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Abstract: The purpose of this study is to examine the 
effect of share ownership structure on dividend policy 
and its impact on firm value. Ownership structure is 
proxied by managerial ownership, institutional 
ownership, and ownership concentration. The research 
data were obtained from manufacturing companies listed 
on the Indonesia Stock Exchange (BEI) 2016-2018 using 
purposive sampling method of selecting samples. The 
results of hypothesis testing using multiple regressions 
indicate that institutional ownership and ownership 
concentration have a positive effect on dividend 
policy,while managerial ownership has no effect. The 
results also show that dividend policy has a positive effect 
on firm value. As predicted, profitability and leverage as 
control variables have an effect on dividend policy and 
firm value. 

Keywords: ownership structure, dividend policy, firm value, 
control variables 

I. INTRODUCTION
The long-term goal to be achieved by establishing a 

company is to maximize its value [1]. Maximizing firm 
value also means increasing the welfare of its owners, 
because an increase in firm value will increase their 
income through an increase in share prices. A high 
share price will ultimately increase the value of the 
company, which indicates an increase in the welfare of 
shareholders. 

Company value is a market perception that comes 
from investors, creditors and other stakeholders on the 
success achieved by the company in managing the 
resources it has in the company's stock price [2]. One 
aspect of determining the value of the company is the 
stock market price, because the stock market price 
reflects the investor's assessment of the total equity 
held. The higher the share price the higher the 
shareholder's profits, therefore this is the situation that 
investors will be interested in [3].  

The achievement of the company's long-term goals 
is manifested in short-term achievements, namely the 
acquisition of profits in each of its operations within a 
certain period. Increasing profits will ensure the 
company's long-term survival. Profits earned by the 
company on the one hand can be used to improve the 

welfare of company owners, on the other hand it is a 
source of internal funding for the development of the 
company. The policy of deciding whether the profits 
earned by the company will be distributed to 
shareholders as dividends or will be retained in the 
form of retained earnings for future investment 
financing is known as dividend policy. 

Dividend policy will have an impact on the size of 
the company's retained earnings which is a source of 
internal company funding that will be used to develop 
the company in the future [4]. Dividend policy refers 
to a set of rules determined by the company in 
determining how much portion of the profits to be 
distributed to shareholders [5]. High dividend 
distribution can increase company value, through the 
perception that high dividends increase the welfare of 
shareholders. However, dividends that are too large 
will make it difficult for management to finance 
company investment opportunities because internal 
sources of funds are limited. This forces management 
to look for alternative sources of funding if they want 
to take investment opportunities, and this alternative 
may be more costly. Therefore, dividend policy is also 
one of the sources of conflict between the company 
owner (principal) and company management as agents, 
which is known as agency conflict. 

So that the determination of the size of the profit 
distributed to shareholders (dividend policy) does not 
become the monopoly of certain parties in the 
company, it is necessary to have a good corporate 
governance mechanism. The governance mechanism 
can be determined based on the share ownership 
structure, so that there is control over decision making 
regarding dividend policy. Ownership structures that 
can be used as a control and monitoring mechanism are 
institutional ownership, managerial ownership and 
ownership concentration. 

Managerial ownership is also a means of reducing 
agency conflict. Thus the decisions to be taken 
regarding dividend policy are accurate policies that can 
support the increase in company value. The more the 
company focuses on increasing managerial ownership, 
the more it aligns the position of managers with 
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shareholders, which is expected to reduce manager 
behavior in consuming excessive facilities [6]. The 
existence of institutional ownership can reduce agency 
problems that exist in the company. Institutional 
ownership is a share ownership by a company from an 
institution or other body. The more companies increase 
institutional ownership, the more it shows the size of 
share ownership by institutional parties which can 
function to reduce opportunistic actions by managers 
through better monitoring mechanisms. The 
supervisory function can also be created with 
concentrated ownership because its existence can 
further increase the decision to pay dividends to 
shareholders. Concentrated ownership pays more 
attention to oversight of company decisions with the 
aim of protecting its investment [7]. Ownership 
concentration describes how and who has control over 
the whole or a large part of the ownership of the 
company as well as all or most of the holders of 
control over the business activities of a company [8].  

Apart from being influenced by the ownership 
structure, dividend policy is also influenced by 
company characteristics, including the ability to 
generate profits (profitability) and leverage. Related to 
profitability, research conducted by [9] stated that the 
higher the profitability ratio, the higher the dividend 
distribution policy. Conversely, leverage is a source of 
financing for company assets obtained by using loan or 
debt funds. If the company's debt is higher, then the 
company's profits will be used to pay off debt so that 
the company's net profit will also decrease. This causes 
the possibility of the distribution of dividends 
distributed to shareholders to decrease. [10] found that 
leverage has a negative and significant effect on 
dividend policy (Dividend Payout Ratio). 

