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Abstract

This study aims to examine whether the investment opportunity set affects the 
dividend policy of  manufacturing companies in Indonesia. The study population 
is manufacturing companies listed on the IDX during the 2009-2018 period.. The 
sampling technique was carried out using a purposive sampling method and ob-
tained 140 samples. Data analysis in this study used descriptive analysis, the best 
panel data estimation model test, and linear regression analysis. The results of  the 
model test show that the best panel data estimation model is the random effect. 
Hypothesis test results show that the investment opportunity set has a significant 
negative effect on dividends for manufacturing companies, when the investment 
opportunity set for the company are greater, the dividends distributed are smaller.
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INTRODUCTION

Investment is an activity that is exposed to 
various kinds of  risks and uncertainties that are 
often difficult to predict by investors. The main 
objective of  investors placing their funds into the 
company is to get a return on the investment that 
has been established, either in the form of  divi-
dend income or income from the profit from the 
selling price of  shares against the purchase price 
or capital gain (Dewi, 2016). Investment is sim-
ply defined as investing a number of  funds at this 
time with the hope of  obtaining profits in the fu-
ture (Yendrawati & Pratiwi, 2014).

Investors certainly want a higher rate of  
return. Therefore, dividends are one of  the con-
siderations for them to invest in a company to get 
a return (Halim, 2013). In general, investors in-
vest in stocks in the long term with the intention 
of  obtaining dividends (Khoiruddin & Faizati, 
2014). The distribution of  dividends is mostly in-
fluenced by the behavior of  investors who gene-
rally prefer high dividend distribution resulting in 
low retained earnings (Sari, 2015).

Dividend policy is a decision to determine 
how much part of  the company’s income will be 
given to shareholders that are reinvested or re-
tained in the company (Anita & Yulianto, 2016). 
Dividend stability policy has its appeal in being 
able to maintain stock market prices at the best 
conditions. The consideration of  this best condi-
tion is an effort by the management to improve 
the welfare of  shareholders (Sari, 2016). The 
profits that will be obtained by shareholders will 
determine their welfare which is the main objec-
tive of  the company. The determination of  the 
dividend policy will have an impact on the level 
of  investors’ trust in the company (Erfiana & Ar-
diansari, 2016).

Agustina and Ardiansari (2015) stated that 
dividend payment is important because it provi-
des certainty about the company’s financial po-
sition and the dividend policy implemented by 
the company will raise investors’ perceptions of  
the company. According to Brigham and Hous-
ton (2018), dividend policies have different sizes 
and cannot be used by all companies. A higher 
dividend percentage reduces the availability of  
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funds. When companies need external funding 
(equity) and have debt, they tend to increase di-
vidend payments to attract investors (Martono, et 
al., 2020).

Riyanto (2012) stated that in making di-
vidend distribution decisions, companies must 
consider the survival and growth of  the company. 
Profits should not be distributed as dividends en-
tirely, but some must be set aside to be reinvested, 
as there are companies that do not want high divi-
dend payments (Yulianto, et al., 2014). Retained 
earnings are part of  the company’s net income 
that is retained by the company and is not paid 
out as dividends to shareholders (Tastaftiani & 
Khoirudin, 2015).

Dividend policy is closely related to an in-
vestment; companies with high investment tend 
to result in a low dividend policy. Dividends 
and investment are opposites in the use of  the 
company’s potential cash resources, for those 
companies need to pay attention to the proporti-
on of  company funds used for investment (Smith 
& Watts, 1992). Harun (2018) stated that divi-
dend policy for companies that have gone pub-
lic is an important matter to be considered and 
studied further. The importance of  dividends has 
been substantively proven in the dynamics of  the 
stock market. Companies that consistently inc-
rease dividend payments show a clear indication 
that they are stable and profitable, so they are less 
likely to be threatened by market uncertainty and 
economic downturns.

