy is
applied when a company's trade costs are stable and there are allocations of costs to anticipate agency costs of free cash flow.
When companies are in its early stages, they would experience growth and have relatively small obligations for internal
financing in which they tend to avoid dividend payments. At a mature stage, companies pay dividends when they generate
sufficient internal funds because investment opportunities are declining. Distributing dividends and repurchasing shares become
important at this stage in the life-cycle phase because companies will face substantial problems regarding free cash flow when
cash accumulates (Hauser & Thornton, 2017). Bulan et al. (2011), using a corporate age approach, determined the stage of a
company's life-cycle and found that mature companies tend to pay dividends. Dickinson (2011) used different factors to evaluate
the life-cycle stage of the company composing of operational cash flow, investment cash flow and financial cash flow.

2.4 Hypothesis Formulation

2.4.1 Relationship between Profitability and Dividend Policy

According to Al-Malkawi (2007), the decision to pay dividends starts with profit. Therefore, it is logical to consider profit as a
very important factor in making dividend decisions. Khalid & Rehman (2015), Al-Najjar & Kilincarslan (2017) and Budiarso
(2019) found Return On Assets to have an influence on dividend policy. Based on the description above, the first hypothesis is
as follows:

Hi: A profitable company will tend to provide dividends.
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2.4.2 Relationship between Corporate Life Cycle Stage and Dividend Policy

Based on the company's life cycle theory, large and mature companies tend to have large cash flow which implies fewer long-
term investment stocks, paying a greater dividend than newly emerging companies (Fama & French, 2001). According to
Alzoubi (2019), there is a relationship between the maturity stage of companies and dividends and that newly emerging and
growing companies generally do not provide dividends. Hence, the second set of hypotheses proposed are:

Haa: Companies that are at a new stage (Introduction) tend not to provide dividends.
Ha,: Companies that are at a growth stage tend not to provide dividends.
Ha.: Companies that are at the mature stage tend to provide dividends.

2.4.3 Relationship between Institutional Ownership and Dividend Policy

An entity with institutional ownership usually has owns a large portion of a company and tends to invest for a long time. The
entity also has the power to monitor and control management in making financial decisions (Elim, 2019). According to Shubiri
et al. (2012) and Hofler et al. (2011), there is a relationship between institutional ownership and dividend policy. Thus, this
study proposes a third hypothesis:

H;: Companies with dominant institutional ownership tend to provide dividends.
2.4.4 Relationship between Liquidity and Dividend Policy

Liquidity is a dominant factor that plays role in the decision to pay dividends. A company might make a profit but lack the cash
to declare dividends. Therefore, liquidity is needed to anticipate the payment of high dividend money (Brahmaiah et al., 2018).
Al-Kayed (2017) and El-Nader (2018) claim that there is a relationship between company liquidity and dividend payments.
Thus, this research proposes the fourth hypothesis as follows:

Hi: Liquid companies tend to provide dividends.
2.4.5 Control Variables

To confirm the effect of the company's life-cycle stage, this study uses corporate debt, asset growth and investment cash flow
as control variables. Companies at an early and growing stages have positive financial cash flow due to the high debt of those
companies in the efforts to get funds from creditors. Faccio, Lang & Young (2001) and Al-Rahahleh (2017) find that large debts
reduce dividend payments to investors. On the other hand, companies tend to hold profits when growth is high. The occurence
of fast company growth implies that funds are better needed for business expansion. According to Ali, Gohar & Meharzi (2017),
companies will start paying dividends when growth is as expected.

2.4.6 Relationship between Dividend Policy and Firm Value

Agency problems occur when management denies its obligation to maximize the value of the company. Rozeff (1982) suggested
reducing agency problems through dividend payments out of company profits. By doing so, management can avoid investment
in projects that are not profitable. According to Abor & Bokpin (2010) and Salih (2010), dividend policy has an effect on firm
value. Based on the description above, the fifth hypothesis is proposed as follows:

Hs: Companies that provide dividends will increase the value of the company (the value of the company will be overvalued).
Based on the formulation of the above hypotheses, the following research framework of thought is presented:

[ Profitability

[ Introduction Stage

H,;
“{Z\A
[ Growth Stage }\H%\‘ Hs
HZC
7
/

Firm Value

A 4

Dividend Policy
| Mature Stage

| Institutional Ownership

[ Liquidity

3. Methodology

Fig. 1. Research Thinking Framework

The research population consist of publicly known manufacturing sector companies that provide consumer goods listed on the
Indonesia Stock Exchange. The technique of data sampling used was purposive sampling where as many as 31 companies were
sampled in this study. These companies were chosen for their comprehensive data on financial statements as well as their
fulfilment of the research criteria of consecutively paying or not paying cash dividends during 2014-2018 period. Method of
data analysis used in this study is the logistic regression analysis intended to study dividend policy as well as one sample chi-
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square difference test to assess firm value. Logistic regression analysis is used to analyze discrete dependent variables (Hosmer
& Lemeshow, 2000). This research has the following research model.

