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ABSTRACT 

This research aims at examining further about the effect of dividend-signaling 
hypothesis that predict changes in current dividend level to the future performance of 
companies with respect to financial statement in Indonesian companies. The analysis 
included three aspects: dividend per share, earnings and companies performances. The 
sample for this research is 90 firms during the period 1995-2001. The analysis using 
cross-sectional and partial regressions shows dividend-increasing companies indicate 
significant improvement in their financial profiles, meanwhile dividend-decreasing shows 
significant decline in counterpart. A part from that, dividend-no- change companies still 
indicates certain impacts to their financial performance. 
 
Key words: Dividend-signaling hypothesis; financial performance; dividend changes 
policy 
 

PROBLEM BACKGROUND 
Dividend is one of the returns of investment’s form beside the capital gain. 

Usually, dividend will be paid in the end of accounting period of each firm. In certain 
conditions and with fully consideration, there is a possibility of the firm to make the 
changing in dividend policies. Meanwhile, however, company earnings may not be the 
only consideration for the firms to make adjusting in their corporate dividend decisions. 

It has been a phenomenon that announcement of dividend changing will bring 
to many circumstances that might be quite related to the firms. One of them is known as 
the dividend-signaling hypothesis. According to Bhattacharya, (1979, 1980)1; John and 
William, (1985)2; Miller and Rock, (1985)3, dividend-signaling models predict that the 
announcement of changes in current dividend levels conveys information about the future 
performance of a company. Whether firms signal future prospects through dividend 
changes have been a source of debate and research in the corporate finance literature 
since the early papers by Lintner (1956)4.  

The finance literature provides substantial support for the dividend-signaling 
hypothesis in terms of short run share price performance; there is evidence that indicated 
the dividend-increasing companies earn the positive abnormal returns while their 
dividend decreasing will earn the negative abnormal return as well. The results suggest 
that the negative reactions to bad news is strong and relatively robust (Gunasekarage et al, 
2002)5. An alternative body of literature suggests that the managers consider past and 
current financial performance as well as the expectations of future performance of the 
companies when making their dividend policy decisions. (Lintner, 1956; Healy and 
Palepu, 19886; Allen, 19927; Gunasekarage et al, 19968). On the basis on this evidence, it 
seems reasonable to assume, in the context of the dividend-signaling hypothesis, that the 
dividend-increasing companies should outperform their dividend-decreasing counterparts 
with respect to the financial profiles during the post-announcement period. 
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In relation between dividend and earnings, Benartzi et al (1997)9 corroborate 
the evidence in Healy and Palepu (1988) which stated firm that increased dividend 
experienced significant increases in earnings in the year before and the year of the 
announcement, but showed no significant growth in subsequence years. Meanwhile firms 
that decreased their dividend experienced significant decreases in their earnings in the 
year before and the year of the announcement, but went on to record significant increases 
in earnings in the year following the announcement. In another research, Gwilyn (2004)10 
said that dividend signaling variables had a negative relationship with future surprise in 
earnings, where completely contradiction of the signaling hypothesis.  

A part from that, in Indonesia, Hartono et al (2003)11 do the research about 
analysis the dividend-increases announcement by using the decisional efficient market 
approach. The analysis shows that on the announcement date market significantly gave 
positive reaction to the dividend-increases announcement. It shows that the dividend-
increases announcement in Indonesia has an information content and market react 
quickly. Refers to their research, dividend signaling in Indonesia not fully proved, since 
the investors do not selected the signal that comes from the companies, in general, 
Indonesian investors are still naïve. 
Research Contribution 

Although not conclusive, all recent empirical evidences appears to be moving 
toward rejecting the dividend-signaling hypothesis. This research will contribute to the 
debates with examine the dividend-signaling hypothesis in Indonesia toward the 
companies that already listed in Jakarta Stock Exchange. This research will be examining 
the post-announcement performance of Indonesian Companies which disclosure their 
dividend news to the capital market.  
Research Purposes 

