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Novi Swandari Budiarso (Indonesia)

DIVIDEND POLICY

ON CONTROLLING

AND NON-CONTROLLING
SHAREHOLDERS: CASE

IN INDONESIA

Abstract

The purpose of this study is to examine dividend policy on both the controlling and
non-controlling shareholders based on assumptions according to theories of life cycle,
and free cash flow.

The sample for this study is 241 listed firm in Indonesia Stock Exchange during the pe-
riod from 2010 to 2015. This study divides the sample based on quartiles and analyzes
it by conducting logistic regression with significant rate at 0.05.

This study provides the evidences that: (1) firms as dividend payers tend not distribute
their dividend for controlling shareholders and non-controlling shareholders while the
composition for both shareholders are almost equal; (2) firms as dividend payers also have
tendency not to distribute dividend on controlling shareholders when this shareholders
have largest percentage of ownership; and (3) firms as dividend payers tend not distribute
dividend on non-controlling shareholders while they have lowest retained earnings.

The findings imply that life cycle theory and free cash flow theory can explain the
behavior of dividending policy on controlling shareholders and non-controlling share-
holders depend on their circumstances.

The study uses alternative measurement for non-controlling shareholders as this vari-
able together with controlling shareholders are moderating the other independent
variables for testing the model of dividend policy.

Keywords dividend policy, controlling shareholders, non-
controlling shareholders, life cycle, agency problem

JEL Classification  G30, G32, G39, G40

INTRODUCTION

The “dividend puzzle” by Black (1996) is still recent issue for most
studies in the fields of economics and finance. Black (1996) finds that
insiders use the dividend policy as a tool to convey the information in
order to align the interests between them and shareholders or inves-
tors. Asquith and Mullins (1986) confirm this circumstance as a signal
as the firm is viewed as “black box” by the outsiders. Black (1996) ex-
plains that if the insiders give bad news to market, then the reduction
on dividends will trigger the sentiment of investors, which causes the
decrease of the firm’s share market price, but the opposite impact will
happen on share market price if the insiders give the good news. These
facts are reasonable in condition when the investors believe that divi-
dend shall increase their wealth (Asquith & Mullins, 1986).

Most of experts find that dividend policy can be viewed from many

aspects. H. DeAngelo, L. DeAngelo, and Stulz (2006) as confirmed by
Fairchild, Guney, and Thanatawee (2014) find that firm shall distrib-
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ute dividends for shareholders while firms are at mature level. Grullon, Michaely, and Swaminathan
(2002) also explain that at mature level, firms tend have less investment opportunities, but available
for much free cash, which is available to distribute as dividends for shareholders. On the other hand,
Grullon, Michaely, and Swaminathan (2002), as confirmed by Fairchild, Guney, and Thanatawee (2014),
show that as the firms are at mature level, they have tendency to face internal conflict or agency problem
between insiders and outsiders in the context to decide whether the free cash should be allocated on
unprofitable investments, which benefit for insiders or to be distributed as dividends for shareholders
in order to maximize their wealth.

The motivation of this study starts from the pros and cons of prior findings about dividend policy being
still around, since many studies have different arguments from the perspective of some theories such
as life cycle, and free cash flow or agency problem. The studies of Grullon, Michaely, and Swaminathan
(2002), H. DeAngelo, L. DeAngelo, and Stulz (2006), and Fairchild, Guney, and Thanatawee (2014) pro-
vide evidence that firm dividend policy has close relationship with their maturity. On the other hand,
the finding of Bohren, Josefsen, and Steen (2012) as confirmed by Fairchild, Guney, and Thanatawee
(2014), and Lin, Chen, and Tsai (2017) also show that most dividend policies have relationship with
internal conflict or agency problem between shareholders as principal and insiders as agent in case of
usage on firm’s free cash.

Furthermore, there are many studies that find that there is a relationship between firm dividend policy
and its ownership, such as state ownership (Gugler, 2003; Lin, Chen, & Tsai, 2017), institutional owner-
ship (Wei, Wu, Li, & Chen, 2011; Reyna, 2017), individual ownership (Bghren, Josefsen, & Steen, 2012),
and family ownership (La Porta, De Silanes, Shleifer, & Vishny, 2000; Gugler, 2003; Wei, Wu, Li, &
Chen, 2011). Those findings show interesting point that minority shareholders by their small bargaining
power together with majority shareholders have a role in determining dividend distribution. The similar
circumstance is also confirmed by Gugler and Yurtoglu (2003).

