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ABSTRACT:This study aims to examine and determine the effect of Good Corporate Governance that is independent
commissioners, boards of commissioners and profitability on dividend policy in manufacturing sector companies listed on the
Malaysia Stock Exchange and Indonesia Stock Exchange during the 2019 period. The number of samples taken was 45 companies
in Malaysia and 67 companies in Indonesia using quantitative methods with secondary data collection. The data obtained is
taken from the results of the company's financial statements contained on the official website of Bursa Malaysia and IDX. The
data analysis technique used in this research is multiple linear regression analysis technique and analyzed by using an
application to analyze data in the form of SPSS. The results of hypothesis testing in this study indicate that in companies in
Malaysia, independent commissioners and profitability have a significant effect on dividend policy, while the board of
commissioners has no significant effect on dividend policy, then in companies in Indonesia, independent commissioners have a
significant effect on dividend policy. Dividend policy, while the board of commissioners and profitability have no significant
effect on dividend policy.
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I. INTRODUCTION
The investment decision of an investor aims to gain profit. The profit to be obtained in stock investment is in the form of
dividends and or capital gains. Temporary investments generally expect capital gains, while investments aimed at obtaining
ownership rights over companies expect dividend income. Dividend itself has the meaning as part of the company's profits
distributed to shareholders based on an agreement that has been stipulated in the General Meeting of Shareholders (GMS),
including the amount of distribution and time of distribution of dividends.

Dividend policy is one of the company's strategic policies, because it will affect long-term company financing. The dividend
policy contains a decision whether the profit generated by the company will be distributed to shareholders/investors or whether
the profit will be kept back in the company in the form of retained earnings which will then be used as a source of funding for
the company's investment in the future. Dividend policy is an important financial decision (Chen at. al. 2022) because it involves
the flow of funds out of the company to shareholders/investors (Gangil and Nathani, 2018). Dividend policy can be a form of
control mechanism to reduce agency problems between shareholders and managers.

Generally investors wish to obtain returns or profits from investments both in the form of capital gains and in the form of
dividends (Thompson and Adasi, 2021) but this desire is not in line with company policy in distributing dividends, as evidenced in
2019 manufacturing companies listed on the Indonesia Stock Exchange 87 out of 169 companies or around 51.5% percent do
not pay dividends and manufacturing companies listed on the Malaysia Stock Exchange total 71 out of 163 companies or around
43.6% percent do not pay dividends.

In Malaysia, the large number of companies that do not pay dividends is exacerbated by the absence of specific rules governing
the distribution of dividends. Companies are generally free to decide on the distribution of dividends. The Companies Act 1965
(article 365) alone stipulates that dividends must be distributed out of profits but does not indicate whether it should be current
profits or accumulated profits, therefore giving rise to inconsistencies in the administration of dividend policies.
The large number of companies that do not pay dividends is one of the interesting things to study about the factors that
encourage companies to pay dividends. Kanakriyah, (2020) states that the decision to pay dividends depends on the company's
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success and stability in generating profits. The company's ability to generate profits is known as profitability. Profitability is
considered the main indicator for companies to announce and pay dividends, so that currently many researchers are interested
in examining the relationship between profitability and dividend policy (Ahmed et al., 2018; Dewasiri et. al., 2019; Sami and
Abdallah, 2021; Ben and Jarboui, 2022, Jadiyappa and Kakani, 2023). Paramina et. al. (2020) shows a positive relationship
between the level of profit and dividend policy. The results of this study are similar to those stated by Farooq at al. (2022).
However, it is different from the results of Wahyudi's research, (2020) which found no significant relationship between the level
of profitability and dividend policy in manufacturing companies listed on the Indonesia Stock Exchange. Motivated by this
condition, this research will again confirm the relationship between profitability and dividend policy.

Hasan et al., (2021) suggests another factor that plays an important role in dividend policy is Good Corporate Governance (GCG).
GCG enables companies to monitor managers to ensure that they make effective decisions in accordance with company goals
and to provide balanced information between managers and other stakeholders. The GCG mechanism is a system that regulates
and manages the relationship between shareholders, managers and other stakeholders to balance the rights and obligations of
each stakeholder and to increase company transparency in reporting their performance to stakeholders.