The research will be examining further about the effect of dividend-signaling 
hypothesis that predict changes in current dividend level to the future performances of 
companies with respect to the financial statement in Indonesian companies, and to know 
how dividend-changing policies in companies affect their future performances with 
respect of financial statement. This research has purpose to investigate the validity of 
dividend-signaling hypothesis in dividend changing and analyze the post-announcement 
performance in term of financial statement from the companies in Indonesia refers to 
Jakarta Stock Exchange.  
Research Benefits 

This research has benefits to improve our understanding in the area by 
examining the post-announcement financial accounting performance of Indonesian 
companies that disclosing news of dividend changes over five-year period beginning with 
the year after the change, as well as to know the effect of dividend changing to financial 
performance. 

 
LITERATURE REVIEW AND HYPOTHESIS DEVELOPMENT 

Leading Dividend Theories 
The residual theory of dividend hypothesizes that the amount of dividends 

should not be the focus of the company. The amount of earnings retained, depend on he 
number and size of acceptable capital budgeting projects and the amount of earnings 
available to finance the equity portion of the funds need to pay for these projects. The 
Clientele Dividend Theory based on the view that investors are attracted to a particular 
company in part because of its dividend policy. Each company has its own clientele of 
investors who hold the stock in part because of its dividend policy. Meanwhile, the bird-
in-the-hand theory claims out those stockholders prefer to receive dividends instead of 
having earnings reinvested in the firm on their behalf. Apart from that, Modigliani and 
miller’s dividend theory stated, that the way of firm’s income distributed (in the form of 
future capital gains or current dividends) does not affect the overall value of he firm. 
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Another theory is catering theory of dividend, which stated that the decision to pay 
dividends is driven by investor demand. Managers cater to investors by paying dividends 
when investors put a stock price premium on payers, and not paying when investors 
prefer nonpayer. Apparently, the signaling dividend theory predicts that the 
announcement of changes in current dividend conveys information about future 
performance of a company. Changes in dividend levels convey information about future 
returns from current investment, or dividend increases (decreases) convey favorable 
(unfavorable) information about future cash flows of the firms. 
Literature Review 

Healy and Palepu (1988) find that firms initiating dividends experience rapidly 
increasing earnings in the subsequent two years. Michaely (1995)12 report the existence of 
positive excess returns on the firms after the initiation. However, Macquiera (1998)13 find 
no evidence of increasing earnings after dividend initiations. Venkaetsh (1989)14 report a 
decline in the overall volatility of return when firms commence dividend payments. Dyl 
and Weygand (1998)15 find that firm risk and earnings volatility decreases after a 
dividend initiations. However, the earnings per share of initiating firms were found to be 
no higher than a year after the first payment. 

Taking a different perspective, DeAngelo et al (1992)16 investigate the dividend 
policy of US firms that suffered a loss after a sustained period of both profitability and 
dividend payments. They find that a loss is a virtual necessity for a dividend to be cut, 
although a loss does not guarantee a reduction. Skinner (2004)17 reports that losses are 
more likely to be attributable to special accounting items, and also it more likely to 
reverse for large dividend payers than the case for small dividend payers. Gunasekarage 
et al, (1996) find that UK firms that increased both dividends and earnings displayed 
positive abnormal excess returns around the announcement day while firms with declines 
in both dividends and earnings showed negative excess return. Meanwhile, for firms 
emanating mixed signals, no abnormal returns found. 

A part from that, Gwilym et al (2004) has been investigated the dividend 
signaling hypothesis existence of firms that have suffered a decline in earnings after 
periods of sustained earnings growth. It stated that over three-quarters of firms increased 
their dividends despite the fall in profits. Gunasekarage et al (2002), they find that the 
outstanding performance demonstrated by good-news companies with dividend increases 
and earnings increases samples before the increase in their dividend and earnings did not 
persist beyond the announcement period. Overall, their conclusion stated that the validity 
of dividend-signaling hypothesis come into question. It suggests that a firm is seeking to 
address its financial difficulties, rather than as it presume at present, conveying a negative 
signal about the future results. Chen and Shevlin (2004)18 found that dividend-decreasing 
firm’s information risk beta increases in the three years after the dividend-decreases 
announcements. They also found that dividend-decreases firm’s analyst forecast 
dispersion and stock return volatility become larger, suggesting greater information 
uncertainty concerning the future prospects of dividend-decreases firms.  