The company’s ability to generate pro-
fits will make management more likely to make 
new investments rather than making dividend 
payments for shareholders (Utama & Gayatri, 
2018). In determining the dividend policy, the fi-
nancial manager must consider how far the need 
for internal sources of  financing is needed to fi-
nance operations and must consider the risks and 
results that will be obtained when deciding not to 
distribute dividends (Hasnawati, 2017).

Investment opportunity set (IOS) is an 
alternative for companies to take advantage of  
their net income. Companies can use profits for 
reinvestment or be distributed in the form of  divi-
dends (Aristantia & Putra, 2015). In general, IOS 
describes the extent of  investment opportunities 
or opportunities for a company, but it really de-
pends on the company’s financing options for fu-
ture interests (Sumarni, et al., 2014). The greater 
the investment opportunity, the bigger the addi-
tional funds from the profit so that the dividend 
will be smaller (Cahyaningdah & Ressany, 2012). 
The greater the company’s investment, the higher 
the company reduces the dividend distribution 

(Abiprayu & Wiratama, 2016).
Investment options are an opportunity 

to develop, but often companies are not always 
able to carry out all investment opportunities in 
the future (Alamsyah, et al., 2018). The residual 
dividend theory assumes that if  there are remai-
ning internal funds after investment, dividend 
payments will be made to investors. However, if  
all internal capital is required to finance the pro-
posed portion of  investment capital, the company 
does not need to pay dividends (Keown, et al., 
2000). Dividends paid to shareholders are resi-
dual from funding after investment, so funding 
for dividend policy is closely related to the invest-
ment set by the company (Novita & Yulianto, 
2017).

In the Indonesia Stock Exchange (IDX) 
in 2018, there were 11 types of  indexes, one of  
which was the sectoral index. As reported from 
the website www.idx.co.id, companies listed in the 
sectoral index are divided into several sectors, 
including the manufacturing, financial, mining, 
agriculture, property, real estate & construction 
sector, trade, services & investment, infrastruc-
ture, utilities & transportation sectors. About 30 
percent of  the companies listed on the Indonesia 
Stock Exchange are in the manufacturing sector. 
That sector is the largest one compared to others 
in the IDX. There is an industrial sub-sector in 
the manufacturing sector that almost dominates 
the capital market, so it can make it easier to see 
the effects of  the capital market as a whole (Si-
manjutak, 2011).

The development of  manufacturing com-
panies from year to year can be seen from the 
company’s financial performance and prospects 
in the future. For manufacturing companies listed 
on the Indonesia Stock Exchange (IDX), divi-
dend policy is very important (Deni, et al., 2016). 
The export value of  manufactured products con-
tinues to increase every year, reported on the 
website www.kemenperin.go.id. Until December 
2018, it was able to penetrate USD 130.74 billion 
or gained an increase of  4.51 percent compared 
to 2017 achievement of  USD 125.10 billion. In 
2016, it was around USD 110.50 billion and it 
was USD 108.60 billion in 2015. The manufactur-
ing industry is an industry that is very attractive 
to investors to invest their funds, as the manufac-
turing industry is a mainstay sector for national 
development continuing to experience significant 
development for years.

Researchers took the population of  manu-
facturing companies because the investment used 
in the fixed assets of  manufacturing companies is 
high, so it will have an impact on the dividends 

http://www.kemenperin.go.id
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to be distributed. Manufacturing companies need 
the availability of  large assets in place to be able 
to produce a better production process, so invest-
ment opportunities will be greater to produce a 
positive net present value. The following is data 
on dividends and investment in manufacturing 
companies for 2009-2018.

Figure 1. The Average of  Investment and Divi-
dends of  Manufacturing Companies Listed on 

the Indonesia Stock Exchange 2009-2018

Dividends in Figure 1 still fluctuate in 
2009-2018, while shareholders prefer a stable di-
vidend distribution (Odawo & Ntioti, 2015). Fi-
gure 1 shows a gap between IOS and dividends 
which had a positive relationship in 2012. Divi-
dends have increased. This is also comparable to 
IOS against dividends in 2016 and 2017 which 
also increased. Figure 1 also shows that in 2014 
dividends decreased as well as IOS decreased in 
2014, and this also happened again in 2018 whe-
re dividends and IOS also decreased. Meanwhile, 
according to the residual dividend theory, if  the 
investment increases, the dividends distributed 
will decrease (Brigham & Houston, 2006), becau-
se the dividends distributed are the remainder of  
the company’s investment funds. However in rea-
lity, this is not the case. 