This study notices the basic assumptions by Miller and Modigliani (1961) that dividend policy is most-
ly affected by: (1) perfect markets; (2) rational behavior; and (3) perfect certainty. These assumptions
imply that as the emerging market, most of outside investors in Indonesia are still uninformed, which
brings them have difficulty to set their portfolios in an objective to get dividends at optimum return. At
normally, the informational content by dividend shall lead the Indonesian investors to react for overval-
uing the share prices. But, on the other hand, the investors also shall behave irrationally in preferences
between dividend or capital gains.

The purpose of this study is to examine dividend policy on each firm’s ownerships. To meet this ob-
jective, the study sets the assumptions according to theories of life cycle, and free cash flow or agency
problem. On these settings, this study uses retained earnings ratio and price to book ratio as the proxies
of maturity in the context of life cycle theory, and long-term debt ratio as the proxy to detect agency
problem in the context of free cash flow theory. In order to confirm dividend policy on each firm’s own-
erships, the study uses variables of each ownership to moderate each proxy for each theory. This study
divides the ownership into two categories, which are: (1) controlling shareholders; and (2) non-con-
trolling shareholders. This study identifies that the controlling shareholders for most of Indonesian pub-
lic firms can be a combination of state, institutional, and individual, while non-controlling shareholders
are normally called public ownership.

This study provides the evidence that dividend payers tend not to distribute dividend for controlling
shareholders and non-controlling shareholders when they have almost equal composition of ownership
(such as 25% of sample or area below Q1). Also, the evidence shows that firms as dividend payers also
have tendency not to distribute dividend on controlling shareholders when these shareholders have larg-
est percentage of ownership (such as area above Q3). The other evidence shows that firms as dividend
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payers only distribute dividend on controlling shareholders when they have the lowest mean of retained
earnings ratio (such as area between Q1 and Q2). Overall, the findings imply that life cycle theory and
free cash flow theory can explain the behavior of dividend policy on controlling shareholders and non-
controlling shareholders depending on their circumstances. The remainder of this study proceeds as
follows: section 1 reviews relevant literature and develops the hypotheses, section 2 describes research
method of this study, section 3 provides the result of analysis and discussion, final section concludes the

study with its implications.

1. LITERATURE REVIEW

AND HYPOTHESES
DEVELOPMENT

1.1. Life cycle theory

The study of Grullon, Michaely, and Swaminathan
(2002) on 7,642 dividend announcements during
the period from 1967 until 1993 of listed firms in
New York Stock Exchange (NYSE) and American
Stock Exchange (AMEX) finds that level of ma-
turity is the most determinant of dividend poli-
cy, which is called maturity hypothesis. Grullon,
Michaely, and Swaminathan (2002) show that div-
idend changes shall reflect the changes in current
profitability and conclude that firms with increas-
ing dividend normally have less investment op-
portunities, but have large free cash flows. Grullon,
Michaely, and Swaminathan (2002) also find that
when the firms have tendency to decrease their
dividends, then it does not mean that firms want
to allocate their free cash on investments, but it is
possibly because they have suffered from earnings
distress.

The study of Lang and Litzenberger (1989) as
confirmed by Fama and French (2001) finds
that firms’ behavior to pay dividend has close
relationship with investment opportunities as
represented by their price to book ratio. The
study of Fama and French (2001) as confirmed
by Fairchild, Guney, and Thanatawee (2014) al-
so finds that investment opportunities (repre-
sented by price to book ratio) have less propensi-
ty to pay dividend, which means that firms with
higher investment opportunities tend to reduce
their dividend.

The study of H. DeAngelo, L. DeAngelo, and Stulz

(2006) on 4,363 listed firms in NYSE, Nasdaq, and
Amex during the period from 1973 to 2002 also
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supports the life cycle theory represented by ratio
of retained earnings over total equity (RE/TE) or
to total assets (RE/TA). They find that firms with
higher RE/TE or RE/TA shall pay more dividends
to their shareholders rather than firms with lower
RE/TE or RE/TA. Moreover, they find that firms
shall almost pay no dividends when they have
negligible retained earnings. Although the results
by using RE/TE or RE/TA are considerably sim-
ilar, H. DeAngelo, L. DeAngelo, and Stulz (2006)
note that RE/TA is favorable to estimate the firm
life cycle.

