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ABSTRACT 

 

This study aims to analyze the impact of tax relief regulations, effective since 2021, on the 

dividend policies of publicly listed companies in Indonesia. We use panel data covering a three-

year period before and after the implementation of the tax relief. This study uses a total of 413 

listed companies, resulting in 2489 observations over the six-year research period. Logit 

regression and fixed-effect regression analyses are employed to identify the effects on the 

number of companies distributing dividends and the total dividends distributed, with firm-

specific characteristics used as control variables. The logit regression results indicate that tax 

relief does not lead to a significant increase in the number of companies distributing dividends. 

However, there is a significant increase in the dividend levels among dividend-paying 

companies. To further encourage dividend distribution, the government can optimize existing 

regulations by considering criteria for tax relief eligibility based on dividend distribution 

activities. These findings can also serve as a consideration for investors when constructing their 

portfolios and for companies when designing dividend policies. 
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INTRODUCTION 

 

The primary objective in corporate decision-

making is to maximize shareholder wealth [68], 

[20], [9], [25]. One decision in the effort to increase 

shareholder wealth that often raises questions and 

prompts research is the dividend distribution policy; 

see, for example, [49], [32], [63], [36], [18], and [47]. 

[2] explains that numerous studies on dividend 

policy have been conducted since several decades 

ago, yet they yield varying conclusions and continue 

to generate debate. [59] also claims that numerous 

questions related to dividend policy remain unresolved. 

Later on, the bibliometric study by [24] identifies 

six research clusters on the topic of dividend policy 

that could be explored in future studies, one of which 

focuses on the relationship between taxation and 

corporate behavior in relation to dividend distribution 

policies. [24] shows that developed countries, such 

as the United States and European nations, are 

frequently the subjects of research on dividend 

policies, whereas Indonesia is among the countries 

that are least studied. Research on more specific 

topics, such as the link between tax regulation and 

dividend distribution policies, is also more commonly 

conducted in developed countries compared to 

developing or emerging ones, as highlighted by [2], 

[35], and [59]. 

Previous studies show differing conclusions 

regarding the relationship between tax regulations 

and dividend distribution. For example, research in 

the United States by [15], in Canada by [21], in 

Finland by [39], in Taiwan by [12], and in South 

Korea by [42] and [43] show a significant relation-

ship between tax regulations and corporate dividend 

distribution policies. However, other studies 

conclude that there is no significant relationship 

between tax regulations and dividend policy, as seen 

in research conducted in Pakistan by [38], in the 

United Kingdom by [26], and in Serbia by [35]. 

Furthermore, [31] examined the impact of changes 

in tax regulations on dividend policies among OECD 

countries, concluding that changes in tax burdens 

significantly impacted dividend payouts among 

dividend-paying firms when tax rates rose but had 

no significant effect when tax rates decreased. 

[15] explain that the varied conclusions are due 

to the limited diversity in tax policies related to 

dividends, suggesting the need for studies that 

encompass a broader range of tax policy variations 

to achieve more aligned findings. On the other hand, 

research to identify the relationship between tax 

policy and corporate dividend policy can only be 

conducted when there is a change in the tax burden 

resulting from adjustments in a country’s fiscal 

regulations. 

Several countries have implemented changes 

in fiscal policy regulations related to taxation, which 

typically involve alterations in taxation systems and 

tax rates. Changes in the taxation system often aim 
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to eliminate the economic effects of double taxation, 

where corporate profits are taxed at the company 

level and dividends are taxed at the shareholder 

level [19]. The change in regulation by applying the 

single taxation method aims to impose tax on 

company profits only once to reduce the tax burden 

borne by taxpayers. However, some countries have 

made the opposite change, moving from a single 

taxation system to a double taxation system, which 

increases the tax burden on taxpayers, as seen in 

Norway [8]. The alteration to the level of tax rates 

through decreasing or increasing tax rates for both 

corporate income tax and dividend tax is also part of 

the regulatory changes that are often implemented 

in various countries [31], [39], [38]. 

Indonesia, as a developing country, has also 

implemented regulatory changes concerning fiscal 

policy in the taxation field. In 2021, the Indonesian 

government introduced tax relief regulations that 

included a reduction in corporate income tax rates 

and the elimination of dividend taxation specifically 

for domestic investors. We anticipate several 

benefits from this policy. First, we anticipate that 

the tax incentives will boost the dividend distribution 

and promote greater equity among different investor 

groups. This increased dividend distribution is 

expected to enhance the investment climate by 

creating new funding opportunities as the cost of 

funds decreases, thus encouraging investment 

growth [1], [37], [16]. Furthermore, tax relief policy 

on a broader scale may contribute to more stable 

economic growth [1]. 

The reduction in corporate income tax rates 

was regulated through Government Regulation No. 

30 of 2020 on the Reduction of Income Tax Rates for 

Domestic Corporate Taxpayers in the Form of 

Publicly Listed Companies, which has been 

subsequently further regulated in Law No. 7 of 2021 

on the Harmonization of Tax Regulations. According 

to this regulation, the corporate income tax rate for 

publicly listed companies, previously set at 25%, has 

been reduced to 22%, applicable to the 2020 tax 

year, which is reported in 2021. In addition to the 

reduction of the corporate income tax rate, the 

government also introduced regulations eliminating 

dividend taxation for taxpayers through Law No. 11 

of 2020 on Job Creation. This policy resulted in a 

significant shift in the taxation system towards 

single taxation, as dividends were removed as a 

taxable object, not only for corporations holding 

more than 25% ownership, but also for ownership 

stakes below 25% by corporations and for individual 

domestic taxpayers. 

Following the implementation of these 

regulations, the taxation of profits earned by 

companies has become lower, with taxes now levied 

only once at the corporate profit level, without any 

additional taxation when those profits are 

distributed as dividends, except for foreign tax-

payers. Under the previous regulation, companies 

had an attractive option to retain earnings rather 

than distribute dividends, expecting that retained 

earnings would be used for investment purposes. 

This option could potentially increase the company's 

valuation through the accumulation of profit 

growth, allowing investors to obtain capital gains 

taxed at a lower rate. However, with the new 

regulation, the tax burden on dividends now equals 

the tax burden on capital gains, effectively reducing 

it to zero. When calculating the overall tax burden 

based on net profit, the effective tax savings before 

and after the tax relief policy are implemented, as 

shown in Table 1, suggest that the elimination of 

double taxation for domestic taxpayers and the 

reduction in the corporate income tax rate will 

mathematically increase the share of profits that 

shareholders can receive. This change may impact 

corporate behavior in determining dividend policies, 

offering an intriguing subject for further research. 

