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MOTTO

“...But perhaps you hate a thing and it is good for you; and perhaps you love a
thing and it is bad for you. And Allah knows, while you know not.”

~ The Holy Al-Quran, 2:216 ~

“You dont need to be a rocket scientist. Investing is not a game where the guy
with the 160 1Q beats the guy with 130 1Q.”

~ Warren Buffett ~
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ABSTRACT

Investment is a commitment to invest fund in the current time and to
obtain higher profit in the future. Investment decisions are made to get a higher
return given risk or a lower risk given return; so, investor need knowledge about
management of risk and return as the main point in investment. Companies that go
public, in general, have been managed professionally so that they can be tailored
to the investors needs under applicable regulations. This research aims to
investigate the determinants of dividend payout ratio in the listed companies in
Jakarta Islamic Index. The research used a quantitative research method to
investigate the whole set of variables that can influence dividend payout decisions
from the seventeen-listed companies on the Jakarta Islamic Index. The data was
then analyzed using a panel-data path analysis. The results suggest that return on
equity, firm size and institutional ownership have an impact on the dividend
payout ratio both directly and indirectly (i.e., through debt to equity ratio).

Keywords: Return on Equity, Firm Size, Institutional Ownership, Dividend
Payout Ratio, and Debt to Equity Ratio.
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ABSTRAK

Investasi adalah sebuah komitmen untuk menginvestasikan dana pada saat
ini dan memperoleh keuntungan yang lebih besar di masa yang akan datang.
Keputusan investasi diambil untuk mendapatkan return yang lebih tinggi dengan
risiko yang lebih tinggi, sehingga investor membutuhkan pengetahuan tentang
manajemen risiko dan return sebagai poin utama dalam berinvestasi. Perusahaan
yang go public pada umumnya telah dikelola secara profesional yang dapat
disesuaikan dengan kebutuhan investor sesuai regulasi yang berlaku. Penelitian ini
bertujuan untuk mengetahui determinan Dividend Payout Ratio pada perusahaan
yang terdaftar di Jakarta Islamic Index. Penelitian ini menggunakan metode
penelitian kuantitatif untuk mengetahui secara menyeluruh seluruh variabel yang
dapat mempengaruhi keputusan pembayaran dividen dari 17 perusahaan yang
terdaftar di Jakarta Islamic Index. Data hasil ekstraksi dianalisis dengan
menggunakan data panel. Hasil analisis jalur dibahas dalam penelitian ini.
Penelitian ini akan menekankan pada pengaruh Return on Equity, Firm Size, dan
Institutional Ownership terhadap Dividend Payout Ratio baik secara langsung
maupun melalui Debt to Equity Ratio.

Kata kunci: Return on Equity, Firm Size, Institutional Ownership, Dividend
Payout Ratio dan Debt to Equity Ratio.
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CHAPTER |
INTRODUCTION
A. Background

The role of economy in a country is very important; one of its roles is the
stock exchange. Stock exchange market’s role is very important to provide a place
and facility that connect between two interested parties, such as: those who need
funds as the issuer and those who fund as the investor. Stock exchange market
existence can make the investor choose an investment that provides high return
(Tandelilin, 2010:2).

Investment is a current commitment on money or other resources by
expecting higher return in the future (Tandelilin, 2010:2). Investment decision is
made to get higher return given risk aand a lower risk given return, so that
investors need knowledge on risk and return management as the main point in
investment. An increase of public interest toward investment can influence new
quantity which invests their fund to Indonesia. This is because of the easiness in
conducting transactions and the returning. amount, 'so that, investors must
determine targets to be achieved and analyze the stocks to-get small risk.
Investment is one of the transactions recommended in Islam because investors
will use their assets more productively and usefully for themselves and others.
However, the increased attention of public interest began to raise doubts among
Muslims. This concern is due to the mechanical system of conventional stock

exchange that contains usury, gharar, and maysir.