DIViy = a + B1ROA; + BoINie + B3GRy + BaMTy + BsKlir + BCRir + B7AG; + BgDAR; + BoAlir + ;¢ (1)
where:
o = Constant CR = Liquidity KI = Institutional Ownership
B = Regression Coefficient AG = Asset Growth Al = Investment Cash Flow
DIV = Cash Dividend Policy DAR = Corporate Debt i =i The company
ROA = Profitability GR = Growth Stage t =t Period
IN = Introduction Stage MT = Mature Stage € = Error
Table 1
Measurement of Research Variables
Variable Definition of operational variables Measurement Method Scale Previous Research
Firm Value Share price divided by book value.  FV = Overvalued (1) nominal Husna & Satria (2019)
If>1 it is Overvalued, if <1 it is FV = Undervalued (0)
Undervalued
Dividend Companies that pay dividends and do DIV = Pays dividends (1) nominal Al-Rahahleh (2017)
not pay dividends DIV = Does not pay dividends (0)
Profitability Net profit after tax divided by total Net Profit ratio Rahmawati, Moeljadi, Djumahir

assets

=————x100
Total Assets

& Sumiati (2018) and Utami &
Gumanti (2019)

Introduction Stage Negative operating cash flow, IN = Negative operating cash flow, negative investment nominal Alzoubi (2019)
negative investment cash flow and  cash flow and positive financial cash flow (1).
positive financial cash flow. IN = Other than category 1 (0).
Growth Stage Positive  operating cash flow, GR = Positive operating cash flow, negative investment  nominal Alzoubi (2019)
negative investment cash flow and cash flow and positive financial cash flow (1)
positive financial cash flow. GR = Other than category 1(0).
Variable Definition of operational variables =~ Measurement Method Scale Previous Research
Mature Stage Positive  operating cash flow, MT = Positive operating cash flow, negative investment  nominal Alzoubi (2019)
negative investment cash flow and  cash flow and negative financial cash flow (1)
negative financial cash flow. MT = Other than category 1(0)
Debt Total debt divided by total assets _ Total debt ratio R6j (2019), Bertuah & Ghani
" Total Assets (2018)
Liquidity Current assets divided by current _ Current Assets ratio Hakeem & Bambale (2016)
debt = Current Debt
Institutional Institutional ownership divided by _ Institutional Ownership ratio Shubiri et al. (2012) and Hofler,
Ownership total shares outstanding " Total shares outstanding x 100 Elston & Lee (2011)
Asset Growth Difference in total assets at t year and G= Total Assets, — Total Assets,_, < ratio Budiarso (2019)
t-1 year divided by total assets of t-1 - Total Assets,_;
year
Investment Cash  Investment cash flow divided by total _ Investment Cash Flow ratio Brook, Charlton & Hendershott
Flow assets B Total assets (1998)
3. Results

There are 19 companies that actively pay dividends and 12 companies that do not pay dividends. Descriptive data for companies
that pay and do not pay dividends are presented in Table 2. In this table, descriptive data comparisons among the variables
observed in this study between companies that pay dividends and companies that do not pay dividends are presented. Significant
differences are seen in the Return on Assets (ROA) variable and the mature stage company (MT) variable. The results of the

logistic regression analysis of the dividend policy dependent variable can be seen in Table 3 below.

Table 2

Descriptive Data for Companies that Pay and Do Not Pay Dividends

Variable Pay Dividend Do Not Pay Dividend
Min Max Mean Mode Min Max Mean Mode

FV 0 1 1 0 1 1
ROA -6.87 92.10 15.40 -20.76 13.72 0.41
IN 0 1 0 0 1 0
GR 0 1 0 0 1 0
MT 0 1 1 0 1 0
KI 49.90 99.78 87.92 24.14 98.49 79.17
CR 0.51 10.25 3.03 0.28 7.90 2.09
AG -10.52 5891 12.44 -22.83 621.88 19.41
DAR 0.07 0.75 0.38 0.04 1.25 0.51
Al -0.21 1.14 -0.05 -0.25 0.005 -0.06

Note: SPSS software data processing.
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Table 3
Logistic Regression for Dividend Policy
Model
Independent variable Without control variable 1 control variable 2 control variables 3 control variables

Intercept -4.454 -4.456 -4.419 -2.358
ROA 0.236%* 0.236%* 0.245%* 0.241**
IN 1.627 1.625 1.812 1.762
GR 2.671%* 2.670%* 2.928%** 3.020%*
MT 2.982%* 2.982%* 3.125%* 3.064%**
KI 0.011 0.011 0.01 0.009
CR 0.002 0.002 -0.015 -0.185
AG 0.001 0.001 0.003
Al 2.435 2.821
DAR -3.476%*
Pseudo R-Square 0.613 0.613 0.614 0.633

Note: SPSS software data processing. ** 5% significance.