Skinner (2004) suggest that while dividends may have been a viable signaling 
tool in early part of last century when managers had few mean of communicating 
information other than using the financial statement themselves, changes in the ways 
managers communicate with the outside world  may have rendered dividend signaling 
absolute. Grullon et al (2003)19 find that dividend changes are uncorrelated with future 
earnings changes when one controls for the well-known non-linearities in the earnings 
process when examining the performance of a firm following a corporate event. They 
also find that, regardless the models of earnings expectation, model that include dividend 
changes do not outperform those that do not include dividend changes. They even suggest 
that investors may be better off not using dividend changes when they forecast earnings 
changes. 
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Respectively, Nissim and Ziv (2001)20 consider a particular model of earnings 
expectation and find a positive association between current dividend changes and future 
earnings changes. Allen and Michaely (2002) also point out that the evidence support the 
signaling hypothesis indicates that dividend changes are associated with changes in stock 
price of the same sign around the dividend change announcement and the immediate price 
reaction is related to the magnitude of the dividend. However, the overall empirical 
evidence is not supportive of traditional signaling models because of the two findings 
since the relation between dividend changes and subsequent earnings change are 
inconsistent with the theory and, there is a significant price drift in subsequent years  

Schwert and Smith (1992)21 find that information contains of dividend 
changing might be differing from earnings in two ways. First, most earnings 
announcement appear in long release that contain many potentially informative items in 
addition to the earnings disclosure itself. Second, since dividend amount equals is the 
maximum likelihood estimate for most firms, dividend announcement changes may be 
substantially more surprising. In their empirical research about dividend changing policy 
to the NASDAQ firms, Ryan, et al. (2000)22, find a strong support for dividend signaling 
hypothesis in explaining the negative stock price reaction to dividend omissions. Their 
results indicate that the stock prices of NASDAQ firms will move in the direction of 
dividend change. Gombola et al (1999)23 in their research stated that, they strongly 
support the signaling hypothesis in explaining the information content of special 
designated dividend (SDD). Where it showed by upward abnormal revision in forecast of 
current-year earnings following SDD announcements and significantly positive stock 
price reaction , and positive relation between the abnormal forecast revisions for current 
year earnings and the announcement period of abnormal stocks return. Fuller et al 
(2002)24 do the research that related to dividend announcement, signaling, and 
nonmonotonic dividends. They stated that dividend-signaling hypothesis suggest the 
managers with better information than the market will signal this private information 
using dividend. They also stated that standard in discrete signaling models; they stipulate 
two types of observationally identical firms, good and bad, each with different cash 
flows.  
Hypothesis Development 
       Based on Gunasekarage et al (2002), that suggest short run performance provide 
strongly support for dividend-signaling hypothesis, meanwhile long run performance the 
dividend increase will counterpart dividend decrease companies. And in addition, Healy 
and Palepu (1988) suggest that dividend-increasing companies experience Firm that 
increased dividend experienced significant increases in earnings in the year before and 
the year of the announcement, but showed no significant growth in subsequence years. In 
the other hand, Hartono et al (2003) which suggest that on the announcement date market 
significantly gave positive reaction to the dividend-increases announcement. 
Furthermore, they conclude that dividend-signaling hypothesis do not fully proved in 
Indonesia, and then the followed hypotheses that used in this research are: 
Ha1: Dividend-increasing companies will shows better improvement in respect to 

financial performance in post announcement periods. 
Ha2:  Dividend-decreasing companies will shows significant declining in terms of 

financial performance in their post announcement periods. 
Ha3:  Companies financial performance is not related by dividend-no-change policies. 
 

