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Abstract

This research aimed to investigate influence of stock price, growth, profitability and free
cash flow on dividend policy. Dividend is one of the agency problem that occurs because
there is separation between the shareholders (as principal) with company management (as
agent). In agency theory, agency relationship arises when one or more persons (principal)
employs another person (agent) to provide a service and then delegate a decision-making
authority to the agency (Jensen and Meckling, 1976). Samples in this research are
Indonesia and China banking companies listed on the IDX (Indonesia Stock Exchange)
and Shanghai Stock Exchange (SSE) from the years 2007-2010. The data used are
secondary data and methods of data collection in this research is purposive sampling. In
this method, Indonesia and China banking companies issuing annual report the year 2007-
2010 and has acquired 16 Indonesia banking companies and 17 China banking companies
from 31 Indonesia banking companies and 21 China banking companies. Data analysis
methods used in this study is multiple regression analysis. Indonesia banking company
dividend policy was only affected by ROE. Meanwhile, in China banking company
dividend policy was only affected by Stock Price, Growth, and Operating Profit Margin.

Keywords: Stock Price, Growth, Profitability, Free Cash Flow, Dividend Payout Ratio.

INTRODUCTION

Every investor always wants a rate
of return obtained from a financial
product at a certain period in the future.
The purpose of investors to invest their
funds in the stock market is to gain a
reward or income from invested funds.
The need to do a comparative analysis to
select investment products which will be
used to double the money they save for
long-term goals. Appropriate investment
if notice period financial goal is to invest
in the stock market is in stock.

For investors who invest their funds
in shares of a company aimed to generate
revenues in the form of dividends or
capital gains. Capital gain is income
generated by selling the stock price is
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higher than the purchase price or in other
words, gains from rising stock prices.

In addition to a comparative ana-
lysis of financial products, within an
international context astute investor must
state which one is suitable for placing
investment funds in order to get the
maximum return is obtained. In every
country there is a monetary policy that
aims to regulate the growth and stability
of the economy in order to compete with
other countries. In the business concept
foreign investors will put their money
into the country in the developing stage.
Because of Indonesia and China which
are the category of emerging markets to
have comparative analyze for dividend

policy.
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The company has many oppor-
tunities to invest when they arrive at high
growth point. Many investment oppor-
tunities that require a large amount of
funds and companies must seek external
funding sources.

The cash dividend payment to
shareholder depends on available cash
position. Sutrisno (2001) argues that there
are several factors that affect dividend
policy, but only cash position which
influences significantly. Position cash
available for shareholders will be
reflected in free cash flow which is
owned by the company. Free cash flow
describes the level of the company's
financial flexibility.

In addition to free cash flow,
profitability ratios can be used as a
reference for measuring a company's
dividend policy. Profitability is the ability
of companies to make profit. Profit is
what will be the basis of corporate
dividends, whether dividends in cash or
stock dividends. Some of the profitability
ratio used is Profit Margin, Return on
Asset, and Return on Equity. Suharli
(2004) reveal the profit obtained from the
difference between assets in (earnings
and profits) and the treasures that came
out (expenses and losses).

Based on the above explanations, it
IS important to analyze which factor
would affect on dividend policy. The
objective of study is to analyze the effect
of stock price, growth, profitability and
free cash flow on dividend policy in
Indonesia and China banking period
2007-2010.

RESEARCH METHOD

The population in this study is the
Indonesia’s and China’s bank companies
have been listing on the Indonesia Stock
Exchange (IDX) and Shanghai Stock
Exchange (SSE) in the period of 2007
through 2010. There are 31 Indonesia’s

bank companies listed on the Indonesia
Stock Exchange (IDX) and 21 China’s
bank companies listed on the Shanghai
Stock Exchange (SSE).

Sampling method used was pur-
posive sampling method with criteria: (a)
the Companies publish its financial data;
and (b) the companies have stock price,
growth, profitability and free cash flow.