Similarly, the study of Denis and Osobov (2008)
in the United States, United Kingdom, Canada,
Germany, France, and Japan finds that larger
and profitable firms and especially that have
better earned/contributed equity are more like-
ly to pay dividends. Furthermore, the study of
Longinidis and Symeonidis (2013) as confirmed
by Kim and Seo (2014) also finds that firms at
mature level have high propensity to distribute
dividends. The study of Fairchild, Guney, and
Thanatawee (2014) on 618 dividend changes
during the period from 1996 to 2009 of 287 list-
ed firms in Stock Exchange of Thailand (SET)
shows that there is relationship of maturity and
dividend policy, which is consistent with life cy-
cle theory of dividends. Fairchild, Guney, and
Thanatawee (2014) show that change for past
RE/TA has positive and significant affecting
firms to increase dividends payment for share-
holders. Based on these review, this study pro-
pose the hypothese 1 as follows:

HI: The more mature the firm, the higher the
probability to pay dividend.

1.2. Free cash flow theory
Myers (2001) says that “free cash flow theory is de-

signed for mature firms that are prone to overin-
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vest”. Myers (2001) clarifies that despite the finan-
cial distress threat, the risky debt shall increase
the firm value when firm have excess cash flow
over their profitable investment opportunities. On
prior studies, Modigliani and Miller (1958) as con-
firmed by Miller and Modigliani (1961) explain
that the interrelation between dividend policy
and debt shall arise when dividend distributions
will not reflect the future earning opportunities
under assumption of uncertainty, unstable divi-
dend, and the presence of debt used for financing.
The study of Easterbrook (1984) as confirmed by
Jensen (1986) shows the circumstances as mani-
festation of the conflict of interest between prin-
cipals and agents, which give the result for princi-
pals deciding to use debt and demand for dividend
for controlling the agents.

The study of Grullon, Michaely, and Swaminathan
(2002) shows that firms should distribute the earn-
ings as dividends to reduce the excess cash and
prevent the overinvestment by agents. The study of
Agrawal and Jayaraman (1994) during the period
from 1979 to 1983 on 71 firm shows that interac-
tion between debt policy and dividend policy with
the aim to reduce the agency problem and at once
supports the finding of Jensen (1986). They show
that increasing leverage shall increase the demand
for dividend by shareholders. As the implication
for agency problem, Ince and Owers (2012) sug-
gest that under tax regimes, in order to maintain
or to increase the firm value, then obtaining more
debt should be followed simultaneously by in-
creasing the dividend payment.

The study of Lin, Chen, and Tsai (2017) on Chinese
firms listed on Shanghai and Shenzhen exchanges
during the period from 2003 to 2012 uses the in-
formation asymmetry for representing the agency
problem. Based on the results, they confirm that
firms with higher information asymmetry shall
pay lower dividends to their shareholders. But,
they also give the evidence that relative to non
state-controlled firms, the state-controlled firms
with higher information asymmetry shall distrib-
ute higher dividends in order to satisfy the con-
trolling shareholders. Based on these review, this
study proposes the hypothesis 2 as follows:

H2:  More higher the firm long term debt, higher
probability to pay dividend.

http://dx.doi.org/10.21511/imfi.16(2).2019.28

2. RESEARCH METHOD
2.1. Sample

Data for this study are drawn from Indonesia
Stock Exchange (www.idx.co.id) during the peri-
od from 2010 to 2015. This study excludes the new
listed firms or firms with incomplete data, which
are needed for analysis. This study follows Denis
and Osobov (2008), Wei, Wu, Li, and Chen (2011),
and Fairchild, Guney, and Thanatawee (2014) for
excluding financial firms and property, real es-
tate, and construction firms. The final sample for
this study is 241 listed firm with 1,446 of total ob-
served data.

In order to extend the result of analysis, this study
explores the sample by dividing it into quartile
based on the percentage ownership of controlling
shareholders (CS). According to calculation, the
study finds that the points for quartile 1 (Q1) is
58.15%, quartile 2 (Q2) is 75.13%, and quartile
3 (Q3) is 84.99%. After analyzing all the sample,
this study compares the results by analyzing 75%
of the sample (the area below point Q3) and 50%
of sample (the area below point Q2). To confirm
those results, this study then analyzes each area of
sample, which was divided into 25% of sample or
area below Ql, the area between Q1 and Q2, the
area between Q2 and Q3, and area above Q3.