The more investment opportunities will 
encourage companies to pay dividends in small 
amounts, so that the company has internal funds 
to finance its investments (Erkaningrum, 2013). 
Thus, based on this background, this study aims 
to re-examine the effect of  the investment oppor-
tunity set on dividend policies of  manufacturing 
companies on the Indonesia Stock Exchange.

Hypothesis Development
The company’s dividend policy concerns 

the company’s profits to be distributed to share-
holders or held for reinvestment. This research 

discusses dividends as the company’s passive resi-
dual. The residual dividend theory states that di-
vidends are only paid if  there are funds remaining 
after funding a profitable investment. Dividends 
are only paid if  there is residual from the use of  
investment funds. The greater the investment op-
portunity, the smaller the company will pay its 
dividends (Smith, 2011). Based on this residual 
dividend theory, companies that are experiencing 
high growth will pay fewer dividends than ones 
that have a lower growth rate (Syafiq, 2009).

A residual dividend policy can generate sig-
nals that shareholders interpret unconventionally. 
Investors can interpret an increase in dividends 
as an indication of  a lack of  investment oppor-
tunities, which would represent a negative signal 
(Smith, 2011). Managers can determine a stable 
dividend rate using this residual dividend theory 
by applying three steps. First, managers must be 
able to estimate the earnings of  their company 
and the long-term investment opportunities that 
will be made. Second, they can use past informa-
tion to estimate the average dividend payout ratio 
model used. Third as final, managers can set di-
vidend payout ratio targets based on the average 
projected company data (Baker & Smith, 2002). 
Research by Baker and Smith (2002) also states 
that the residual dividend theory can be used to 
help companies build long-term dividend payout 
ratios so that even though companies use the con-
cept of  residual dividends in their dividend po-
licy, the stability of  their payout ratios does not 
change.

Investment opportunity set (IOS) descri-
bes the breadth of  investment opportunities. If  a 
company has high growth and gets good invest-
ment opportunities, it will tend to hold back the 
profit earned for its investment financing (Subra-
maniam & Shaiban, 2011). Companies that ex-
perience slow growth and have few investment 
opportunities can distribute most of  the profits 
they earn as dividends. On the other hand, com-
panies with investment opportunities and ope-
rate in countries with legal protection against 
shareholders may have high dividend payments 
(Maneh & Naser, 2015). Thus, this is in line with 
research conducted by Abor and Bokpin (2010), 
Giriati (2016), Hasnawati (2017), and Wulandari 
and Suardana (2017), pointing out that there is a 
negative relationship between investment oppor-
tunity set (IOS) and dividend policy.

Based on the descriptions that have been 
explained on the relationship between variables, 
a framework of  thinking for analyzing the IOS 
against dividend policy can be described as fol-
lows:
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Figure 2. Research Design

METHOD

This research used quantitative methods. 
Quantitative research is an objective research ap-
proach that includes the collection and analysis 
of  quantitative data and uses statistical testing 
methods (Ferdinand, 2014).

This study used secondary data obtained 
from financial reports that have been published 
by www.idx.co.id on manufacturing companies 
listed on the Indonesia Stock Exchange (IDX). 
The period carried out in this research started 
from 2009-2018.

The population in this study was manufac-
turing sector companies listed on the Indonesia 
Stock Exchange (BEI) in 2009-2018. There were 
109 manufacturing companies, but the researcher 
only used several companies as research samples.

This study used two variables, namely the 
independent and the dependent variables. The 
dependent variable in this study is dividend divi-
dend policy with investment opportunity set as an 
independent variable.

