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Abstract

Corporate governance, capital structure and dividend policy are currently widely debated in finance. This
research examines the influence of corporate governance and capital structure on dividend policy. This research
also includes growth, profitability and firm size as independent variables. The samples in this research were
manufacturing companies on the Indonesia Stock Exchange from 2012 to 2022. Based on the established
criteria, a total of 38 companies were obtained. The data analysis technique was carried out using multiple linear
regression. The results of the analysis show that corporate governance and profitability have a significant
positive effect on dividend payout, which indicates that companies with good governance and profitable
companies will prefer options to increase shareholder value so that investor trust in the company will increase
and, in turn, this can lead to increased demand for company shares and pushed up share prices and dividends.
On the other hand, firm size has a significant negative effect on dividend payout, which indicates that large
companies prefer projects that can produce a high rate of return, so the company allocates funds to these
projects rather than paying dividends to shareholders
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Abstrak

Corporate governance, capital structure dan dividend policy sampai saat ini banyak diperdebatkan dibidang
finance. Penelitian ini menguji pengaruh corporate governance dan capital structure pada dividend policy.
Penelitian ini juga memasukkan pertumbuhan, profitabilitas dan firm size sebagai variabel independen. Sampel
dalam penelitian ini merupakan perusahaan manufaktur di Bursa Efek Indonesia dari tahun 2012 sampai dengan
2022. Berdasarkan kriteria yang telah ditetapkan, diperoleh sejumlah 38 perusahaan. Teknik analisis data
dilakukan dengan menggunakan regresi linier berganda. Hasil analisis menunjukkan bahwa bahwa corporate
governance dan profitabilitas berpengaruh positif signifikan pada dividen payout yang mengindikasikan bahwa
perusahaan dengan tata kelola yang baik dan perusahaan yang profitable akan lebih memilih opsi untuk
meningkatkan nilai pemegang saham, schingga kepercayaan investor terhadap perusahaan akan meningkat dan
pada gilirannya dapat menyebabkan peningkatan permintaan atas saham perusahaan dan mendorong kenaikan
harga saham serta dividen. Disisi lain, firm size berpengaruh negatif signifikan pada dividen payout yang
mengindikasikan bahwa perusahaan besar lebih memilih proyek-proyek yang dapat menghasilkan tingkat
pengembalian yang tinggi, schingga perusahaan mengalokasikan dana ke dalam proyek-proyek tersebut daripada
membayar dividen kepada pemegang saham..
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Introduction

Corporate governance refers to the
framework used to organize and manage a
company (Rouf, 2011) and includes
ownership structure, roles and
responsibilities of the board of directors,
transparency in financial reporting, and
internal control systems. Good corporate
governance is essential to ensure that the
company is run efficiently, ethically, and in
the interests of shareholders and other
stakeholders. Good corporate governance
practices can increase investor confidence
(Shahid & Abbas, 2019; Singh & Pillai,
2022), reduce the risk of company failure
(Faleye & Krishnan, 2017; Saraswati &
Agustina, 2022), and increase company
value in the long term (Kurniati, 2019;
Wandroski Peris et al., 2017). In 1929, the
United States experienced a market crash
that resulted in the Great Depression, which
was one of the worst economic crises in
modern history. The market crash was
directly attributed to several factors,
including weaknesses the corporate
governance system at the time. This incident
became a practical experience of how
important the implementation of corporate
governance is for modern companies.
Likewise, in Indonesia, the political and
economic crisis that occurred in 1997, often
referred to as the Asian Monetary Crisis,
had many complex causes, including poor
corporate governance. However, up to now,
companies in Indonesia still need to be
more decisive in implementing corporate
governance. Indonesia is still ranked low in
the placement of companies that have

in

received the ASEAN Corporate
Governance Awards compared to other
ASEAN  countries. According to the

ACGA, Budiman & Krisnawati, (2021)
noted that in 2018, Indonesia's corporate
governance score was among the lowest
34% of twelve countries, falling behind
nations like the Philippines, Thailand,
Malaysia, and  Singapore.  Although
Indonesia's ranking rose from 20th to 12th
in 2023, it remains near the bottom of the
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ACGA table alongside the Philippines
(Asian Corporate Governance Association,
2023). Several factors contribute to this
issue. The regulatory framework in
Indonesia  is  less  rigorous  and
inconsistently applied, resulting in weaker
corporate governance (Chandranegara &

Ali, 2020; Wijayati et al, 2010).
Transparency and disclosure are limited
due to ineffective enforcement

mechanisms (Frantz et al., 2013; Hoti et al.,
2019). Boards of Indonesian companies
often lack truly independent directors,
which weakens their oversight capabilities
(Annuar &  Abdul Rashid, 2015).
Additionally, cultural factors, such as the
strong influence of family ties on business
decisions, also contribute to lower
corporate governance ratings (Tanjung,
2020).

