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Abstract

The purpose of this study is to investigate and analyze the relationship between return on
assets, growth sales, debt to equity ratio, lagged dividend to dividend payout ratio and
size as control variable. Data collected from manufacturing industries in Indonesian Stock
Exchange 2011-2017. The method of this study is ordinary least square regression. The
results of this study shows that return on assets and lagged dividend have positive impact
to dividend payout ratio. Growth sales has insignificance negative relationship to dividend
payout ratio. Debt to equity ratio has positive relationship to dividend payout ratio and has
insignificance sign.
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INTRODUCTION

Profitability generated by the company
mention to be the factor that could determinie
dividend payout ratio. (Baker, Powell, & Veit,
2002) they found that the pattern of dividends
distributed in the past and expectations of
current and future earnings were one of the
main factors determining dividend policy of a
companies. Companies that are more
profitable could provide higher dividends than
less profitable companies.
ROA (return on assets) is ratio that used
to measure of profitability to examine the
relationship on dividend policy (Kumar &
Ranjani, 2018), (Amidu and Abor, 2006),
(John & Muthusamy, 2010). ROA positively
affects dividend policy by Amidu & Abor,
(2006); Kumar & Ranjani, (2018) who
conduct research on manufacturing and
service companies. High ratio of ROA will be
captured by investors as a good signal that
the company can manage its assets and
generate profits well. Increased profits are
certainly a stimulus for investors to invest
their capital in the company. This finding is in
accordance with the cash flowtheory
mentioned that companies that have a high
ROA will also have high cash flow, so the
company would prefer to distribute dividends
instead of using cash flow to invest in
investments that tend to be risky. But
research conducted by John & Muthusamy
(2010) has showed different result that return
on assets has negatively affected dividend
payout ratio. So there is a gap between the
previous study conducted.
Growth sales are measure used by
companies to see the value of investment

The main purpose of investors buying
manufacturing stock is to make a profit. The
profits obtained by investors from buying
stocks are capital gains and dividends that
annually distributed by the company. Capital
gain itself can be interpreted by the return
that investor get from the increase in share
price that he purchases from the initial price
(Kasmir, 2014). At the same time, dividends
are the profit distribution by the company to
shareholders.
Dividends have crucial role to maintain
good relation of investor to companies,
because dividends are evidence that a
company is able to generate profits precisely
from the investors’ point of view. The
evidence shows that manufacturing company
in Indonesia increased the amount payed
dividend from year to year. The company
manages to continuously distribute dividends
to shareholders so the investors invest to
their company. Therefore, ratio of the
proportion of dividends to profits that
generated by companies frequently becomes
consideration of investor to invest. This ratio
is called the dividend payout ratio. The
greater the proportion of dividends distributed
by a company, the greater the proportion of
profits distributed as dividends, and the
smaller proportion of retained profits that a
company used to make investments and
support operational activities.
Various factors could influence a
companies to determine the dividend payout
ratio to be distributed to shareholders.
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opportunity. The greater the proportion of
dividends distributed to shareholders, the
greater it will reduce the proportion of profits
that will be used for investment and business
expansion, so that company tend to decrease
their dividend payment (D'Souza, 2010).
(Benlemlih, 2018) compared the effect of
growth sales to the dividend payout ratio in
companies with high and low CSR (corporate
social responsibility). Benlemih obtained
results that growth sales had a significant
negative effect on dividend payout ratios in
high and low CSR companies. Similar results
were also obtained from research conducted
by Amidu & Abor (2006)); Wicaksono &
Nasir (2014). This finding is supported by
concept of the life cycle proposed by
Modigliani, stated that countries and
individuals will prepare future pension funds
through
the
growth
sales
obtained
(Modigliani, 1985). Different results stated by
Gill et al (2010), they did obtained the results
that growth sales have a positive effect to
dividend payout ratio but there is no
significant effect on growth sales. These
different results cause inconsistency of
research results or often called the research
gap.
The main purpose of calculating debt to
equity ratio (DER) is to find out how much
amount of equity reserved by the company to
pay all its debts, so that if the debt to equity
ratio is getting higher, it shows that the
company has a small amount of reserves to
meet its obligations. This statement related to
the distribution of dividends, the greater DER,
the company will reduce distributed dividend
to obtain greater reserves so the company
could meet its obligations. Rahmawati,
Saerang, & Rate (2014) and Apriliani &
Natalylova, (2017) also stated that debt to
equity ratio is one of the factors that influence
dividend payout ratio. Pecking order theory
supports this finding, where companies prefer
internal funding using retained earnings and
through loans bank rather than using external
equity funding through selling shares to
investors by distributing dividends that are
considered to have higher risk (Zameer,
2013). In contrast research conducted by
Apriliani & Natalylova (2017), shows that debt
to equity ratio did not have a significant
negative effect on dividend payout ratio.

