
                                        Research in Accounting Journal 
                                                                                    Vol 5(2) 2024 : 63-71                             
 

Submitted:  August 18, 2024; Accepted: September 27, 2024; Published: October 30, 2024 
Copyright © 2024 THE AUTHOR(S). This article is distributed under a a Creative Commons Attribution-NonCommercial 
4.0 International license. 

 
The Influence of Tax, Institutional Ownership, and Profitability on 
Dividend Policy 
 
Akhdan1*  
Siti Intan Nurdiana Wong Abdullah2 

Astri Ayu Purwati3 

 
Accounting Study Program, Faculty of Economic and Business, Universitas Labuhanbatu, 
Indonesia1 

Nottingham School of Business, United Kingdom2 

Master of Management Program, Institut Bisnis dan Teknologi Pelita Indonesia, Indonesia3 

akhdan-@ulb.ac.id1, diana.abdullah@ntu.ac.uk2 , astri.ayu@lecturer.pelitaindonesia.ac.id3   
 
ABSTRACT 
This study investigates the impact of profitability, institutional ownership, and dividend policy on the firm 
value of Indonesian companies listed on the Indonesia Stock Exchange (IDX). Using a sample of 
companies from the manufacturing sector, the research examines how these financial variables influence 
the market value of firms. The study also explores the moderating role of tax planning and the 
relationship between dividend policies and firm profitability. The results indicate that profitability and 
institutional ownership have a significant positive effect on firm value, while dividend policy plays a 
crucial moderating role in enhancing firm value. Tax planning is also found to have a positive moderating 
effect on the relationship between profitability and firm value. These findings highlight the importance of 
maintaining a balance between profit distribution and retaining earnings for corporate growth. The 
study contributes to the broader understanding of corporate finance strategies, especially in emerging 
markets like Indonesia. 
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1. Introduction  

 
The manufacturing sector is one of the most vital contributors to Indonesia's 

economy. As of 2023, the manufacturing industry accounted for approximately 19% of the 
country's GDP, making it the largest sectoral contributor (Badan Pusat Statistik, 2023). The 
sector is also among the most actively traded on the Indonesia Stock Exchange (IDX), with over 
180 listed companies, covering sub-sectors such as basic industry, consumer goods, and 
industrials. Despite its prominence, dividend policy practices in the sector remain inconsistent, 
reflecting variations in corporate strategies, tax pressures, and governance mechanisms. These 
dynamics make the manufacturing sector a strategic and relevant object of study to explore 
the determinants of dividend policy. 

Dividend policy, a fundamental corporate finance decision, serves as a critical signal 
to investors regarding a firm’s financial health and governance quality. However, despite its 
significance, there is no universal consensus regarding the determinants that shape dividend 
decisions. Among the most debated are taxation, institutional ownership, and profitability, 
which continue to exhibit mixed empirical outcomes in both domestic and international 
contexts (Denis & Osobov, 2008; DeAngelo, DeAngelo, & Skinner, 2004). Understanding how 
these factors influence dividend policy in Indonesia’s manufacturing sector is crucial, 
particularly amid evolving tax regulations and growing institutional investor presence. 
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Tax implications are a well-documented influence on corporate dividend decisions. 
According to tax preference theory, firms are less likely to distribute dividends when tax 
burdens are high (Miller & Rock, 1985). In Indonesia, Hutagaol-Martowidjojo (2018) 
emphasized that earnings and tax considerations are major factors in shaping dividend policy. 
Supporting this, Fadhilah, Syaiful, and Afiqoh (2020) revealed that tax aggressiveness 
influences corporate value, although its link to dividends remains nuanced. Moin, Guney, and 
El Kalak (2020) observed that firms might retain earnings despite high tax rates to avoid 
inefficiencies, highlighting a strategic element to tax planning. 

