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ABSTRACT

The capital market in Indonesia includes many companies from several sectors. One company that cannot be
separated from the Indonesian stock market is a consumer goods company. The research aimed to analyze the effect
of profitability and capital structure on the company with dividend policy as moderating variable to the consumer
goods companies registered on the Indonesia Stock Exchange in the period of 2014-2018. The population in the
research was consumer goods companies with subsector of food and drink, cigarette, cosmetic pharmacy, and
household goods and appliances. The research applied purposive sampling and obtained 15 companies with 5
years of observation or around 75 samples. Then, the data were analyzed using Smart PLS 3.0. The analysis result
shows that profitability, capital structure, and company size positively and significantly influence the company
value. However, dividend policy cannot moderate the effect of profitability and capital structure on the company
value. The dividend policy can moderate the effect of company size on the company value. Then, profitability,
capital structure, and company size influence the company value of 88,6%, while the other factors influence the
rest. Investors should decide on issuers with high profitability above 5%, the optimal capital structure with the
debt-to-equity ratio between 0,8-1,2, and total assets above five trillion Rupiah.

Keywords: dividend policy, consumer goods company, company profitability, capital structure

INTRODUCTION

The company value can be reflected in its
market stock. The company value can bring the
maximal prosperity of stockholders if the stock price
of the company increases. The higher the stocks are,
the higher the shareholder’s wealth will be. The stocks
in the capital market are taken based on the agreement
between the demand and supply of investors. The
capital market in Indonesia consists of many companies
from several sectors. In implementing the operational
activity, consumer goods companies cannot be
separated from the Indonesian stock market. Stock as
one of the investment instruments has the highest risks.
Investors often search for investment options that offer
a certain amount of risk with the highest return by
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taking into account the company value of an issuer.
The company value shows the investor’s perception
regarding the company’s success rate in managing
resources, which is reflected in the company’s share
price at the end of the current year. A company’s
performance can be seen from the analysis of financial
ratios to interpret the situation of a company’s overall
financial performance. It includes showing the cost of
the corporation (Yundhari & Sedana, 2020).

Company value can reflect the condition of
the company. The better the company value is, the
more prospective investors will see the company,
and vice versa. Moreover, the sharcholders’ values
will increase if the company value has a high return
on investment (Sitanggang, Bukit, & Erwin, 2019).
Company value is the essential thing that the company
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must obtain to the maximum (Rahmantari, Sitiari, &
Dharmanegara, 2019). The maximum assessment of
a company can be seen from its ability to survive so
that it can be maintained properly (Rumajar, Hardi, &
Kurnia, 2018). Company value is also the investor’s
perception of the company’s success rate, which is
often associated with the stock price (Tondok, Pahlevi,
& Aswan, 2019). The company value can increase due
to investors’ assumptions on the company’s internal
factors. Company value is very important because the
high company value will be followed by shareholders’
high prosperity (Rosada & Idayati, 2017). According
to Husnan and Pudjiastuti (2015), the company value
is the price that a prospective buyer is willing to pay
if the company is sold. In the research, the company
value is measured using Tobin’s Q equations. It is
the indicator to assess the company performance,
especially related to the company value, which shows
the management performance in managing the active
company.

The company value is very crucial for the
company. It is important to explore all the possible
factors that will improve the company value. The
internal factors that can impact the company value
are profitability, capital structure, company size, and
company growth.

One of the ways to maximize company value
lies in profitability. Profitability is the profit generated
by the company as a result of business activities. A
company must be clever in using company assets
to generate profits, and it is called a profitability
ratio (Ariyani, Pangestuti, & Raharjo, 2018). If the
company is considered profitable, the company will
try to avoid selling shares and choose to get funds in
other ways, including debt that exceeds the average
capital structure (Nurfitriana & Fachrurrozie, 2018).
Profitability is also an indicator of management
performance in managing the wealth of a company
in the form of generated profits (Tho’in & Prastiwi,
2019).

According to Sunyoto (2013), profitability is the
company’s ability to make a profit. High profitability
is related to good company prospects, which stimulate
investors to increase demand for stocks. As a result,
higher profitability can lead to an increase in the
company’s stock price. The highest stock price has an
impact on a higher company value. From the investor’s
perception, financial report analysis is one of the ways
to predict the company’s future. However, the review
of financial statements will be useful from the point
of view of management to help predict potential
situations and, more importantly, the first point for the
planning measures to enhance the company’s success
in the future. If management wants to maximize the
company value, it needs to strengthen the company
and fix its weakness (Paminto, Setyadi, & Sinaga,
2016). The relationship between capital structure
and profitability cannot be ignored because the
improvement in profitability is necessary for the long-
term survivability of the company (Khoiro, Suhadak,
& Handayani, 2016). The problem is the effectiveness
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of management in using total assets and net assets.
The net profit assesses the effectiveness of the assets
to produce a profit. According to Fahmi (2012), the
equation of Return on Asset (ROA) is as follows.