2.2. Variables

This study uses dividend policy as dependent varia-
ble and measures it with dummy, where 1 is for firms
as dividend payers, and 0 is for firm as non-dividend
payers. To be justified as dividend payers, then the
firms must at least pay their dividend more than 0 in
average during the observed period. The independ-
ent variables for this study are as follows:

« following H.DeAngelo, L.DeAngelo, and
Stulz (2006), this study uses retained earnings
ratio (RETA) as representative of firm matu-
rity. The other study by O’Connor and Byrne
(2015) also measures the firm maturity by
RETA. This study calculates RETA as ratio of
retained earnings over total assets;

+ following Fama and French (2001), and
Fairchild, Guney, and Thanatawee (2014), this
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study uses price to book value (PBV) to con-
firm the firm maturity in relationship with in-
vestment opportunities. This study calculates
PBYV as ratio of share market price over share
book value;

« following Jensen (1986), this study uses the long-
term debt ratio (LTDAR) to detect the conflict of
interest or agency problem between insiders and
outsiders. This study calculates LTDAR as ratio
of long-term debt over total assets;

o this study uses ownership as additional in-
dependent variable and also as amplifier
for other independent variables. The own-
ership variables are categorized as follows:
(1) controlling shareholders (CS); and (2)
non-controlling shareholders (NCS). This
study defines the controlling shareholders
(CS) as percentage ownership of controlling
shareholders. In order to avoid the redun-
dant data of analysis, this study controls
the measurement for non-controlling share-
holders (NCS) variable. This study defines
the non-controlling shareholders (NCS) as
logarithm of difference of ownership per-
centage between controlling shareholders
and non-controlling shareholders.

2.3. Regression model

This study conducts the logistic regression in order
to test the hypotheses. To justify the results, this
study uses the standard error (significance rate)
at 0.05. The regression model for this study is as
follows:

Div=a+ B RETA+ B,LTDAR + 5,PBV +
+B,CS + BRETA-CS + B,LTDAR - CS +
+B,PBV -CS + B,NCS + B,RETA- NCS +
+B,oLTDAR - NCS + B, PBV - NCS +¢.

To assure that the regression model is fit, this
study performs the goodness of fit (GOF) test
based on Hosmer and Lemeshow test. According
to Hair, Black, Babin, and Anderson (2010), and
Kleinbaum and Klein (2010), the goodness of fit
(GOF) test on model is favorable when the value of
Chi-square based on Hosmer and Lemeshow test
is insignificant.
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3. RESULT AND DISCUSSION
3.1. Descriptive statistics

Table 1 presents descriptive statistics of variables
used for this study. Based on all sample, the mean
for retained earnings ratio (RETA) indicates that
firms as dividend payers are more mature relative
to firms as non-dividend payers. During the next
analysis, this study finds that retained earnings ra-
tio (RETA) of 75% and 50% of sample also shows
similar characteristic when analyzing all sample.
The study finds the same results when confirming
25% of the sample, area between Q1 and Q2, area
between Q2 and Q3, and area above Q3.

The mean on all sample of long-term debt ratio
(LTDAR) shows that dividend payers have low-
er long-term debt relative to non-dividend payers,
which indicates that these firms have possibilities to
pay dividend, because they bear less debt interest ex-
pense. Other possibility of the firms is that they have
tendencies to increase dividend when they face the
internal conflict or reduce dividend payment in or-
der to cover additional interest in condition of higher
debt. This study finds similar results when analyzing
75% and 50% of sample and also when confirming
those results on 25% of sample, area between QI and
Q2, area between Q2 and Q3, and area above Q3.

Furthermore, the result of price to book value
(PBV) on all sample and 75% of sample shows that
firms as dividend payers have higher mean relative
to firms as non-dividend payers, which indicates
the possibilities to reduce dividend if they still
have more investment requirements. This study
has different result when analyzing 50% of sam-
ple. The mean shows that firms as dividend pay-
ers have lower price to book value (PBV) relative
to firms as non-dividend payers, which indicates
that firms tend to distribute less dividend in order
to fund additional investments. Confirming each
area, this study finds that 25% of sample or area
below Q1 have similar characteristics when ana-
lyzing 50% of the sample. But, the area between Q1
and Q2, area between Q2 and Q3, and area above
Q3 show similar characteristics as results on all
sample and 75% of the sample.

The mean on all sample and 75% of the sample
show that firms as dividend payers have lower

http://dx.doi.org/10.21511/imfi.16(2).2019.28
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Table 1. Descriptive statistics

Payers

Non-payers

Variables
! Max.

Mean Min. Max.