Capital structure refers to the
composition of a company's funding
sources in the form of equity and debt
(Brigham & Ehrhardt, 2020). Decisions
about how a company should fund its
operations significantly impact a company's
financial performance, risk, and wvalue.
Companies must consider factors such as
cost of capital, bankruptcy risk, financial
flexibility, and shareholder expectations in
determining the optimal capital structure.
The  company's  financial =~ behavior
regarding capital structure policies needs to
be considered more straightforwardly.
According to Opinion (Myers & Majluf,
1984) in The Capital Structure Puzzle, "the
capital structure puzzle is tougher than the
dividend one. We know very little about
capital structure. We do not know how
firms choose the debt, equity or hybrid
securities they issue. We do not understand
corporate financing behavior and how that
behavior affects security returns”.

A dividend policy is a company
policy in  distributing  profits  to
shareholders. Decisions about whether a
company will pay dividends, how much,
and when they will be spent have
significant  implications ~ for  market
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perception, share price, and the availability
of funds for investment in the company's
growth. The dividend policy also reflects the
company's financial condition, capital
requirements and shareholder preferences.
Paying higher dividends can lower agency
costs of equity because it will impact the
opportunity to increase external equity
capital (Burns et al., 2015). La Porta et al,,
(2000) stated that the theory that explains
the  relationship  between  corporate
governance and dividend policy is outcome
and substitution. Outcome theory implies a
positive  relationship between corporate
governance and dividend policy (Boshnak,
2023; Setiawan & Phua, 2013), while
substitution theory states the opposite
(Renneboog & Szilagyi, 20006). Previous
studies have mainly focused on developed
countries like the US, the UK, and Germany
(Setiawan & Phua, 2013), often neglecting
analysis of developing countries. This
contrasts with Claessens & Yurtoglu, (2013),
who argue that individual country analysis is
crucial, as contextual settings can
significantly  influence the effect of
corporate governance on dividend policy.
This research aims to fill that gap by
focusing on the implementation of good
corporate  governance in  Indonesia.
Indonesia is particulatly interesting to study
because, despite its growing economy and
significant market potential, its ASAG
ratings are the lowest compared to other
ASEAN  countries (Asian  Corporate
Governance Association, 2023).
Additionally, this research includes growth,
profitability, and firm size as independent
variables, considering that these factors have
been identified as key determinants of
dividend payout in many previous studies.

Corporate Governance and Dividend
Policy

Corporate governance and dividend
policy are two critical aspects of how a
company is managed and distributes its
profits to shareholders. While they may

seem distinct, there are significant
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interrelations between the two: a) Effective
corporate governance ensures that the
interests of management align with those
of  shareholders. When  governance
mechanisms are strong, managers are more
likely to make decisions that enhance
shareholder wvalue, including decisions
related to dividend policy. Shareholders
often expect a fair return on their
investments, and dividend policy is one
way to deliver this return (Huong, 2023);
b) Good corporate governance practices
often involve transparency and disclosure
requirements. A company with strong
governance practices is more likely to
provide clear and timely information about
its financial health, performance, and
prospects, including its dividend policy.
Shareholders can make informed decisions
about their investment based on this
information (Fung, 2014); c¢) Effective
corporate governance contributes to a
company's  long-term  stability  and
sustainability. Companies with stable and
sustainable operations are likelier to have
consistent dividend policies. Shareholders,
especially income-oriented investors, rely
on dividends as a source of regular income
and prefer companies with predictable
dividend policies (Boeva, 2017); d)
Corporate boards play a crucial role in
overseeing the company's management and
strategic decisions, including those related
to dividend policy. Boards often review
and approve dividend policies based on

cash flow, profitability, capital
requirements, and the company's overall
financial ~ health.  Strong  corporate