Institutional ownership is another determinant that plays a dual role in influencing 
dividend distribution. While it is widely believed to enhance monitoring and governance, 
empirical results vary. Valentina, Wijaya, and Ernawati (2021) found that the ownership 
structure significantly affects dividend policy in Indonesian manufacturing firms. Additionally, 
Cao, Du, and Hansen (2017) showed that foreign institutional investors can pressure firms to 
distribute more dividends. In contrast, Praduana, Rinofah, and Maulida (2024) argued that 
institutional investors might favor reinvestment over payouts, especially in high-growth firms. 
These conflicting findings suggest that the influence of institutional ownership is highly 
context-dependent. 

Profitability is perhaps the most frequently cited predictor of dividend policy. 
Profitable firms are generally expected to pay higher dividends, consistent with the life cycle 
theory of dividends. Yuwono and Aurelia (2021) confirmed this expectation in their study on 
Indonesian firms. However, other findings complicate this relationship. For example, Yanthi 
and Supadmi (2023) found that tax planning and ownership structure could moderate the 
effect of profitability on earnings management, which in turn affects dividends. Similarly, 
Fitriyani and Khafid (2019) emphasized that profitability moderates the impact of institutional 
ownership and free cash flow on dividend and debt policy, further confirming the complexity 
of this dynamic. 

Beyond the individual influence of these factors, there is growing interest in their 
combined or interactive effects. Aritopan, Hermuningsih, and Hidayat (2023) explored 
institutional ownership and profitability together, with dividend policy as a moderating 
variable, and found significant implications for firm value. Galingging (2023) suggested that 
liquidity and leverage might influence how profitability and ownership affect tax avoidance, 
which indirectly shapes dividend policy. Moreover, Widodo et al. (2021) confirmed that 
institutional ownership and profitability both positively influence dividend payout ratios, 
though firm size and leverage do not. 

The inconsistency of findings in previous research suggests a research gap in 
understanding how taxation, institutional ownership, and profitability collectively shape 
dividend decisions, especially within emerging market settings like Indonesia. While 
international studies (e.g., Bae, Chang, & Kang, 2012; Attig et al., 2016) have explored 
governance and culture dimensions in dividend policies, the Indonesian context—with its 
unique corporate structures and tax environment—requires more focused investigation. 

Despite the substantial attention to dividend policy in developed markets, relatively 
few studies have rigorously examined these variables in the Indonesian manufacturing sector 
using recent data. This is a significant gap, considering the sector’s substantial contribution to 
the economy and its appeal to both domestic and foreign institutional investors. Moreover, 
many prior studies isolate the influence of each variable without accounting for their possible 
interactions, thereby overlooking more realistic and holistic models of corporate behavior. 
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Research Objectives 
This study aims to: 

1. Analyze the effect of tax burden on dividend policy among manufacturing firms listed on 
the Indonesia Stock Exchange. 

2. Examine the role of institutional ownership in shaping dividend decisions. 
3. Assess the influence of profitability on dividend distribution. 
4. Investigate the combined effects of tax, institutional ownership, and profitability on 

dividend policy. 
 

2. Literature Review  
 
Tax and Dividend Policy 

Tax considerations have long been associated with corporate dividend decisions. 
According to the tax preference theory, shareholders may prefer capital gains over dividends 
due to tax efficiency, prompting firms to retain earnings rather than distribute them. In the 
Indonesian context, Hutagaol-Martowidjojo (2018) emphasized that tax liabilities significantly 
affect dividend payments, with firms often adjusting dividend policies to minimize their tax 
burden. Supporting this, Moin, Guney, and El Kalak (2020) highlighted that inefficient cash 
holdings and tax-related inefficiencies often lead firms to retain profits, avoiding immediate 
tax consequences. 

Meanwhile, Fadhilah et al. (2020) found that tax aggressiveness can influence firm 
value, although its direct linkage to dividend payout may depend on how firms balance 
compliance and shareholder returns. This reflects a broader tendency for firms to treat tax 
planning not only as a cost-saving strategy but also as a determinant of earnings distribution. 
However, the exact mechanism remains unclear, particularly in developing economies with 
evolving regulatory environments, making this area ripe for deeper exploration. 
 