Dividend Policy
Dividend policy is measured by net in-

come minus retained earnings for investment, 
where dividends to be distributed to shareholders 
are the residual profit that the company receives 
after funding new investments (Brigham & Hous-
ton, 2018). Dividend policy is calculated using 
the following formula:

Investment Opportunity Set
Investment opportunity set (IOS) is pro-

xied using Tobin’s Q. Tobin’s Q is selected be-
cause it represents a number of  variables that are 
important in measuring performance, including 
the company’s recorded assets, adequate market 
trends such as analytical views on company pros-
pects, and intellectual or intangible asset model 
variables (Setianto, 2017). IOS is calculated by 
this formula:

Dividend = net income – retained income to invest

Tobins’ Q = (MVS+D)/TA

The data analysis method is a method 
used in processing research data so that it can 
find out the results of  the research and then in-
terpret them. The data analysis method used in 
this study was descriptive analysis, model deter-
mination, classical assumption test, multiple li-
near regression analysis, simultaneous f  or f  test, 
determination coefficient test, and t-test (Ghozali 
& Ratmono, 2013).

Descriptive statistics provide an overview 
or description of  data seen from the average 
(mean), standard deviation, variance, maximum, 
minimum, sum, range, kurtosis, and skewness 
or the slope of  the distribution (Ghozali & Rat-
mono, 2013). In the descriptive analysis, the data 
used were minimum, maximum, mean, and stan-
dard deviation.

After the descriptive analysis, the research 
model was tested because the data in this study 
was panel data. Panel data is a combination of  
cross-section data and time-series data, where the 
same cross-section unit is measured at different 
times. Panel data, in other words, is data from se-
veral individuals who are observed over a certain 
period of  time. If  the amount of  time is the same 
for each individual, then the data is called a ba-
lanced panel. Conversely, if  the number of  time 
units is different for each individual, it is then cal-
led an unbalanced panel (Ghozali & Ratmono, 
2013).

The estimation model selection test on 
panel data is used to determine the best model 
to be used in panel data regression among three 
approaches, namely the common effect model, fi-
xed effect model, and random effect model.

Common Effect Model or Pooled Least 
Square (PLS) is the simplest panel data model ap-
proach because it only combines time series and 
cross-section data. In this model, neither time nor 
individual dimensions are considered, so it is as-
sumed that the behavior of  company data is the 
same in various time periods

Fixed Effect Model focuses on the dif-
ferences between individuals which can be ac-
commodated from differences in the intercept. 
To estimate panel data, this model uses dummy 
variable techniques to capture differences in the 
company’s intercept. However, the slope is the 
same between companies.

The Random Effect Model is to estimate 
panel data where the disturbance variables may 
be interrelated between times and individuals 
(Ghozali & Ratmono, 2013).

The choice of  the estimation model is de-
termined through the chow test, hausman test, 
and lagrange multiplier test.

Investment 
Opportunity 

Set

Dividend 
Policy

http://www.idx.co.id
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Chow test is used to select a panel data 
regression model, which is to choose which mo-
del is better between the ordinary pooled OLS 
model (common effect model) and the fixed ef-
fect model (Ghozali & Ratmono  2013). If  the 
probability score of  F is less than 0.05, then H

0
 is 

rejected and Ha is accepted. On the contrary, if  
the probability score is greater than 0.05, then H

0
 

is accepted and Ha is rejected. This means that if  
the F score is significant < 0.05, the fixed-effect 
model is better than the usual pooled OLS mo-
del. In other words, the fixed-effect model provi-
des significant added value compared to pooled 
OLS. On the other hand, if  the F score is signifi-
cant > 0.05, the pooled OLS model is better than 
the fixed effect one.

