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ABSTRACT : The purpose of this study is to determine the effect of profitability on firm value with dividend
policy as a mediating variable in manufacturing companies. This research was conducted in all manufacturing
companies listed on the Indonesia Stock Exchange (IDX) in the 2016-2018 period. The number of samples in
this study were 37 companies using the purposive sampling method. Data collection was carried out using non-
participant observation methods, namely through financial report data published on the official IDX website,
namely www.idx.co.id. The data analysis technique used in this study is the path analysis . The results of the
analysis show that profitability has a significant positive effect on firm value. Profitability has a significant
positive effect on dividend policy. Dividend policy has a significant positive effect on firm value. The dividend
policy significantly mediates the effect of profitability on firm value in manufacturing companies.
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l. INTRODUCTION

The main objective of financial management is the welfare of its shareholders. Management is expected
to be able to bring the firm to a good performance so that it can increase firm value and lead to the welfare of
shareholders (Astuti & Yadnya, 2019). The existence of a firm value is very important because it reflects the
firm's performance which can affect investors' perceptions of the firm. The firm's value can be the basis for
making decisions, both short and long term. Firm value is not only attractive to stakeholders, it also determines
the sustainability of the firm in the future. A firm that is able to develop corporate value in a sustainable manner
will be a competitive firm than other companies. Firm management is required to manage activities and
capabilities to be able to create firm value (Lestari & Armayah, 2016).Firm value creation should be prioritized
to help companies increase their competitive advantage. Companies that have good corporate values will attract
more investors and other parties to take part in the firm.

The value of the firm will be reflected in the stock price, where the higher the share price, the firm value
and the prosperity of the shareholders will also increase. One sector that has the highest average share price
growth than other sectors listed on the Indonesia Stock Exchange (IDX) is a manufacturing sector firm.
Manufacturing companies are a group of industrial companies that are growing rapidly in business activities
with a very large transaction value which is realized through the level of their share prices(Fitriani, et al. 2017).

There was fluctuation in stock prices throughout 2016-2018, in 2016 the average share price was
5,873.537 rupiah. Furthermore, in 2017 and 2018 there was an increase in the average share price of 6,538.111
rupiah in 2017 and 6,940.059 rupiah in 2018. There are many factors that affect firm value, one of them is
profitability. Profitability shows the firm's ability to earn profits or a measure of the effectiveness of firm
management. Companies that generate profits will influence the interest of potential investors in investing.
Profitability is the net result of a series of management policies and decisions, therefore this ratio describes the
final outcome of the firm's operational policies and decisions. Profitability is very important for a firm in order
to maintain its business continuity in the long term, this is because profitability shows whether the firm has good
prospects in the future or not. Companies with high profits are expected to attract investors to invest (Lestari &
Armayah, 2016).Profitability is a factor that can affect firm value. The higher the firm's profitability will
encourage investors to increase demand for shares, so that the stock market price will increase. An increase in
the stock market price will increase the value of the firm(llhamsyah, 2017). Pranata & Pujiati
(2015)andMahdaleta et al. (2016)said that profitability has a positive and significant effect on firm value.
Different results were found by Yastini & Mertha (2015) andFaraz et al (2017)which stated that profitability has
a negative and significant effect on firm value.

Another factor that influences firm value is dividend policy. Dividend policy is a very important decision
in the firm. Dividend policy is basically determining the portion of profits that will be distributed to
shareholders. Dividend payout decision policy is important, because it relates to whether cash flows will be paid
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to investors or will be retained for reinvestment by the firm. The amount of dividends to be distributed depends
on the dividend policy of each firm. The proportion of net income after tax that is distributed as dividends is
usually expressed in the dividend payout ratio (DPR). Dividend payout ratio is a financial ratio that is used to
see how much the percentage of the firm's net income will be distributed as dividends to shareholders, if the
dividends paid are large it will increase the stock price which also results in an increase in firm value.
(Lumapow, 2019). The amount of dividends distributed by the firm can affect the stock price because investors
prefer returns from dividends to capital gains or in other words investors prefer profits in the form of dividends
than expected profits from the increase in capital value(Sudiani & Wiksuana, 2018).