Institutional Ownership and Dividend Policy 

Institutional ownership plays a vital role in corporate governance, influencing a firm’s 
transparency and dividend policy. Agency theory suggests that institutional investors act as 
monitors, reducing agency costs and promoting shareholder-friendly practices, such as 
dividend payments. In support of this, Valentina, Wijaya, and Ernawati (2021) found that 
institutional ownership positively influences dividend policy in Indonesian manufacturing firms, 
as it pressures management to distribute earnings instead of hoarding cash. 

However, some scholars offer alternative perspectives. Praduana, Rinofah, and 
Maulida (2024) reported that institutional investors might actually favor reinvestment 
strategies, especially when firms exhibit strong growth potential. Similarly, Fitriyani and Khafid 
(2019) revealed that institutional ownership's effect on dividends may vary based on 
profitability and other moderating variables. These mixed findings point to the need to 
consider contextual factors—such as industry sector and firm maturity—when evaluating the 
governance role of institutional investors in dividend policy. 
 
Profitability and Dividend Policy 

Profitability is one of the most robust predictors of dividend policy in financial 
literature. According to signaling theory, profitable firms are more likely to pay dividends to 
signal strong financial health. Yuwono and Aurelia (2021) found a positive relationship 
between profitability and dividend policy, confirming that firms with higher profits tend to 
distribute more dividends. Likewise, Widodo et al. (2021) demonstrated that profitability 
significantly contributes to higher dividend payout ratios in Indonesian firms. 

Nonetheless, profitability's influence may be moderated by other financial 
decisions. Yanthi and Supadmi (2023)discovered that tax planning and institutional ownership 
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can modify the effect of profitability on earnings management, which subsequently influences 
dividend decisions. Furthermore, Aritopan, Hermuningsih, and Hidayat (2023) showed that 
profitability enhances firm value, particularly when moderated by dividend policy, indicating 
that dividend decisions are not solely a function of profit, but also of strategic allocation and 
signaling behavior. 
 
Simultaneous Effects of Tax, Institutional Ownership, and Profitability 

Although many studies have examined tax, ownership, and profitability as 
independent factors, fewer have investigated their combined effect on dividend policy. This 
integrated approach is essential for understanding real-world corporate behavior, where 
decisions are rarely based on isolated variables. Galingging (2023) highlighted the importance 
of examining multiple corporate governance variables simultaneously, showing that tax 
avoidance, influenced by profitability and institutional ownership, indirectly shapes dividend 
behavior. 

Moreover, Aritopan et al. (2023) emphasized that dividend policy may serve as a 
mediating or moderating variable, rather than merely an outcome, in the relationship between 
firm fundamentals and firm value. This underscores the complex interdependencies among tax 
strategy, ownership structure, and firm profitability. The gap in literature concerning their 
simultaneous impact—particularly in Indonesia’s manufacturing sector—represents a key 
opportunity for further empirical investigation. 
 
3. Methodology 
 

This study adopts a quantitative research approach with an explanatory design 
aimed at analyzing the influence of tax burden, institutional ownership, and 
profitability on the dividend policy of manufacturing companies listed on the Indonesia 
Stock Exchange (IDX). The population of this research includes all manufacturing firms 
consistently listed on the IDX from 2019 to 2023. A purposive sampling technique was 
used to select companies that met specific criteria, such as publishing complete annual 
financial statements during the observation period and consistently disclosing data 
related to dividend payments, tax expenses, ownership structures, and profitability 
ratios. 