Hausman test is used to select a panel data 
regression model, namely to choose which mo-
del is better between the fixed effect model and 
the random effect model. Hausman statistical 
test uses the Chi-square distribution (Ghozali 
& Ratmono  2013). If  the Chi-square probabili-
ty score is smaller than 0.05, then H

0
 is rejected 

and Ha is accepted. On the other hand, if  the 
probability score is greater than 0.05, then H

0
 is 

accepted and Ha is rejected. If  H
0
 is rejected and 

Ha is accepted, it can be concluded that the ran-
dom effect model is not appropriate so that we 
can use the fixed effect model. Conversely, if  Ha 
is rejected and H

0
 is accepted, it can be conclu-

ded that the fixed effect model is not appropriate 
so that we can use the random effect model.

Lagrange Multiplier test is used to select 
the panel data regression model, which is to 
choose which model is better between the com-
mon effect model (ordinary pooled OLS) and 
the random effect model. Lagrange Multiplier 
statistical test can be seen with the Breusch-Pa-
gan method. If  the probability score of  Both of  
Breusch-Pagan is less than 0.05, then H

0
 is re-

jected and Ha is accepted. On the contrary, if  the 
probability score is greater than 0.05, then H0 is 
accepted and Ha is rejected. This means that if  
H

0
 is rejected and Ha is accepted, it can be con-

cluded that the common effect model (ordinary 
pooled OLS) is not appropriate so that we can 
use the random effect model. Conversely, if  Ha is 
rejected and H

0
 is accepted, it can be concluded 

that the random effect model is not appropriate 
so that we can use the common effect model 
(Ghozali & Ratmono,  2013).

After doing the model test above, what fol-
lows is the classical assumption test. According 
to Ghozali and Ratmono (2013), the classical as-
sumption test is one of  the models used in a stu-

dy. It is used to determine whether the regression 
model used can be said to be good or not. The 
classical assumption test in this study consists of  
normality test, heteroscedasticity test, and auto-
correlation test.

The normality test aims to test whether 
in the regression model confounding or residual 
variables have a normal distribution. As it is kno-
wn, the t-test and F test assume the residual value 
follows a normal distribution. If  this assumption 
is not fulfilled, then the statistical test results will 
be invalid, especially for small sample sizes. The 
residual normality test that is widely used is the 
Jarque-Bera (JB) test. The JB test is a normality 
test for large (asymptotic) samples (Ghozali & 
Ratmono, 2018). If  the data has a Jarque-Bera 
(JB) probability score which is greater than 0.05 
or 5%, it can be concluded that H

0
 is accepted 

so that the residual is said to be normally distri-
buted. On the contrary, if  the probability score is 
less than 0.05 or 5%, then the residual is not nor-
mally distributed (Ghozali & Ratmono, 2013).

Heteroscedasticity test in a research model 
can be seen with the Glejser test, by looking at 
the residual absolute regression significance sco-
re (Ghozali & Ratmono 2018).  If  the significan-
ce score is greater than 5%, then H

0
 is accepted, 

meaning that there is no heteroscedasticity. Con-
versely, if  it is less than 5%, then Ha is accepted, 
as the heteroscedasticity occurs.

The autocorrelation test aims to test the 
existence of  a correlation between confounding 
errors in the t-1 period in a linear regression mo-
del. Autocorrelation arises because observations 
are sequential, interrelated. This problem arises 
due to residuals (confounding errors) that are 
not free from one observation to another. This 
is often found in time series data which shows 
the similarity of  up and down movements. A 
good regression model is a regression model that 
is free from autocorrelation (Ghozali & Ratmo-
no, 2018). According to Ghozali and Ratmono 
(2013) there are several ways that can be used to 
detect the presence or absence of  autocorrelati-
on, namely through the Durbin Watson (DW) 
test, which is a test that is often used to see auto-
correlation symptoms.

The accuracy of  the sample regression 
function in determining the actual score can be 
measured using its goodness f  fit. Statistically, 
this analysis can be measured from the statistical 
score of  F and the coefficient of  determination 
R2 (Ghozali & Ratmono, 2013).