 
Table 1. Effective Reduction in Tax Rate Before and After 

Tax Relief 

Tax-payers 

Changes in Tariff 
Dividend/ Profit 

before tax 

Effective 

reduction 

Profit 

before 

tax 

Divi-

dend 
Before After  

Domestic 

Entity 

>=25% 

Reduced 

by 3% 

Remains 

0% 
75.00% 78.00% 3.00% 

Domestic 

Entity <25% 

Reduced 

by 25% 
56.25% 78.00% 21.75% 

Domestic 

Individual 

Reduced 

by 10% 
67.50% 78.00% 10.50% 

Foreign 

Taxpayer 

Remains 

20% 
60.00% 62.40% 2.40% 

Source: Compiled results based on old and new regulations 

 

The objective of this study is to analyze the 

implications of the reduction in corporate income 

tax and the elimination of dividend taxation policies 

on dividend distribution practices in publicly listed 

companies in Indonesia. This research is expected to 

contribute to bridging the gap in empirical studies 

on the impact of tax regulations on corporate finance 

policies, particularly concerning dividend distribution 

practices as influenced by fiscal regulations, an area 

that has been relatively underexplored in developing 

countries compared to developed ones. The results 

of this study can serve as a reference for examining 

the influence of changes in tax regulations on 

corporate behavior in distributing dividends, which 

has received relatively limited research attention in 

Indonesia [30]. For listed companies, the results 

may offer valuable insights regarding dividend 

distribution policy, based on empirical trends in 

dividend payouts following the implementation of 
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corporate income tax reductions and the elimination 

of dividend taxation. For investors, this study could 

provide useful information for portfolio management 

strategies, especially in diversifying investments in 

companies that distribute dividends, by considering 

adjustments in dividend policies following the 

enactment of tax relief regulations. 

 

Literature Review 

 

One of the corporate decisions that has garnered 

attention from both academics and practitioners is 

the dividend distribution policy, which determines 

the proportion of profits that are either distributed 

or retained for investment purposes, with the aim of 

maximizing share-holder wealth [49], [32], [63], [36], 

[18], [47]. Efforts to examine the relationship 

between tax regulations and dividend distribution 

policies are closely linked to and should be grounded 

in several relevant theories in the field of corporate 

finance related to dividend policy. These include the 

dividend irrelevance theory, bird-in-the-hand theory, 

agency theory, signaling theory, traditional and new 

view theory, tax preference theory, and tax clientele 

theory. 

 

Dividend Irrelevance Theory 

 

According to dividend irrelevance theory, the 

decision to pay or not to pay dividends has no impact 

on firm value. Shareholders can buy or sell shares to 

balance the company's decision to distribute 

dividends, so the final economic impact on the 

company's value for the shareholder will be the 

same [49]. This theory assumes the ideal conditions 

where there are no frictions such as information 

asymmetry, agency problems, and taxes. In fact, 

investors often encounter these frictions in real 

market conditions. For example, when the tax factor 

is added to the Modigliani-Miller model, the 

company will not pay dividends because there are 

resources lost through taxes paid. Researchers view 

the existence of these frictions, including tax, as a 

relevant factor in determining dividend distribution 

policies that can affect shareholder wealth [7].  

 

Bird in the Hand Theory 

 

According to the bird-in-the-hand theory, 

dividends received at the present time are more 

valuable than the prospect of capital gains in the 

future [29]. Dividends received at the current time 

provide more certainty than the projected increase 

in profits obtained from the reinvestment of 

retained earnings. Management can make the 

decision to withhold profits for investment purposes in 

the expectation of generating greater returns in the 

future in the form of capital gains or greater 

dividends. However, there is no guarantee that the 

investment will be successful, making future profits 

seem riskier for investors when compared to 

dividends that can be received today. Furthermore, 

according to [40], the concept of a "bird in the hand" 

theory implies that dividend distribution can lead to 

a decrease in stock risk for shareholders. 

 

Dividend Signaling Theory 

 

Managers, who are responsible for the day-to-

day operations of a company, possess more detailed 

information about the company's condition 

compared to shareholders [48]. Shareholders, on the 

other hand, have less information because they are 

not directly involved in the management of the 

company. The issue of information asymmetry 

between management and shareholders can be 

reduced through the distribution of dividends. 

Dividends are believed to serve as a signal regarding 

the company’s current and future performance [45]. 

From the investor’s perspective, only managers who 

are confident about the company's future 

performance are likely to decide whether to increase 

dividend payouts. An increase in dividends will lead 

to an appreciation in the company’s stock price as 

investors respond positively to the information 

suggesting higher future profits, while a reduction 

in dividends will result in a decline in stock price [3], 

[71], [56], [13]. This signaling theory aligns with 

research by [6] on publicly listed companies in 

Indonesia, which indicated that expectations of 

future profit growth are a primary consideration for 

management when deciding to increase dividend 

payouts. 

 

Agency Problem Theory 

 

Managers are employed to make decisions and 

take actions in the interest of shareholders. In 

managing a company, however, managers may 

have interests that differ from those of the 

shareholders. When managers prioritize their 

interests over those of shareholders, an agency 

problem arises [34]. As explained by [57], it is 

necessary to address these divergences in interests, 

which inevitably lead to agency costs, such as 

selecting the right manager, obtaining information 

to assess managerial performance, controlling and 

supervising the manager, and addressing inefficient 

decisions.  

One example of the ineffective decisions 

indicating the presence of an agency problem is the 

allocation of cash inefficiently through over-invest-

ment by managers that primarily aim to increase 

sales to secure bonuses but do not contribute to 
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increased company profits, thus failing to enhance 

shareholder wealth. We can prevent this over-

investment by using a dividend policy, as [11] 

outlines. In line with this, [51] mentions dividends 

can serve as one solution to agency costs. Similarly, 

[33] shows that firms with high dividend payouts 

are associated with low levels of agency costs. 

 

Traditional View and New View Theory 

 

According to the traditional view theory, 

companies that distribute dividends will have a 

lower cost of funds than those that do not distribute 

them [60]. This lower cost of funds is due to the 

perception of investors that companies that pay 

dividends are lower-risk companies. The low risk is 

attributed to the benefits that investors receive from 

dividend distribution, which serves as a signal of 

information and helps mitigate agency problems 

[73], [16]. According to the traditional view, taxes on 

dividends and corporate income tax are burdensome 

for companies, making it difficult for them to 

provide benefits to investors, signal information 

effectively, and mitigate agency conflicts through 

dividend distribution; thus, these tax burdens 

contribute to an increased cost of funds. Reducing 

the dividend tax will incentivize an increase in 

dividend distribution, which will lower the cost of 

funds and subsequently encourage investment 

activities. 