RESEARCH METHOD 
Samples Procedures 

 The populations in this research cover all companies that listed in Jakarta 
Stock Exchange since 1995 until 2001 excluded the companies from banking, credits 
agencies other than bank, securities, insurance, and real estate. The samples were 
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gathered by using purposive sampling method. The samples are explained in following 
table: 

 
Table .1  

Sampling Procedure 
No. Sample Criteria Total Amount 
1. 
 
2. 
 
3. 
4. 

Firms listed form January 1, 1995 to 
December 2001 
De-listed from JSX before December 31, 
2001 
Financial, Insurance, and Real Estate  
Dividend per share and earnings per share 
not available 

323 
 

72 
90 
71 

 Usable samples 90 
 

These observations were then sub-divided into six categories, depending on 
direction of changes in dividends and earnings; companies which announced increases in 
dividend and earnings (DIEI); companies which increases their dividend in spite of 
reporting reduced earnings (DIED); companies which cut their dividend while reporting 
an improvement in their earnings (DDEI); companies which disclosure reductions in their 
dividend and earnings (DDED); companies which paid the same amount of DPS as last 
year while reporting  increasing in their earnings (DNCEI); and companies which 
maintain the same DPS as last year even though they disclosed a reduction in earnings 
(DNCEI). Each of companies categories are summarized as follows: 

 
Table.2  

Data Selection 
No. Companies Categories Categories Code Amount 
1. 
2. 
3. 
4. 
5. 
6. 

Dividend increase earnings increase 
Dividend increase earnings decrease 
Dividend decrease earnings increase 
Dividend decrease earnings decrease 
Dividend no change earnings increase 
Dividend no change earnings decrease 

DIEI 
DIED 
DDEI 
DDED 
DNCEI 
DNCED 

23 
11 
10 
31 
10 
5 

 Total Amount  90 
 

From the usable samples, each of the financial years is taken annually. Its mean 
that there are 540 observations that used in this research. It contains 138 observations in 
DIEI companies, 66 observations in DIED, 60 observations in DDEI companies, 186 
observations in DDED, 60 and 30 companies in DNCEI and DNCED respectively. 

This study investigates the post-announcement performances of companies 
announcing changes in dividend and earnings simultaneously to the capital market during 
the seven- years period from 1995-2001. The data that used for this research is secondary 
data, which are financial statement and other information that covered financial ratios 
from each company and other fundamental factors.  
 
Variable Measurement 
Independent Variables 

One of independent variable is dividend per share, which is compare between 
dividends paid and total common stock outstanding. The other independent variable is 
earnings per share, which define as the profit in million rupiah attributable to each equity 
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share after deducting preference dividend but before taking into account extraordinary 
items, divided by the number of equity’s share in issue. 
Dependent Variables 

To analyze the return performance as dependent variables, this research partly 
following Gunasekarege et al (2002), by taking three different aspects of financial 
performances. Two profitability measures were calculated: Return on Assets (ROA), and 
net profit margin ratio (NPM); two activity measures examined: creditor’s ratio (CR) and 
Inventory Turnover (IT); and one liquidity measure will be calculated: working capital 
ratio (WCR).  

 
DATA ANALYSIS 

In order to establish evidence for the dividend –signaling hypothesis, a cross 
sectional regressions to capture the influence of interactive dividend and earnings signal 
on the post-announcement financial performance of the sample companies is used. For 
this purpose, the following regression model is estimated: 

Per = � +�1�DPS1 + �2�EPS1 + �3I (+,+) + �4I (+,-) + �5I (-,+) + �6I(0,+)       
+ �7I (0,-) .......................................................................................... (a) 

Pern = � +�1�DPS1 + �2�EPS1 + e ............................................................... (b) 
Per is represented the financial performance of the companies as dependent 

variables, model (a) is used to find out the interaction effect between dividend and 
earnings to financial performances by using dummy variables. Furthermore, �DPS and 
�EPS are represented the percentage of change from dividend and earnings. All other 
dummy variables are defined in an analogous manner, for instance the variable I (0,+) 
takes on value of 1 if dividend has remained unchanged while earnings have increases, 
and 0 otherwise. The dummy variable I (-,-) is excluded from the model to prevent the 
problem of over specification; the intercept term, therefore, may be interpreted as the 
worst-case scenario where both dividend and earnings changes convey a bad signal to the 
market and the coefficient of dummy variables. �3 to �7 represent the increases in firm 
performance over this worst case scenario.  