Islamic stock exchange existence starts to eliminate doubts of the Muslims
in investing, and to be conducted under Islamic principles. It is difficult to attract
investor's interest in stock exchange because investors must check the company's
financial statements as a reference for the company's performance which will be
used for investment place. Islamic stock exchange is a market implemented under
the Islamic principles; each security transaction in stock exchange is implemented
under the provisions of Islamic law (Sutedi, 2011:2).

In general, activities in Islamic stock exchange are the same as conventional
stock exchange, but the products owned and their mechanism do not contradict
Islamic principles. Transactions conducted on the Islamic stock exchange do not
contain riba, gharar, and maysir and aims to increase productivity in real sector.
So, when assets owned by the community are more productive, it can provide
benefits to those around them. In Al Qur'an, there is a prohibition in hoarding on
assets owned, as in the prohibition in Al Qur'an surah At-Taubah verse 34-35 as
follows:

S B (f3iady QIS AN 541 6 SRIET 6 505 DERY) 58 1558 &) 13l Gl G0
A SR Y E Rl A i 8 il 5 Al el ()35 Gl
S L 13850 ALY 58 M B seda add sl Al L (o858 alea U o e

7o A lew
yol o (5588

1 O you who believe! Indeed many of the schoolars and the monks devour the wealth of people
unjustly and avert (them) from the way of Allah, and those who hoard gold and silver and spend it
not in the way of Allah - give them tidings of a painful punishment (Qs. At-Taubah 9:34). The Day
when that will be heated in the Hell of fire and seared therewith will be their foreheads, their
flanks, and their backs, (and it will be said) "This is what you hoarded for yourself, so taste what
you use to hard”. (Qs. At-Taubah 9:35). Departemen Agama R, Al-Qur’an dan Terjemahannya,
(Jakarta: Cahaya Qur’an. 2011)



In Al Qur’an surah At-Taubah verse 34-35 there is a strict prohibition on
hoarding assets in Islam. Hoarding assets is to avoid the assets from circulation
which can endanger the economy. In other words, those assets are being saved
and held that can impact the assets to be non-productive. However, if the assets
are invested, it can be useful for economic welfare and can increase economic
growth. The investment must be done in a good manner without aiming for
excessive profits for themselves, except for economic welfare.

In Al Qur’an, there is an instruction to do justice especially to manage the
assets owned, as in the instruction of Al Qur’an surah An Nisa verse 29 as
follows:

1859 5 s a5 08 5508 68 of ) iy & 290520 1,805 5 1,587 Gl
2Y4) La s & R G ) sea]

In Al Qur'an surah An Nisa verse 29 explains the transaction that based on
Islamic principles must go through halal transactions. Parties that involve
investment have to be fair without harming other parties. In other words, investors
may not illegally make profits and not only seek profit for themselves but also for
others. Many aspects must be considered in investment, both in terms of contracts
and objects that are allowed in Islam.

The Islamic stocks development in Indonesia is increasing year to year
because many investors are interested in the Islamic stock exchange. The

development of sharia shares is demonstrated by the large number of stock

2 0 you who have believed, do not consume one another’s wealth unjustly but only [in lawful]
business by mutual consent. And do not kill yourselves [or one another], Indeed, Allah is to your
ever Merciful (Qs. An-Nisa 4:29). Departemen Agama RIl, Al-Qur’an dan Terjemahannya,
(Jakarta: Cahaya Qur’an. 2011)



exchanges incorporated in the Islamic stock exchange that carry out all
transactions in halal manner without violating Islamic principles. The Islamic
stocks development can be seen in Islamic stocks statistical reports in Otoritas

Jasa Keuangan (OJK) from 2013 to August 2018.

B Periode |l B Periade |l

......