In contrast to the traditional view, the new 

view theory argues that changes in dividend 

taxation do not affect dividend policy [60]. This 

perspective suggests that the profits a company 

earns are better retained for investment purposes, 

and the level of taxes will not influence the decision 

to distribute dividends. Even though dividend taxes 

may decrease, if there are investments that need 

funding, the company will prioritize using retained 

earnings for investment financing. The new view 

believes that internal financing, such as retained 

earnings, has a much lower cost of funds compared 

to external financing options that would need to be 

considered if the company decides to distribute 

dividends [73]. 

 

Tax Preference Theory 

 

Investors perceive the true return on 

investment as consisting of capital gains and 

dividends, after accounting for taxes. The difference 

in tax rates between capital gains and dividends, 

and the varying rates between the two, can 

influence investors' preferences when making 

investment decisions [39]. [5] explains that investor 

preferences will change in line with changes in tax 

burden due to the issuance of new regulations. 

Investors will prefer stocks that distribute lower 

dividends and seek capital gains when the tax rate 

on capital gains is lower than that on dividends. 

Conversely, investors will favor capital gains if the 

tax rate on dividends is significantly higher than 

that on capital gains. 

 

Tax Clientele Theory 

 

The tax clientele theory suggests that, in 

efforts to increase shareholder wealth, firms should 

align their dividend payment policies with the 

interests of shareholders, particularly with respect 

to the tax burdens borne by them [70]. The 

adjustment of dividend policies to match investor 

preferences becomes crucial as it can affect market 

responses, thereby impacting the firm’s stock price, 

as explained by [6] and [67]. 

 

Previous Research 

 

[15] demonstrated an increase in both the 

number of dividend-paying companies and the total 

dividends paid when the U.S. government reduced 

the tax burden on dividends paid to individual 

investors through the Jobs and Growth Tax Relief 

Reconciliation Act of 2003. [21] identified an 

increase in the amount of dividends paid when the 

Canadian government reduced the dividend tax 

burden in 2006. Similarly, [39] explained the 

relationship between changes in tax regulations and 

dividend policy, noting a decrease in dividend 

payments as the tax burden on dividends increased 

in Finland in 2004. Furthermore, [42] and [43] 

highlight an increase in dividend distribution 

associated with tax relief policies, based on criteria 

for dividend distribution activity in South Korea. 

[26] conducted research in the United 

Kingdom, concluding that there was no significant 

relationship between tax changes and dividend 

policy. [14] performed a qualitative study through a 

survey of corporate managers in the United Arab 

Emirates, finding that managers did not consider 

the level of dividend taxes when making dividend 

distribution decisions. [38] examined the impact of 

an increase in capital gains tax in Pakistan in 2010, 

hypothesizing that the change would lead to 

increased dividend payments as investors would 

prefer dividend-paying companies over companies 

that generate capital gains, which would be subject 

to higher taxes. However, the study results showed 

no significant effect of the capital gains tax increase 

on dividend payouts. [35] studied the relationship 

between corporate income tax and dividend payouts 

in Serbia, finding no significant effect.  

[31] conducted research on companies in 

OECD countries. Their findings indicated that in 
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the group of dividend-paying companies, a 

relationship between dividend payments and tax 

regulations only emerged when regulations led to an 

increase in the dividend tax burden, which resulted 

in lower dividend payouts. Conversely, the intro-

duction of regulations that reduced the tax burden 

on dividends did not lead to an increase in dividend 

payments. 

 

Hypothesis development 

 

[49] argued that dividend payments do not 

affect the wealth of shareholders. However, several 

of the fundamental assumptions in Modigliani and 

Miller's explanation are less applicable in real-world 

scenarios, one of which is the presence of tax 

burdens. Taxes are viewed as a friction that can 

significantly influence dividend policy, thereby 

impacting shareholder wealth [7]. [73] explains that 

corporate income tax and dividend tax are 

components of the costs associated with dividend 

decisions.  

In the context of Indonesia, the government 

has introduced regulations to alleviate the tax 

burden, such as a reduction in the corporate income 

tax rate from 25% to 22% for the 2020 fiscal year, 

reported in 2021, and the elimination of dividend 

taxation on individual and institutional investors 

with holdings below 25%. The reduction in corporate 

tax rates leads to a lower tax burden, which in turn 

increases the estimated profits and cash flow of 

companies. The lower corporate tax rate contributes 

to higher earnings, thus providing greater flexibility 

for companies to increase the dividends they 

distribute [35]. 

Additionally, the sustained increase in profits 

due to the permanent reduction in corporate income 

tax rates can be used by managers to increase 

dividend payouts, which may lead to an 

appreciation in the company's stock valuation, as 

per the dividend signaling theory mentioned by [6]. 

The reduction in corporate income taxes will also 

result in a higher accumulation of company profits 

in the form of retained earnings, which may 

heighten agency conflicts if the higher accumulated 

retained earnings are not invested efficiently to 

achieve optimal company growth for the purpose of 

increasing shareholder wealth. To mitigate the 

heightened agency conflicts, increasing dividends 

can serve as a solution, as suggested by agency 

conflict theory. Furthermore, the reduction in 

corporate income taxes, which leads to improved 

company cash flow, also increases the company's 

capability to distribute dividends in response to 

investors' preference for receiving them now rather 

than future capital gains in accordance with the 

bird-in-the-hand theory. 

Regarding dividend taxation, before the 

government's tax relief policy was implemented, 

domestic shareholders with ownership below 25% 

incurred a higher tax burden on dividends 

compared to taxes on capital gains. This could lead 

companies to refrain from paying dividends, 

expecting that an increase in retained earnings 

would result in a higher stock valuation, thereby 

allowing investors to benefit from capital gains, 

which are taxed at a lower rate. The removal of 

dividend taxation has equalized the tax burden on 

dividends and capital gains. This change could lead 

to a shift in investor preferences based on tax 

preference theory. Investors who previously favored 

capital gains due to their lower tax rates may now 

shift their investments towards companies offering 

dividends, as dividends are no longer subject to 

taxation. 

From the side of company management, the 

elimination of dividends as a tax object can be a 

driving factor for increasing dividends for the 

purpose of obtaining a lower cost of funds and 

causing appreciation of the company's share value 

in the market, according to traditional views [6]. In 

addition, based on tax preference theory, an 

increase in dividend payments could potentially 

cause a shift in investor preferences to favor 

dividends due to a decrease in taxes. Therefore, 

company management, whose primary goal is to 

enhance shareholder wealth, can modify the 

dividend payment policy in response to changes in 

shareholder preferences resulting from the 

implementation of provisions that lessen the tax 

burden on dividends as outlined by tax clientele 

theory [70].  

Some previous researchers have attempted to 

examine corporate dividend policy through two 

approaches, specifically dividend propensity and 

dividend intensity. Dividend propensity research 

aims to identify factors that influence a company's 

decision to pay or not pay dividends, while dividend 

intensity research seeks to examine the factors that 

affect the amount of dividends distributed if the 

company decides to pay them [4]. [23] explain that 

these two stages of research describe a coherent 

process in studies related to dividend distribution 

policy, making these approaches provide more 

accurate research results. Based on the description 

above, the hypothesis to be studied regarding the 

effect of tax relief on corporate dividend policy is as 

follows. 