Meanwhile, model (b) is used in order to examine the effect of dividend 
changing to every single type of the samples (DIEI to DNCED). We examine the effect of 
dividend changing to every financial performance aspects. Pern indicated each of the 
dependent variables in financial performance (ROA and WCR), � is the constants, 
whereas the �DPS and �EPS describes the dividend and earnings respectively. 

The dividend signaling hypothesis hold that dividend-increase companies 
which reported statistically significantly excess return and superior financial performance 
in the announcement year, should display further improvements in their financial profiles 
during the post announcement periods. On the other hands, dividend-decrease companies 
should demonstrate a further deterioration in reported financial performance in the post-
announcement years. In order to analyze the growth rate in financial profiles, the means 
of the financial data summarized in table 4.3 as follows: 

 
Table.3 

 Annual Mean of Financial Profiles 
Dividend Change Categories Variables 

DIEI DIED DDEI DDED DNCEI DNCED 

ROA             

1995 (Y0) 6,58  10,85  8,20  8,05  7,25  12,25  

1996 (Y+1) 8,29  9,30  12,61  5,73  6,59  22,98  

1997 (Y+2) 5,99  20,01  (7,77) (1,02) 1,67  4,21  
To be continued… 
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Table 3 (Continue) 

1998 (Y+3) 4,55  4,71  (10,44) (5,46) 2,05  (2,76) 

1999 (Y+4) 10,78  11,59  9,25  10,67  7,64  8,05  

2000 (Y+5) 12,22  8,24  (17,45) 3,31  11,18  (5,55) 

2001 (Y+6) 8,53  3,72  4,60  2,18  7,99  1,80  

NPM             

1995 (Y0) 0,14  0,16  0,15  0,17  0,17  1,54  

1996 (Y+1) 0,14  0,16  0,14  0,16  0,08  0,12  

1997 (Y+2) 0,11  0,11  0,01  0,09  0,05  0,09  

1998 (Y+3) 1,03  0,06  0,01  0,04  0,06  0,09  

1999 (Y+4) 1,27  0,15  0,14  0,80  0,07  0,11  

2000 (Y+5) 5,72  0,17  0,04  0,08  0,16  0,02  

2001 (Y+6) 2,36  0,25  0,11  0,05  0,20  0,04  

IT             

1995 (Y0) 17,05  13,40  7,92  2,92  5,44  2,36  

1996 (Y+1) 7,17  12,73  6,57  3,26  6,36  2,32  

1997 (Y+2) 7,24  10,50  5,19  3,20  7,68  1,60  

1998 (Y+3) 9,45  19,44  42,13  3,31  6,18  2,35  

1999 (Y+4) 8,33  16,72  55,83  4,04  7,10  2,44  

2000 (Y+5) 7,69  14,76  31,79  4,56  6,34  2,61  

2001 (Y+6) 10,36  27,12  31,13  4,65  6,40  2,99  

CR             

1995 (Y0) 46,23  29,87  41,77  50,73  51,55  94,31  

1996 (Y+1) 34,55  30,35  41,46  238,78  46,12  82,25  

1997 (Y+2) 98,92  36,07  68,32  73,25  75,10  134,64  

1998 (Y+3) 33,75  24,09  50,78  54,63  52,95  90,19  

1999 (Y+4) 34,49  28,19  35,81  54,31  463,96  94,90  

2000 (Y+5) 46,12  22,48  42,97  56,17  44,76  85,15  

2001 (Y+6) 256,18  37,45  44,67  52,55  (18,77) 84,27  

.WCR             

1995 (Y0) 1,88  1,88  1,59  1,82  1,99  1,74  
Dividend Change Categories Variables 