GCG plays an important role in the GMS, especially in making decisions whether profits will be distributed as dividends or will be
kept as retained earnings as reserves for financing the company's development in the future. The GCG structure consists of the
Board of Commissioners (BOC), Independent Board of Directors (IBD), audit committee (Audit Committee) in Indonesia and
Board of Directors (BOD), Independent Board of Directors, Audit Committee in Malaysia. Baker et al. (2020) shows a positive
relationship between BOD size and dividend policy, while Pahi and Yadav (2018) show a negative relationship. Jacobu et al. 2022
shows a significant positive relationship between IBD and dividend policy and vice versa Liu et al. 2022. GCG plays an important
role in making dividend policy decisions (Pahi and Yadav, 2019), however, several previous studies have not shown a consistent
relationship between GCG structure and dividend policy. For this reason, this study will review the relationship between these
variables and dividend policy.

1. LITERATURE REVIEW AND HYPOTHESIS DEVELOPMENT

Agency Theory

Agency theory focuses on conflicts that occur in companies based on contractual relationships between company owners and
managers (Jensen & Meckling, 1976). According to agency theory, managers have the opportunity to use company resources for
their own interests, but owners also have the authority to limit the interests of managers so that the rights of shareholders are
protected. Increasing information asymmetry between owners and management will cause greater agency problems and raise
doubts about future cash flows for owners.

One way to reduce this agency problem is to distribute dividends. According to Jensen (1986), dividends act as a mechanism to
reduce agency problems arising from conflicts between owners and management. Companies that have high profits will choose
to retain profits and then reinvest them because the returns obtained from dividend distribution may not be as large as if the
profits were invested. Managers have incentives to use organizational resources for their own benefit when they hold cash,
rather than using this excess cash flow to pay dividends to shareholders.

Signalling Theory

Signal theory explains why companies have the motivation to provide information about the company's condition to investors.
This motivation is due to information asymmetry between company managers and company investors. Managers have more
information about the condition of the company than investors, so that information asymmetry arises between managers as
managers of the company and investors. Signaling theory was first put forward by Ross (1977). Information submitted by the
company will be received by investors and then interpreted and analyzed whether the information is worth a positive signal or a
negative signal. This information also allows investors to assess which companies are qualified and which are not. If the
information is positive, investors will respond positively by investing in the company, which in turn will increase the stock price.
However, if investors give a negative signal it indicates that investors' desire to invest is decreasing which will affect the decline
in company value. One of the important information is the level of profit and dividend distribution of the company

Dividend Policy

Dividend policy includes decisions about whether profits will be distributed to shareholders or will be retained for reinvestment
in the company. Very few companies pay dividends in an amount equal to legally available retained earnings (Cahyadi and
Suganda. 2021). The definition of optimal dividend policy is a dividend policy that creates a balance between current dividends
and future growth so as to maximize the company's stock price. Dividend policy is an integral part of a company's funding
decisions. Dividend policy is a way of distributing dividends to shareholders by a company.

JEFMS, Volume 06 Issue 06 June 2023 www.ijefm.co.in Page 2919



http://www.ijefm.co.in/

The Role of Good Corporate Governance and Financial Conditions in Encouraging Dividend Policy in Indonesian
and Malaysian Companies

Companies that distribute dividends give a sign to the market that these companies have bright prospects for the future and are
able to maintain the level of dividend policy that has been set in the previous period. Companies with bright prospects will
encourage an increase in share prices. If the company decides to share the profits earned as dividends, it means that it will
reduce the amount of retained earnings, which in turn will also reduce internal funding sources that will be used to develop the
company. Meanwhile, if the company does not distribute profits as dividends, it will increase the company's internal funding
sources and will increase the company's ability to develop the company.

Some investors want stable and increasing dividend payments, but not a few investors are interested in low dividend payments
because they want to have good capital growth. Optimal dividend policy in a company is when there is a balance between
current dividend yields and company growth in the future.

Good Corporate Governance (GCG)

According to the Forum for Corporate Governance in Indonesia (FCGI, 2001) GCG is a set of rules governing the relationship
between shareholders, company management, government, creditors, employees and other interested parties relating to their
rights and obligations. The GCG mechanism is also a system, procedure, process, or set of rules that regulates the relationship
between parties with an interest in the company (Napitupulu et al. 2020). GCG is an effort to maintain the relationship between
BOC/BOD, shareholders, and company management (Pratama et al. 2020). The relationship between these three elements in
the GCG system will determine the direction and performance of the company in accordance with the established mechanism.
Besides that, the existence of GCG is expected to foster investor confidence in the company.