The amount of dividend distributed by
company from year to year is also considered
as one of the factors that influence dividend
policy. The amount of dividends distributed is
a stimulus for investors to invest their money,
the amount of dividends also indirectly
indicates that a company can generate profits
well. Companies that recognize this should
manage to maintain the amount of distributed
dividends from year to year and tend to
increase it. The statement is supported by
research conducted by Damayanti, Marwati,
& Widayanti, (2017). The theory of signal also
stated that the company tries as much as
possible to give a signal to investors and it is
able to generate good profits each year
through dividends. The distribution of
dividends from the previous year (lagged
dividends) which indicates an increase is
evidence that the company has good future
prospects. But in the other hand research
conducted by Benlemlih (2018) showed that
dividend payout ratio has negative effect to
divided payout ratio.
Size of a company is often associated with
factors that affect the dividend payout ratio
distributed by the company. Size in this
research used as a controlled variable to
isolate the dependent variable from the
influence of variables that are not included in
the research and could interfere the research
results. According to Fama & French (2001),
size has a close relationship with the dividend
payout ratio. They said that companies with
large sizes will be more likely to pay higher
dividends and vice versa. Size has also been
used as a controlled variable in dividend
research from previous studies conducted by
Adjaoud & Ben-Amar (2010), Benlemlih
(2018).
Dividends distributed by manufacturing
companies also continue to show an upward
trend, this is shown by Graph 1 which
summarizes the distribution of cash dividends
by manufacturing companies during 20112017. This rising trend indicates a positive
signal captured by investors because it
shows the commitment of the companies to
increasing amount of dividend distributed.
This finding seems interesting to researchers
in conducting this research.
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Figure 1.
Cash dividend graph manufacturing companies in Indonesia

The purpose of this study is to analyze the
impact of return on assets, growth sales, debt
to equity ratio, lagged dividend on dividend
payout ratio using Size as a controlled
variable.

of uncertainties. From this statement,
companies made consideration to share a
large proportion of dividends in order to
attract investors. According to the bird in the
hand theory, an investor will be quieter if he
receives dividends that are regulary
distributed by the company, rather than
obtaining a large amount of capital gain in the
future that full of uncertainty.

LITERATURE REVIEW AND
HYPOTHESES DEVELOPMENT
Dividend payout ratio

Relationship between return on assets
and dividend payout ratio

Dividend payout ratio is considered by
investors as a comparison and a benchmark
of how much the company distributes their
earning to investors. This statement is in
accordance with Gordon (1963) that investors
are more interested in dividends distributed
by companies than compared to capital gains
that investors will get in the future which is full

Profitability obtained by a company is one of
factors that become consideration of dividend
distribution
by
company.
Profitability
measurement often used by researcher is
return on assets. The concept of free cash
flow stated that companies with excess funds
will use their money to invest in lower NPVs

Figure 2.
Conceptual model
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Relationship between debt to equity
ratio and dividend payout ratio

that are very risky. In order to reduce the risk,
the shareholders decided to distribute the
excess funds as dividends so that it could
reduce the amount of excess funds managed
by management as well as a stimulus for
investors in the capital market to invest more
fund in the company (Zameer, 2013). Several
studies stated that return on assets has a
significant positive effect on dividend payout
ratio (Benlemlih, 2018; Zaman, 2018; Amidu
& Abor, 2006; Apriliani & Natalylova, 2017;
Samrotun, 2015; Wicaksono & Nasir, 2014;
Gill, Biger, & Tibrewala, 2010). Based on the
explanation above, we proposed hypothesis
as follows:

The main purpose to calculate debt to equity
ratio (DER) is to find out how much amount of
equity reserved by the company to pay all its
debts, so that if the debt to equity ratio is
getting higher, it shows that the company has
a small amount of reserves to meet its
obligations. This statement related to the
distribution of dividends, the greater DER, the
company will reduce distributed dividend to
obtain greater reserves so the company
could meet its obligations. Rahmawati,
Saerang, & Rate (2014) and Apriliani &
Natalylova, (2017) also revealed that debt to
equity ratio is one of the factors that affect
dividend payout ratio. Pecking order theory
supports this finding, where companies prefer
internal funding using retained earnings and
through loans bank rather than using external
equity funding through selling shares to
investors by distributing dividends that are
considered to have higher risk (Zameer,
2013). When the company has high level of
debt to equity ratio, imply that the company
has to pay off the loan and the loan interest.
So company wil be prefer to use their income
to pay off the loan and interest rather than
distributed dividend to shareholder, so it will
be decrease the amount of dividend payout
ratio. Based on the explanation above,
hypothesis can be proposed as follows:

H1: Return on assets has positive
relationship to dividend payout ratio in
manufacturing company.
Relationship between growth sales and
dividend payout ratio
Dividend distribution decision is created in
the process of discussing and deciding on
financial and investment plans (Gill et al.,
2010). The greater the proportion of
dividends distributed to shareholders, the
greater in reducing proportion of profits that
will be used for investment and business
(D'Souza, 2010). Benlemlih compares the
effect of growth on the company's dividend
payout ratio from high and low CSR.
Growth sales also has a significant
negative relationship on dividend payout
ratios in high CSR and low CSR (Benlemlih,
2018). Similar results were obtained from
research conducted by Amidu & Abor, (2006)
who conducted research on twenty
companies listed on the Ghana stock
exchange and Wicaksono & Nasir (2014)
who conducted a dividend payout ratio study
on manufacturing companies listed on the
Indonesian Stock Exchange from 2011-2013.
The concept of life cycle said growing
companies will tend to be used their fund for
saving, expansion and, preparing for an
uncertain future, so their distributed dividends
tend to be lower. Based on the explanation
above, hypothesis could be proposed as
follows:

H3: Debt to equity ratio has negative
relationship to dividend payout ratio
manufacturing company.
Relationship between lagged dividend
and dividend payout ratio
The amount of dividend distributed by
company from year to year is also considered
as one of the factors that affects dividend
policy. The amount of dividends distributed is
a stimulus for investors to invest their money,
the amount of dividends also indirectly
indicates that a company can generate profits
well. Companies that recognize this should
try to maintain the amount of distributed
dividends from year to year and even tend to
increase it. The statement is supported by
research conducted by Damayanti, Marwati,
& Widayanti, (2017). The theory of signal also
said the company tries as much as possible
to give a signal to investors that the company
is able to generate good profits each year
through dividends. If the distribution of

H2:
Growth
sales
has
negative
relationship to dividend payout ratio in
manufacturing company.
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dividends from the previous year (lagged
dividends) shows an increase, it could be
conclude that the company has good future
prospects. In addition, according to the bird in
the hand theory, an investor will be quieter if
he receives dividends that are distributed by
the company regularly, rather than obtaining
a large capital gain in the future. Based on
this theory, the management will try as much
as possible to secure investor funds to
remain in the company by regularly providing
dividends and continuing increase the
amount of dividend distribution. Based on the
explanation, hypothesis can be proposed as
follows:

Growth sales is the company's growth sales
from year to year. This variable was
measured using formula developed by Gill et
al. (2010) as follow
𝐺𝑟𝑜𝑤𝑡ℎ =

(𝑁𝑒𝑡 𝑆𝑎𝑙𝑒𝑠(𝑡) − 𝑁𝑒𝑡 𝑆𝑎𝑙𝑒𝑠(𝑡−1) )
𝑁𝑒𝑡 𝑆𝑎𝑙𝑒𝑠(𝑡−1)

Debt to equity ratio is a ratio used to measure
the ratio of company debt to how much equity
it has. The formulas to measure Debt to
Equity Ratio refered to Samrotun (2015) as
follow:

H4: Lagged dividend has positive
relationship to dividend payout ratio
manufacturing company.