DIEI DIED DDEI DDED DNCEI DNCED 

1996 (Y+1) 1,86  1,63  1,97  2,10  1,64  1,70  

1997 (Y+2) 1,92  1,78  1,17  1,54  1,48  1,80  

1998 (Y+3) 2,60  1,82  1,08  1,21  1,38  1,48  

1999 (Y+4) 3,50  2,29  3,16  2,68  1,90  2,05  

2000 (Y+5) 3,06  2,88  1,52  17,23  1,56  1,32  

2001 (Y+6) 2,46  2,31  1,40  5,72  1,56  1,06  
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Regarding the results in table.3, both of dividend-increasing samples shows 
positive signals in respond the changing in dividend in term of profitability ratio. DIEI 
samples shows 29,6 percents increase in ROA, as well as 1585 percents increase in NPM 
in the end of sixth year of post changing dividend. In other hands, DIED samples shows 
decline in ROA as 44 percents, but indicates the increase in NPM as 56,2 percents. These 
results are statistically significant. These facts, tend to slightly different from Benartzi et 
al (1997) that corroborated by Gunasekarage et al (2002) that suggests that firm which 
increased their dividend experienced significant increase in earnings in the year before 
and year announcement, but showing no significant growth in post announcement 
periods. In this study, dividend increases samples tend to have lower performance in 
profitability until the year of crisis, but begin to recovery in the years afterward (started 
1999). Furthermore, in general, both of dividend-increasing samples shows increasing 
percentage in activity ratio such as 102,3 percents increase in IT for DIED companies, but 
contribute to 39,2 percents decrease for DIEI samples. In creditors ratio, both of samples 
are showing significant increase, such as 454 percents increase for DIEI, and 25,3 
percents for DIED samples, there results are also statistically significant. It seems that 
dividend-increasing companies tend to expand their creditors ratio, or the other word, the 
ability of the firms to pay their creditors tend to be decline as consequences for increasing 
in paying the dividends. In liquidity ratio, dividend-increasing companies shows increase 
as 26,9 percents in average. The first alternate hypothesis (Ha1) that stated the dividend-
increasing companies will shows better improvement in respect with financial 
performance in their post-announcement periods has failed to be rejected by these results. 

Dividend-decreasing samples indicate the decline in the first three years after 
the year of dividend changing announcement in term of profitability ratio, but showing a 
significant increase during the fourth to sixth years after announcement (1999-2001).It 
assumed that many companies, especially in this groups are suffered the bad impacts of 
monetary crisis during 1997-1998. The DDEI samples, shows decline in the year of 1998 
as 230 percents in ROA and 93 percents in NPM, but showing positive recovery after the 
year. These results are statistically significant. Meanwhile, the DDED samples indicates 
the significant decrease in profitability in crisis periods, as 167,8 percents in ROA and 
76,5 percent in NPM, but start to rebounding at the Y+4 (1999) which shows 295 
percents and  19 times increase from previous year and continuously decrease to Y+6. 
This group is tested by using model (b), which indicated that NPM influence significantly 
to their financial performance (statistically significant at conventional level). It clearly 
shows that DDED samples are suffered the significant lost in their financial periods 
(especially in 1998). These facts are partly corroborate the Gunasekarage et al (2002); 
Healy et al (1998); Jensen et al (1995)25; and Benartzi et al (1997) that observed the U.K 
DDED companies , which suggest recovery in profitability ratio in their post 
announcement periods. Meanwhile, in Indonesian DDED companies only shows 
significant improvement in Y+1 after crisis, and continuously decrease afterward. 
Furthermore, in partial regression model, all of coefficients in activities ratios in DDED 
samples are statistically insignificant. It shows that, this ratio has a weak relationship with 
dividend-reducing policy. It further indicated by the DDED samples do not showed 
significant changed, whether in IT or CR in post announcement of dividend changing. 
Only DDEI samples, which indicated increase in IT as 293 percents during Y+1 to Y+6. 
This phenomenon happened since the profits that DDEI samples receipts form their sales 
are allocated in other terms in spite of paying more in dividend. In addition, DDEI 
remains constant and DDED samples have significant increase in WCR. The latest facts 
corroborate the Gunasekarage et al (2002) that suggest DDED companies have overcome 
the liquidity problems that they faced in announcement year by increasing their level of 
liquid assets in the post-announcement periods.  Since 70 percents of ratio in dividend-
decreasing companies are having significant decrease (in annual means), and only 
statistically significant to the profitability ratio, the second alternate hypothesis (Ha2) 
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which suggest dividend-decreasing companies will shows significant decline in terms of 
financial performance in their post-announcement periods has failed to be rejected by 
these results.  