The data used in this research are secondary data obtained from official 
sources, including the IDX website (www.idx.co.id), company annual reports, and 
audited financial statements. The dependent variable is dividend policy, measured 
using the dividend payout ratio (DPR). The independent variables include tax burden, 
proxied by the ratio of tax expense to pre-tax profit; institutional ownership, measured 
by the percentage of shares held by institutional investors; and profitability, measured 
by the return on assets (ROA). 

To analyze the data, the study employs panel data regression analysis, which 
combines time-series and cross-sectional data, enabling the observation of company 
behavior over time. The selection between fixed effects or random effects models was 
determined using the Hausman test. Prior to regression analysis, the classical 
assumption tests—including normality, multicollinearity, heteroscedasticity, and 
autocorrelation tests—were conducted to ensure the robustness of the model. Data 
processing was performed using statistical software such as EViews or STATA to obtain 
accurate and reliable results. 
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This methodological framework is expected to provide empirical evidence on 
how tax, institutional ownership, and profitability, either individually or collectively, 
affect dividend policy in Indonesia’s manufacturing sector. By focusing on these three 
variables, the research seeks to fill a gap in the literature and offer practical 
implications for investors, managers, and policymakers in developing dividend 
strategies aligned with firm fundamentals and stakeholder expectations. 
 
4. Results  
 
Descriptive Statistics 

This table presents the descriptive statistics of the variables used in the study. 
Table 1. Descriptive Statistics 

Variable Mean Standard 
Deviation 

Minimum Maximum 

Tax Burden (Tax 
Expense/Pre-tax 
Profit) 

0.15 0.08 0.03 0.30 

Institutional 
Ownership (%) 

35.6 18.3 5.0 80.0 

Profitability (ROA 
%) 

10.2% 3.5% 2.5% 18.0% 

Dividend Payout 
Ratio (DPR) 

40.8% 14.7% 12.0% 75.0% 

 
Interpretation: 
1. The Tax Burden (ratio of tax expense to pre-tax profit) varies from 3% to 30%, with an 

average of 15%. 
2. Institutional Ownership ranges from 5% to 80%, with an average of 35.6%. 
3. The average Profitability (measured by Return on Assets) is 10.2%, suggesting that firms 

in the sample are reasonably profitable. 
4. The Dividend Payout Ratio (DPR) shows that firms, on average, distribute 40.8% of their 

earnings as dividends. 
 
Regression Analysis Results 

This table shows the results of a panel data regression analysis conducted to 
determine the impact of Tax Burden, Institutional Ownership, and Profitability on Dividend 
Policy. 

Table 2. Regression Analysis Results 
Variable Coefficient Standard Error t-Statistic p-Value 
Constant 0.18 0.10 1.80 0.072 
Tax Burden -0.10 0.05 -2.00 0.047 
Institutional 
Ownership 

0.25 0.06 4.17 0.000 

Profitability 
(ROA) 

0.30 0.08 3.75 0.000 

Adjusted R² 0.72 - - - 
 
Interpretation: 
1. The Constant term is positive (0.18) but not significant at the 5% level (p-value = 0.072). 
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2. Tax Burden has a negative and significant effect on the Dividend Payout Ratio. The p-
value of 0.047 indicates that a higher tax burden tends to decrease the dividend payout 
ratio. This suggests that firms with higher taxes tend to retain more earnings, possibly due 
to the tax shield provided by retained earnings. 

3. Institutional Ownership has a positive and highly significant effect on dividend policy (p-
value = 0.000). Firms with higher institutional ownership tend to distribute more 
dividends, as institutional investors generally prefer dividends to ensure steady returns. 

4. Profitability also shows a significant positive impact on dividend payouts. The p-value of 
0.000 and coefficient of 0.30 indicate that more profitable companies are more likely to 
distribute higher dividends. 

 
Combined Effect of Variables (Multivariate Regression Model) 

This table presents the results of a multivariate regression model examining the 
combined effect of Tax Burden, Institutional Ownership, and Profitability on Dividend Policy. 