ROA-= Profit after tax/Total assets (D

One of the decisions that must be faced by
the manager of the company in relationship with the
continuity of operations of the company is a capital
structure decision. It can be said that the capital
structure affects the company value. According
to Rodoni and Ali (2014), capital structure is the
proportion in determining the fulfillment of company
spending needs. The fund is obtained using the
combination or source guide from the long-term funds
of outside and inside companies. Companies with a
good business development level, in the long run, will
provide large profits to investors (Purwanti, 2020). The
capital structure has an important role in the company.
The optimal or sub-optimal capital structure will have
implications for the financial position of the company
(Rusnindita, 2020). According to Kasmir (2014), the
equation to count the debt-to-equity ratio is as follows.

DER= Total debt/Equity 2)

Then, in the management of the consumer goods
company, the total assets owned by the company show
the company size. The company size reflects the scale of
assets owned by a company (Putu, Moeljadi, Djumabhir,
& Djazuli, 2014). The larger the company size is, the
easier it is to get internal or external sources of funds,
which can affect the company value. Large companies
have been pushed to increase the company’s economic
growth due to enhanced company value. Companies
with total assets have reached a stage of maturity. At
this stage, the company’s cash flow is positive and has
good prospects (Gunawan, Pituringsih, & Widyastuti,
2018). According to Hasnawati and Sawir (2015), an
indicator of company size is the total assets, as shown
in Equation (3).

Total Assets= Ln (Total assets) 3)

Then, the dividend is the payment of a portion
of profits from a company to shareholders. The
dividend payments are one of the information awaited
by shareholders. They perceive dividend payments
as an indication of the company’s financial health or
a representative of its value (Surjandari, Anggraeni,
Arlita, & Purba, 2019). According to Halim (2015),
stock price fluctuation is determined by the company’s
ability to make a profit. If profit obtained by the
company is relatively high, the pay is also relatively
high. If dividends of that pay are relatively high, it
positively impacts the exchange price of stocks, and
investors will want to buy it. It causes the request
for stock to increase, and eventually, the price also
increases.

Moreover, the dividend policy is the decision
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if the company’s income will be paid as dividends to
shareholders or held in the form of retained earnings to
fund potential investment (Sartono, 2012). According
to Sudana (2015), Dividend Payout Ratio (DPR)
assesses how much the share of net income after tax
is paid as dividends to shareholders. The ratio is the
proportion of dividend to each share with the profit
(Ifada, Faisal, Ghozali, & Udin, 2019). The DPR is
shown in Equation (4).

DPR= Dividend/Earning after tax 4)

The research aims to examine, test, and analyze
the effect of profitability on company value, capital
structure on company value, and company size on
company value in consumer goods companies listed on
the Indonesia Stock Exchange in the period of 2014-
2018. Then, the research uses additional variables
as moderation variables as a novelty of the research.
The dividend policy is the moderating variable that is
proxied by the consumer goods company. It is used
as a moderating variable for the relationship between
capital structures and profitability on the company
value because it is an integral part of the company’s
financing decisions regarding its internal spending.
Hence, the effect on the value of a company or the
company’s stock price can be seen. Dividend policy
also becomes the center of attention of many parties
as shareholders, creditors, or the other external party
have the interests of the information released by the
company. Thus, it implies that dividend policy can
moderate the effect of profitability, capital structure,
and company size on company value in consumer
goods companies.

Based on the explanation, the research proposes
several hypotheses as following:

HI1: Profitability affects company value in consumer
goods companies registered on Indonesia Stock
Exchange in the period of 2014-2018.

H2: Capital structure affects company value in
consumer goods companies registered on
Indonesia Stock Exchange in the period of
2014-2018.

H3: Company size affects company value in
consumer goods companies registered on
Indonesia Stock Exchange in the period of
2014-2018.

H4: Dividend policy moderates the effect of
profitability on company value in consumer
goods companies registered on Indonesia Stock
Exchange in the period of 2014-2018.