governance structures ensure that boards
act in the best interests of shareholders
when making dividend decisions (Mardani
et al, 2018); e) Corporate governance
frameworks often address shareholder
rights, including the right to receive
dividends.  Shareholders  expect fair
treatment and equitable distribution of
profits. ~ Companies  with  effective
governance structures are more likely to
respect shareholder rights and adopt
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dividend policies reflecting shareholder
interests (Roy, 2015).
Empirically, many previous

researchers have carried out the relationship
between corporate governance and dividend
policy. La Porta et al. (2000) stated that
dividends are preferred by minority
shareholders more than reinvestment.
Furthermore, it is also noted that outcome
and substitution theory underlies the
relationship between corporate governance
and dividend policy. Outcome theory shows
that corporate governance and dividend
policy are positively correlated (Boshnak,
2023; Setiawan & Kee Phua, 2013), and
conversely, substitution theory states that it
is negatively correlated. The substitution
theory states that the need for paying
dividends is reduced in the presence of
strong corporate governance. Hamdan
(2018) added that firms with weak corporate
governance use higher dividends as a
substitute to gain investor confidence and
compensate for their lack of effective
oversight. This approach is influenced by
the sticky nature of dividend policy, as firms
are generally reluctant to cut dividends once
they have been established (Wang et al,
2021).

Furthermore, Bokpin (2011) proves
that the higher the independent board
composition and board size, the higher the
dividend performance. Likewise, Roy (2015)
also states that the larger the independent
board and board size, the more the dividend
payout will increase. Stll, in line with
previous empirical evidence, Al-Najjar &
Kilincarslan (20106) also obtained evidence
that board size positively influences
dividend payments. However, it differs from
eatlier findings by Mardani et al. (2018) and
Setiawan & Kee Phua (2013), which state
that the larger board size will reduce the
dividend payment. On the other hand,
Reddy (2015) stated that dividends and
good governance are complementary and
are not substitutes. Good governance
ensures that companies pay dividends from
the profits generated to reduce the free cash
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flow available to the firm, which suggests

the positive influence of corporate

governance on dividend payments. Based

on the results of previous research,

hypothesis 1 can be formulated as follows:

Hi: Implementation of Corporate
Governance will increase dividend
payout.

Capital Structure and Dividend Policy

The relationship between capital
structure and dividend policy refers to how
a company's decisions regarding the
funding sources it chooses affect the
dividend policy it adopts, especially
concerning: a) Companies with a capital
structure that is more debt-heavy must
allocate the majority of cash flow to
interest and principal payments on debt so
that it can limit the availability of funds for
dividend payments (Myers, 2001); b)
Companies with a capital structure higher
in equity have a higher cost of capital
because investors demand a higher rate of
return for taking on equity risk. As a result,
the company may be more inclined to pay
lower dividends to maintain sufficient cash
flow for investment activities and minimise
its capital cost (Myers, 2001); c¢)
Shareholders have more confidence in
companies that have a balanced and
conservative capital structure, which can
increase their confidence in the company's
dividend policy (Khan et al, 2016); d)
Companies with a more conservative
capital structure tend to have a stable and
consistent dividend policy because they
have easier access to internal sources of
funds to pay dividends (Brealey et al., 2001;
Xie & Zhao, 2020).

Empirically, many studies have
examined the relationship between capital
strtucture and dividend policy. Rozeff
(1982) stated that companies that pay high
dividends appear to reduce their agency
problems. Leverage decisions to increase
debt financing were consistent with
decreasing agency costs (Friend & Lang,
1988; Kim & Sorensen, 1986; Long &
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Malitz, 1985). Therefore, based on the
agency theory framework, increasing debt in
the capital structure and dividend policy are
used to reduce agency problems. On the
other hand, empirically, Bokpin (2011),
Chen et al. (1998), Crutchley et al. (1999),
Roy 2015) each found that company
leverage is negatively related to dividend
policy.
Ho: an increase in debt in the composition
of the capital structure will reduce
dividend policy.