H01: Tax relief does not have a significant impact on 

the company's decision to pay or not pay 

dividend payments (dividend propensity). 

Ha1: Tax relief has a significant impact on the 

company's decision to pay or not pay dividend 

payments (dividend propensity). 
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H02: Tax relief does not have a significant impact on 

the amount of dividends paid by the company 

(dividend intensity). 

Ha2: Tax relief does not have a significant impact on 

the amount of dividends paid by the company 

(dividend intensity). 

 

Other Determinants of Dividend Policy  

 

This study also uses various company 

characteristic factors that affect the company's 

dividend distribution policy including profitability, 

liquidity, cash flow improvement, company size, 

leverage, efficiency, company age, government 

company status, and past dividend distribution 

policy as control variables based on various previous 

studies, for example, the studies by [41], [33], [23], 

[10], [61], [55], [27], and [64]. Company profitability 

is one of the determinants that is often researched, 

where companies that generate larger profits will 

have more resources to provide larger dividends, 

and vice versa [41]. The factor of the company's 

liquidity condition, which describes the availability 

of cash, can also affect its ability to distribute 

dividends [33]. Additionally, the company's ability to 

generate extra cash from its business activities, 

after accounting for investment expenditures, also 

influences dividend distribution [55]. 

Furthermore, company size is also believed to 

be a determining factor for dividend payout policy 

[10], [54]. Large companies tend to distribute larger 

dividends than small companies because it becomes 

more difficult for shareholders to supervise manage-

ment, which helps reduce existing agency problems. 

Additionally, the larger the company, the easier it is 

to access the capital market when it requires 

financing, allowing the company to use alternative 

sources of financing besides retained earnings, 

which leads to the distribution of dividends to 

shareholders [61]. The company's capital structure 

can also indicate its financial distress status; 

specifically, a lower level of financial distress, which 

is represented by a smaller ratio of debt to assets, 

increases the likelihood that the company will be 

able to distribute dividends [69], [27]. The age of the 

company can also influence the dividend distribution 

policy, as older companies tend to have slower 

growth but generate stable cash flows, resulting in 

a higher tendency to allocate profits as dividends 

[55], [10]. 

The level of company efficiency shows how 

optimally the company manages its resources. The 

more efficient the company is, the more the more 

optimally it can generate profits for dividend 

distribution. In addition, the company's efficiency 

level can also show the potential agency conflicts 

that occur so that dividends are needed to overcome 

existing agency problems [23]. The company's 

status as a government company is also a factor that 

affects the company's dividend distribution. The 

government often uses dividends from state-owned 

companies as a source of routine income, which 

encourages these companies to pay dividends 

regularly [65]. Finally, the dividend distribution 

policy in the past is also a determinant of dividend 

distribution. Companies that paid dividends in the 

past have a higher tendency to pay dividends than 

companies that do not pay dividends [4], [7]. 

 
RESEARCH METHOD 

 
Research Model 

 
The research methods in this study include 

descriptive analysis, t-tests, and regression analysis. 

Panel data, comprising cross-section and time series 

data, will be the subject of analysis. The regression 

analysis model uses two levels of analysis. We 

conduct the first analysis to examine the impact of 

tax relief on the company's decision to distribute 

dividends or not (dividend propensity). The next 

analysis is conducted to identify the effect of tax 

relief on the amount of dividends paid by companies 

that make the decision to distribute dividends 

(dividend intensity).  

In the first test, the regression model used is a 

logit model that aims to test the effect of tax relief on 

the increase in the probability of a company deciding 

whether to pay dividends (dividend propensity) or 

not. The independent variable in this model is 1 for 

companies that pay dividends in a year and 0 for 

companies that do not pay dividends in a year. We 

outline the following logit model. 

 

Pdivi,t=α+β1Taxt +β2Sizei,t +β3Liquidi,t+

β4Cashflowi,t+β5Profiti,t+β6Leveragei,t+

β7Efficienti,t+β8Agei,t +β9Statei,t +

 β10Plagdivi,t−1+ɛi,t  (1) 

 

The regression model used in the next stage is 

the fixed-effect regression model, which aims to 

identify the impact of tax relief and other factors on 

the amount of dividends paid by companies that 

distribute dividends. The fixed effect model is 

employed because it accommodates individual 

company factors. This regression model, which 

accounts for company-specific fixed effects, is 

designed to identify the influence of independent 

variables specifically for each unique company. 

Time factors are also incorporated into the model to 

account for the specific effects of the time under this 

study. The regression model in this research is 

similar to the one used by [4], [38], and [22]. 
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Divi,t=α+β1Taxt +β2Sizei,t +β3Liquidi,t+

β4Cashflowi,t+β5Profiti,t+β6Leveragei,t+

β7Efficienti,t+β8Agei,t+β9Statei,t +β10Yield/

Payouti,t−1 + ɛi,t   (2) 

 
Table 2. Variable Description 

Variable Description 
Expected  

Sign 
Reference 

Pdiv 

Valued at 1 if the company 

pays dividends in year t and 

0 otherwise. 

- [4], [27] 

Dividend 

Yield / Yield 

Dividend per share in year t 

divided by the share price 

per share at the end of year 

t. 

- [41] 

Payout Ratio / 

Payout 

Dividend per share in year t 

divided by earnings per 

share in year t. 

- [41], [38] 

Tax Relief/ 

Tax 

It is assigned a value of 0 

before the tax relief and 1 

after the tax relief. 

+ [38] 

Company 

Size/Size 

The natural logarithm of 

the company's total assets 

in year t. 

+ 
[10], [54] 

 

Liquidity/ 

Liquid 

The total cash and cash 

equivalents in year t 

divided by the total assets in 

year t. 

+ [33] 

Free Cash 

Flow/ 

Cashflow 

The increase or decrease in 

cash during year t divided 

by the total assets in year t. 

+ 
[55] 

 

Profitability/ 

Profit 

Net income in year t divided 

by total assets in year t. 
+ [64] 

Leverage 

/Leverage 

Total debt in year t divided 

by total assets in year t. 
- [27] 

Efficiency/ 

Efficient 

Total sales in year t divided 

by total assets in year t. 
+ [23] 

Company 

Age/Age 

The natural logarithm of 

the company's age, calculated 

from the IPO date up to 

year t. 

+ [10] 

State Owned 

Company/ 

State 

Dummy variable: 1 if the 

company is a state-owned 

enterprise 

(BUMN/BUMD), 0 

otherwise. 

+ [65], [23] 

Plagdiv 

Assigned a value of 1 if the 

company distributed divi-

dends in year t−1. 