Companies that can pay high dividends will also get a high value of confidence from investors, because
investors prefer certainty about their investment returns and anticipate the risk of uncertainty about firm
bankruptcy. High dividends will attract investors, thereby increasing the demand for stocks. The high demand
for shares will make investors appreciate the value of shares greater than the value recorded on the firm's
balance sheet (Purnama, 2016). Research conducted by Pranata & Pujiati (2015)andFajriati, et al. (2018)showed
that dividend policy has a significant effect on firm value. Sa’eed & Mo’taz (2018)also found the same thing,
namely that dividend policy has an effect on firm value. According to Mrabet & Boujjat (2016), dividend policy
is an important factor affecting firm performance. The relationship between dividend policy and firm
performance is also strong and positive, this shows that dividend policy is relevant.

This study uses dividend policy as a mediating variable because the firm's ability to pay cash dividends
is closely related to the firm's ability to earn profits in a given period. If the firm's ability to earn high profits, it
is predicted that the firm's ability to pay dividends will also be high, thus encouraging an increase in firm value
(Astuti & Yadnya, 2019). The amount of cash dividends distributed to shareholders can affect the firm's value,
which is represented by the share price in a given period. Dividends can be used as a full signal and can inform
investors about the firm's earnings and prospects. Any change in the dividend rate (increase or decrease) can be
associated with changes in profitability and can affect firm value(Lotfi, 2018). Research conducted by Astuti &
Yadnya (2019) found that dividend policy is able to mediate the effect of profitability on firm value. In contrast
to research conducted by Fitriani (2017) who found that dividend policy was not able to mediate the effect of
profitability on firm value.

1. HYPOTHESIS DEVELOPMENT

Profitability is the main factor for companies to attract investors. Profitability is the firm's ability to
generate profit or revenue for one year which is expressed in the ratio of operating profit and sales from year-
end income statement data. High profits reflect the firm's excellent prospects, which attract investors to increase
demand for the firm. A higher demand for firm shares can increase firm value (Mangesti et al., 2019). Pranata &
Pujiati (2015), Mahdaleta & Gusnardi (2016) and Sari & Sedana (2020) found that profitability has a positive
effect on firm value. Based on the description above, the hypothesis can be drawn:

H1: Profitability has a significant positive effect on firm value.

Dividends are part of the firm's net profit, meaning dividends will be distributed to shareholders if the
firm earns a profit. It can be said that firm profits will greatly affect the level of dividend payments. Increasing
profitability will increase the firm's ability to pay dividends to its shareholders. Research conducted by Ginting
(2018)and Perwira & Wiksuana(2018)show that profitability has a positive effect on dividend policy. Based on
the description in this study, the hypothesis can be formulated as follows:

H2: Profitability has a significant positive effect on dividend policy.

Putra & Lestari (2016)stated that dividend policy has a positive and significant effect on firm value. If
the dividend policy increases, the firm value will also increase. This proves that a firm that distributes dividends
to shareholders will attract investors to invest in the firm. Pranata & Pujiati (2015), Tamrin et al. (2017)and
Fajriati et al. (2018) also stated that the DPR (dividend-payout ratio) has a positive and significant effect on firm
value. Based on the description in this study, the hypothesis can be formulated as follows:

H3: Dividend policy has a significant positive effect on firm value.

According to Ginting (2018), the higher the profit of a firm, the greater the dividends distributed to
shareholders. The greater the profit distributed to shareholders, the greater the interest of investors in the firm,
thereby increasing the value of the firm (Purnama, 2016). Research conducted by Sriwahyuni & Wihandaru
(2016) found that dividend policy is able to mediate the effect of profitability on firm value. Based on the
description above, the following hypothesis can be drawn:

H4: Dividend policy mediates the relationship between profitability and stock prices.

. METHODS
This research was conducted on the Indonesia Stock Exchange (IDX) through the internet media by
accessing the website www.idx.co.id. IDX was chosen as the research site because IDX was the first stock
exchange in Indonesia, which was considered to have complete data and was well organized. The research
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object is a variable or what is the point of attention of a study. The objects in this study are firm value (PBV),
profitability (ROA), and dividend policy (DPR). This study uses independent variables, namely profitability, the
dependent variable, namely firm value, and the mediating variable, namely dividend policy. This research was
conducted in manufacturing companies listed on the IDX in the 2016-2018 period.