From Table 3 above, the results of the logistic regression analysis presents a regression equation for the dependent and
independent variables along with the control variables as follows:

DIV;, = —2.358 + 0.241 ROA;, + 3.020 GR;; + 3.064 MT;, — 3.476 DAR;, + € )

Based on Table 3 above, estimated variables of Return on Assets (ROA) with a coefficient value of 0.241, growth stage company
(GR) with a coefficient value of 3.020 and mature stage company (MT) with a coefficient value of 3.064 are obtained, in which
all three have a positive and significant influence towards dividend policy with probability of <0.05. A negative and significant
effect is seen for the variables Corporate Debt (DAR), with a coefficient of -3,476. The data also exhibit increase in the values
of Pseudo R-Squared after inputting the control variables with values of 61.3% to 63.3%. This shows that 63.3% of the dividend
policy is influenced by the independent variables. The results of the one sample chi-square difference test between dividend
policy variables and firm value can be seen in Table 4 below.

Table 4
One Sample Chi-Square One Test Difference Between Dividend Policy and Firm Value Variables
Dividend Policy Statistical Test Value Monte Carlo Sig.
Pay Dividend Chi-Square 62.411 0.000%**
Do Not Pay Dividend Chi-Square 4.267 0.100

Note: SPSS software data processing. *** 1% significance.

Based on Table 4 above, the one sample chi-square difference test results obtained a value of 62,411 for companies that provide
dividends with a significance of 0,000 <0.05, meaning that there is legitimate difference in the values between overvalued and
undervalued companies that provide dividends. Based on the results of the logistic regression test and the one sample chi-square
difference test the proposed hypotheses for the variables can be concluded as follows:

Table 5
Results of Hypothesis Testing among Variables
Hypothesis Conclusion  Hypothesis Conclusion
Profitability with Dividend Policy Accepted  Institutional ownership with Dividend Rejected
Introduction stage with Dividend Policy Accepted  Liquidity with Dividend Policy Rejected
Growth stage with Dividend Policy Rejected  Dividend Policy with Firm Value Accepted
Mature stage with Dividend Policy Accepted

Note: SPSS software data processing.
4. Discussion

4.1 Effect of Profitability on Dividend Policy

Return on Assets has a positive and significant influence on dividend policy. The higher the profitability of the company, the
greater the proportion of dividends. Conversely, the lower the profitability of the company, the less the proportion of dividends.
Companies that have profits are, therefore, advised to provide dividends since it will result in the increase of shareholder
confidence in the company. This research supports previous research conducted bys Al-Najjar & Kilincarslan (2017), Hauser &
Thornton (2017), Bulan et al. (2011), Azmal, Negoro & Syah (2019) and Budiarso (2019) stating that Return on Assets has a
positive and significant influence on dividend policy.

4.2  Effect of Life Cycle Stage of a Company on Dividend Policy

The companies at their growth stage and mature stage exhibit positive and significant influence on dividend policy. Companies
at the stage of growth and maturity have positive operating cash flow, meaning that income derived from the company's
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operational results exists. From this income, the companies would try to provide dividends to investors to show that the company
is in good financial and profitable conditions. This research supports previous research presented by Alzoubi (2019) who
claimed that companies in their mature stage have a significant proportional relationship on dividend policy. Al-Malkawi (2007)
stated that mature companies do not have a great desire to invest in the future, they prefer to instead provide dividends to
shareholders. In contrary, new companies at their introduction stage exhibit a positive but non significant effect on dividend
policy.This result is similar to a research conducted by Sukkaew (2015) where new stage companies tend not to provide
dividends since the profits generated are largely allocated to long-term corporate investments. The results of this study confirm
the life-cycle theory which states that companies in the new stage tend not to pay dividends due to future investment
opportunities and companies in the growing and mature stages tend to pay dividends to increase shareholder wealth.

4.3 Effect of Institutional Ownership on Dividend Policy

Institutional ownership does not affect dividend policy. The insignificance of institutional ownership effect on dividend policy
is due to the differences in the desires of institutional investors and individual investors regarding the distribution of dividends.
Institutional investors prefer to with hold profits generated for future investment benefits, while individual investors prefer that
companies distribute dividends to increase their wealth. This result supports the previous research conducted by Elston et al. (
2011) and Roy (2015) which show that institutional ownership has no effect on dividend policy.