In essence, the coefficient of  determina-
tion (R2) measures how far the model’s ability 
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to explain variations in the dependent variable, 
with the coefficient of  determination between 
zero and one. The magnitude of  R2 is known as 
the coefficient of  determination (sample), which 
is the most common measure used to gauge the 
goodness of  fit of  a regression. This value looks 
at how big the proportion or presentation of  the 
influence of  the independent variable on the de-
pendent one. The level of  regression accuracy is 
determined by the score of  R2 between 0 and 1. 
The more R2 approaches the number 1, the more 
independent variable can explain the effect on 
the dependent variable (Gujarati & Porter, 2013).

The F-statistic test basically shows whet-
her all the independent variables included in the 
model have a joint or simultaneous influence on 
the dependent variable. This test is carried out 
using the F distribution test, by looking at the 
F-statistic score and the Prob score (F-statistic). 
With the provisions, if  the probability score is < 
significance level of  5%, it can be concluded that 
the regression coefficient model is not equal to 0, 
meaning that the independent variable simulta-
neously affects the dependent variable (Gujarati 
& Porter, 2013).

The last test is the research hypothesis 
test with panel data regression analysis. Simple 
regression analysis is applied to test data regar-
ding the dependency of  the dependent variable 
with the independent variable, aiming to estima-
te the population mean or average score of  the 
dependent variable based on the known score of  
the independent variable. The simple regression 
equation in this study is as follows:

LnDiv
it
 = α  + ß

1
IOS + μ

The description of  this equation is:
α =  constant
ß =  independent variable regression coefficient
LnDivit	=  dividend
μ =  significant error on the dependent variable

The significance test is a procedure used to 
examine the truth or error of  the null hypothesis 
from the sample. The basic idea of  significance 
test is based on the statistical test (estimator) of  
the sample distribution of  a statistic under the 
null hypothesis. In this study, the hypothesis test 
on the regression coefficient used t statictic test. 
The t statistic test was conducted to determine 
the significant effect of  the independent variable 
on the dependent one (Gujarati & Porter, 2013). 
The level of  significance in this study is 5%, so 
the probability of  the score of  t count > 0.05.  H

0
 

is accepted. On the contrary, if  the probability of  
t is < 0.05, then H

0
 is rejected and Ha is accepted.

RESULT AND DISCUSSION

Descriptive Statistic
The results of  descriptive statistics test 

using Eviews 10 which are presented in table 1 
below provide an overview or description of  the 
data including the mean, maximum, minimum, 
and standard deviation.

Table 1. Results of  Descriptive Statistics Test

  Dividen IOS

Mean 27.181 130.127

Median 27.485 2.582

Maximum 32.020 3826.260

Minimun 19.090 0.481

Std. Dev. 2.2145 654.434

Observation 140.000 140.000

Table 1 shows that the amount of  data used 
in this study is 140 units of  analysis. This number 
is the total sample of  manufacturing companies 
for 10 years of  observation, from 2009 to 2018, 
with 14 companies sampled annually.

Determination of  the panel data estimati-
on model in this study used the Chow test, Haus-
man test, and Lagrange Multiplier test. The re-
sults from the Chow test are as follows:

Table 2. Chow Test Results

  Prob.

Cross-section F 0.0000

 α 0.0500

From Table 2 it can be seen that the proba-
bility score of  Cross-section Chi-Square < α with 
a score of  0.0000 < 0.05. It can be concluded that 
H

0
 is rejected and Ha is accepted. It means that 

between the common effect and fixed-effect mo-
dels, the best model to use as a panel data regres-
sion model is the fixed effect. Then the next step 
is to choose the best model between fixed effects 
and random effects with the Hausman test.

The next test is the hausman test. The re-
sults from the Hausman test are as follows:

Table 3. Hausman Test Results

  Prob.

Cross-section random 0.4684

 α 0.0500
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From Table 3, it is known that the score 
of  the random cross-section > α, pointing out the 
score of  0.4684 > 0.05. It can be concluded that 
H

0
 is accepted and Ha is rejected. This means that 

the best model used as panel data regression is 
random effect. The next step is to choose the best 
model between random effect and common effect 
by using the Lagrange Multiplier test.