In this study, we used dependent
variable (dividend policy) measured by
dividend payout ratio (DPR). DPR can be

calculated by the formula (1).
DPR = Dividend Per Share (1)

Net Income per Share

Independent variables used in the study as

follows.

a) Stock Price

The amount of money that states

exchange rate of a particular object
unity (stock). Formulation: The share
price of the monthly average of the
daily share price at the closing price.

b) Growth

The growth rate a firm can be seen
from the increased profitability of the
company each year. The better the
profitability of a company then the
company's growth rate can be said to
be increasing. The company's growth
rate is calculated by the formula (2).

g=r x ROE (2
Description:

g . growth rate

r . profit retention rate

ROE : return on equity

¢) Operating Profit Margin
This ratio is used to measure the
rate of return of the company's
operating profit to net sales generated,
meaning that every dollar that is
contained in net sales operating profit
contains a specific company, see
formula (3).
Operating Profits

OPM =

3)

Lales
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d) Net Profit Margin

Net profit margin to calculate the
extent of the company's ability to
generate net income of certain sales
levels. Net profit margin is high
indicates the ability of companies to
make high profits on certain sales
levels, whereas a low net profit margin
shows the inefficiency of management,
see formula (4).

Profir After Tax

Net Sales

NPM = 4)

Return on Asset

Return on asset shows the rate of
return - of the entire business or
investment that has been done. This
ratio measures the ability of companies
throughout the entire funds invested in
assets which are used for the operation
of the company to generate profits, see
formula (5).

Earning before interest and tax

()

ROA =

totel assets

Return on Equity

Return on equity measures how
much net income resulting from
investment in the company's sharehol-
ders. A low ratio indicates that
management is less efficient in using
capital, while a high ratio indicates
that the capital obtained from the loan
or the most efficient management. To
calculate the Return on equity, the
formula given by (6).

Earning after interest and tax

ROE=

SquUity

(6)

g) Earning Per Share

Earning Per Share is the amount of
income earned in one period for each
of the outstanding shares (Zaki
Baridwan, 1992), see formula (7).
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Net Income—priority stock dividend

EPS=

Average of stockholders

()

h) Free Cash Flow

Free cash flow (FCF) is represented
by the ratio of free cash flow divided
by total assets. The smaller this ratio
indicates that the profits from the
companies tend to be used to pay
dividends, so earnings are used to
finance . the assets of smaller
companies. . Free cash flow is
calculated by the formula (8).

Cash flow operation —Dividend

(8)

We wused multiple regression as
analysis method with formula as
follows on (9).

Free cash flow =
Total Asset

Description:

Y = Dividend Payout Ratio

A = Constanta

B1...8 = Regression Coefficient

X1 = Stock Price

X2 = Growth

X3 = Operating Profit Margin

X4 = Net Profit Margin

X5 = Return on Assets

X6 = Return on Equity

X7 = Earning Per Share

X8 = Free Cash Flow

e = Error item
DISCUSSION

In this section, we present the
results with the beginning of descriptive
statistics. The results of multiple re-
gression and the discussion for (a) Indo-
nesia banking; and (b) China banking.

Indonesia Banking

Descriptive statistics on dividend policy,
stock price, growth, profitability, and free
cash flow for Indonesia banking can be
seen in following Table 1.
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Y= a+B1X1+B2X2+B3X3+B4X4+ BSX5+B6X6+ PTXT+B8X8+e

©)

Table 1. Descriptive Statistic

N Minimum  Maximum Mean Std. Deviation

SP 72 -66.22 460.00 26.0136 71.03877
GROWTH 72 -85.10 537.89 31.2651 80.47977
OPM 72 -2.80 50.34 18.1958 11.18810
NPM 72 -.66 41.04 13.0186 8.40887
ROA 72 -11 101.00 3.2769 11.73985
ROE 72 .75 40.65 16.7514 10.27015
EPS 72 -.82 930.10  1.2622E2 171.90074
FCF 72 -.26 8.02 .1165 .94812
DPR 72 .00 90.32 21.5176 26.44365
Valid N (list wise) 72

Source: Secondary Data was processed, 2012

Based on Table 1 shows that the
minimum value of -66.22 with stock price
maximum value 460, the average value of
26.0136, and the standard deviation of
71.03877. Growth minimum value of -
85.1 with a maximum value of 537.89,
the average value of 31.2651, and the
standard deviation of 80.47977. OPM
minimum value of -2.8 with a maximum
value of 50.34, the average value of
18.1958, and the standard deviation of
11.1881. The minimum value for NPM -
0.66. 41.04 with a maximum value,
average value of 13.0186, and the
standard deviation of 8.40887. ROA
minimum value of -0.11 with a maximum

value of 101, the average value of 3.2769,
and the standard deviation of 11.73985.
The minimum value of ROE of 0.75 with
a maximum value of 40.65, the average
value of 16.7514, and standard deviation
of 10.27015. EPS minimum value of -
0.82 with a maximum value of 930.1, the
average value of 1.2622, and the standard
deviation of 171.90074. FCF minimum
value of -0.26 with a maximum value of
8.02, the average value of 0.1165, and
standard deviation of 0.94812. The
minimum value of 0 with the DPR
maximum value of 90.32, the average
value of 215176, and the standard
deviation of 26.44365.