+ 
[7] 

 

 

The dependent variable is measured using the 

dividend yield and dividend payout ratio distributed 

by the company. The dividend yield is measured by 

dividing the dividend for the book year t, which is 

paid in t+1, by the stock price at the end of the year 

t. The dividend payout ratio is measured by dividing 

dividends paid by earnings per share. The tax 

variable is a dummy variable worth 0 before the 

enactment of the tax relief policy and worth 1 after 

the enactment of the tax relief policy. The control 

variables used in this model are based on previous 

research. Control variables used in both models 

include company size (size), company liquidity (liquid), 

cashflow increase (Cashflow), profitability (Profit), 

level of debt (Leverage), efficiency (Efficient), company 

age (Age), and government ownership status (State). 

Table 2 below provides a description of each research 

variable. 

 

Research Data 

 

We retrieved financial data for this study from 

the Refinitiv Eikon database. The companies selected 

were from the list of companies listed on the 

Indonesia Stock Exchange since 2017, totaling 511 

companies. The research was conducted on publicly 

listed companies in Indonesia for dividends for the 

book year 2017 to the book year 2022, which were 

distributed from 2018 to 2023. The purpose of using 

the period is to have a comparison of 3 years before 

the enactment of the tax relief regulation, namely 

for the 2017, 2018, and 2019 book year dividends, 

and 3 years after the enactment of the tax relief 

regulation for the 2020, 2021, and 2022 book year 

dividends to produce balanced panel data.  

Of the 511 companies, there are 84 companies 

in the financial sector, such as banking, financing, 

and insurance companies. Companies in the 

financial sector are not included in the research 

sample, so 424 companies are obtained. Companies 

in the financial sector are not included as samples 

as in previous studies because this sector has 

different regulations, business practices, and 

accounting practices from other industries [41], [70]. 

We selected 413 companies with complete financial 

reports from the 424 total, resulting in a total of 

2,478 observations. The data from 413 companies is 

used in the logit regression analysis in the first stage 

to examine the effect of tax relief on the decision to 

distribute dividends or not. 

In the second stage of regression analysis to 

identify the effect of tax relief on the amount of 

dividends paid, an additional criterion is added, 

which is companies that paid dividends at least once 

during the period 2017 to 2022 (which were 

distributed between 2018 and 2023). This criterion 

is similar to the criteria used by [38] and aims to 

analyze the effect of changes in tax regulations on 

the group of dividend-paying companies. This 

second model measures the amount of dividends as 

an independent variable using dividend yield and 

dividend payout ratio. For models that use the 

independent variable dividend payout ratio, the 

criterion that the company does not report losses is 

added, which aims to exclude data on negative 

dividend payouts so that it can be used in the 

regression model. As a result, 225 companies, or 

1.350 observations, were selected for the amount of 

dividends measured using dividend yield, and 178 

companies, or 1,068 observations, were selected for 

the amount of dividends measured using the 

dividend payout ratio. 
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RESULTS AND DISCUSSION 

 

Descriptive Statistics 

 
Table 3. Descriptive Statistics 

Vari- 

able 

Com- 

panies  
Obs. Mean 

Std.  

dev. 
Min Max 

Yield 413 2,478 0.017 0.039 0 0.261 

Lagyield 413 2,478 0.015 0.031 0 0.188 

Payout 413 2,478 0.161 0.268 0 0.900 

Lagpayout 413 2,478 0.155 0.259 0 0.884 

Tax 413 2,478 0.500 0.500 0 1.000 

Size 413 2,478 28.708 1.598 25.726 31.572 

Liquid 413 2,478 0.055 0.054 0.003 0.182 

Cashflow 413 2,478 0.016 0.063 -0.085 0.126 

Profit 413 2,478 0.031 0.071 -0.085 0.154 

Leverage 413 2,478 0.501 0.241 0.140 0.963 

Efficient 413 2,478 0.718 0.618 0.037 2.302 

Age 413 2,478 2.695 0.642 1.386 3.466 

State 413 2,478 0.042 0.201 0 1.000 

Source: Tabulated company data 

 

Table 3 shows that among the 413 companies 

with a total of 2,478 observations sampled in the 

study, the average dividend yield from 2017 to 2022 

is 1.7%, with a minimum dividend yield of 0% and a 

maximum of 26.1%. Meanwhile, the average 

dividend payout ratio over the same period is 16.1%, 

with a minimum of 0% and a maximum of 90%. Of 

the whole sample of companies studied during the 

study period, as shown in Table 4, ranging from 

65.9% to 69.2% with an average of 67.4% of 

companies are profit-making companies, and 

ranging from 30.8% to 32.6% with an average of 

32.6% incurring losses. Companies that are 

profitable are more likely to distribute dividends 

than those that incur losses. The average number of 

companies that are profitable and distribute 

dividends is 34.8%, while companies that incur 

losses but still distribute payouts make up only an 

average of 3.7% of the total sample studied. The 

data shows a fairly normal phenomenon because, of 

course, profitable companies have more adequate 

resources derived from profit generation to be 

distributed as dividends than companies that incur 

losses.  

Overall, during the financial years 2017 to 

2022, the average number of companies with both 

profits and losses that paid dividends was 38.4% of 

the total sample (Table 4). In other words, 61.6% of 

the total companies sampled did not pay dividends 

during the period. This result shows that there are 

fewer companies that pay dividends when 

compared to companies that do not pay dividends 

during the study period. 

The trend per year (Figure 1) in the sample of 

companies studied shows that the average dividend 

yield for the book year up to 2019 has a curve shape 

that tends to stagnate with an average dividend 

yield value ranging from 1.25% to 1.45%. This 

average dividend yield then increased in the 2020 

book year dividend by 1.58%, in 2021 by 2.06%, and 

in 2022 by 2.61%. A similar thing is seen in the trend 

of the dividend payout ratio for the book year up to 

2019, with a curve line that tends to slope with an 

average of 12% to 16%, which then increases to 

more than 27% in 2020 to 2022.  
 