HS5: Dividend policy moderates the effect of capital
structure on company value in consumer goods
companies registered on Indonesia Stock
Exchange in the period of 2014-2018.

H6: Dividend policy moderates the effect of
company size on company value in consumer
goods companies registered on Indonesia Stock
Exchange in the period of 2014-2018.

Dividend Policy as Moderating ..... (Nagian Toni et al.)

The benefit of the research is to assist an investor
to choose companies with high profitability, strong
capital structure, and large company scale. Moreover,
for the companies, they should consider conditions
related to the efficiency of company value, increase
the profit of the company, and maintain optimal or
strong capital structure.

METHODS

The research applies a quantitative approach
with the explanatory method as the research type. The
data are financial statements from consumer goods
companies listed on the Indonesia Stock Exchange in
the period of 2014-2018. Those data are obtained from
the website of the Indonesia Stock Exchange (www.
idx.co.id).

The population in the research is 15 companies.
The population is taken from food and beverage,
cosmetics, household, and pharmacy as the subsector
of consumer goods companies. The sample is
collected using purposive sampling with simple
random sampling or without considering systematic
requirements. SmartPLS 3.0 is also used to analyze
the sample. This tool is used since it is related to data
normality that has no requirement for the total of the
samples. Linear regression equation (see Equation (5))
can determine the relationship between dependent and
independent variables.

Y=a+b1X1 +b2X2 + bnXn + e (5)

Notes:

Y = Dependent variable

X = Independent variable

a = Constant

b = Coefficient of independent variable
e = Error

Moreover, the research implements inner
model analysis to assess the significance for the
path coefficient or t-value of each path between the
studied variables. The value of the path coefficient
or inner model shows the magnitude of the influence
of exogenous latent variables on endogenous latent
variables. The latent variable relationship arrow
shows the standardized coefficient path value. If the
standardized coefficient path value is bigger or equal to
0,1, The effect of exogenous variables on endogenous
variables is significant (the greater the value is, the
greater the effect will be). It can also be assessed
through the path coefficient score indicated by the
t-statistic value. The value must be bigger or equal to
1,96 for a two-way test (two-tailed) and 1,64 for one-
way testing (one-tailed) to o= 5% (Hair, Black, Babin,
& Anderson, 2010). The end result from the structural
model with significance model is implemented using
the bootstrap method (non-parametric method). It
causes PLS not to use the assumption since the data are
normally distributed. So, the parameter significance
test cannot be implemented (Hair, Ringle, Sarstedt, &
Hult, 2014).
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RESULTS AND DISCUSSIONS

Table 1 shows the minimum value, maximum
value, mean value, and deviation standard from the
profitability (X1), capital structure (X2), company size

(X3), dividend policy (Z), and company value (Y).

Table 1 The Results of Descriptive Analysis

Variable N Mean  Median Min. Max. IS)ted‘:
X1 75 0,150 0,104 0,029 0,527 0,120
X2 75 0,842 0,621 0,074 3,029 0,644
X3 75 29,691 29,637 26,543 32,201 1,457
Y 75 4,840 2,927 0,853 23286 5,026
zZ 75 0,506 0,430 0,084 1,535 0,305

Profitability has the minimum value of 0,029
and the maximum value of 0,527. Meanwhile, the
mean value of 0,150 is with the deviation standard of
0,120. Next, the capital structure shows the minimum
value of 0,074 and the maximum value of 3,029. Then,
the mean value of 0,842 is with the deviation standard
of 0,644.

Company size has a minimum value of 26,54
and maximum value of 32,20. Meanwhile, the mean
value 0f 29,691 is with the deviation standard of 1,457.

Dividend Policy

However, the company value has a minimum value of
0,853 and maximum value of 23,286. Moreover, the
mean value of 4,840 is with the deviation standard
of 5,026. Next, dividend policy shows the minimum
value of 0,084 and maximum value of 1,535. The
mean value of 0,506 is with the deviation standard of
0,305.

The loading factor describes how much the
indicators are related to each construct. Figure 1
shows that all indicators have a loading factor value
of 1,000. It means that indicators are already valid
because the loading factor value fulfills the criteria that
the construct loading factor must be above 0,70. The
results show a good relationship between indicators
with each construct.

The result from the Inner model of the R-squared
test is shown in Table 2. It shows that profitability
(X1), capital structure (X2), and company size (X3)
can explain the company value (Y) around 88,6%.
Meanwhile, the remaining (11,4%) is from other
variables.