All sample

(payers = 942, non-payers = 504)

Notes: This table reports descriptive statistics between payers and non-payers. RETA is ratio of retained earnings over total
assets. LTDAR is ratio of long-term debt over total assets. PBV is ratio of share market price over share book value. Controlling
shareholders (CS) is percentage ownership of controlling shareholders. Non-controlling shareholders (NCS) is logarithm of
difference of ownership percentage between controlling shareholders and non-controlling shareholders.

controlling shareholders (CS) relative to firms as
non-dividend payers, which indicates that this
ownership does not play the role for firm poli-
cy on dividend payers. Conversely, the mean on
50% of the sample shows that controlling share-
holders (CS) is higher for dividend payers, which

http://dx.doi.org/10.21511/imfi.16(2).2019.28

indicates that this ownership plays the role for
firm policy. Confirming those results, the study
finds that dividend payers have higher mean of
controlling shareholders (CS) on 25% of the sam-
ple or area below Ql, area between Ql and Q2,
and area between Q2 and Q3, while in area above
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Table 2. Mean difference test

Variables : All sample | 75% of sample i 50% of sample 25% of sample QBf:\‘rAIIS%‘Z gf;ﬂg%‘s Above Q3
RETA 1.12* 1.33* 0.66 : 0.46* 0.97 2.13* 0.54*
LTDAR -014* ~015* LSO 002 S020% L S022% 012"
PBV 0.60 0.24 -1.16 : -3.31* 1.57* 2.90* 1.62*
CS o 03 ~0.59 LB TEAT 031 089" ~030
NCS © 103 0.59 -6.31* ' -7.64* -0.31 -0.89* 0.30

Notes: This table reports the mean difference test between payers and non-payers. RETA is ratio of retained earnings over
total assets. LTDAR is ratio of long-term debt over total assets. PBV is ratio of share market price over share book value.
Controlling shareholders (CS) is percentage ownership of controlling shareholders. Non-controlling shareholders (NCS) is
logarithm of difference of ownership percentage between controlling shareholders and non-controlling shareholders. The

figures of * indicates statistical significance at 0.05.

Q3, the mean of percentage of controlling share-
holders (CS) is lower for firms as dividend payers
relative to firms as non-dividend payers. The re-
sults of non-controlling shareholders (NCS) are
reverse of controlling shareholders (CS) for div-
idend payers relative to firms as non-dividend

payers.
3.2. Mean difference test

Table 2 presents mean difference test between firms
as dividend payers and firms as non-dividend pay-
ers to confirm the results of descriptive statistics.
The result of retained earnings ratio (RETA) shows
that dividend payers are more mature when ana-
lyzing all sample and 75% of the sample, but it is
insignificant when this study analyzes 50% of the
sample. Confirming those results, this study finds
that retained earnings ratio (RETA) is significant
on 25% of the sample or area below QI, area be-
tween Q2 and Q3, and area above Q3, while area
between QI and Q2 is insignificant. The results in-
dicate that most of dividend payers are more ma-
ture and able to pay dividend than non-dividend
payers, except the circumstance in area between

QI and Q2.

The result of long-term debt ratio (LTDAR) shows
that mean difference between dividend payers
and non-dividend payers is insignificant only on
25% of the sample or area below Q1, while other
results show significant difference. Commonly,
the results of long-term debt ratio (LTDAR) con-
firm the descriptive statistics, which indicates that
these firms have possibilities to increase or to de-
crease dividend when facing agency problem or
to cover the interest expense. The result of price
to book value ratio (PBV) shows that mean dif-

342

ference is insignificant on all sample, 75% of the
sample, and 50% of the sample. But when analyz-
ing each area, the study finds that the mean dif-
ferences of price to book value ratio (PBV) are
significant. The results of controlling sharehold-
ers (CS) and non-controlling shareholders (NCS)
show that mean difference is significant on 50% of
sample, 25% of sample, and area between Q2 and
Q3, which indicates that controlling shareholders
(CS) on those areas plays the role in affecting the
firm policy.

3.3. Logistic regression test

Table 3 presents the results of logistic regression
test for model of dividend policy on controlling
and non-controlling shareholders. To perform
the test, this study uses controlling shareholders
(CS) and non-controlling shareholders (NCS) as
moderating variables to amplify the results of re-
tained earnings ratio (RETA), long-term debt ratio
(LTDAR), and price to book value ratio (PBV). The
discussions of this study will focus on results of
controlling shareholders (CS) and non-controlling
shareholders (NCS).