Table 4. Dividend-Paying Companies (Book Year 2017–

2022) 

Year 

Companies  
Dividend-Paying 

Companies 

All Profit Loss All Profit Loss 

2017 
413 

100% 

272 

65.9% 

141 

34.1% 

175 

42.4% 

145 

35.1% 

30  

7.3% 

2018 
413 

100% 

275 

66.6% 

138 

33.4% 

173 

41.9% 

145 

35.1% 

28  

6.8% 

2019 
413 

100% 

277 

67.1% 

136 

32.9% 

132 

32.0% 

121 

29.3% 

11  

2.7% 

2020 
413 

100% 

283 

68.5% 

130 

31.5% 

139 

33.7% 

132 

32.0% 

7    

1.7% 

2021 
413 

100% 

286 

69.2% 

127 

30.8% 

160 

38.7% 

154 

37.3% 

6    

1.5% 

2022 
413 

100% 

277 

67.1% 

136 

32.9% 

174 

42.1% 

164 

39.7% 

10    

2.4% 

Average 

proportion to the 

total sample 

100% 67.4% 32.6% 38.4% 34.8% 3.7% 

Source: Tabulated company data 

 
Table 5. Dividend Payment Trend of Dividend-Paying 

Companies from Book Year 2016 to 2022 
 2016 2017 2018 2019 2020 2021 2022 

Payer 190 175 173 132 139 160 174 

%Payer 46.0% 42.4% 41.9% 32.0% 33.7% 38.7% 42.1% 

Yield 1.45% 1.46% 1.44% 1.25% 1.58% 2.06% 2.61% 

Payout 15.2% 15.4% 14.8% 12.5% 17.5% 18.2% 18.1% 

Source: Tabulated company data 

 

From the trend displayed in Figure 1, there is 

an interesting anomaly where the increase in the 

average dividend yield and payout ratio does not 

seem to be accompanied by an increase in the 

number of companies paying dividends. The 

number of companies that paid dividends was 175, 

173, and 132 companies for the 2017, 2018, and 

2019 book years, respectively. After the enactment 

of the tax relief regulation, the number of companies 

that paid dividends was 141, 160, and 175 

companies for the 2020, 2021, and 2022 book years.  
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Figure 1. Dividend Trend of Dividend-Paying Companies 

Source: Tabulated company data 

 

The average percentage of dividend-paying 

companies compared to all companies tends to 

decrease from more than 40% for 2017 to less than 

40% for 2019 to 2021 and back above 40% for 2022 

(Table 5). Figure 1 also shows that the average level 

of dividend yield and dividend payout ratio has 

increased after the enactment of the tax relief rules 

for dividends for the 2020 book year. On the other 

hand, the number of dividend-paying companies 

tends to remain stable despite a slight increase. The 

tax relief policy does not increase the number of 

dividend-paying companies, but it does increase the 

amount of dividends distributed by those that do. 

 

T-test Before and After Tax Relief Regulation 

 

We conduct an initial analysis using a t-test to 

determine the impact of tax relief on dividend 

distribution. This test aims to compare the average 

amount of dividends distributed by companies 

before and after the tax reduction policy. We 

perform the test by comparing the average dividend 

yield and dividend payout ratio for all research 

samples. In addition, we also carry out a different 

test on a limited group of dividend-dividing companies 

by excluding companies that have never distributed 

dividends in the 2017 to 2022 book year dividends. 

We add the criterion of the company not experiencing 

losses to the dividend payout ratio measurements, 

in order to produce positive payout data. 

It is shown in Table 6 that the average value of 

dividend payout ratio and dividend yield before the 

tax reduction policy is enacted is smaller than after 

the tax reduction policy, as indicated by the t-stat, 

which is negative and significant based on the t-stat 

with p-value. On average, the difference in dividend 

yield is 0.7%, and the dividend payout ratio is 3.7% 

between the period before and after the tax relief 

policy. There is a more significant difference when 

the comparison is limited to the group of dividend-

paying companies, where the average difference in 

dividend yield is 1.5% and the average difference in 

dividend payout ratio is 11.9% between the period 

before and after the tax relief policy. These differences 

indicate an increase in dividend payments after the 

enactment of tax relief. To further confirm that the 

tax reduction policy influences the t-test results, a 

regression analysis is conducted by considering 

other determining factors. 

 
Table 6. t-test Dividend Yield and Payout Ratio Before 

and After Tax Relief 

Vari- 

able 

Com-

panies  
Obs. 

Mean t-stat 
p-

value 

Before After   

Div. 

 Yield 

413 2,478 1.38% 2.09% -3.023 0.002 

225 1,350 2.55% 4.06% -3.633 0.000 

Div. 

Payout 

Ratio 

413 2,478 14.20% 17.90% -2.209 0.027 

178 1,068 28.83% 40.70% -3.907 0.000 

Source: t-test with Microsoft Excel 

 

Regression Analysis  
 

Table 7. Regression Result for Dividend Propensity 

Variable 
Model  

1 

Model  

2 

Model  

3 

Model  

4 

Model  

5 

Tax -0.024 -0.010 -0.138 -0.261 0.348 

 (0.083) (0.141) (0.108) (0.182) (0.241) 

Size   0.581*** 0.587*** 0.371*** 

   (0.0371) (0.0374) (0.0506) 

Liquid   3.642*** 3.400*** 3.885** 

   (1.026) (1.029) (1.539) 

Cashflow   3.680*** 3.990*** 3.779*** 

   (0.923) (0.937) (1.329) 

Profit   8.498*** 8.771*** 6.102*** 

   (0.852) (0.864) (1.182) 

Leverage   -2.956*** -2.964*** -2.050*** 

   (0.247) (0.248) (0.330) 

Efficient   1.190*** 1.190*** 0.746*** 

   (0.0955) (0.0965) (0.119) 

Age   -0.0541 -0.0423 0.150 

   (0.0837) (0.0850) (0.112) 

State   0.608*** 0.622*** 0.509 

   (0.228) (0.230) (0.337) 

Plagdiv     3.914*** 

     (0.161) 

Constant -0.458*** -0.307*** -17.14*** -17.06*** -13.54*** 

 (0.058) (0.010) (1.104) (1.112) (1.513) 

Time Effect no yes no yes yes 

Wald chi2 0.08 52.76 140.22 157.56 736.91 

Prob > chi2      0.773 0.000 0.000 0.000 0.000 

Pseudo-R2 0.00 0.00 0.31 0.32 0.59 

No of Obs 2,478 2,478 2,478 2,478 2,478 

Companies 413 413 413 413 413 

Robust standard errors in parentheses (probit) 

*** p<0.01, ** p<0.05, * p<0.1 

Source: Results from Stata processing 
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Logit regression is used to identify the effect of 

the tax reduction policy on a company's decision to 

distribute dividends, using five variations of the 

model. There are 413 companies with a total of 2,478 

observations used in logit regression. In Model 1, the 

only variable tested is the tax variable. Model 2 is 

similar to Model 1 but adds the time effect variable. 

Table 7 shows that the results of Models 1 and 2, 

which only use the tax variable, do not indicate any 

positive effect on the probability of the company 

deciding to distribute dividends. The control 

variable of firm characteristics is then included in 

Model 3, followed by the addition of the time 

variable in Model 4. Similar to the previous results, 

the results of Models 3 and 4 do not indicate that the 

tax variable increases the likelihood of the company 

deciding to distribute dividends. Model 5 incorporates 

the dividend policy variable from the previous 

period, yet it yields identical results as the previous 

models. 
 