Growth and Dividend Policy

Companies that experience stable and
consistent sales growth will have sufficient
cash flow to support dividend payments
without reducing investment in business
growth, so management is more inclined to
implement a stable dividend policy or even
increase dividends slowly. Additionally,
suppose a company experiences rapid sales
growth and requires additional capital to
finance expansion, research and
development, or other investments. In that
case, management will limit dividend
payments or even redirect a portion of
profits back into the company. In such a
scenario, dividend policies will become
more flexible, with companies more likely to
prioritize reinvestment into the business to
support long-term growth (Dempsey &
Gunasekarage, 2019).

However, when sales growth is
hampered, or the company is experiencing
financial ~stress, management may be
inclined to reduce or even eliminate
dividends.  Reducing or  withholding
dividend payments can give a company
more flexibility in using its cash flow to
overcome its challenges or support recovery
strategies (Reyna, 2017). Empirically, Reddy
(2015), Brown & Roberts (2016), Mitton
(2004), Setiawan & Kee Phua, (2013) can
prove that growth has a negative effect on
dividend policy. Therefore, hypothesis 3 is
set as follows:

Hs: Growing companies will reduce their
dividend policy,
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Profitability and Dividend Policy
Company profitability is generally an
important factor in determining whether a
company has the financial ability to pay
dividends. More profitable companies tend
to have more cash flow available to pay
dividends to shareholders (Mitton, 2004).
On the other hand, if companies believe
that paying dividends can increase investor
confidence, attract new investors, of
strengthen the company's reputation, they

are likely to pay dividends even if
profitability is relatively low (Yarram,
2015).

Empirically, Khan et al. (2016) and
Reddy (2015) can prove that profitability
has a negative effect on dividend policy,
but on the other hand, Brown & Roberts
(2016), Mitton (2004), Setiawan & Kee
Phua, (2013) can prove the opposite.
Therefore, hypothesis 4 can be stated as
follows:

Hy: profitability has a significant effect on
dividend policy.

Firm Size and Dividend Policy

Large companies usually have easier
access to the financial resources to pay
dividends. They often have a more
extensive asset base, stable cash flow, and
better access to capital markets (Brown &
Roberts, 2016). Therefore, large companies
pay higher dividends than small or medium
companies. On the other hand, small
companies or startups will choose to retain
most of their cash flow for growth,
research or business expansion needs.
Therefore, they may be more inclined to
pay lower dividends or even not pay
dividends at all (Yarram, 2015).

Empirically, most researchers can
prove that Firm Size has a positive effect
on dividend policy (Brown & Roberts,
2016; Khan et al., 2016; Setiawan & Phua,
2013; Yarram, 2015), on the other hand,
Mitton (2004) obtained the opposite
evidence.
Hs: Firm size has a significant effect on

dividend policy
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Method

This type of research is explanatory
research with a quantitative approach.
Sampling was carried out using the
judgment sampling method. We used
manufacturing companies listed on the
Indonesian Stock Exchange and announced
dividends consistently from the 2012-2022
period, a total of 38 companies with 418
firm-year observations. To examine the
association between corporate governance,
capital structure and dividends:

DPR =a + bl CG + b2 DER + b3 Growth
+ b4 Prof + b5 Size + e.

The dependent variable in the current
study is dividend policy, which is measured
by the proxy variable Dividend Payout Ratio
(DPR). The dividend payout ratio is the
ratio of the total amount of dividends paid
out to sharecholders relative to the
company's net income. It is the percentage
of earnings paid to shareholders in
dividends. The dividend payout ratio

indicates how much money a company
returns to shareholders versus how much it
keeps on hand to reinvest in growth, pay
off debt, or add to cash reserves (retained
earnings). In this study, we wused 5
independent variables. Table 1 shows the
definition of current study variables .

Result

Descriptive Statistics

As mentioned in Table 2, For the
Corporate Governance (CG) variable, the
minimum value was 0.6630, the maximum
value was 0.9000 with an average of
0.814522 and a standard deviation of
0.0557748. A standard deviation wvalue
smaller than the average indicates that the
variability of the sample companies can be
low when viewed from their Corporate
Governance, meaning that the governance
policies of the sample companies are
relatively  the same. Most sample
companies have below-average CG
(54.7%), and the remaining 45.3% have

Table 1. The definition and measurement of variables

Variable Definition Measurement
CG Corporate Govern- Corporate governance is measured using the Corpo-
ance rate Governance Index (CGI) score developed from
the Corporate Governance checklists by the Indone-
sian Institute for Corporate Director (Siagian et al.,
2013).
DER Capital structure Total Debt
—_— (Garay & Gonzalez, 2008)
Total Equity
Growth ~ The company's abili
(o grow PAmYS APE - Sales o -Sales ) (Cperwonka & Jaworski, 20213
Sales 1) Khan et al., 2016)
Prof The company's ability Net Earning .
to earn profits —x100% (Setiawan & Phua, 2013)
Total Asset
Size The company's scaleis  Ln TA

seen from the size of
its total assets at the
year's end.