Based on the above thinking, the ownership 
structure can influence the dividend policy adopted by 
the company, which in turn will affect the company's 
value. However, in empirical testing, this theoretical 
path is not always proven. Research conducted by [11] 
[12] [13] and [14] related to the influence of ownership
structure and dividend policy show different results.

Research on the effect of dividend policy on firm 
value has been widely conducted. [15] [16] both state 
that the dividend policy proxied as DPR has a positive 
and significant effect on firm value. Likewise, [17] and 
[18] suggest the effect of dividend policy on firm
value. [19] research results state that dividend policy
has a negative and insignificant effect on firm value.
Meanwhile, the results of research by [20] state that
dividend policy has a positive and significant effect on
firm value.

Based on this, this study empirically examines the 
flow of thought of the effect of ownership structure on 
dividend policy and its impact on firm value with the 
control variables of profitability and leverage. 

II. METHODS
A. Population and sample

The population in this study are all manufacturing
companies listed on the Indonesia Stock Exchange 
(BEI) in the 2016-2018 observation year. The sample 

selection method used was purposive sampling, with 
the criteria 1) publishing annual financial reports for 
the period 2016-2018, 2) having complete data. Based 
on these criteria, 127 data were obtained. 

B. Operational Definition and Variable Measurement
The variables in this study consist of endogenous

variables, namely firm value, the mediating variable, 
namely dividend policy and ownership structure as 
independent variables which include managerial 
ownership, institutional ownership, and ownership 
concentration. Firm value is measured by tobins'q, 
which is the ratio between stock market value plus debt 
divided by total assets [21]. Dividend policy is 
measured by the dividend payout ratio (DPR), which is 
calculated by dividing dividends per share by earnings 
per share. Managerial ownership is measured by the 
ratio between the number of shares owned by the 
manager and the total shares outstanding, institutional 
ownership is measured by the ratio between the 
number of shares owned by the institution and the 
number of shares outstanding, and ownership 
concentration is measured by the ratio between the 
largest share ownership and the number of shares 
outstanding [22]. This study uses two control variables, 
namely profitability as measured by return on assets 
(ROA) and leverage which is the ratio between debt 
and assets [23]. 

C. Data Analysis Techniques
The hypothesis in this study was tested using two

multiple linear regression models, with the following 
equation: 

DPR = α + β1ManOwn + β2 InstOwn + 
β3ConsOwn+ β4Prof + β5Lev + ε          (1) 

Tobin’s Q = α + β1ManOwn  +  β2InstOwn + 
β3ConsOwn+ β4DPR + β5 Prof + 
β6Lev + ε                                      (2) 

Where: 
Tobin’s Q = Firm Value 
α = Constant 
ManOwn = Managerial ownership 
InstOwn = Institutionalownership 
OwnConc = Ownership concentration 
DPR = Dividend pay out ratio 
Prof = Profitability 
Lev = Leverage  
β1-β4 = The regression coefficient of each 

variable 
ε = Error  

III. RESULTS AND DISCUSSION
A. Results of Model Testing

Both models in this study have passed the residual
normality test and classic assumptions. The classical 
assumption test consists of multicollinearity, 
autocorrelation and heteroscedasticity, which 
arerequirements for using ordinary least square (OLS) 
regression. The results of testing Model 1 and Model 2 
are presented in Table 1. 
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Table 1 
Summary of Testing Results for Models 1 & 2 

Description Dependent Variables 
Model 1 (DPR) Model 2 (Firm Value) 

Coefficient Sig Coefficient Sig 
ManOwn -.002 .152 -.002 .730 
InstOwn .002 .032 -.002 .548 
OwnCons .215 .043 -.003 .993 
DPR   - - .157 .023 
Prof 1.252 .000 15.643 .000 
Lev -.128 .030 -2.118 .000 
Adjusted R2 .212 .856 
F-test 6.325 102.432 
Sig. .000 .000 

Based on the results of the F statistical test in Table 
1, models 1 and 2 each have a number of 6,325 and 
102,432 with a significance level of 0,000. It can be 
concluded that models 1 and 2 meet the goodness of fit 
model. Based on Table 1, it can also be seen that the 
value of Adjusted R Square Model 1 and 2 respectively 
shows a number of 0.212 or 21.2% and 0.856 or 
85.6%. This means that in Model 1, 21.20% of the 
variation in the dividend payout ratio can be explained 
by all independent variables in Model 1, while the 
remaining 78.8% is explained by other variables that 
have not been considered in this study. In equation 2, 
85.6% of the variation in firm value can be explained 
by the independent variables in Model 2, while the 
remaining 14.45% is explained by other variables 
outside of this research model. 