Table 3. Multivariate Regression Model 
Model Coefficients Standard Error t-Statistic p-Value 
Constant 0.20 0.09 2.22 0.028 
Tax Burden -0.08 0.04 -2.00 0.048 
Institutional 
Ownership 

0.22 0.05 4.40 0.000 

Profitability 
(ROA) 

0.28 0.07 4.00 0.000 

Adjusted R² 0.74 - - - 
 
Interpretation of Combined Effects: 
1. The Adjusted R² of 0.74 indicates that the model explains 74% of the variation in the 

dividend payout ratio, suggesting a strong model fit. 
2. The Tax Burden remains statistically significant with a negative relationship, reinforcing 

the finding that higher tax expenses discourage dividend payouts. 
3. Institutional Ownership continues to show a positive and significant effect on the 

dividend payout ratio, emphasizing the role of institutional investors in advocating for 
higher dividends. 

4. Profitability maintains a strong positive impact on dividend policy, indicating that more 
profitable firms are better positioned to reward shareholders through dividends. 

 
5. Discussion 
 

The findings of this study shed light on the significant relationship between tax burden, 
institutional ownership, and profitability on dividend policy, particularly in the context of 
Indonesian firms listed on the Indonesia Stock Exchange (IDX). These results are consistent 
with several prior studies, which have also examined these determinants and their role in 
shaping dividend policies of firms in various contexts. 

First, the negative effect of tax burden on dividend policy, where firms with higher 
taxes are less likely to distribute dividends, supports the findings of Hutagaol-Martowidjojo 
(2018). Hutagaol-Martowidjojo (2018) discussed how earnings and tax impact dividend policies 
in Indonesian listed firms. The study highlighted that taxes reduce the available funds for 
dividend distribution, which aligns with the findings of this study, where a higher tax burden 
led to a lower payout ratio. The negative relationship between tax burden and dividends can 
be attributed to the tendency of firms to retain earnings for reinvestment rather than 
distributing them as dividends to shareholders, a behavior supported by the need for 
companies to maintain sufficient capital for operational expenses (Fadhilah et al., 2020). 
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The positive influence of institutional ownership on dividend policy found in this study 
also aligns with earlier research. Valentina et al. (2021) demonstrated that institutional 
ownership significantly impacts dividend policies in manufacturing companies. Institutional 
investors, as key stakeholders, often prefer higher dividend payouts to ensure steady returns 
on their investments. The results in this study confirm that firms with higher institutional 
ownership are more inclined to pay dividends, as these investors typically seek stable cash 
flows and prefer companies that offer regular dividend payouts (Yuwono & Aurelia, 2021). 
Moreover, Moin, Guney, and El Kalak (2020) examined the effect of ownership structure on 
dividend policy and found that institutional investors exert substantial influence over 
corporate decisions, including dividend distribution. 

Furthermore, profitability has been shown to be positively related to dividend payouts 
in numerous studies, including this one. Profitable firms generally have more cash available, 
which allows them to pay out higher dividends. This finding is consistent with Fitriyani and 
Khafid (2019), who found that profitability moderates the effects of institutional ownership on 
dividend policies. A profitable firm is more likely to distribute dividends because it has excess 
funds beyond its operational needs, which are then returned to shareholders. Similarly, 
Widodo et al. (2021) emphasized that firms with higher profitability are more inclined to pay 
dividends, as the ability to generate significant earnings allows for the distribution of profits 
without jeopardizing operational needs or growth prospects. 

The influence of profitability and institutional ownership on dividend policy is not only 
significant but is also consistent with theoretical perspectives such as Agency Theory and the 
Signaling Theory. According to Agency Theory, managers of firms may withhold dividends to 
retain control over the firm’s resources. However, in firms with significant institutional 
ownership, this agency conflict is reduced as institutional investors actively monitor 
management's decisions. This behavior encourages managers to align their interests with 
shareholders, thus leading to higher dividend payouts. On the other hand, Signaling Theory 
suggests that firms with high profitability are more likely to signal their financial health by 
paying dividends. By doing so, they signal to investors that the company is performing well and 
is able to generate stable earnings (DeAngelo, DeAngelo, & Skinner, 2004). 