𝐷𝐸𝑅 =

𝑇𝑜𝑡𝑎𝑙 𝐿𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠
𝑇𝑜𝑡𝑎𝑙 𝐸𝑞𝑢𝑖𝑡𝑖𝑒𝑠

Lagged Dividends are dividends that
distributed by the company in the previous
year and measured using formula developed
by Ahmed & Javid (2008) as follow:

METHODS
There are four independent variables used in
this study, namely return on assets, growth
sales, debt to equity ratio and lagged
dividend using one dependent variable,
namely dividend payout ratio and one
controlled variable, namely size.
Population used in this research is
manufactured industries in Indonesian Stock
Exchange 2011-2017. Purposive sampling is
the sampling method that been used in this
study, and acquired result 20 samples
manufacturing companies that been tested.

𝐿𝑎𝑔𝑔𝑒𝑑 𝐷𝑖𝑣𝑖𝑑𝑒𝑛𝑑 =

𝐷𝑖𝑣𝑖𝑑𝑒𝑛𝑑 𝑃𝑒𝑟 𝑆ℎ𝑎𝑟𝑒(𝑡−1)
𝑀𝑎𝑟𝑘𝑒𝑡 𝑆ℎ𝑎𝑟𝑒𝑡(𝑡−1)

Size is the size of the company as measured
by total assets. According to Samrotun
(2015) size may use proxy as follow:
𝑆 = ln(𝑇𝑜𝑡𝑎𝑙 𝐴𝑠𝑠𝑒𝑡𝑠)
Research model

Measurement
There are two models in this study, model 1
(without controlled variable), formulated:

In our study, dividend payout ratio was
measured using the formula developed by
Gill et al. (2010).
𝐷𝑃𝑅 =

PAYOUTit =

𝑌𝑒𝑎𝑟𝑙𝑦 𝐷𝑖𝑣𝑖𝑑𝑒𝑛𝑑
𝑁𝑒𝑡 𝐼𝑛𝑐𝑜𝑚𝑒 𝑎𝑓𝑡𝑒𝑟 𝑇𝑎𝑥

and model 2 (using controlled variable)
formulated as follow:

Return on assets was measured using the
formula refer to Samrotun (2015) as follow:
𝑅𝑂𝐴 =

α + β1 ROAit + β2 GROWTHit
+ β3 DER + β4 LAGDIVit + ε

PAYOUTit =

𝑁𝑒𝑡 𝐼𝑛𝑐𝑜𝑚𝑒 𝑎𝑓𝑡𝑒𝑟 𝑇𝑎𝑥
𝑇𝑜𝑡𝑎𝑙 𝐴𝑠𝑠𝑒𝑡𝑠
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Table 1.
T-test (model 1)
Model

1 (Constant)
ROA
GROWTH
DER
LAGDIV

Unstandardized
Coefficients
B
Std. Error
.072
.039
1.412
.150
-.095
.052
.023
.014
.060
.014

Standardized T
Coefficients
Beta
1.864
.603
9.411
-.112
-1.829
.099
1.586
.279
4.356

Sig.

.065
.000
.070
.115
.000

Table 2.
T-test (model 2)
Model

1

(Constant)
ROA
GROWTH
DER
LAGDIV
SIZE

Unstandardized
Coefficients
B
Std. Error
-1.260
.242
1.207
.119
-.125
.044
.020
.013
.068
.012
.046
.008

Standardized t
Sig.
Coefficients
Beta
-5.210 .000
.579
10.130 .000
-.160
-2.865 .005
.089
1.561 .121
.327
5.692 .000
.309
5.594 .000

Table 3.
Goodness of fit (model 1)
Model

R

R Square

Adjusted R Std. Error of the DurbinSquare
Estimate
Watson

1

.762a

.581

.567

.17284

1.926

Table 4.
Goodness of fit (model 2)
Model

R

R Square

Adjusted R
Square

Std. Error of the DurbinEstimate
Watson

1

.798a

.636

.621

.16189

2.058

Source: SPSS Output

RESULTS AND DISCUSSION

payout ratio, when DER rises 1% will
increase dividend payout ratio by 0.020 units.
LAGDIV has a significant positive effect on
dividend payout ratio, when LAGDIV rises 1%
will increase the dividend payout ratio by
0.068 units.