The third test which was carried out name-
ly Lagrange Multiplier test. The results from the 
LM test are as follows:

Table 4. Lagrange Multiplier Test Results

Criteria
Cross-
section

Breusch Pagan 455.6094

  (0.000)

From table 4 it is known that the score of  
the Breucsh-Pagan Cross-section < α, specifically 
with the score of  0.0000 < 0.05. It can be conclu-
ded that H

0
 is rejected and Ha is accepted. This 

means that the best model used as panel data reg-
ression is the random effect.

Based on the Chow test, the Hausman test, 
and the Lagrange Multiplier test, the selected mo-
del is the random effect. If  the selected model is 
the random effect, there is no need to use classi-
cal assumptions because it uses the GLS method. 
GLS is the OLS on the transformed variables 
which fulfill the standard least-squares assump-
tions. The estimator that is then obtained is called 
the GLS estimator and that estimator is BLUE 
(Gujarati, 2013). 

The next is the goodness of  fit test. This 
test is intended to determine how far the model’s 
ability to explain variations in the dependent va-
riable (Ghozali & Ratmono, 2013). We can see 
how far the model’s ability to explain the depen-
dent variable from the R-Square score in Table 5.

 Table 5. Results of  Determination Test

Criteria  Prob.

Adjusted R2 0.034573

In Table 5, the R-Square score is 0.034573 
or 3.46%, which means that the ability of  the 
independent variable in this study, namely the 
investment opportunity set, can explain the divi-
dend policy of  3.46%. The remaining 96.54% is 
explained by other variables outside this research 
model.

The small R-Square score means that the 
ability of  the independent variables to explain the 
variation in the dependent variable is very limited 
because of  the large variation between each ob-
servation. For each additional one independent 
variable, the R2 score must increase regardless of  
whether the variable has a significant effect on the 
dependent variable. It is good if  in the process, we 
get a high R2 score. But, if  the R2 score is low, it 
does not mean the regression model is bad (Gho-
zali, 2017).

F statistical test is used to find out whether 
all the independent variables entered into the mo-
del have a joint or simultaneous influence on the 
dependent variable. If  the F-statistic probability 
score < significance α = 0.05, then it can be con-
cluded that all independent variables proposed in 
the study have a simultaneous effect on the de-
pendent variable (Ghozali, 2017). The following 
are the results of  the F-statistic test on the rese-
arch model:

Table 6. Results of  F-Statistic Test

Criteria Prob.

F-statistic 4.942000

Prob (F-statistic) 0.027838

Based on the results of  the F-statistic test 
above, it can be seen that the F-statistic probabi-
lity score in the model is 0.027838. So, it can be 
concluded that the F-statistic probability score in 

this model is < of  significance α = 0.05. H
0
 is re-

jected and Ha is accepted. This means that the 
independent variables used in this study simulta-
neously have a significant effect on the dependent 
variable.

After the goodness of  fit test, the next step 
is regression analysis. Based on the results of  the 
Chow test, Hausman test, and Lagrange Multip-
lier test that have been carried out, a random ef-
fect model is selected, then panel data regression 
will be carried out in this study using the random 
effect model. The following are the results of  the 
random effect model regression using Eviews ver-
sion 10:

Table 7. Results of  Random EffectRegression 
Test

Variable Coefficient

C 27.22370

IOS -0.000328



219

Anna Zulfatul Ifadah & Rini Setyo Witiastuti/ Management Analysis Journal 10 (2) (2021)

Based on Table 7, the regression equation 
for panel data model random effect is as follows:

LnDIV = 27,22370 – 0,000328 IOS +µit

A constant (α) of  27.22370 means that if  
the investment opportunity set variable is zero, 
then the average manufacturing company listed 
on the Indonesia Stock Exchange will pay divi-
dends of  27.22370 of  the total net profit owned 
by the company.