The population in this study were all companies in the manufacturing business that paid dividends
consecutively in the 2016-2018 period listed on the IDX. The sampling method used in this study is saturated
sampling (census), namely the technique of determining the sample with all members of the population as the
sample so that there are 37 companies that meet the requirements to be sampled in this study. The data
collection method used in this research is non-participant observation sampling method by obtaining the firm's
annual financial report data that has been audited and has been issued by the firm. The type of data used in this
study is secondary data that is quantitative in nature obtained from the official website owned by the IDX,
namely www.idx.co.id in the form of annual financial reports that have been published in 2016-2018. The
research instrument used in this research is in the form of financial reports published by manufacturing
companies on the IDX and the analysis technique used is path analysis

V. RESULTS AND DISCUSSION
The results of descriptive research data from the profitability variable, dividend policy on firm value in
the manufacturing sector listed on the Indonesia Stock Exchange for the 2016-2018 period are presented in
Table 1.
Table 1. Descriptive Statistical Test Results

Variable N Min. Max. Mean Std. Deviation
Profitability 111 0,32 52,67 8,6160 6,91424
Dividend Policy 111 6,80 100 42,1780 23,29372
Firm Value 111 0,01 16,13 3,1083 2,77900

Source: Primary Data Processed, 2020

On Table 1, it can be seen that the profitability variable (X) has a minimum value of 0.32 percent, a
maximum value of 52.67 percent, an average level of profitability of 8.6160 percent, with an average variation
of profitability of 6.91424. The dividend policy variable (M) has a minimum value of 6.80 percent, a maximum
value of 100 percent, an average dividend policy rate of 42.1780 percent, with an average variation of the
dividend policy of 23.29372. The firm value variable (Y) has a minimum value of 0.01 percent, a maximum
value of 16.13 percent, an average level of firm value of 3.1083 percent, with an average variation of firm value
of 2.77900.

Table 2. Result of Structural Regression Path Analysis |

Variable Unstandardized Coefficients Standardized Coefficients _

B Std. Error Beta T Sig
(Constant) 26,135 2,966 8,813 0.000
Profitability 1,862 0,269 0,553 6,924 0.000
R Square =0,305 F Count =47,491
Adj. R Square =0,299 Sig F =0.000

Source: Primary Data Processed, 2020

Table 3. Results of Structural Regression Path Analysis |1
Unstandardized Coefficients Standardized Coefficients

Variable

Std. Error Beta T Sig
(Constant) 0,493 0,445 1,108 0,270
Profitability 0,191 0,037 0,476 5,175 0.000
Dividend Policy 0,023 0,011 0,192 2,086 0,039
R Square =0,365 F Count = 31,002
Adj. R Square =0,353 Sig F =0.000

Source: Primary Data Processed, 2020

In Table 2 and Table 3, then the standard error can be calculated with the following calculations:

IS VT RZ oo, (1)
e, =V1— R%=+/1=0,093 = 0,907
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e, =v1—-R?=+1-0,133=0,867

then the regression equation for structure I and structure Il can be made as follows:

Structure |

DPR = P1ROA F 81 ottt 2)
DPR = 0,553ROA + 0,907

Structure 11

PBV = PoROA + P3DPR + €) .ooiiiiiiiii ettt srve e 3)

PBV =0,476ROA + 0,192DPR + 0,867

The value of the coefficient of direct influence (PL), indirect effect (PTL) and the total effect (PT). The
direct effect of the profitability variable on firm value is 0.476; the indirect effect of the profitability variable on
firm value through dividend policy is 0.553 x 0.192 = 0.106; so that the total amount of influence generated is
0.476 + 0.106 = 0.582. The variation of data influenced by the model is 38.17%, so it means that 38.17% of the
information contained in the data can be explained by the model, while the remaining 61.83% is explained by
other variables outside the model.The results of a significance value of 0.000 which is smaller than the level of o
= 0.05, so that it shows that the variables of profitability and dividend policy simultaneously influence firm
value. Based on these results, it can be concluded that this model is feasible to test and hypothesis testing can be
done.