Table 2 Determination Coefficient

R-Squared R-Squared Adjusted

Company

Value 0,896 0,886

\ Dividend Policy \

=5 Moderating
Varizble of 0,004 = Maodersting 0,032
Profitability 1,000 _. Profitability Varizble of
‘“““--‘__hh__H Capital
0,685
Profitability ! Structure
Capital - _. _ o2az Company
Structure ! Walue
Capitsl
Structure
Company
Value
Company 1,000 —. l
Size
company 0,105
Size
Dividend Policyas
Madarzting Varizble of Dividend  __ ., oo _.
Company Size Paolicy !

Dividend Policy

Figure 1 Model for PLS Algorithm Calculation
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Table 3 The Results of Hypothesis Test

Original  Sample  Standard -Statistic P-Values

Hypotheses Article Mean Deviation (|O/STDEV))
((0)) ™M) (STDEYV)

Company size on company value 0,139 0,131 0,042 3,324 0,001
Profitability on company value 0,733 0,715 0,137 5,359 0,000
Dividend policy as moderating variable of 0,207 0,191 0,073 2,842 0,005
company size on company value
Dividend policy as moderating variable of -0,055 -0,024 0,130 0,422 0,673
profitability on company value
Dividend policy as moderating variable of 0,035 0,054 0,068 0,515 0,607
capital structure on company value
Dividend policy on company value 0,100 0,082 0,083 1,209 0,227
Capital structure on company value 0,269 0,236 0,092 2,940 0,003

There are several results based on Table 3. First,
the hypothesis test shows that the profitability effect
on the company value has a path coefficient of 0,733
with a significance of t-statistics value of 5,359 (bigger
than 1,96) and p-value of 0,000 (smaller than 0,05). It
means that profitability has a positive and significant
influence on the company value in consumer goods
companies registered on Indonesia Stock Exchange in
the period of 2014-2018. The results are confirmed by
Chen and Chen (2011). There is a positive influence of
profitability on company value. Profitability may affect
the desire of the investors to invest. If the company has
a high level of debt, it may cancel the positive effect
of profitability on company value. The positive effect
of profitability on company value means that high net
income reflects the ability of the company to improve
its profit. Therefore, it will improve the stock request
and eventually the company value. High-profit rates
always get a positive response from investors seen
from the increase in the request of stock and improve
the stock price in the capital market.

Second, the influence of capital structure on the
company value has the path coefficient of 0,269 with a
significance of t-statistics of 2,940 (bigger than 1,96)
and p-value of 0,003 (smaller than 0,05). The results
imply that capital structure has a positive and significant
influence on the company value in consumer goods
companies registered on Indonesia Stock Exchange
in the period of 2014-2018. The results prove that the
positive influence of capital structure on company
value shows an increase of debt due to business
development. For example, the availability of goods
eventually can give the profit for the company. It has
a positive impact on company performance because
the effective use of debt will generate high profits
and ultimately increase company value. According to

Dividend Policy as Moderating ..... (Nagian Toni et al.)

Ramdhonah, Solikin, and Sari (2019), capital structure
positively influences company value. Moreover, good
corporate governance, loan interest rates, and others
can moderate the effect of capital structure on company
value. Good corporate governance is a system that
contains a set of regulations governing relationships
among shareholders, management (managers) of the
company, creditors, government, employees, and other
internal and external stakeholders in relation to their
rights and obligations. In other words, it is a system
that regulates and controls a company to increase
added value for all interested parties (stakeholders)
(Mulyadi, Sihabudin, & Sinaga, 2020).