The regression coefficient for the invest-
ment opportunity set is –0.000328 which shows 
that the relationship between dividend policy and 
investment opportunities in the company is ne-
gative. This is because each increase of  one divi-
dend unit will decrease the value of  investment 
opportunities by 0.000328. The investment op-
portunity score of  0.000328 means that the total 
asset value is greater than the debt and the value 
of  the outstanding stock market capitalization. 
The company’s investment opportunity is grea-
ter because there are many total assets that can 
be used to explore growth opportunities. When 
the company’s total assets are greater than debt 
and market capitalization value, the investment 
opportunity is greater to produce a positive net 
present value. When the total assets and the in-
vestment opportunity for the company are grea-
ter, the dividends distributed are smaller.

The next step to conduct is research hypot-
hesis test (t statistic test). Here is the results of  the 
t test on the research model.

 Table 8. Results of  Hypothesis (t-Test)

Value

Coefficient of  IOS -0.0003

Prob 0.0281

Based on Table 8, the t count was obtained 
from the IOS independent variable in this study, 
which was tested partially of  -0.000328 with a 
significance level of  0.0281 < 0.05. Therefore, 
H

0
 is rejected, which means that the investment 

opportunity set (IOS) variable partially has a sig-
nificant negative effect on the dependent variable 
of  dividend policy.

The Impact of Investment Opportunity Set on 
Dividend Policy

The results show that the investment op-
portunity set has a significant negative effect on 
the dividend policy of  manufacturing companies 
listed in the Indonesia Stock Exchange (IDX) 
from 2009 to 2018. Thus, the Ha hypothesis is 

accepted. Based on the results of  statistical reg-
ression of  the investment opportunity set variab-
le, it is known that IOS regression coefficient is 
-0.000328 which shows that IOS has a negative 
effect on dividend policy. Then if  we see from the 
significance probability score of  0.0281, it shows 
a smaller score than the predetermined signifi-
cance level of  0.05 (0.0281 < 0.05). This means 
that the investment opportunity set has a signifi-
cant negative effect on dividend policy.

The results of  this study are in line with 
research conducted by Abor and Bokpin (2010), 
as well as research by Hasnawati (2017), exemp-
lifying that the investment opportunity set has a 
negative and significant effect on dividend poli-
cy. However, these results contradict the results 
of  research by Suartawan and Yasa (2016) and 
research by Prihatini (2018) which states that IOS 
has a positive and significant effect on dividend 
policy.

CONCLUSION AND RECOMMENDATION

The purpose of  this study is to determine 
the effect of  the investment opportunity set (IOS) 
on dividend policy in manufacturing companies 
listed in the Indonesia Stock Exchange in the 
2009-2018 period. The results of  this study found 
that IOS has a significant negative effect on divi-
dend policy. Based on the results of  this study, the 
bigger the IOS, the smaller the dividends received 
by investors. This means that companies with a 
large number of  profitable investment opportuni-
ties tend to result in a low dividend payout ra-
tio target and vice versa. If  there are only a few 
profitable company investment opportunities, 
the dividend payout ratio will also be high. This 
statement is in accordance with Smith and Watts 
(1992) that companies with high investment tend 
to result in low dividend distribution, because di-
vidends and investment are opposites in the use 
of  the company’s cash resources potential. For 
that, companies need to pay attention to the pro-
portion of  company funds used for investment. If  
the company applies the residual dividend theory, 
dividend stability will be maintained. Dividend 
prediction for the next year will be easier to see 
and the accuracy in calculating the proper invest-
ment and dividends to be paid will also be stable. 
However, based on the results of  this study, it is 
not known what percentage of  company funds 
are used for investment and paying dividends 
because researchers did not conduct interviews 
and surveys directly with company managers. In 
addition, the R2 score of  this study is low. The 
next researcher should do similar research but 
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by adding other independent variables such as 
investment policy because in this study, the in-
vestment opportunity set does not have such a big 
influence on dividend policy. Further research is 
also expected not only to focus on manufacturing 
companies listed in the IDX, but to be expanded 
to examine other indices as the population.
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