Table 2. Result of Autocorrelation Test

HModel Smmary™
Change Sisfisics
Mods Ajusied B Sid. Ermor of R Sopeare Durkin-
B R Square Squgre the Eslimale Cheanin F Change dil i Sin. F Change Walon
4HF 175 055 T 41THY 1.459 B 55 194 1843

a Prediciors: {Corestandl, FOF, ROA, GROWTH, SF, ROE, OPM, EPS, N
o Dependen ¥anable: DPR

PH

Table 3. Result of F-test

ANOVA"

S af
Srlaras

of

faan Souare =i

Regrasson
Rasaidual
Tatal

143292
aa384.140
ARSZY 502

a
S
5]

1017924
GET.094

1.4649 RS

4. Predictors, (Constant), FCF, ROA, GROWTH, 5P, ROE, OFM, EFS, REM

b, Cependant Yarlabla: DFR
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Table 4. Results of t-test

Standardized
Unstandardized Coefficients Coeflicients

IMode] E Std. Error Eeta t Sig.

1 (Constant) -1.753 9.419 - 186 853
SP AO16 Ri]ay] 030 238 813
GROWTH -.0049 041 -.0259 -.231 a1a
CFM Relny 850 L33y 844 347
[l -.532 1.283 -.1450 -413 Na=h]
ROA -.1581 270 -.0649 -.4961 R
ROE 1.347 623 A3 2161 0345
EFS -.0545 036 -.364 -1.536 130
FCF -1.955 3.76S =073 =519 GOE

a. Dependent Yariable: DFR

Table 5. Descriptive Statistics

N Minimum  Maximum Mean Std. Deviation

SP 72 .00 8.49 2.6297 1.95393
GROWTH 72 -99.06 491,51 39.9242 82.66708
OPM 72 -6.26 98.18 45,5522 18.87417
NPM 72 .90 100.68 38.5553 16.78079
ROA 72 .01 2.69 .9079 42563
ROE 72 .00 48.69 13.5168 7.51141
EPS 72 .00 15.26 2.4086 3.73330
FCF 72 -13 15 .0136 .04694
DPR 72 .00 1250.00 58.7382 146.21596
Valid N (list wise) 72

Source: Secondary Data was processed, 2012

Based on Table 2 and Table 3, the
ANOVA test between stock price (X1),
growth (X2), OPM (X3), NPM (X4),
ROA (X5), ROE (X6), EPS (X7), and
FCF (X8) to DPR Indonesia’s and
China’s banking firms (Y) in the table
above, the big unknown for calculating F
1.459 with a significance of 0.194
(significance level a = 0.05). This indi-
cates that no significant simultaneous
effect on dividend policy the company.

Based on the Table 4, we find out
that the only variable that affects on
dividend policy is return on equity.
Greater return on equity, lower dividend
paid. The other independent variables do
not affect on it.

China Banking

Descriptive statistics on dividend
policy, stock price, growth, profitability,
and free cash flow for China banking can
be seen in following Table 5.
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Based on table 5 shows that the
minimum value of 0.00 with stock price
maximum value 8.49, the average value
of 2.6297, and standard deviation of
1.95393. Growth minimum value of -
99.06 with a maximum value of 491.51,
the average value of 39.9242, and the
standard deviation of 82.66708. OPM
minimum value of -6.26 with a maximum
value of 98.18, the average value of
455522, and the standard deviation of
18.87417. The minimum value for NPM
0.9. 100.68 with a maximum value,
average value of 38.5553, and the stan-
dard deviation of 16.78079. ROA
minimum value of 0.01 with a maximum
value of 2.69, the average value of
0.9079, and standard deviation of
0.42563. The minimum value of ROE of
0 with a maximum value of 48.69, the
average value of 13.5168, and the
standard deviation of 7.51141. EPS
minimum value of 0 with a maximum
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value of 15.26, the average value of
2.4086, and the standard deviation of
3.7333. FCF minimum value of -0.13
with a maximum value of 0.15, the
average value of 0.0136, and a standard
deviation of 0.04694. The minimum
value of 0 with the DPR maximum value
of 1250, the average value of 58.7382,
and the standard deviation of 146.21596.