GCG principles also function to control the behavior of company managers so that they act not only to benefit themselves, but
also to benefit company owners, or in other words to equate the interests of company owners and company managers. The
application of GCG will provide benefits that is increasing company performance, making it easier to get financing which
ultimately increases company value, increases investor confidence, increases shareholder value and encourages dividend
dividend policies.

Hypothesis development

a. Board of commissioners and dividend policy

Indonesia adheres to the European continental governance system. This system has two systems or also called the Two Tiers
System in the board structure within the company. With this system, Indonesian companies have separate boards, that the
Board of Commissioners (BOC) and the Board of Directors (Board of Directors). The BOC as an organ of the company is in charge
and responsible for supervising and providing advice to the Board of Directors, however, the BOC may not participate in making
operational decisions. Malaysia adheres to a one tiers system of governance. In this one tier system only recognizes one board,
the Board of Directors (BOD) where members come from within the company and appointed external companies.

Bhattacharya et al. (2019) who examined the effect of GCG on dividend policy with idiosyncratic risk as moderation, found that
dividend policy will increase if the company has good GCG with low idiosyncratic risk. Several previous studies in Indonesia have
tested the relationship between BOC and dividend policy, finding positive results between BOC and dividend policy (Sumail,
2018, Winarti et al., 2023). Hassan et. al 2020 Malaysian researchers have also confirmed the positive relationship between BOD
and dividend policy. Based on the previous results, the research hypothesis 1 and as follows:

Hi-There is a positive relationship between the Board of Commissioners and dividend policy in Indonesia

H2-There is a positive relationship between the Board of Directors and dividend policy in Malaysia.

b. Independent ommissioners on dividend policy

IBD is a Company Organ that is tasked with carrying out general or special supervision in accordance with the articles of
association and providing advice to the Board of Directors. The appointment and dismissal of IBD is carried out by the GMS. IBD
is a body within a company whose members usually come from outside the company whose function is to assess the
performance of the company as a whole. One of the IBD functions is to oversee the company's performance which is run by
company management.

This supervision is carried out to reduce agency conflict between company management and company owners where
management in making decisions often prioritizes personal interests rather than the interests of shareholders. IBD's role is as a
performance supervisor to minimize agency costs. Several previous studies in Indonesia have tested the relationship between
IBD and dividend policy and found a positive relationship (Mai and Syarief 2021, Hendrawaty, et al. 2021). Al-Kahmisi and
Hassan, (2018) Malaysian researchers have also confirmed the positive relationship between IBD and dividend policy. Based on
the previous results, the research hypotheses 3 and 4 are as follows:
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Hs-There is a positive relationship between commissioners' independence and dividend policy in Indonesia
Hs=There is a positive relationship between commissioner independence and dividend policy in Malaysia.

c.  Profitability on dividend policy

One of the company's goals is to increase the welfare of shareholders through increasing the value of the company. This can be
achieved if the company is able to achieve maximum profit in its operations. Management must ultimately make decisions
regarding the utilization of profits. There are two alternative uses of profit utilization, which are retained as retained earnings
and distributed as dividends. Profit is one of the main indicators in determining dividend policy (Budianto et al. 2022).
Companies with high profit levels have a better ability to distribute dividends. Signaling theory can explain that dividend
payments are a sign that the company has a high cash flow potential prediction in the future. High profitability greatly affects
the amount of dividends distributed to shareholders. Several previous studies in Indonesia have tested the relationship between
profitability and dividend policy and found a positive relationship between profitability and dividend policy (Mauris and Rizal,
2021, Pattiruhu and Paais, 2020). Several Malaysian researchers have also confirmed the positive relationship between
profitability and dividend policy (Bakri et. al 2021; Yusof et al. 2020). Based on the previous results, the research hypotheses 5
and 6 are as follows:

Hs-There is a positive relationship between profitability and dividend policy in Indonesia.

He=There is a positive relationship between profitability and dividend policy in Malaysia.

lll. METHODOLOGY

Determination of the sample using the purposive sampling method with the considerations as (1) manufacturing companies
listed on the Indonesian and Malaysian stock exchanges during 2019. The 2019 determination was to avoid data bias because
the year after 2019, that is in 2020, Covid occurred which caused many companies not to operate on an ongoing basis. normal.
(2) Companies publish and publish financial reports (3) financial reporting in rupiah for Indonesian companies and ringgit for
Malaysian companies and distribute dividends during the study period.