B. Hypothesis Testing Results
Based on the results of Model 1 testing in Table 1,

it can be seen that the managerial ownership variable 
has a beta value of -0.002 and a significance value of 
0.152, so that H1 which states that managerial 
ownership has a positive effect on dividend policy is 
rejected. This means that share ownership by the board 
of directors and managers does not affect the size of 
the proportion of profits that will be distributed to 
shareholders. This finding does not support the claim 
that the higher the managerial ownership will increase 
the proportion of profit distributed as dividends, 
because the greater the share ownership by the 
manager will reduce agency conflicts, resulting in 
harmony between managers and owners who are also 
managers. This finding is not in line with the results of 
research by [11] and [12]. 

The institutional ownership variable has a beta 
coefficient value of 0.002 with a significance level of 
0.032, so that H2 which states that institutional 
ownership has a positive effect on dividend policy is 
received. The results of this study indicate that the 
greater the shares owned by the institution, the greater 
the motivation of the owners to share profits as 
dividends. This condition shows that dividend policy is 
still a monitoring mechanism that can reduce agency 
conflicts. The results of this study support the findings 
of [13], and [24], which prove that more higher 
institutional ownership the higher the dividends 
distributed. 

The ownership concentration variable has a beta 
coefficient value of 0.215 with a significance level of 

0.043. This means that ownership concentration has a 
significant positive effect on dividend policy so that 
H3 is accepted. In accordance with agency theory, the 
existence of concentrated ownership is a mechanism 
that can be taken to reduce agency conflicts, both 
between owners and agents, and between owners 
themselves. The existence of a dominant owner is able 
to supervise the agent more intensively so that it can 
direct the agent to be loyal to the main goal of the 
company, namely maximizing the value of the 
company through ways of increasing profits, and 
increasing the share of profits that are distributed to 
shareholders. For management, an increase in profits 
and dividends can also be used as a good signal for the 
company's performance. The results of this study 
support the results of research conducted by [7] and 
[22]. 

Based on the information in Table 1, it can be seen 
that the dividend policy variable (DPR) has a beta 
coefficient of 0.157 with a significance level of 0.023. 
This shows that the dividend policy has a positive 
effect on firm value, so that H4 is accepted. This result 
is in accordance with the signal theory which states 
that dividends are one of the signals that have a good 
effect in building a company performance image. 
Dividend policy is an expensive signal because it is not 
easy for other companies to copy it and only well-
performing companies can do so. Therefore, various 
efforts have been taken by the company to consistently 
distribute dividends. The results of this study support 
the results of previous studies by [15] [16] which state 
that dividend policy proxied as DPR has a positive 
effect on firm value. 

Based on the results of Model 2 testing in Table 1, 
it can be seen that dividend policy has a positive effect 
on firm value, while ownership structure does not 
directly affect firm value. Ownership structure proxied 
with ownership concentration has an indirect effect on 
firm value, namely through dividend policy. The 
higher the concentration of ownership, the higher the 
dividend policy (DPR), the higher the DPR, the higher 
the firm value. As expected, the two control variables 
in Model 1, namely profitability have a positive effect 
on dividend policy and leverage has a negative effect 
on dividend policy. The same results consistently 
occur in Model 2. 

IV. CONCLUSION
This study examines the effect of ownership 

structure on dividend policy and its impact on firm 
value. Ownership structure includes managerial 
ownership, institutional ownership and ownership 
concentration. The results of the Model 1 test show 
that institutional ownership and ownership 
concentration have a positive effect on dividend 
policy, while managerial ownership has no effect. As 
expected, two control variables, namely profitability 
and leverage, have a consistent effect on Models 1 and 
2. Profitability has a positive effect on dividend policy
and leverage has a negative effect on dividend policy.
The test results in model 2 show that only dividend
policy has a positive and significant effect on firm

 Advances in Economics, Business and Management Research, volume 169

407



value. This study shows that the ownership structure 
proxied by ownership concentration has an indirect 
effect on firm value, namely through dividend policy. 

Regardless of the contribution made, this study has 
several weaknesses that require improvement in future 
research. These weaknesses include limited data 
because not all companies have managerial ownership 
data and pay dividends. This condition is the cause of 
many variables that are not proven in this study. Future 
research could expand the population of all dividend-
paying firms or use board structure and activity as a 
proxy for corporate governance. 
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