EKONOMICS FACULTY
ANDALAS UNIVERSITY

Thesis

OWNERSHIF CONCENTRATION AND DIVIDEND POLICY :

THE CASE OF LISTED BANKS IN THE JAKARTA STOCK

EXCHANGE (JSX)

By:

HARYADI PRATAMA

03153103

Student of Undergraduate Degree in Accounting Department

Submitted in partial fullfillment of the requirement
far undergraduate degree in economics.

PADANG

2008



CHAPTER 1

INTRODUCTION

1.1 Background

Since most of countries in the Asia swepl by the economic crises of 1997-
190%, the need of financial and governance reforms in this region become so
important. A study by Asian development bank (ADE 2000) reported that the
ceonomic crises in Asia were caused by the [ailure in bnplementing prudent

Corporate Governance (CG).

Indonesia, as one of the countries most affected by the crises, is secking to
do financial svstems reform and corporate reform by developing  rules,
institutions, and muthﬂrli.*‘.mf;' to achicve pood corporate povemnance (Patrick
20013, If Corporate Governance {0 implemented substantially and adhere to the
rules, the CG may influence the company's performance, In a corollary,
implementation of (G encourages [air competition and conducive business
climate leading to sustainable economic growth and stability (Indonesia’s Code of

Good Corpomie Governance 2006),

The need for sound Corporate Governance practices become so impoeriant
in the financial erisis recovery i:lm:kausr: sound Corporate Governance can provides
protection and right gusraniee (o stakeholders including shareholders, lenders,
employees, executives, government, customers, and other stakcholders (Mam

20007, Corporate povernance is defined as a relationship among the slakeholders



il b5 wsed o sel o direction and perfonmance control mea company, Corponie
povernance deals with the ways in which supplicrs of finance W0 corportions
ensure o fuir and sale return on their investments {Shleiter and Vishoy 1997}, by

managing lhe mechanisms with which a corporation conducts s basie operation,

In practicing corporate governance there are several problem that occur
and must be solved. The dominant view of corporate governance hinges on the
issue of separation of ewnership and control within the firm, which is moedeled by
“the agency theory”™ (Keasey, Thompson and Wnght 1997 Demirag 1998
Agency theory is a perspective which clearly describe the potential contlicts
arises by the separation of ownership and control, known as the apency problem,
as arpued by Jensen and Meckling (1976). Problem arizes when the agent { e.g.
bormower) have had different-interest with the poncipal (provider of finance c.g.
lender). To avoid such problems (he companies have [0 implement the concept of

contral that will further developed as good corporate mechanism of control.

The agency conflict have strong relationship with the ownership structure,
Contlict of interest anse between two kinds of firms owners, that 15 controlling
majority) shareholders and miroriny shareholders. Majorty shareholders have a
significant amount of power. By kindness of a sipnificant shareholding stake, the
owners are in a position o shape the investment, funding, and payout policies of a
firm. Earlier studies demonstrate that concentrated ownership 1% quite common,
especially in Asia (La Porta. Lopez-de-Silliness, Shleifer, and Vishny, 1998,

Clacssens, Djankov, and Lang, 20007). The large owners are quite often family



CHAPTER 5
CONCLUSION & LIMITATIONS

5.1 Conclusion

This rescarch investizates how ownership concentration correlate with
dividend policy in the banking firm that listed in Jukarta Stock Exchange, The
researcher replicates the previous rescarch by Harada and Mguven (2003) who
investigate about Ownership Concentration, Agency  Conflicts, and  Dividend
Policy in Japan but the researcher using different samples and different period of
lime. ln this research ownership concentration play role as independent
varigble,and dividend policy as dependent variable. Besides that, researcher use
two controlling variables in order to control several lactors particularly affected
the research empirical results. The controlling variables that used in this research
are Fiem Size and Peofitability,

Result of this research find that there is a positive relationship between
ownership concentration and dividend policy (dividend payout) eventhough the
relationship is very weak. Its means that the banking firms which choosen as a
samples in this research not always pay lower dividend to sharcholders if the
swrership is concentrated. The findings of controlling variables show that both of
controlling variables has @ negative relationship with dividend policy. This
findings means that Firm Size and Profitability as controlling vanables do not
influence the empirical result ol this research and also do not influence the

independent variables of this research.



References

Asian Development Bank / ADJ3 2003, “Corporate governance and Finance In
Fast Asin © A study of Indonesia, Republic Of Korea , Malaysia |
Philippines, and Thailand” ,Consolidated Report Volume [The Asian
Development, Manila.

Basel Committee on Banking Supervision. 2005, Enhancing Corporate
Governance for Banking Organizations. Bank for International Settlements.

Berle, A.A. & Means, G.C. 1932 {repninl 1997), The Modern Corporation and
Private Property, Transaction Publishers, New Brunswich.

Brigham, Eugene Fand Ehrhardt Michael C.7Financial Management Theory and
Practice” 10" Edition. 2002, Thomson Learning Ine, United States.

Chen. 7.. Cheung, Y., Stouraitis. A, and A, Wong, 2005, Orwnershap
concentration, firm performance, and dividend policy in Hong Kong,
Pacific-Dasin Finance Journal 13, 431-449.

Clacssens, 5. and 5. Djankow, 1999, Ownership concentration and corporate
performance in the Crech Republic, Journal of Comparative Economics
27, 4985135,

Demsetz \H., and K.Lehn, 1985, The Stucture of Corporate Ownership @ Causes
and Comsequences, Journal of Political Economy 93 1155-1177.
Esterbrook F., 1984, Two Agency-cost  explanations of  dividends,
American Feonomic Review 74 650-659

Fasterbrook, F.. 1984, Two Agency—Cost Explanations of Dividend, American
Economic Review 74, 650-059.

Fama ,E.and K French , 2002, Testing trade off and Pecking Cheder Predictions
ahout Dividends and Debt,Review of Financial Stedies 15,1-33.

Farinha , 1..2003,Dividend Policy , Corporate Governance and the Managerial
Entenchment Hypothesis: An Analvsis , Jounal of Business Finance &
Accounting 30,1173-1209,

Fukuda,A..2000,Dividend Changes and Eamings Performance in Japan, Pacific

Basin Finance Journal 8,53-56,