2013 2014 2015 2016 2017 2018

Data Sources: Statistik Saham Syariah Otoritas Jasa Keuangan per Agustus 2018
Figure 1.1. Data of Islamic Stock Development

In figure 1.1, it can be seen that the development of Islamic stocks has
increased every year due to the increased number of investors in Islamic stock
exchange. Jakarta Islamic Index, (JII)-and Indonesian.Sharia Stock Index (ISSI)
are the examples of Islamic stock exchanges that use Islamic stock index. Many
companies incorporated.in-Jlk.and 1SSI have met the qualifications, including the
company’s work mechanism that is under Islamic law and do not contain usury;
so, it avoids doubts on Muslim investors who want to invest according to Islamic
law. This indicates that Jakarta Islamic Index (JII) and Indonesian Sharia Stock
Index (ISSI) can be good investment targets for sharia-based companies because
both indexes are stock indices that have met the criteria in the Islamic stock

exchange. These stocks are also the big-capitalize stocks.
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Source: Otoritas Jasa Keuangan (data that used until March 2018)

Figure 1.2 Development of ISSI and JII's Stock Market Capitalization Value
2016-2018
In line with the trends in the Composite Stock Price Index, the condition of

the Islamic stock exchange tends to weaken in early 2018. The weakening stock
exchange is caused by interest rates increase of the Fed and anxiety about trade
war in global market. In line with ISSI's declining capitalization, JII's
capitalization value has also decreased by 7.2 percent or as much as Rp 164,517
billion in the first quarter of 2017, the value of JII's capitalization has increased by
0.8 percent. The declining value of sharia stock market capitalization was
triggered by sentiment of the increased interest rate of the Fed and the global trade
war.

The. reason why ‘this research  uses dividend payout ratio (DPR) as the
dependent variableis that DPRis essentially determining the profits portion that
will be distributed to shareholders, and which will be retained as part of retained
earnings. The dividend is the profits distributed to shareholders based on the
number of shares owned (Husna 2019). Investors have to choose the company that
has stable dividend payout ratio because the dividend is a part that cannot be
separated from the company’s funding decision. High return is the main purpose

of investors in a company to get income in form of dividend yield and revenue
5



from the price gap between the selling prices of shares against the purchase price.
The company’s dividend policy proxied by Dividend Payout Ratio (DPR) will
determine the return and a portion distributed to shareholders. Several factors that
influence investors in assessing the company's ability to increase the dividend are
Return on Equity (ROE), Firm Size (FS), Institutional Ownership (10), and Debt
to Equity Ratio (DER).

The Debt to Equity Ratio (DER) is used to measure the company’s
financing from the debt source that can impact obligations or fixed expenses
(Sasongko 2018). DER is used as capital structure description and debt policy of a
company. The existence of a high debt to equity ratio tends to limit the dividend
level. The corporate funding provided by shareholders can be lower if the DER
value is higher. In the ability perspective to pay long-term obligations is the lower
the ratio, the better the company's ability to pay its long-term obligations.

The reason why this research uses DER as the intervening variable is that
debt is one of significant decisions in the company. According to Modigliani and
Miller (1963) in capital structure theory, the capital structure in this research is
measured by DER. Capital structure is debt combination and equity used by a
company in financing assets. This theory stated that companies have to know
more about the importance of capital structure because the capital structure has an
important role in managing the capital. So, to maximize the value, profit, and
performance of the company, managers need to minimize the capital cost.
According to research conducted by Ofori (2018), Herawati (2018), and

Trisnadewi (2019), it indicates that DER affects DPR.



The findings of previous studies show inconsistent conclusions regarding
the effect of DER on DPR. Some researchers conclude that DER has negative
effect on DPR, but other studies have concluded that DER has positive effect on
DPR. Based on the inconsistencies found in these some studies, this study will test
DER which is used as an intervening variable between the dependent variable and
the independent variable. The influence of DER which is very dominant on
company dividends in previous studies and there are still gaps in the results of
research examining the effect of ROE, FS, and 10 on DPR, causing this study to
investigate another independent variable (ROE, FS, and 10) which indirectly
affect the dependent variable (DPR). That is as well as finding a research gap
between ROE, FS, and 10 on DER.