(Mohsin, 2016; Roy, 2015)

Source: own elaboration (2023)
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Table 2. Descriptive statistics for regression variables

n Minimum Maximum Mean Std. Dev.
CG 418 0,6630 0,9000 0,814522 0,0557748
DER 418 0,0004 7,3964 0,926683 0,8059254
Growth 418 -0,9989 3,1533 0,124844 0,3748966
Prof 418 -0,0583 0,9210 0,092955 0,1057474
Size 418 22,24 33,66 29,6545 1,69799
DPR 418 0,0206 2,4587 0,509100 0,5057797

Notes: DPR= Dividend Payout Ratio; CG = Corporate Governance; DER = Capital
Structure; Growth = Sales Growth; Prof = Profitability; Size = Firm Size.

Source: Data analysis (2023)

above-average CG. If we look further, it
also appears that 5.1% of the sample
companies fall into the "fairly trustworthy"
category with "low" CG implementation,
77.1% of the sample companies fall into the
"trusted"  category with "high" CG
implementation, and 17.8% of sample
companies fall into the "very trusted"
category  with  "very  high" CG
implementation. These results indicate that
most of the samples are trustworthy because
they implement CG practices well.
Regarding capital structure (DER),
the minimum value is 0.0004, and the
maximum value is 7.3964, with an average
of 0.926683 and a standard deviation of
0.8059254. A standard deviation value
smaller than the average indicates that the
sample company's variability can be low
when viewed from its Capital Structure,
meaning that the proportion of debt in its
capital structure is relatively the same
statistically. If we look closely, it appears
that the majority of sample companies have
capital structures above average (50.9%),
and the rest are below average (49.1%);
when compared with the rule of thumb debt
ratio of 50%, it appears that 42.6% of
companies have a higher level of risk
(>50%) and the remaining 57.4% have a
lower level of risk (<50%). These results
indicate that most of the samples have a low
debt composition in their capital structure,
therefore most of the samples have low risk.
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Growth has a minimum value of -
0.9989, a maximum value of 3.1533 with
an average of 0.124844 and a standard
deviation of 0.3748966. A  standard
deviation value that is greater than the
average indicates that the variability of the
sample company can be said to be high
when viewed from its growth, meaning
that the growth rate of the sample
company in the research period varied
greatly depending on the level of sales
achieved by the company.

Profitability =~ (Prof) obtained a
minimum value of -0.0583, a maximum
value of 0.9210 with an average of
0.092955 and a standard deviation of
0.1057474. A standard deviation value
greater than the average indicates that the
sample company's variability can be
considered high when viewed from its
profitability, meaning that the level of
profitability achieved by the sample
company in the research period varies
between companies.

Regarding firm size, the minimum
value is 22.24, and the maximum is 33.60,
with an average of 29.6545 and a standard
deviation of 1.69799. A standard deviation
value that is smaller than the average
indicates that the variability of the sample
companies can be low when viewed from
the size of the companies, or in other
words, overall, the sample companies have
relatively even company sizes. In addition,
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Table 3. Regression Result

Variable Coefficient TValue VIF
CG 2,667 6,190%* 1,023
DER 0,034 1,125 1,023
Growth -,036 -,576 1,040
Prof ,787 3,480+* 1,069
Size -,043 -3,008** 1,115

Adjusted R2 = 12,7%

Notes : * Significant 1 per cent; ** Significant at 5 per cent; » = 418; Independent Varia-
bles: CG = Corporate Governance; DER = Capital Structure; Growth = Sales Growth;
Prof = Profitability; Size = Firm Size, Dependent variable: DPR = Dividend Payout Ratio.

Source: Data analysis (2023)

the average value is more inclined towards
the minimum value, indicating that most
sample companies have company sizes
below the average (58.6%).