In dividend no change companies, DNCEI tend to be increase in profitability, 
by using partial regression that showed in model (b, these results are statistically 
significant. Meanwhile, in CR, DNCEI samples shows significant decline (136 percents), 
it shows that this groups are willing to pay their creditors prefer than increase their level 
of dividend payment. This phenomenon also occurs in DNCED samples, that shows 
decrease in CR as 17 percents. In addition, DNCEI samples tend to be increase in IT. A 
part from that, DNCED samples shows significant decrease in their profitability (as 85,30 
percents), these results also statistically significant in model (b) regression. In the other 
hands, by using descriptive statistics, DNCED groups tend to decline in overall to their 
ratios. By these results, the third alternate hypothesis (Ha3) that suggest companies 
financial policies are not related with dividend-no-change policies are failed to be 
accepted since 80 percents of financial ratios that represented companies performance are 
statistically influenced or changed (profitability ratios; ROA and NPM, activity ratio; CR, 
and liquidity ratio; WCR).  
 

CONCLUSION 
In this research, the influence of dividend changing to financial performance in 

which represented by financial ratios are examined. In this respect, dividend-increasing 
companies indicate the significant improvement in their financial profiles during the post 
announcement periods. Regardless the investors or other externals opinion about the 
signal that possibly convey by the dividend changing. In general, market will react 
positive to the dividend increasing. Most of Indonesian companies are suffered lost that 
caused significant decline in their profitability ratio, but so far the dividend –increasing 
groups are performance better than other groups. 

In dividend-decrease companies, most of them are influenced by monetary 
crisis badly in 1997-1998 periods. It indicates by significant decline in their profitability 
ratios. More over, other ratios are not directly influenced by dividend-decrease policy 
since all of coefficients are statistically insignificant, but these facts showed almost all 
annual means showing significant decreased. From these evidences, it seems that 
dividend signaling hypothesis is proved in indonesian company cases. A part from that, 
dividend-no-change companies still indicates certain impacts to their financial 
performance. It clearly showed that, even though almost all of variables in these groups 
are insignificant, we cannot rely upon our prediction about the financial performance only 
to the level of dividend-changing. 

This research, however, still has limitations. It assumed the year of 1995 as 
based of dividend changing policies, and then classified it in to six categories. This 
research do not used proper date of announcement. More over, it only used the long run 
performance rather than short run periods (even studies). Using other prior ratios in which 
expected will shows more impacts in dividend change policies are expected to the next 
researches. 
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Table 4 
Interaction Effect on post-announcement financial performance of samples companies. The table reports the output of regression model by involving the 
coefficient for B and t for each of variable in the model. This coefficient estimate including constant, DPS change, EPS change, I(+,+) when both dividend 
and earnings are increase, I(+,-) if the DPS increase, meanwhile  EPS decrease, I (-,+) when DPS decrease, but EPS increase, I (0,+) if dividend not change, 
but EPS increase, and I (0,-) when DPS change is zero and EPS decrease. 
 