Profitability can be measured by Return on Equity (ROE), namely the
difference between net profit after tax and total equity (Alpi 2018). This
profitability is used to assess the company’s financial performance before
investing. Usually, the companies with high return have small debt because
internal companies can finance the needs using the profit.generated. According to
the research from Nerviana (2015), Kajola (2015), Ghi (2015), Fitri (2016),
Takmaz (2017), Herawati (2016), and Trisnadewi (2019) show the ROE has
positive effect on DPR. Whereas according to Nurwulansari (2018) shows that
ROE has negative effect on DPR.

Firm Size (FS) also needs by the investors to know about the corporate
dividend. Firm size can be measured by total assets. When compared with

companies that have small total assets, companies with large total assets have



good prospects, performance, and can generate stable profits in a certain period
(Thakur and Workman 2016). Research conducted by Kajola (2015), Takmaz
(2017), and Hudiwijono (2018) stated that FS has significant effect on DPR.

Institutional Ownership (10) is the proportion of share ownership by an
institution not individual to conduct supervision, gather information, and
controlling all management policies and company’s performance (Yulianto 2014).
The existence of company’s institutional ownership can optimize supervision to
improve the sharcholders’ welfare. According to research conducted by Cabral
(2018) and Nurwulansari (2018) indicates that 10 affects DPR.

Table 1.1 Data of Research Variable

No | Variable 2012 | 2013 | 2014 | 2015 | 2016 | 2017
1 Dividend Payout Ratio 0,40 0,37 0,39 0,40 | 0,40 0,47
2 Debt to Equity Ratio 099 | 1,10 | 1,10 | 1,02 | 0,81 | 0,89
3 Return on Equity 0,23 | 0,21 | 0,20 | 0,18 | 0,26 | 0,17
4 Firm Size 16,90 | 17,04 | 17,19 | 17,30 | 17,43 | 17,57
5 Institutional Ownership 0,60 0,57 0,55 0,54 0,53 0,58

Source: Secondary Data Processed

During_observation period from 2012-2017 at companies listed on Jakarta
Islamic (Index, it shows that. value changes of all variables ‘are different. This
shows the existence of gap._phenomenon in the companies listed on Jakarta
Islamic Index. Previous research that discusses the factors influence DPR with
DER as an intervening variable shows differences and inconsistency that can
create research gap. The gap phenomenon and the research gap is a reason for
further research on the factors that influence DPR. Therefore, this research will be
entitled by “Determinants of Dividend Payout Ratio: A Research of Listed

Companies in Jakarta Islamic Index"".

8



B. Problem Statements of the Research
Based on the background that has been explained, several issues that must

be investigated in this research include:

1. Does the return on equity influence the debt to equity ratio?

2. Does the firm size influence the debt to equity ratio?

3. Does institutional ownership influence the debt to equity ratio?

4.  Does the return on equity influence the dividend payout ratio?

5.  Does the firm size influence the dividend payout ratio?

6.  Does institutional ownership influence the dividend payout ratio?

7. Does the debt to equity ratio influence the dividend payout ratio?

8.  Does the influence of debt to equity ratio as an intervening variable between
the return on equity to the dividend payout ratio?

9.  Does debt to equity ratio serve as an intervening variable on the relation
between firm size and the dividend payout ratio?

10. Does debt to equity ratio serve as an intervening variable on the relation
between institutional-ownership and the dividend payout ratio?

C. Objectives of the-Research
Based on the background and formulation of the problems that have been

presented, the objectives of this study include:

1.  To determine the influence of return on equity against the debt to equity
ratio.

2. To determine the influence of firm size against the debt to equity ratio.



3. To determine the influence of institutional ownership against the debt to
equity ratio.

4.  To determine the influence of return on equity against the dividend payout
ratio.

5.  To determine the influence of firm size against the dividend payout ratio.

6. To determine the influence of institutional ownership against the dividend
payout ratio.

7.  To determine the influence of debt to equity ratio against the dividend
payout ratio.

8.  To determine the influence of debt to equity ratio as an intervening variable
between return on equity to the dividend payout ratio.

9.  To determine the influence of debt to equity ratio as an intervening variable
between firm size on the dividend payout ratio.