The dividend policy variable (DPR)
obtained a minimum value of 0.0206, a
maximum value of 2.4587 with an average
of 0.509100 and a standard deviation of
0.5057797. A standard deviation value
smaller than the average indicates that the
sample company's variability can be low
when viewed from its dividend policy,
meaning that its dividend policy is relatively
similar statistically.

Next, we tested multicollinearity (table
3) using the correlation coefficient and
variance inflation factor (VIF). According to
Groebner et al. (2014), if the VIF < 5 for a
particular independent wvariable,
multicollinearity is not considered a
problem. VIF values = 5 imply that the
correlation between the independent
variables is too extreme and should be
addressed by dropping variables from the
model. In this study, the VIF of all
independent variables < 5 confirms our
conclusion that there is no multicollinearity
in the current study. We have also carried
out a heteroscedasticity test, showing no
heteroskedastic problem in the recent
research.

The regression analysis results (table
3) indicate several key findings about the
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relationship  between the independent
variables and the dividend payout ratio
(DPR). Firstly, corporate governance (CG)
has a positive and significant effect on
dividend payouts, as evidenced by a
coefficient of 2.667 and a T-value of 6.190,
supporting the hypothesis that better
corporate governance leads to higher
dividends. Profitability (Prof) also shows a
positive and significant impact, with a
coefficient of 0.787 and a T-value of 3.480,
indicating that more profitable firms are
likely to pay higher dividends. In contrast,
firm size (Size) has a negative and
significant effect on dividend payouts, with
a coefficient of -0.043 and a T-value of -
3.008, suggesting that larger firms tend to
distribute lower dividends. However,
capital structure (DER) and sales growth
(Growth) do not have significant effects on
dividend payouts, as their coefficients are
0.034 and -0.036, respectively, with T-
values of 1.125 and -0.576. These findings
lead to the rejection of hypotheses 2 and 3,
which proposed that higher debt and
growth would reduce dividend payouts.
Overall, the adjusted R2 value of 12.7%
indicates that the model explains a
moderate proportion of the variability in
the dividend payout ratio, highlighting the
significant roles of corporate governance,
profitability, and firm size in determining
dividend policies.
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Discussion

The regression results show that CG
has a positive and significant effect on
dividend payout. These results reflect that
improving governance implementation will
ideally increase dividend payments. These
results support the findings of Brown &
Roberts (2016), Mardani et al. (2018),
Mitton (2004), and Setiawan & Kee Phua
(2013), who also obtained evidence of a
positive relationship between CG and
dividend policy. So, hypothesis 1 in this
study is accepted. The results of this
research also prove that effective corporate
governance ensures that the interests of
management align with those of
shareholders. When governance
mechanisms are strong, managers are more
likely to make decisions that enhance
shareholder value, including decisions
related to dividend policy. Shareholders
often expect a fair return on their
investments; a dividend policy is one way to
deliver this return. Strong corporate
governance can also increase investor
confidence in the company. Investors tend
to be more interested in investing in
obtained with reliable governance company
policies, which can lead to increased
demand for company shares, share prices,
and dividends.

Furthermore, capital structure and
growth have no significant effect on
dividend payout. There are several potential
reasons why higher debt (capital structure)
and growth may not reduce dividend
payouts. Firstly, companies might continue
to pay high dividends despite high debt or
rapid growth to signal financial health and
stability to investors, as maintaining or
increasing dividend payouts can be a way
for management to convey confidence in
the company's future earnings and cash flow
(Reis & Pinho, 2020; Wu et al, 2021).
Additionally, companies may feel pressured
to meet market expectations regarding
dividend payments since investors often
view consistent or increasing dividends as a
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signh of a strong and stable company
(Athari, 2022; Nuriansyah & Juniar, 2017).
Consequently, companies might prioritize
maintaining dividends even when faced
with  higher debt growth-related
expenses .

Paying dividends can also reduce
agency costs by limiting the free cash flow
available to managers, thereby reducing the
potential for over-investment or other
activities not aligned with shareholder
interests. Even with higher debt,
companies might maintain dividends to
mitigate these agency costs. Firms with
strong corporate governance might balance
debt and growth with dividend payments
effectively, ensuring that decisions around
dividends consider the long-term interests
of shareholders and maintaining dividends
even when debt levels are high or the
company is growing.