The dependent variable in this study is dividend policy. The independent variables in this study are the Board of
Commissioners (BOC) in Indonesia and the Board of Directors (BOD) in Malaysia and other independent variables, that the
Independent Board of Directors (IBD) in both Indonesia and Malaysia. This study is equipped with a control variable that is
profitability. Variable measurement is based on several previous studies, that the Board of Commissioners (BOC) and Board of
Directors (BOD) variables are measured by the number of members, Independent Board of Directors (IBD) is measured by the
number of independent commissioners divided by the number of commissioners and dividend policy (DPR) ) is measured by the
dividend payout ratio. The variable profitability (PB) is measured return on assets.

Data analysis method used multiple linear regression. Model 1 examines the influence of the BOC, IBD and PB variables on
dividend policy in Indonesia. Model 2 examines the effect of BOD, IBD and PB on dividend policy in Malaysia.

-B1BOC+B21IBD + B3 PB+ck......... Model 1
-B1BOD + B2 IBD + B3 PB+ ¢ ............. Model 2

IV. RESULT AND DISCUSSION

Sampling method based on purposive sampling. Based on the method and criteria for selecting the sample, 67 samples of
Indonesian companies and 45 samples of Malaysian companies were selected.

Table 1 shows the descriptive statistics of Indonesian companies. DPR shows an average value of 36,526 and a standard
deviation value of 23,400. The maximum value of 99,350 owned by the company H.M. Sampoerna Tbk, while the minimum
value of 0,700 is owned by the company Mayora Indah Tbk. BOC shows an average value of 4,240 and a standard deviation value
of 1,625. The maximum value is 8, one of which is owned by the company Fajar Surya Wisesa Tbk, while the minimum value is
2,000 which is owned by Impack Pratama Industri Thk. IBD shows an average value of 0.425 and a standard deviation value of
0.106. The maximum value of 0.800 is owned by the company Unilever Indonesia Tbk, while the minimum value is 0.200 which is
owned by the company Mayora Indah Tbk. PB shows an average value of 8,030 and a standard deviation value of 8,067. The
maximum value is 49,010 and the minimum value is 0,350
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Table 1. Descriptive Statistics in Indonesian and Malaysian Companies

Variable N Minimum Maximum Mean Std. Deviation
Indonesia

DPR 67 0.700 99.350 36.526 23.400
BOC 67 2.000 8.000 4.240 1.625
IBD 67 0.200 0.800 0.425 0.106
PB 67 0.350 49.010 8.030 8.067
Malaysia

DPR 45 0.600 97.710 41.070 25.936
BOD 45 3.000 12.000 7.380 1.886
IBD 45 0.286 2.000 0.509 0.254
PB 45 0.350 54.420 9.055 9.513

Table 1 shows the descriptive statistics of Malaysian companies. DPR shows a mean value of 41,070 and a standard deviation
value of 25,936. The maximum value of 97,710 is owned by Imaspro Corporation Berhad, while the minimum value is 0,600
owned by Kobay Technology Bhd. BOD shows a mean value of 7,380 and a standard deviation value of 1,886. The maximum
value of 12,000 is owned by the Group Powernet Berhad Company, while the minimum value is 3,000 owned by the Oka
Corporation Bhd company for Malaysian companies. IBD shows a mean value of 0.509 and a standard deviation value of 0.254.
The maximum value of 2,000 is owned by Oka Corporation Bhd, while the minimum value is 0,286 owned by Csc Steel Holdings
Berhad. PB shows an average value of 9,055 and a standard deviation value of 9,513. The maximum value is 54,420 and the
minimum value is 0,350

Based on the results of the H1 test, it shows a p value of 0.233 greater than 0.05, this means that H1 is rejected. H1 rejection
means that there is no significant influence of BOC on dividend policy in Indonesia. The results of the H2 test show that the p
value is 0.552 greater than 0.05, so H2 is rejected. This rejection also means that there is no significant influence of BOD on
dividend policy in Malaysia. The results of this study are in line with research conducted by Rodrigues et al. (2020); Boshnak,
(2021) that BOD has no significant effect on Dividend Policy, but the results of this study contradict research conducted by
Mardani (2022) that BOD has a significant effect on Dividend Policy. The large number of members of the board of
commissioners does not encourage an increase in dividend payments. This is in line with the statement Eluyela et al (2018) that
it is not the number of board members that will play an important role but the coordination and common opinion of all board
members, so that the number of board member meetings is an important mechanism in monitoring company activities
Boonyanet and Promsen (2020) added that board member meetings the board regularly pushes a policy of giving dividends to
shareholders. When the BOD is a representative of the company owners tend to delay paying dividends, because the profits
earned by the company will be reinvested for company development (Nguyen et al. 2021).