10. To determine the influence of debt to equity ratio as an intervening variable
between institutional ownership on the dividend payout ratio.

D. Benefits of the Research
The results of this research are expected to provide benefits to many parties,

including:

1.  Theoretical Benefits

The theoretical concept in this research can be used for the academic,

especially in the Islamic economics sectors which discusses the capital market.

Allow researchers to develop the knowledge they have learned.

10



2. Practical Benefits

The results obtained from this research in the future can be useful and can
be implemented by the Islamic capital market, or other Islamic financial
institutions in maximizing company dividends.
3. Further Researchers

Provide suggestions for further researchers about the effect of return on
equity, firm size, and institutional ownership on the dividend payout ratio with the
debt to equity ratio as the intervening variable.
E. Research Plan

To understand the thesis clearly, so the researcher divided the materials into
several sub-chapters with systematic writing as follows:
1. CHAPTER I Introduction

This chapter describes the general information include the research
background, problem formulation, objectives, benefits, and research plan.
2. CHAPTER Il Literature Review

This chapter is discussion of theories relevant to the topic to be discussed,
literature review, theories and development of hypotheses, and theoretical
frameworks.
3. CHAPTER HlI Methodology Research

This chapter explains the research procedures carried out to answer the
research hypotheses. The explanation begins by explaining the type and
methodology research, operational definition, data collecting method and data

analysis method.

11



4. CHAPTER IV Results and Discussion

This chapter contains the results of the analysis as well as an in-depth
discussion of the findings. The results of the research revealed the analysis
process by the analytical tools that have been stated in Chapter I11. The resentation
of the findings will be presented as text, tables and graphics.
5. CHAPTER V Conclusion and Suggestion

This chapter outlines several sub-chapters, namely conclusions, contains
conclusions from hypothesis testing and a brief discussion of research results.
Implications contain the theoretical, practical, and or policy implications.
Suggestions, containing the limitations of research and advice that can be given

for further research.
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CHAPTER V

CONCLUSION AND SUGGESTION

A. Conclusion

Based on the research and data analysis, the result from the regression
model by using path analysis and analyzed using the AMOS to determine the
hypothesis and normality of the research variables. This research aims to describe
the influence of ROE, FS, and IO against the DPR with DER as intervening
variables in companies listed on the JII 2012-2017.

The results of the analysis that has been done, it can be concluded that the
ROE has a positive effect on the DPR, but ROE has negative effect on the DER. It
means that the DER can mediate the effect of ROE on the DPR. Because the
direct effect of ROE against the DPR is stronger when compared to the indirect
effect through the DER. The higher DER value can create the higher debt that can
impact to the value of ROE of company's. If the value of ROE decreases, it can
impact the decrease in the DPR.

FS-has a positive effect on the DPR, while kS does not affect the DER. It
means that the DER is not able to mediate the effect of FS on the DPR. Because
the direct effect of FS against the DPR is stronger when compared to the indirect
effect through the DER. The bigger or smaller the size of a company does not
affect the company to do or not do debt. This is because the size of a big company
does not guarantee the company has a consistent value in the future so that the
management does not want to bear the risk by deciding to use debt as a source of
funding.

13



10 has a positive effect to the DPR and DER. It means that the DER is able
to mediate the effect of 10 on the DPR. Because the direct effect of 10 against the
DPR is stronger when compared to the indirect effect through the DER. The
higher level of 10, supervision that conducted will be more stringent and the use
of debt will be smaller in the company's operations so that the company can get

higher profits and can be distributed the dividends.

B. Research Implication

1. Being a consideration for investors in making decisions when investing.
Investors need to utilize the assets management optimally that owned by the
company to create high profit and can improve the performance of the
company.

2.  Become a reference for academics in researching investment.

C. Research Suggestions

For companies that will distribute dividends and investors who want to
invest their funds in order to pay attention to financial ratio of the
company’s especially dividend payout ratio.

2. Future research is expected to be able to choose the best variables and use
different company samples, so it can be compared.

3. Further researcher can add the amount of year of observation so they can

provide better predictions.
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