Reviews on all sample, 75% of the sample, and 50%
of the sample

At first run of logistic regression, this study nor-
malizes the retained earnings ratio (RETA), long-
term debt ratio (LTDAR), and price to book val-
ue (PBV) by logarithm 10 on all sample and 75%
of sample to get better goodness of fit (GOF) on
model. Whereas on 50% of the sample, the study
normalizes only for long-term debt ratio (LTDAR)
and price to book value ratio (PBV) by logarithm
10 to get better goodness of fit (GOF) on model.

http://dx.doi.org/10.21511/imfi.16(2).2019.28
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Table 3. Dividend policy on controlling and non-controlling shareholders

. All 75% of 50% of 25% of Between Q1 Between Q2

Variables sample sample sample sample and Q2 and Q3 Above Q3
Constant . 409 655 030 445 3.01 -368.90  { 175.05
RETA | i 25T AT .o e 105 658 . -2607
LTDAR : ) f0314 ) B 0.99 B 1.1Q ”11.4737* 777777 —1787.737* ) —30787.47*”7 ; 7”94.471”
PBY i 045 L TLATY JTL7er 325 699 39381* . -346.68*
CS o T00B* L -0.10* .70.02 003 -0.60 —9.05* ...218
RETA-CS . -002 | -0.05* -0.02 -0.15* -0.96 -1.25 . 007
LTDAR-CS —-0.05* -0.07* -0.06* —-0.25* 0.95* —7.22* 1.13
PBV-CS . 005* | 006* 0.09* 0.03 0.90 10.44* . -3.92¢
NCS 042 066 1.8 359+ 25.52 614.45* = -194.73
RETA-NCS ; -0.48 -0.41 0.87 -3.97* 35.64 52.90 17.47
LTDAR-NCS H 2.01* 2.30* 1.97* -0.40 -30.49 498.13* i =103.38
PBV -NCS —1.33* —1.26* —1.79* 1.88 —34.42% —690.93* 368.10*

Notes: This table reports the results of logistic regression about dividend policy on controlling shareholders and non-controlling
shareholders. Dependent variable is dividend policy (Div), which was measured by dummy, where 1 is for firm as dividend
payers, and O for firm as non dividend payers. RETA is ratio of retained earnings over total assets. LTDAR is ratio of long-term
debt over total assets. PBV is ratio of share market price over share book value. Controlling shareholders (CS) is percentage
ownership of controlling shareholders. Non-controlling shareholders (NCS) is logarithm of difference of ownership percentage
between controlling shareholders and non-controlling shareholders. The figures of * indicates statistical significance at 0.05.

Table 3 shows that the analysis on all sample, 75%
of the sample, and 50% of the sample has similar
results, which indicates that dividend policy on
controlling shareholders (CS) and non-controlling
shareholders (NCS) is different to each other.

The case for controlling shareholders (CS) shows
that dividend policy on this shareholders has ten-
dency to follow the setting of life cycle theory, as
the result of PBV -CS have supported for it. This
finding is consistent with Lang and Litzenberger
(1989), Fama and French (2001), Grullon, Michaely,
and Swaminathan (2002), and Fairchild, Guney,
and Thanatawee (2014), which make the study ac-
cept H1. Whereas the result of LTDAR-CS' shows
that dividend policy on controlling shareholders
(CS) is inconsistent with setting of free cash flow
theory, which means that the study rejects H2.

Furthermore, the case for non-controlling share-
holders (NCS) shows that dividend policy on these
shareholders is inconsistent with the setting of life cy-
cle theory as supported by the result of PBV - NCS.
Based on this result, the study then rejects HI in
case for the shareholders. The study assumes this
condition is most possibly point of the consequence
of non-controlling shareholders (NCS) when div-
idend has moved to controlling shareholders (CS),
since descriptive statistics shows that controlling
shareholders (CS) have larger ownership relative to

http://dx.doi.org/10.21511/imfi.16(2).2019.28

non-controlling shareholders (NCS). Reversely, the
result of LTDAR-NCS shows that dividend pol-
icy on this shareholder is consistent with the setting
of free cash flow theory in case of agency problem,
which means that the study accepts H2. This finding
supports the studies by Easterbrook (1984), Jensen
(1986), Agrawal and Jayaraman (1994), and Ince
and Owers (2012) especially when non-controlling
shareholders (NCS) considers debt as control mech-
anism on insiders.

Till this point, the study proves that dividend pol-
icy on controlling shareholders (CS) and non-con-
trolling shareholders (NCS) is based on different
reasons. This study provides the evidence that firms
as dividend payers tend to distribute dividend for
their controlling shareholders (CS) in case when the
firms consider at mature level, while dividend pol-
icy on non-controlling shareholders (NCS) is most
dominated by conflict of interest or agency problem.
The study then continues the analysis on 25% of the
sample or area below Ql, the area between Q1 and
Q2, the area between Q2 and Q3, and area above Q3
in term to confirm the results on all sample, 75% of
the sample, and 50% of the sample.