Table 8. Regression Result for Dividend Intensity (Dividend 

Yield)  
Variable Model 1 Model 2 Model 3 Model 4 Model 5 

Tax 0.015*** 0.024*** 0.010*** 0.013** 0.012** 

 (0.003) (0.005) (0.003) (0.005) (0.005) 

Size   0.028** 0.027** 0.023** 

   (0.012) (0.013) (0.011) 

Liquid   0.073 0.061 0.063 

   (0.049) (0.049) (0.047) 

Cashflow   0.052** 0.059*** 0.047** 

   (0.021) (0.022) (0.022) 

Profit   0.092 0.103 0.097* 

   (0.063) (0.063) (0.058) 

Leverage   -0.110*** -0.108*** -0.109*** 

   (0.037) (0.036) (0.035) 

Efficient   0.029*** 0.026*** 0.022*** 

   (0.007) (0.006) (0.006) 

Age   0.003* 0.003* 0.003* 

   (0.002) (0.002) (0.002) 

State   0.004 0.003 0.004 

   (0.008) (0.008) (0.009) 

Lagyield     0.191*** 

     (0.065) 

Constant 0.026*** 0.027*** -0.798** -0.756** -0.634* 

 (0.002) (0.002) (0.347) (0.369) (0.330) 

Time FE no yes no yes yes 

Firm FE yes yes yes yes yes 

R-squared 0.034 0.056 0.133 0.141 0.164 

F Stat 24.23 6.72 3.87 3.87 5.03 

Prob > F 0.000 0.000 0.000 0.000 0.000 

No of Obs 1,350 1,350 1,350 1,350 1,350 

Companies 225 225 225 225 225 

Robust standard errors in parentheses 

*** p<0.01, ** p<0.05, * p<0.1 

Source: Results from Stata processing 

 

The logit regression results show that firm 

characteristic variables such as firm size (Size), 

liquidity (Liquidity), cash flow (Cashflow), profitability 

(Profit), and efficiency (Efficient), as well as previous 

dividend distribution decisions, significantly contribute 

to increasing the likelihood of the firm deciding to 

distribute dividends. This indicates that the greater 

the company size, liquidity, cash flow, profitability, 

and efficiency, the greater the possibility of a 

company deciding to distribute dividends. Conversely, 

the leverage variable shows a negative and signi-

ficant effect, which means that the greater the level 

of corporate debt, the lower the likelihood of a 

company distributing dividends. The significant 

effect of these control variables indicates that 

company characteristics and previous dividend 

distribution decisions are more dominant factors for 

companies to consider when deciding whether to 

pay dividends, compared to government tax relief 

regulations. 

 
Table 9. Regression Result for Dividend Intensity (Dividend 

Payout Ratio)  
Variable Model 1 Model 2 Model 3 Model 4 Model 5 

Tax 0.119*** 0.092*** 0.122*** 0.094** 0.093** 

 (0.018) (0.026) (0.020) (0.038) (0.038) 

Size   -0.076 -0.052 -0.052 

   (0.058) (0.071) (0.071) 

Liquid   0.357 0.313 0.313 

   (0.271) (0.275) (0.275) 

Cashflow   -0.094 -0.097 -0.099 

   (0.158) (0.160) (0.157) 

Profit   0.759* 0.822* 0.819** 

   (0.406) (0.417) (0.414) 

Leverage   -0.271 -0.289* -0.290* 

   (0.167) (0.170) (0.174) 

Efficient   0.019 0.020 0.020 

   (0.056) (0.057) (0.058) 

Age   0.022* 0.022* 0.022* 

   (0.012) (0.012) (0.012) 

State   -0.018 -0.018 -0.018 

   (0.040) (0.0393) (0.039) 

Lagpayout    0.094** 0.003 

    (0.038) (0.051) 

Constant 0.288*** 0.306*** 2.468 -0.053 1.807 

 (0.008) (0.016) (1.700) (0.071) (2.07) 

Time effect no yes no yes yes 

Firm effect yes yes yes yes yes 

R-squared 0.066 0.068 0.084 0.085 0.085 

F Stat 46.03 10.03 6.37 4.62 4.42 

Prob > F 0.000 0.000 0.000 0.000 0.000 

No of Obs 1,068 1,068 1,068 1,068 1,068 

Companies 178 178 178 178 178 

Robust standard errors in parentheses 

*** p<0.01, ** p<0.05, * p<0.1 

Source: Results from Stata processing 

 

Then, in the fixed regression analysis, 225 

companies, or 1350 observations, were used for 

regression using dividend yield, and 178 companies, 

or 1068 observations, were used for regression using 

dividend payout ratio. The fixed-effect regression 

yields different results from the previous regression. 

The fixed-effect regression results show that the tax 

variable is positive and significant for both the yield 

and payout variables (Table 8 and Table 9). The 

results in Models 1 and 2 are consistent with the t-

test analysis, where the tax relief variable leads to 

an increase in the dividend distribution. The 

significant effect of the tax variable is also observed 
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after considering company characteristics as control 

variables, as shown in the results of Models 3 and 4. 

Furthermore, after factoring in the dividend 

distribution from the previous period in Model 5, the 

same conclusion is reached that the tax relief factor 

has a significant and positive effect on the amount 

of dividends. 

The consistency of the results, showing that 

the tax relief variable (Tax) is significant in both 

models using dividend yield and dividend payout 

ratio as dependent variables, has accounted for 

company characteristics as control variables, such 

as company size, liquidity, cash flow, profitability, 

and capital leverage. When examining the results in 

Model 5, dividends increased by 1.2% for dividend 

yield and by 9.3% for dividend payout ratio (Tables 

7 and 8). These results indicate that tax relief is a 

factor considered by the group of dividend-paying 

companies in determining the amount of dividends 

distributed. 

 

Discussion 

  

The results show that the tax relief policy, 

specifically the reduction of corporate income tax 

and the exclusion of dividends from taxable objects, 

has an impact on increasing the amount of dividends 

distributed by dividend-paying companies. These 

results are consistent with previous studies, such as 

[15], [21], [42], and [43], which demonstrate that 

changes in tax regulations influence the dividends 

distributed to shareholders. When compared to 

studies in other developing countries, the results of 

this study differ from those by [38] in Pakistan and 

[35] in Serbia, where the tax policy had no effect on 

the amount of dividends distributed. This discrepancy 

may be due to differences in the policies implemented. 

In Pakistan, only changes in capital gains tax rates 

were applied, and in Serbia, only differences in 

corporate income tax rates were introduced. As a 

result, the impact of tax regulations on dividend 

distribution policies is not as strong as in Indonesia, 

where the regulatory changes involve both a 

reduction in corporate income tax and the 

elimination of dividend taxes. 