Based on Table 6 and Table 7, the
ANOVA test between stock price (X1),
growth (X2), OPM (X3), NPM (X4),
ROA (X5), ROE (X6), EPS (X7), and
FCF (X8) to DPR Indonesia’s and
China’s bank firms (Y) in the table above,
the big unknown for calculating F 8.287
with a significance of 0.000 (significance
level a 0.05). This indicates that
simultaneous or jointly significant effect
on dividend policy the company.

Based on the Table 8, we find out
that the only variable that affects on
dividend policy are stock price, growth
and OPM. The other independent
variables do not affect on it.

For Indonesia banking, only return
on equity influences on dividend policy.

greater return on equity, manager pays
lower dividend, because manager choose
to use internal source of fund (retained
earnings) to finance long term invest-
ments than use external sources. For
China banking, return on equity does not
influence on dividend policy. It means
that the whole companies and stock-
holders in China banking do not care
about dividend received. Potential inves-
tors who purchase the stocks of China
banking prefer to pursue capital gain than
dividend payments.

Variable, namely, stock price,
growth, and OPM that influence in
Indonesia banking because in stock price
if Crowded or not the transaction is
reflected in the behavior of investors in
stock trading. Investors Indonesia is often
a short-term deal for those who want
capital gains while Chinese investors are
very rarely make a deal because they
want a short-term dividend companies
issued every 3 months or a year. There-
fore, dividend data among company pins
2 countries China companies always give
dividends while Indonesia is very rare.

It means that in Indonesia banking,
Table 6. Result of Autocorrelation Test
Model Summary
Change Stafistics
Moce Adjusied R 5id. Emorof R Squane Drbin-
| i F Squzre Souare ihe Exfimiate Cheange F Change il it} Sig. F Change Wizizon
1 7ir 519 K[54 PERTLT 529 8287 3 ] non 2135
a Predidtors: (Constard), FCF, ROE, GROWTH, EFS, 5P, OPM, ROB, NP
h. Dependent Vanzole: DPR
Table 7. Result of F-test
AMOWAY
Surm arf
mlo el Sgquares of Mean Square F Sig.
1 Regression 41355614 a 5169.452 8.287 .oop=
Residual 3E206.474 54Q E232.839
Toatal FTE162 088 5T

a. Predictors: (Constant), FICF, ROE
b. Dependent Wwariahle: DPR
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Table 8. Result of t-test

Standardized
Unstandardized Coefficients Coeflicients

iade] B Std. Error Beta i Sig.

1 (Constant) a3.425 9138 £.393 ona
SP 9362 1.87H 540 4.991 ona
GROWTH =137 039 -.334 -3.493 oo
P =927 Bt - 496 -2.473 016
HP Aa0a 486 241 1.0349 an3
ROA -18.252 16.930 -.235 -1.078 285
ROE av3 ¥ab .08z 493 624
EPS -.0a7 .BE0 - 006 -.067 847
FCF -3.670 7212 -.043 -.438 b3

a. Dependent Yariahle: DPR

In growth because Linkages with
the provision of dividend growth if the
company is experiencing significant
growth and is consistent from year to
year, the-management company will con-
duct business line development decisions
by industry sector expansion. In the
expanding needs sufficient funds there-
fore to attract investors poured funds to
help finance the company's expansion
fund companies give more dividends than
hold its earnings for the next period.

In OPM because operating margin
is linked to the net as included in the
category of profitability ratios. So if
associated with management's decision
gives dividend if the company is pro-
fitable operation of the fairly high pro-
portion of internal funding allocations
placement companies can provide divi-
dends to investors. However, if the
surgery is not enough profit to be allo-
cated to the company's internal funding
does not provide dividends to investors
but are allocated on the balance sheet
heading retained earnings for the next
accounting period (next year).