The significance value of t is 0.000 smaller than the real level o = 0.05 and the beta value on the
standardized coefficient of the profitability variable on firm value is 0.476 which indicates a positive direction,
meaning that the higher the profitability obtained by the firm, the more the firm value will increase. Based on
this explanation, it can be concluded that the first hypothesis is accepted. Based on Signaling Theory, increased
profitability shows an increase in the firm's ability to earn profits for its shareholders (Zuhroh, 2019). The higher
the ROA, the better the firm's ability to generate profits by managing its assets (Markonah & Franciska,
2020).With a high level of profit, the level of investor confidence will increase so that it has an impact on
increasing firm value (Markonah, et al. 2020).

The significance value of t is 0.000 smaller than the real level o = 0.05 and the beta value on the
standardized coefficient of the profitability variable on dividend policy is 0.553 which indicates a positive
direction, meaning that the higher the profitability provided by the firm, the better the dividend policy. Based on
this explanation, it can be concluded that the second hypothesis is accepted. The management will try to get the
maximum profit in order to increase the ability to pay dividends (Ginting, 2018).

The significance value of t is 0.039 which is smaller than the real level o = 0.05 and the beta value of the
standardized coefficient variable of dividend policy on firm value is 0.192 which indicates a positive direction,
meaning that the better the dividend policy provided by the firm, the more the firm value increases. Based on
this explanation, it can be concluded that the third hypothesis is accepted. Based on signaling theory, dividend
policy is often seen as a signal for investors in assessing the merits of a firm. Dividend policy affects firm value,
because dividends can attract investors to invest which will have a positive impact on the increase in stock
prices which will cause the firm value to increase. According to the bird in the hand theory, which states that if
the dividends distributed by the firm are higher, the firm's stock market price will also be higher and vice versa.
This is because dividend distribution can reduce investor uncertainty, investors are more confident if they
receive dividends than if they receive capital gains from retained earnings. (Dewi & Rahyuda, 2020). Hauser &
Thornton Jr (2017)also states the same thing, that dividend policy has a positive and significant effect on firm
value.

Based on the results of the single test, the value of Z is 1.9827, which is greater than the t table with a
significance level of 0.05, which is 1.96 (1.9827> 1.96), this means that there is a significant mediation effect.
The results of the mediation in this study are partial, which means that dividend policy can mediate the indirect
effect of profitability on firm value. However, profitability positively has a significant direct effect on firm value
without the dividend policy as a mediator variable. Dividend policy acts as a mediation which strengthens the
effect of profitability on firm value. Based on the signaling theory, high profitability shows an increase in the
firm's ability to earn profits for its shareholders. High profit shows the firm's ability to pay higher dividends, the
high level of dividend payments will increase the value of the firm(Zuhroh, 2019).

Dividend payment shows that the firm has good corporate performance. According to Bird in the hand
theory, if the dividends distributed by the firm are higher, the firm's stock market price will also be higher and
vice versa. A high dividend payout ratio will strengthen the effect of profitability on firm value. The results of
this study have an impact on investors to be able to make investment decisions by considering firm performance
and dividend policy. The firm can make a decision to make a policy in determining how much firm profit that
can be given to investors or withheld so that the firm can save the firm's profits and cash. The funds can be used
by the firm for other purposes. Like business development, debt payments that are due immediately or are used
for payment of other things.
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However, this study has several limitations, namely the firm's performance is only measured in terms of
profitability and dividend policy, so that the coefficient of determination becomes small, which indicates that the
ability of the variable profitability and dividend policy is limited in explaining firm value. The location of this
study only uses manufacturing companies and only examines firm value. The study involved limited subjects,
namely 37 companies with a limited period, namely 2016-2018, so the results could not be generalized to a large
number of subject groups.

V. CONCLUSION

Profitability has a positive and significant effect on firm value. This means that any increase in
profitability will determine the value of the firm. Profitability has a positive and significant effect on dividend
policy. This means that if profitability increases, the dividends distributed by the firm will also increase.
Dividend policy has a positive and significant effect on firm value. A high dividend policy can increase firm
value. Dividend policy significantly mediates the effect of profitability on firm value. High profitability will
encourage high dividend payments, thus increasing firm value.

Manufacturing companies are advised to improve firm performance, which is reflected in the amount of
profitability and dividend payments made by the firm each year in order to be able to compete in gaining
investor confidence. For investors who want to do business with companies in the manufacturing sector with the
aim of gaining profits based on firm value, factors such as profitability (ROA) and dividend policy (DPR) can
be considered, because based on the results of this study these variables have a significant influence to firm
value (PBV).
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