Table 2. Regression Result

Oginal Standard
Variable Hypothesis | Sample Deviation T  Statistics | P value

(0) (STDEV) (O/STDEV
Indonesia
BOC -—-> DPR H1 2.075 1.722 1.205 0.233
IBD -—-> DPR H3 68.034 27.268 2.495 0.015 *
PB -—-> DPR H5 0.204 0.362 0.563 0.576
Malaysia
BOD -—-> DPR H2 -1.248 2.08 -0.6 0.552
IBD -—-> DPR H4 35.58 15.466 2.301 0.027 *
PB -—-> DPR H5 0.825 0.373 2.215 0.032 *
* Significant 5%

Based on the results of hypothesis 3 testing, it shows that the p value is 0.015 which is less than 0.05, which means that H3 is
accepted. Acceptance of H3 means that there is a significant influence of IBD on dividend policy in Indonesia. The results of the
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H4 test show that the p value is 0.027 which is less than 0.05, so H4 is accepted. This acceptance also means that there is a
significant influence of IBD on dividend policy in Malaysia. IBD research results in Indonesia and in Malaysia IBD have a positive
role in encouraging dividend policy. The results of this study support Kilincarslan's research (2021); Kanojia and Bhatia (2022).
This research is also in line with Merendino and Melvill (2019) who stated that IBD differences aim to ensure that shareholders
obtain their rights. One of the rights of shareholders is to receive dividends, therefore the difference between IBD is able to
drive dividend policy.

Based on the results of the test, it shows that the p value of 0.563 is greater than 0.05, which means that H5 is rejected.
Rejection of H5 means that PB has no significant effect on dividend policy in Indonesia. The results of this study are in line with
the results of research by Husain et al. (2020). According to data for 2019, 51.9 percent of manufacturing companies listed on
the IDX did not distribute dividends or in other words, there were more that did not distribute dividends than those that did.
This is also one of the reasons for the absence of a significant relationship between PB and dividend policy in Indonesia.
Indonesian companies that do not distribute dividends mean that they are more concerned with using profits to increase capital
or equity rather than being distributed as dividends.

Based on the results of the H6 test, it shows a p value of 0.032, which is less than 0.05, which means that H6 is accepted.
Rejection of H6 means that there is a significant influence of PB on dividend policy in Malaysia. The results of this study are in
line with research conducted by Morakinyo at el. (2018); Le et. al (2019); Shafai et a. 2019. Higher profitability indicates the
company has the ability to pay dividends (Benjamin, et al. 2018). The results of this study also support the signaling theory which
shows that profitability can provide a positive sighal to shareholders (stakeholders). This signal indicates high profitability can
show that the company is able to pay dividends.

V. CONCLUSION

The results of this study indicate that the BOC variables in Indonesia and BOD in Malaysia have not had a significant effect on
Dividend Policy. A number of researchers revealed that it is not the large number of BOC/BOD members who play an important
role in Dividend Policy but the similarity of opinion among their members, so that studying the role of the BOC/BOD in relation
to dividend policy should use a proxy for the number of BOC/BOD meetings. The results of research related to the IBD variable
show a significant positive effect on the dividend policy of both Indonesian companies and Malaysian companies. The results of
this study support the agency theory in which the existence of IBD in the governance structure is able to function as a supervisor
so that it encourages managers to provide information in the form of decisions that are pleasing to the company's investors, in
this case, dividend distribution decisions. PB in Indonesian companies has not shown a significant impact on dividend policy
because Indonesian companies in 2019 used more of their profits to add models or equity rather than distributing them in the
form of dividends. On the other hand, PB in Malaysia still shows significance with dividend policy and these results support the
signaling theory that profitability can provide a positive signal to shareholders (stakeholders).
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