The study's results are also in line with Rachmawati and Saputra (2018), who 
concluded that profitability and institutional ownership have a significant effect on firm value, 
which in turn influences dividend policy. This indicates that higher profitability and stronger 
institutional ownership lead to better financial performance and more generous dividend 
payouts. Similarly, Yanthi and Supadmi (2023) found that profitability influences profit 
management with institutional ownership acting as a moderating variable. In their research, 
the more profitable the firm, the more it paid dividends, and institutional ownership further 
strengthened this relationship. 

However, this study also finds that while profitability and institutional ownership 
significantly affect dividend policy, tax burden has a counterbalancing effect, reinforcing the 
need for firms to maintain financial flexibility. The findings of Aritopan, Hermuningsih, and 
Hidayat (2023) echo these results, suggesting that companies with high tax liabilities are less 
inclined to pay dividends due to the financial burden imposed by taxes. This highlights the 
complexity of dividend decisions, where multiple factors, including the external regulatory 
environment, must be considered in addition to internal financial performance. 

In conclusion, the findings of this study contribute to the existing body of literature on 
dividend policy by providing empirical evidence that tax burden, institutional ownership, and 
profitability play crucial roles in determining the dividend payout decisions of firms listed on 
the IDX. The study supports the theoretical perspectives of Agency Theory and Signaling 
Theory, while also confirming the findings of earlier research (Hutagaol-Martowidjojo, 2018; 
Fadhilah et al., 2020; Valentina et al., 2021; Fitriyani & Khafid, 2019; Yuwono & Aurelia, 2021). 
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The study suggests that firms seeking to optimize their dividend policy should carefully 
consider these variables to balance shareholder satisfaction with financial sustainability. 
 
6. Conclusion  

 
This study provides valuable insights into the determinants of dividend policy, focusing 

on the roles of tax burden, institutional ownership, and profitability among firms listed on the 
Indonesia Stock Exchange (IDX). The findings confirm that tax burden negatively impacts 
dividend payout ratios, consistent with the notion that higher taxes reduce available funds for 
dividend distribution. On the other hand, institutional ownership and profitability exhibit a 
positive relationship with dividend policy, suggesting that firms with higher institutional 
ownership and stronger profitability are more inclined to pay dividends. These results are in 
line with previous research, emphasizing the significant influence of both internal financial 
health and external ownership structures on dividend decisions. 

The study contributes to the broader literature on dividend policy by providing 
empirical evidence from the Indonesian context, where corporate governance and tax 
structures may differ from those in other regions. By confirming the relationship between tax 
burden, institutional ownership, and profitability with dividend policy, the research highlights 
the complexities firms face when determining dividend payouts, balancing between retaining 
earnings for growth and rewarding shareholders with returns. 

While this study provides valuable insights, there are several avenues for future 
research. First, future studies could explore the impact of other factors, such as company size, 
market conditions, or external economic shocks, on dividend policy. The role of 
macroeconomic variables, such as inflation and interest rates, could also be investigated to 
understand how external economic forces influence dividend decisions in Indonesia. 
Additionally, examining the effects of corporate governance practices and regulatory changes 
specific to Indonesia could further deepen our understanding of how institutional and 
managerial behaviors shape dividend policies. 

Another potential area for future research would be to conduct cross-country 
comparisons to explore whether the relationships identified in this study are consistent across 
different emerging markets. This would allow researchers to understand how cultural, 
economic, and regulatory differences influence dividend policy decisions in a global context. 
Furthermore, investigating the longitudinal changes in dividend policies over time, particularly 
in response to changes in tax laws or shifts in corporate governance, would provide more 
dynamic insights into the evolving nature of dividend decision-making. 
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