Third, the hypothesis test shows that the
influence of the company size on the company value
has a path coefficient of 0,139 with a significance of
t-statistics of 3,324 (bigger than 1,96) and p-value of
0,001 (smaller than 0,05). It means that company size
has a positive and significant influence on the company
value in consumer goods companies registered on
Indonesia Stock Exchange in the period of 2014-
2018. It shows that the larger the company size is,
the higher the company value will be. As a result,
large businesses tend to expand easily than small
businesses. Creditors will have greater confidence in
large companies. Hence, it will be easier to obtain
debt for the company’s expansion. The company
that implements the trend of expansion will generate
profit, and it will help to increase the company value.
According to Rozi and Almurni (2020), profitability
and liquidity significantly affect cash dividend policy.
However, leverage does not affect the cash dividend
policy. Then, company size strengthens the effect of
profitability and liquidity on cash dividend policy
and does not moderate the effect of leverage on cash
dividend policy.
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Fourth, the effect of dividend policy as
moderating variable of profitability on company value
has the path coefficient of -0,055 with a significance of
t-statistics of 0,422 (smaller than 1,96) and p-value of
0,673 (bigger than 0,05). It can be said that dividend
policy cannot moderate the effect of profitability on
the company value in consumer goods companies
registered on Indonesia Stock Exchange in the period
0f2014-2018. The analysis proves that dividend policy
is unable to moderate the effect of profitability on
company value. It is because the investors pay attention
to not only dividend policy but also the company’s
fundamental factors. In this case, profitability shows
the overall performance of the company. The increase
in profit can enhance the company’s profitability
(Mufidah & Sucipto, 2020). The company value is
influenced by profitability that dividend policy cannot
moderate the effect of profitability on company value.
The profitability enhancement will increase the shared
dividend so that the investors can give more value to
the company (Ramdhonah et al., 2019). The results
are in line with Mufidah and Sucipto (2020). The
dividend policy weakens the leverage relation to the
stock return. Otherwise, the dividend policy cannot
moderate the profitability relationship and investment
opportunity against the stock return.

Fifth, the influence of dividend policy as
moderating variable of capital structure on the
company value has a path coefficient of 0,035 with a
significance of t-statistics of 0,515 (smaller than 1,96)
and p-value of 0,607 (bigger than 0,05). It shows that
the dividend policy is unable to moderate the effect of
capital structure on the company value in consumer
goods companies registered on Indonesia Stock
Exchange in the period of 2014-2018. It indicates that
capital structure is well-managed and increases the
company’s profitability and value. Therefore, if the
capital gain is bigger, then the investors might expect
a bigger capital gain than the dividend. The results
are different from Irawati and Komariyah (2019)
mentioning a positive influence of dividend policy
on the capital structure. Moreover, based on Brigham
and Houston (2010), dividend payments made by a
company to shareholders may affect the company’s
external balance. If the internal funds are not adequate,
the company will find another way to find the external
funds, such as debts. However, the increase of debts
can affect the sizeable net profit that is available to
investors, including the accepted dividends (Kraft,
Qu, Quatraro, & Ravix, 2013).

Sixth, the hypothesis test shows that the
influence of dividend policy as moderating variable
of company size on company value has the path
coefficient of 0,207 with a significance of t-statistics of
2,842 (bigger than 1,96) and p-value of 0,005 (smaller
than 0,05). It means that dividend policy can moderate
the effect of company size on the company value in
consumer goods companies registered on Indonesia
Stock Exchange in the period of 2014-2018. According
to Apriliyanti, Hermi, and Herawaty (2019), investors
tend to choose a company that pays dividends rather

than capital gain because of its certainty. Hence, the
dividend increase will also increase the company
value. The results are also supported by Rahmawati,
Darmawan, Setyarini, and Bagis (2021). Company
performance or value will be considered good and
profitable if the dividend distribution to stakeholders
is higher. Therefore, it can be seen that the dividend
distribution has a positive impact on company size
toward the company value. Investors will appreciate
the highest stock number for the companies with
higher rates and payment of dividends.

CONCLUSIONS

Based on the results of data analysis, the main
finding is that profitability, capital structure, and
company size has a positive and significant influence
on the company value in consumer goods companies
registered on Indonesia Stock Exchange in the period
of 2014-2018. The dividend policy also moderates
the effect of company size on the company value.
However, the dividend policy cannot moderate the
effect of profitability and capital structure on company
value. Hence, it can be concluded that the company
value is affected by profitability, capital structure, and
company size. Then, the dividend policy is only able
to moderate the effect of company size against the
company value.

The implication of the research is expected
to help investors to choose companies with high
profitability, strong capital structure, large company
size, total assets of five trillion Rupiah or more, and
regular payment of dividends every year. Moreover, the
companies need to focus on profitability by observing
cost efficiency, increasing company turnover, and
maintaining capital structure.

There is a limitation in the research. The research
analyses consumer goods company listed on Indonesia
Stock Exchange from 2014 to 2018. It is also limited
to the profitability, company structure, and dividend
policy. Therefore, for further research, it is suggested
to analyze other company sectors, such as real estate
company, property company, manufacture, and market
company listed on the Indonesia Stock Exchange.
Moreover, future research can analyze other factors
that still affect the company value. For example,
the indicators include asset productivity, liquidity,
implementation of good corporate governance, and
others.
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