The assessment result of return on assets,
growth sales, debt to equity ratio, lagged
dividend to dividend payout ratio shows on
Table 1 and 2.
Based on the results of the analysis in
model 2, the formed regression equations
are: ROA has a significant positive effect on
dividend payout ratio, when ROA rises 1%
will increase dividend payout ratio by 1,207
unit. GROWTH has a significant negative
effect on dividend payout ratio, when
GROWTH rises 1% will reduce dividend
payout ratio by 0.125 units. DER has an
insignificant positive effect on dividend

Goodness of fit model test
Goodness of fit testing is useful to find out
how close the relationship between the
independent variables and the dependent
variable. This goodness of fit value is
explained by the adjusted R square number
by table 3 and 4:
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Table 5.
F-test (model 1)
Model
1 Regression
Residual
Total

Sum of Squares
4.810
3.465
8.276

Df
4
116
120

Mean Square
1.203
.030

F
40.255

Sig.
.000b

F
40.945

Sig.
.000b

Table 6.
F-test (model 2)
Model
1 Regression
Residual
Total

Sum of Squares
5.366
3.067
8.432

Df
5
117
122

Mean Square
1.073
.026

Adjusted R-Squre value shows an
increase from model 1 to model 2, so it can
be concluded that after adding the controlled
variables, the model can explain better
variation of the dependent variable to the
variation of the independent variables. In this
study, model 2 has an Adjusted R Square
value of 0.621 so 62.1% of the variation of
the dependent variable can be explained by
the variation of the independent variables.
Subsequently, 37.9% is explained by other
factors.

if a company has a high return on assets, this
will certainly increase the amount of free cash
flow. Shareholders prefer to use free cash
flow for distribution of dividends so that they
can attract investor funds that can be used
for business processes.
Companies that has high level of return on
assets will increase the amount of free cash
flow holding by the company. shareholders
prefer to use this free cash flow for
distribution of dividends so that investor will
be investing in their company. So, when
return on assets increase will be affect an
increase in dividend payout ratio.

F-test

Relationship between growth sales and
dividend payout ratio

The F test is used to observe the
simultaneous relationship between the
dependent variable namely PAYOUT with the
independent variables ROA, GROWTH,
DER, LAGDIV and SIZE:
Based on the hypothesis testing tables,
model 1 and model 2 produce p values of
0,000
<
0.05
(significance
value)
simultaneously. This indicates that there is
significant relationship (together) return on
assets (ROA), growth sales (GROWTH), debt
to equity ratio (DER), lagged dividend
(LAGDIV) and size (SIZE) to dividend payout
ratio (PAYOUT).

The result shows that growth sales has a
significant negative effect on dividend payout
ratio. This indicates if growth sales increase,
the dividend payout ratio will decrease. The
greater the proportion of dividends distributed
to shareholders, the greater will reduce the
proportion of profits that will be used for
investment
and
business
expansion
(D'Souza, 2010). Benlemlih compares the
relationship of growth on the company
dividend payout in high and low CSR. Growth
sales also have significant negative
relationship on dividend payout ratios in high
CSR and low CSR (Benlemlih, 2018). Similar
results were obtained from research
conducted by Amidu and Abor (2006) who
conducted research on twenty companies
listed on the Ghana stock exchange. In
addition, Wicaksono & Nasir (2014) who
conducted a dividend payout ratio study on
manufacturing companies listed on the
Indonesia Stock Exchange from 2011-2013.
Concept of life cycle said growing companies
will tend to be used to their growth for saving,

Relationship between return on assets
and dividend payout ratio
The result of return on assets on dividend
payout ratio indicates that return on assets
has a significant positive effect on dividend
payout ratio. This is in accordance with
research conducted by Kumar & Ranjani
(2018) and Amidu & Abor (2006) which
shows that return on assets has significantly
positive relationship on dividend payout ratio.
The support of this study was obtained from
the concept of free cash flow mentioned that
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Relationship between lagged dividend
and dividend payout ratio

expansion and preparing for an uncertainty in
the future.
Companies with high growth will look
further into the future, so they attempt to save
the growth they have obtained to expand and
prepare reserves for future uncertainty. In the
other hand, the companies with zero growth
or companies that only has small amount of
increasing levels of income will tend to focus
on securing the company's position at the
time by attracting investors to obtain
adequate supply of funds through the
distribution of dividends.
So, when company has high level of
sales growth, the excess income from growth
will be used as saving and expansion fund
rather than being distributed as dividend.