Reviews on 25% of the sample

First, this study normalizes the retained earnings ra-
tio (RETA) and price to book value ratio (PBV) by
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logarithm 10 and finds that the goodness of fit (GOF)
test on model is favorable. On this area, the study
finds that dividend policy on controlling sharehold-
ers (CS) and non-controlling shareholders (NCS) is
inconsistent with the settings of life cycle theory, and
free cash flow theory, which makes this study reject
HI and H2. On those findings, this study indicates
that firms as dividend payers on this area tend not to
distribute dividend for both shareholders.

The study notes that the results of regression
have similar signs between controlling share-
holders (CS) and non-controlling shareholders
(NCS), which indicates that dividend policy for
both shareholders has similar behavior if the sig-
nificant rates are ignored. Moreover, the mean of
controlling shareholders (CS) and non-controlling
shareholders (NCS) of dividend payers of 50.64%
and 49.36%, respectively, show that the composi-
tion between both shareholders are almost equal.
This study assumes that equality of ownership per-
centage indicates equality of bargaining power on
both shareholders and has connection with the
behavior of dividend policy.

Reviews on area between QI and Q2

This study normalizes the retained earnings ratio
(RETA), long-term debt ratio (LTDAR), and price
to book value ratio (PBV) by logarithm 10 and finds
that goodness of fit (GOF) on model is favorable,
which means that the results can be further in-
terpreted. The results for controlling shareholders
(CS) show that RETA-CS and PBV -CS have
insignificant effect. Based on those results, this
study finds that dividend policy on controlling
shareholders (CS) is inconsistent with the setting
of life cycle theory and so rejects HI. Reversely,
the result of LTDAR-CS is consistent with the
setting of free cash flow theory, which makes this
study accept H2. This result indicates that divi-
dend policy on controlling shareholders (CS) has
tendency caused by conflict of interest or agency
problem as suggested by Jensen (1986), Agrawal
and Jayaraman (1994), and Ince and Owers (2012).

The results for non-controlling shareholders (NCS)
show that RETA-NCS and LTDAR-NCS are
inconsistent both for settings of life cycle the-
ory and free cash flow theory. The result for
PBV - NCS also indicates that dividend payers
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on this area normally do not distribute their
dividend for non-controlling shareholders (NCS)
while firms require more investment activities.
Based on those results, the study then rejects HI
and H2. As additional, this study notes that cir-
cumstance of dividend policy in area between Ql
and Q2 possibly has its own complexity since div-
idend payers along this area have the lowest mean
of retained earnings ratio (RETA) among dividend
payers on other area.

Reviews on area between Q2 and Q3

As in previous procedures, the study normaliz-
es the retained earnings ratio (RETA), long-term
debt ratio (LTDAR), and price to book value ratio
(PBV) by logarithm 10 and finds that goodness of
fit (GOF) on model is favorable. This study finds
similar results with the results on all sample, 75%
of the sample, and 50% of the sample. On this ar-
ea, the study accepts HI, while dividend policy for
controlling shareholders (CS) tends to follow the
setting of life cycle theory, whereas dividend poli-
cy on non-controlling shareholders (NCS) is con-
sistent with the setting of free cash flow theory in
case of agency problem which makes this study
accept H2.

Reviews on area above Q3

This study normalizes retained earnings ratio
(RETA), long-term debt ratio (LTDAR), and price
to book value ratio (PBV) by logarithm 10 and
finds that goodness of fit (GOF) on model is fa-
vorable. The regression results show that only
price to book value ratio moderated by controlling
shareholders (PB V-CS ) and non-controlling
shareholders (PBV -NCS ) is significant, al-
though they have different signs. Those results in-
dicate that dividend policy on controlling share-
holders (CS) is inconsistent with life cycle theory,
but consistent on non-controlling shareholders
(NCS). In those cases, this study rejects HI on con-
trolling shareholders (CS) but accepts it on case for
non-controlling shareholders (NCS). Whereas the
result of long-term debt suggest the study rejects
H2 for both shareholders.