Other results show that profitability
(ROA) positively affects dividend payout.
The results of this research support most
previous researchers (Salvatori et al., 2020;
Tao et al.,, 2022; Yahya & Ghazali, 2017)
who can also prove that profitability
(ROA) positively affects dividend payout.
These results indicate that company
profitability is an essential factor in
determining whether a company has the
financial ability to pay dividends. More
profitable companies tend to have more
cash flow available to pay dividends to
shareholders. High profits indicate that a
company has sufficient cash flow to pay
dividends without taking out loans or
diverting internal investments needed for
growth. The market will consider large or
increasing dividend payments a positive
sigh regarding company performance,
attracting new investors' interest and
increasing the confidence of existing
investors. These results also support the
opinion of Ham et al. (2020), Mulchandani
et al. (2020), and Xu & Huang (2021)
which state that firms generating more
earnings pay higher dividends. With these
results, hypothesis 4 can be accepted.

or
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Firm Size (Size) has a negative effect
on dividend payout. These results indicate
that large  companies have  more
opportunities for profitable investments
internally. They prefer projects that can
generate high rates of return, so companies
allocate funds to these projects rather than
paying dividends to sharecholders. In
addition, companies must also allocate more
funds for development, research and
development, acquisitions, or international
expansion. Therefore, large companies tend
to keep more retained earnings than pay
dividends. The results of this research
support the findings of Mitton (2004),
which can also prove that Firm Size (Size)
has a negative effect on dividend payout.
With these results, hypothesis 5 can be
accepted.

Overall, our findings suggest that
while corporate governance and profitability
positively influence dividend payouts, firm
size negatively impacts them. Interestingly,
capital structure (debt) and growth do not
significantly affect dividend payouts. The
lack of a significant effect of debt and
growth on dividend payouts challenges the
substitution theory, which posits that firms
with  weaker governance (potentially
reflected in higher debt) would wuse
dividends to gain investor confidence. It
also contradicts the idea that growing firms
would reduce dividends to fund expansion.
Companies may need to reassess their
capital structure and growth strategies in
relation to their dividend policies. The
findings suggest that firms can maintain
dividend payments regardless of their debt
levels or growth rates, provided they
manage their finances effectively.

Conclusion

Based on the results of the analysis, it
can be seen that capital structure and
growth have no significant effect on
dividend payout, but from the direction of
the coefficient, both capital structure and
growth are by existing theoretical concepts.
Companies with a more conservative capital
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structure tend to have a stable and
consistent dividend policy because they
have easier access to internal sources of
funds to pay dividends. Meanwhile,
companies with higher growth
opportunities prioritize using funds for
reinvestment and pay lower dividends.

On the other hand, corporate
governance, profitability and firm size
significantly affect dividend payout. These
results indicate that companies with good
governance and profitable companies will
prefer options to enhance shareholder
value so that investor confidence in the
company will increase, and in turn, this can
lead to increased demand for company
shares and encourage an increase in share
prices and dividends. However, on the
other hand, large companies prefer projects
that can generate a high rate of return, so
the company allocates funds to these
projects rather than paying dividends to
shareholders.

While our study provides valuable insights
into the relationship between corporate
governance, profitability, firm size, and
dividend policy, it also has several
limitations that should be acknowledged.
Firstly, the study is limited to a sample of
firms within Indonesia, which may not be
generalizable to other countries or regions
with  different economic conditions,
regulatory environments, and corporate
governance practices. Future research
could expand the scope to include firms
from other developing and developed
countries for a more comprehensive
analysis. Secondly, while we included
several key determinants of dividend
policy, there might be other significant
factors not captured in this study, such as
market conditions, investor sentiment, and
macroeconomic variables. Including these
factors in future research could provide a
more holistic understanding of dividend
policy determinants. Thirdly, the proxies
used for corporate governance,
profitability, firm size, and other variables
might not fully capture the nuances of
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these constructs. For example, corporate
governance quality can be measured
through various metrics, and the chosen
proxy may not encompass all aspects of
governance practices. Future studies could
explore alternative measurement methods to
better capture these variables. Lastly, this
research  focuses on manufacturing
companies that consistently paid dividends
from 2012-2022. For a clearer picture of
company policies, future studies should
divide the sample into different industrial
sectofs .
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