The results show that lagged dividend has a
significant positive effect on dividend payout
ratio. This indicates if the lagged dividend
increases, it will increase the dividend payout
ratio. Lagged dividend or the amount of
dividend distribution from last year is also
considered as one of the factors that
influence companies to determine dividend
policy. The amount of dividends distributed is
a stimulus for investors to invest their money,
the amount of dividends also indirectly
indicates that a company can generate profits
well. Companies that recognize this
statement try to maintain the amount of
dividends payment from year to year and
even tend to increase it. This statement is in
accordance with research conducted by
Damayanti et al who conducted research on
133 companies listing on the Indonesia Stock
Exchange in 2011-2015 (Damayanti et al.,
2017). In addition, several studies also
indicate lagged dividend has positive
relationship to the dividend payout ratio,
(Adu-Boanyah et al., 2013). Another study is
Adjaoud (2010) who conduct research on the
Ghana Stock Exchange. The theory of
signals stated that the company tries as
much as possible to give a signal to investors
that the company is able to generate good
profits through dividend distribution. The
increasing distribution of dividends from the
previous year (lagged dividend) shows that
the company has good prospects.

Relationship between debt to equity
ratio and dividend payout ratio
The results show that the debt to equity ratio
has insignificant positive relationship on
dividend payout ratio. This indicates if debt to
equity rises it will increase the dividend
payout ratio and vice versa. These results are
consistent with the results obtained by
Samrotun (2015) and Damayanti et al (2017)
which states that there is a positive
relationship between debt to equity ratio
against dividend payout ratio.
Insignificant
results
were
obtained
because there was a fairly high range in the
debt to equity ratio data, namely the minimum
value of 0.08 (ratio) and a maximum value of
3.60 (ratio). This high range of data
generates insignificant research results. The
theory that supports this finding is risk theory
(Hawley, 1893) where companies with high
debt to equity ratio values have high risks
dealed with running their business because
the amount of debt is greater than the equity.
This high risk is taken by the company with
the intention to expand in it. The expansion
carried out by this company will increase its
production capacity so that it can fulfill more
demand from the market for its products
which will then increase the company's net
income. This increase in net income will
make the company distributed greater
dividend, assuming the change in the
percentage of distributed dividend by the
company is higher than the percentage
change in net income, then the dividend
payout ratio will increase.

Relationship between controlled
variable and dividend payout ratio
Size in this research was used as a
controlled variable to isolate the dependent
variable from the influence of variables that
are not included in the research that could
interfere the research results. Size measured
through the company's total assets. the test
results show that size has a positive
relationship on dividend payout ratio. This
indicates if Size increases, it will be followed
by an increase in dividend payout ratio and
vice versa.
The result of Model 2 (using controlled
variable) shows better results. It is proven by
3 variables that have significant relationship,
namely return on assets, growth sales,
lagged dividends, which previously on Model
1 only 2 variables have a significant
relationship. Simultaneous test (F Test)
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Shareholders’
protection
or
expropriation? Journal of Business
Finance and Accounting, 37(5–6), 648–
667.
https://doi.org/10.1111/j.14685957.2010.02192.x

shows a significance level at 0.000 indicates
that return on assets, growth sales, debt to
equity ratio, lagged dividend and size as
controlled
variables
together
affected
dividend payout ratio. The adjusted R-Square
value shows an increase to 62.1%, which
means that 62.1% of the dependent variable
variation can be explained by the variation of
independent variable.
So when the lagged dividend increase the
company tend to maintaining the amount of
dividend paid even increase it because the
company knew that lagged dividend does
matter to investor preference to invested their
fund, therefore the dividend payout ratio will
be increase too.

Adu-Boanyah, E. (2013). Determinants of dividend
payout
policy of
some selected
manufacturing firms listed on the Ghana
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exchange non-financial listed firms).
Munich Personal RePEc Arcive, I(37342).
Retrieved
from
https://core.ac.uk/download/pdf/12031629
.pdf
Amidu, M., & Abor, J. (2006). Determinants of
dividend payout ratios in Ghana. Journal
of Risk Finance, 7(2), 136–145.
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