Those results imply that circumstances of divi-

dend policy on this area have its own uniqueness,
because it seems that any investment opportu-

http://dx.doi.org/10.21511/imfi.16(2).2019.28



Investment Management and Financial Innovations, Volume 16, Issue 2, 2019

Table 4. Robustness checks on model of dividend policy on controlling and non-controlling
shareholders

. All i 75% of 50% of 25% of Between Q1 BetweenQ2

Variables i sample : sample sample sample and Q2 and Q3 ‘ Above Q3
Constant .T829 4T3 ..7980 L.T849 71639 . -13721 12676
RETA . .84 508" LL07A L1379t SAL 1881 0 2144
LTDAR iAo o S105 ..T0.78 299 726447 . —221.85* . 8185
PBY . ...7018 7071 .20 LTS3 821 | 39145% | 731679
SIZE 0507 0607 ..0:52% ..ot 0.58* 0.80* . 030"
CS o 7005 F -0.09% ...0:00 ..0.08 0.24 . 38 . 166
RETA-CS . -003 | -007* -0.04* -0.16* -0.43 -1.09 . -0.04
LTDAR-CS ¢ -0.04* :  -0.06* -0.06* —-0.35* 1.64* —5.45*% i1.01
PBV-CS ©004% 0.05* 0.08* -0.00 1.02 10.22* i 355
NCS 129 179r o 194r . -5.96* 463 20408 - 14699
RETA-NCS . 000 i 018 1.39* -4.30* 15.87 38.19 ©1371
LTDAR-NCS Lo243% 2.98* 2.75% 7.11 -55.92* 369.51* ¢ -91.39
PBV -NCS -1.27* -1.26* -1.38* 1.83 -38.81* —679.80* i 335.09

Notes: This table reports the results of logistic regression for robustness checks on model of dividend policy on controlling
shareholders and non-controlling shareholders. Dependent variable is dividend policy (Div), which was measured by dummy,
where 1 for firm as dividend payers, and 0 for firm as non-dividend payers. RETA is ratio of retained earnings over total assets.
LTDAR is ratio of long-term debt over total assets. PBV is ratio of share market price over share book value. Size is logarithm
natural of total assets. Controlling shareholders (CS) is percentage ownership of controlling shareholders. Non-controlling
shareholders (NCS) is logarithm of difference of ownership percentage between controlling shareholders and non-controlling

shareholders. The figures of * indicates statistical significance at 0.05.

nities as suggested by Fama and French (2001)
now has become a consequence of controlling
shareholders (CS). Under this circumstance, the
case on controlling shareholders (CS) may follow
the finding of Wei, Wu, Li, and Chen (2011) in
assumption when this ownership normally has
heterogeneous preferences. Under this assump-
tion, controlling shareholders (CS) tend to “will-
ingly” switch their dividend for non-controlling
shareholders (NCS). In this case, dividend policy
of non-controlling shareholders (NCS) could be
an alternative explanation on free cash flow the-
ory or agency problem. Note that the finding of
the work of Bohren, Josefsen, and Steen (2012)
imply that distributing dividend for non-con-
trolling shareholders (NCS) somehow is a strat-
egy to mitigate the conflict of interest between
both shareholders. Descriptive statistics in Table
1 shows that dividend payers in this area have

the largest for controlling shareholders (CS)
and the lowest for non-controlling shareholders
(NCS) 0of 90.99% and 9.01%, respectively.

Robustness checks

The last step to analyze the model of dividend pol-
icy for this study is robustness checks. The study
chooses the firm size as the additional variable to
check the robustness of model and measures it by
logarithm of total assets. Table 4 presents the re-
sults for the model after putting the firm size as
the additional variable. The results show that after
putting the firm size as additional variable, the
results show that most of variables have similar
signs as previous results. Based on these results,
this study finds that the models for dividend poli-
cy on controlling shareholders (CS) and non-con-
trolling shareholders (NCS) are robust.

CONCLUSION

This study provides some evidence relate to dividend policy on controlling shareholders and non-con-
trolling shareholders. First, the evidence shows that firms as dividend payers tend not to distribute their
dividend for controlling shareholders and non-controlling shareholders while the composition for both
shareholders are almost equal. Second, the evidence shows that firms as dividend payers also have ten-
dency not to distribute dividend on controlling shareholders when these shareholders have the largest

345

http://dx.doi.org/10.21511/imfi.16(2).2019.28



Investment Management and Financial Innovations, Volume 16, Issue 2, 2019

percentage of ownership. Third, evidence shows that firms as dividend payers tend not to distribute
dividend on non-controlling shareholders while they have lowest mean of retained earnings ratio. The
findings of this study imply that dividend policy by firms as dividend payers on controlling shareholders
and non-controlling shareholders in overall tend to follow the context of life cycle or agency problem

depending on their circumstances.
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