Coefficient Estimates 
Variables Constant DPS change EPS change I(+,+) I(+,-) I(-,+) I(0,+) I(0,-) F-Statistic 

                    
ROA 5,571 -1,566 -0,011 6,473** 8,703** 9,238** 2,109 -0,685 1,803* 
NPM 0,066 -0,013 -0,0000447 0,071** 0,049 0,069** -0,003 -0,028 2,389** 
IT 6,15 -0,611 -0,066 1,332 -0,611 -0,602 -1,212 -1,222 0,926 

CR 63,736 -4,162 -0,075 
-

29,854* -33,875 -24,293 -28,793* -9,632 1,048 
WCR 1,943 -0,169 0,006 0,39 0,855 0,337 -1,114* -0,430 1,833* 

 
 
*** denotes for statistically significant at 1 % 
**   indicates significant at 5% 
*     Significant at 10 % level
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Table.5 

Coefficient Estimates DIEI Companies 
      

Variables Constant DPS Change EPS Change F-Test  R Square       
% 

ROA 7.638 0.002 0,008** 0,044** 5.9 
            
NPM 1.099 -0.007 0.001 0.420 1.7 
            
IT 5.078 0.011 0,008* 0.040 0.6 
            
CR 57.742 -0.101 -0.007 0.756 0.5 
            
WCR 2.897 0.001 -0.001 0.380 1.9 
            
*** denotes statistically significant at conventional level (1%)  
**   statistically significant at 5 %  
*    significant at 10% level  
      

Table.6 
Coefficient Estimates DIED Companies 

      

Variables Constant DPS Change EPS Change F-Test  R Square       
% 

ROA 5.911 -0.026 0.029 0.326 5.0 
            
NPM 0.132 0.000 0.000 0.462 3.4 
            
IT 18.595 0.003 -0,035** 0.175 7.6 
            
CR 38.438 0.003 -0,035** 0,048** 13.1 
            
WCR 2.097 0.003 0.000 0.740 1.4 
            
*** denotes statistically significant at conventional level (1%)  
**   statistically significant at 5 %  
*    significant at 10% level  
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Table.7 

Coefficient Estimates DDEI Companies 
      

Variables Constant DPS Change EPS Change F-Test  R Square       
% 

ROA 3.145 0.014 0,024*** 0,021** 19.8 
            
NPM 0.052 -0.00000862 0,000*** 0,008*** 23.8 
            
IT 29.214 -0.304 -0,005 0.480 1.8 
            
CR 43.400 -0.041 -0,001 0.886 0.7 
            
WCR 1.603 0.003 0.000 0.311 6.5 
            
*** denotes statistically significant at conventional level (1%)  
**   statistically significant at 5 %  
*    significant at 10% level  
      

 
Table.8 

Coefficient Estimates DDED Companies 
      

Variables Constant DPS Change EPS Change F-Test  R Square       
% 

ROA 4.202 -0.008 0.025 0.318 2.1 
            
NPM 0.038 0,000** 0,000*** 0,000*** 33.6 
            
IT 4.356 0.050 -0,002 0.480 1.4 
            
CR 50.637 -0.019 0,000045 0.928 0.1 
            
WCR 3.734 -0.004 -0.004 0.759 0.5 
            
*** denotes statistically significant at conventional level (1%)  
**   statistically significant at 5 %  
*    significant at 10% level  
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Table.9 

Coefficient Estimates DNCEI Companies 
      

Variables Constant DPS Change EPS Change F-Test  R Square       
% 

ROA 3.161 0.013 0.008 0,002*** 27.2 
            
NPM 0.038 0,000 0.000712 0,014** 20.3 
            
IT 6.201 0.004 -0,000084 0.937 0.3 
            
CR 51.157 -0.072 0,014 0.574 2.9 
            
WCR 1.642 0.004 0.000 0.142 9.5 
            
*** denotes statistically significant at conventional level (1%)  
**   statistically significant at 5 %  
*    significant at 10% level  
      

 
Table.10 

Coefficient Estimates DNCED Companies 
      

Variables Constant DPS Change EPS Change F-Test  R Square       
% 

ROA 5.631 0.021 0.016 0.580 5.9 
            
NPM 0.085 0,000 0,000** 0,050** 28.4 
            
IT 2.495 0.001 -0,001 0.130 20.3 
            
CR 42.311 0.178 0,114** 0,015** 37.5 
            
WCR 2.173 -0.005 0.000086 0.283 13.1 
            
*** denotes statistically significant at conventional level (1%)  
**   statistically significant at 5 %  
*    significant at 10% level  

 
 
 