4.4 Effect of Liquidity on Dividend Policy

Liquidity has no effect on dividend policy. The management of a manufacturing company has a short-term liquidity
consideration of a company, which is to prioritize the payment of corporate debt to maintain creditor confidence rather than to
pay dividends to investors. This trust will be more profitable because the manufacturing industry is an industry that requires
large funds to create new products for a very broad market penetration in Indonesia. In contrast to company management,
investors prefer dividend payments, that prevents the company liquidity in terms of free cash flow to be too large (El-Nader,
2018). These results support research conducted by Al-Kayed (2017), R6j (2019), Trimawan & Bertuah (2020) and Sharma
(2018) that state liquidity has a negative but non significant effect on dividend policy.

4.5 Effect of Debt on Dividend Policy

Debt has a negative and significant effect on dividend policy. The higher the company’s debt, the smaller the distribution of
dividends to investors. Management is more concerned with debt payments than providing dividends so that large free cash flow
can be reduced and occurrence of agency conflict can be avoided. Al-Rahahleh (2017) stated companies with large debts tend
not to pay dividends as they need companies need said funds and tend to hold profits rather than pay dividends. The results of
this study support research conducted by Ranajee, Pathak & Saxena (2018), Puspitaningtyas (2019) and R6j (2019) which have
proven that corporate debt has a negative and significant effect on dividend policy.

4.6 Effect of Asset Growth on Dividend Policy

Asset growth has no effect on dividend policy. The considerations made in companies that experience asset growth to not
provide dividends include the fact that the company needs funds to pay debts leading to the with holding of profits. In addition,
companies pursue investment opportunities, thus management spends more funds on profitable projects rather than dividends
to investors. The lack of influence of asset growth on dividend policy supports previous research by Nguyen, Bui & Do (2019)
and Zainudin, Mahdzan & Yet (2018).

4.7 Effect of Investment Cash Flow on Dividend Policy

Investment cash flow has no effect on dividend policy. The manufacturing industry management policy is more concerned with
further investment to continue to add to their business portfolios. This is due to the very high competitiveness in the industry
that requires product innovations and broad market expansions to maintain the sustainability of their business. In addition, the
amount of cash flow for investments made by management portrays to investors that the management is more concerned with
the company's sustainability in increasing market share and company assets so thatit will indirectly provide large profits to
investors in the future. Empirical results support the results of research conducted by Sakir & Fadli (2014), Kighir et al. (2015)
and Amar et al. (2017) which stated that cash flow has no effect on dividend policy.

4.8 Effect of Dividend Policy on Firm Value

Dividend policy decisions of a manufacturing industry to pay or not pay dividend exhibit different outcomes in the value of the
company. Manufacturing companies that provide dividends can increase firm/enterprise value as demonstrated by the value of
companies that are overvalued compared to the book value. This means that investors are very interested in investing in
manufacturing companies that provide dividends. The results of this study also support the relevance theory put forward by
Gordon and Lintner who claimed the policy of providing dividends has a positive effect on the value of the company's shares.
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High dividend distribution will increase the value of the company's shares. These results support previous research conducted
by Abor & Bokpin (2010) and Salih (2010) claiming that dividend policy has a positive and significant impact on firm value.

5. Conclusion and Limitations of Research

The study has found a positive and significant influence of the growth and mature stages of a company on dividend policy. A
company at its growth starts to provide dividends due to profits created out of its business operations, to signal towards
shareholders that the company is worthy of being a place of investment. Companies in their mature stage consistently provide
dividends, as opportunities to gain investments tend to decline, to prevent conflicts with agents and maintain investors
confidence. Corporate debt also has a significant effect on dividend policy, where companies that have a large debt ratio tend
not to provide dividends. This study also shows that dividend policies provide significant difference in the resulting firm value.
The present study casts limitation in that only companies in the consumer goods industry sector listed on the Indonesia Stock
Exchange from 2014-2018 are sampled amounting to 31 companies. The author suggests a few recommendations for future
research. First, object of research can be varied into other industrial sectors accompanied by observations made with longer time
period. Second, the research can use other variables related to equity and investment such as return on equity, return on
investment and debt to equity which can be linked to dividend policies.

5.1 Managerial Implications

This research has attempted to provide perspectives on managerial implications of this study for several parties. For
manufacturing companies, it can be used as a consideration to put forth profits obtained for the provisions of dividends to
investors as it will increase the value of the company. For investors, this study implies looking at a company's cash flow to know
where the company is at inters of its life cycle, in which companies at the stage of growth and maturity tend to provide dividends
and companies at its new stage tend not to provide dividends.
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