Other variables, namely NPM,
ROA EPS and free cash flow do not
influence on dividend policy for both
Indonesia and China banking. It means
that the whole companies in Indonesia
and China banking do not account those
variables to pay dividends to the stock-
holders.
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Stock Price Influence on Dividend
Policy

There is a very noticeable differ-
rence when we relate the Indonesia Stock
Exchange with the stock market in China.
First look of distinction market capi-
talization issuers in Indonesia and China,
China's market capitalization is larger and
wider than Indonesia. And a second look
from the volatility between these two
Asian countries. The movement of stock
prices in Indonesia is evident from the
very high ratio of beta issuers shows that
stock price movement in Indonesia is
very interesting and crowded by the
investors of securities transactions, while
Chinese issuers few investors who
transact.

Crowded or not the transaction is
reflected in the behavior of investors in
stock trading. Investors Indonesia is often
a short-term deal for those who want
capital gains while Chinese investors are
very rarely make a deal because they
want a short-term dividend companies
issued every 3 months or a year. There-
fore, dividend data among company pins
2 countries China companies always give
dividends while Indonesia is very rare.

Growth Influence on Dividend Policy
China's banking companies listed
on the bourses there have averaged very
high and during the period 2007 to 2010
which lasted 4 years are always increase
asset growth in the banking firm. While
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the banking companies in Indonesia has
grown the company's assets that are less
stable and fluctuated in the intervening
four years.

Linkages with the provision of
dividend growth if the company is
experiencing significant growth and is
consistent from year to year, the mana-
gement company will conduct business
line development decisions by industry
sector expansion. In the expanding needs
sufficient funds therefore to attract
investors poured funds to help finance the
company's expansion fund companies
give more dividends than hold its
earnings for the next period.

Profitability Influence on Dividend
Policy

The results of the analysis in this
study suggests that profitability not affect
the company’s dividend policy. But the
OPM contained a significant influence on
dividends in China and the ROE con-
tained a significant influence on divi-
dends in Indonesia.

Operating margin is linked to the
net as included in the category of
profitability ratios. So if associated with
management's decision gives dividend if
the company is profitable operation of the
fairly high proportion of internal funding
allocations placement companies can
provide dividends to investors. However,
if the surgery is not enough profit to be
allocated to the company's internal
funding does not provide dividends to
investors but are allocated on the balance
sheet heading retained earnings for the
next accounting period (next year). And
this may be due to ROE is a measure of
profitability that shows how much net
profit to be gained from investment of the
company. ROE measures the company's
assets measures the ability to earn profits.
Profits can be retained and the company
may be distributed in the form of
dividends. So the increase in ROE com-
panies will increase the rate of return on

investment in the form of dividend
income.

Free Cash Flow Influence on Dividend
Policy

The results of the analysis in this
study suggests that the free cash flow
does not affect the company's dividend
policy. The results of this study support
previous research conducted by Endang
and Minaya (2005) who also found that
the free cash flow has no effect to
dividend payout ratio (DPR). This study
contradicts with research conducted by
Nurdiana (2007), Yunita (2008) who
found that free cash flow has influence on
dividend payout ratio (DPR).

This study found that the size of the
free cash flow does not affect the high
and low dividend payout. The greater free
cash flow the company's management
will have greater pressure from share-
holders to distribute dividends. If the
company wants to maximize shareholder
wealth by distributing dividends while the
condition of free cash flow is not possi-
ble, companies can use external finan-
cing. Companies tend to give priority to
internal funding to pay dividends when
demand is less then the funds are used as
additional external funding.

CONCLUSION

Based on research results and the
results of the analysis have been done in
the previous chapter, it can be concluded
as follows :

1. In the Indonesia banking companies
listed on the Indonesia Stock Ex-
change during the period 2007-2010,
for the percentages simultaneously
stock price, growth, OPM, NPM,
ROA, ROE, EPS, and free cash flow is
no significant effect on the dividend
payout ratio. But for partially, only
ROE percentage is significant effect.

2. In the China banking companies listed
on the Shanghai Stock Exchange
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during the period 2007-2010, for the
percentages  simultaneously  stock
price, growth, OPM, NPM, ROA,
ROE, EPS, and free cash flow is
significant effect on the dividend
payout ratio. But for partially, only
stock price, growth and OPM
percentage is significant effect.

Suggestion for this research are The
samples should be augmented by
including all banks in the Asia not just
Indonesia and China, The samples should
be added the study period. With the study
period is longer, may be obtained by the
research results more valid, Independent
variables used must be developed. This
development needs to be done because
many other variables that play a role in
influencing the dividend policy, such as
variable risk and debt.
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