The reduction in corporate income tax will 

increase profits, which in turn enhances the 

company's capacity to distribute dividends. For 

companies that pay dividends, this profit increase 

will encourage a higher dividend payout, helping to 

reduce agency problems between managers and 

shareholders. Increasing profits in future periods, 

resulting from the corporate tax reduction, can also 

be utilized by company managers to signal 

information to shareholders through increasing 

dividends, as explained by dividend signaling 

theory. This increase in dividends is also consistent 

with the bird-in-the-hand theory, which suggests 

that an increase in profits boosts investors' 

preference for receiving dividends because dividends 

are perceived as less risky than holding profits and 

deferring payments of dividends to future periods. 

The findings for the group of dividend-paying 

companies align with the traditional view theory, 

which treats dividend taxes as one component of the 

cost of funds. The reduction in these taxes can ease 

the burden on companies, making it easier for them 

to distribute dividends and meet investors' required 

returns [73]. The tax burden on dividends and 

corporate income taxes adds an additional burden 

when companies attempt to distribute dividends as 

a means of signaling information to shareholders 

and reducing conflicts with management. The 

government’s tax reduction policy lessens this 

burden, providing an incentive for companies to 

share information and address management-

shareholder conflicts through increased dividend 

distribution. 

Furthermore, the research findings for the 

dividend-paying companies are also in line with tax 

preference theory, as the elimination of the dividend 

tax burden increases the number of investors in the 

market who favor companies that distribute 

dividends. This is because there is no longer a 

capital gains tax advantage over dividends, as was 

the case before the policy eliminating taxes on 

dividends. Consistent with tax clientele theory, 

companies with dividend distribution policies take 

advantage of the tax relief offered by the govern-

ment to meet investor expectations by increasing 

the amount of dividends paid. 

However, the results of the logit regression on 

the entire sample of companies highlight one crucial 

aspect. It shows that the tax reduction policy does 

not affect the dividend distribution policy of the 

company as a whole but is limited to dividend-

paying companies. These results are in line with the 

data on dividend distribution trends before and 

after the tax relief regulation (Table 4), which shows 

that the number of companies paying dividends 

tends to stagnate, but the average dividend amount 

increases after the implementation of the govern-

ment's tax reduction policy. These findings suggest 

that the effect of tax relief regulations is not a factor 

that companies consider when deciding whether or 

not to distribute dividends. Several factors 

contribute to this phenomenon. First, according to 

the results of previous studies and the results of the 

logit regression in this study, it is known that when 

the company determines whether to distribute or 

not to distribute dividends, the company's characteristic 

factors, including company size, company liquidity, 

company cash flow, company profit, company 

capital structure, company efficiency level, and 
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dividend distribution policy in the previous period, 

are determinants that are considered more than the 

tax factor. Thus, the tax factor is still not the main 

determinant for companies to distribute dividends 

or not, but only a factor that encourages an increase 

in dividend distribution when the company has 

decided to distribute dividends. 

Second, some companies that report profits 

may prefer to retain those profits for internal 

financing of their investments. As shown in the 

statistical description (Table 4), a significant 

number of profit-making companies do not 

distribute dividends. According to the new view 

theory, these companies typically view retaining 

profits as a more rational decision than distributing 

dividends. This is because retained earnings provide 

internal financing, which is believed to have a lower 

cost of funds and is more accessible than alternative 

financing sources. 

Third, there are differences in capital market 

conditions between developed and developing 

countries, especially regarding minority investor 

protection. In developing countries, the protection of 

minority investors is much weaker compared to 

developed countries [17], [53], [72], [66]. The weak 

protection of minority investors in developing 

countries causes majority shareholders, who have 

the final say in dividend distribution decisions, to 

sometimes make expropriation efforts against 

minority investors by not prioritizing the distri-

bution of company profits in the form of dividends 

[50]. Majority shareholders can unilaterally distri-

bute profits through intra-group transactions [62], 

[46], [58]. These transactions often provide economic 

benefits to majority shareholders but do not benefit 

minority shareholders. 

The initial purpose of the corporate income tax 

reduction and dividend elimination policy is to 

encourage an increase in dividend distribution to 

increase the return received by investors and 

simultaneously reduce the cost of funds in the 

capital market. However, since the results of this 

study suggest that the impact of the tax reduction 

policy is limited to companies that pay dividends, its 

effects can be considered less than optimal. This 

policy's contribution to improving the investment 

climate and boosting economic stability appears to 

be more limited as well. We should consider further 

refining the regulations to encourage more 

companies to distribute dividends among publicly 

listed companies while simultaneously promoting 

enhanced protection for minority shareholders [44], 

[28], [52]. 

The government can optimize current 

regulations by considering examples from other 

countries. One such example is South Korea’s 

regulation of tax relief for companies that actively 

distribute dividends, based on the criteria of a 

historical average dividend distribution threshold 

[42] and [43]. This regulation has successfully 

encouraged many companies, which previously did 

not or rarely distributed dividends, to increase their 

dividend payments to receive tax relief incentives. 

Indonesia could consider adopting and adapting 

similar regulations, like those in South Korea, to 

provide tax relief for companies that actively 

distribute dividends. The criteria for dividend 

distribution activities to qualify for tax relief can be 

aligned with the provision of incentives aimed at 

reducing the corporate tax burden, such as a 

reduction in the corporate income tax rate. For 

instance, companies that meet specific criteria could 

benefit from a reduced corporate income tax rate on 

the portion of dividends distributed.  

The criteria formulated could encompass the 

historical average dividend amount, measured by 

indicators such as the dividend payout ratio. 

Companies with a dividend payout ratio exceeding 

the average payout ratio of all companies over the 

past few years may qualify for tax relief. A policy 

based on average dividend distribution is relative, 

meaning that companies must distribute dividends 

at a level higher than the overall average, as 

measured by either the dividend payout ratio or 

dividend yield. However, this policy has the 

disadvantage that, due to its relativity, some 

companies paying dividends may not qualify for tax 

relief if their dividends remain below the average 

level of dividends distributed. 

Alternatively, more definite criteria could be 

considered, such as using the amount of profit 

distributed as dividends to determine which portion 

of profit qualifies for a lower corporate income tax 

rate compared to the normal tax rate. By applying 

criteria based on the portion of profit distributed as 

dividends, every public company that distributes 

dividends can benefit from a reduced tax rate. Tax 

regulatory policies that link dividend distribution 

activities with incentives based on relative or 

definite criteria could more optimally encourage 

companies to distribute dividends, which could also 

improve the investment climate in Indonesia. 

The findings of this study can also give helpful 

guidance to for investors when constructing their 

portfolios. For dividend-oriented investors, the tax 

reduction on dividends is considered positive news 

regarding the increase in returns in the form of 

dividends after the enactment of the tax relief policy. 

However, for investors who are not dividend-

oriented but rather capital gain-oriented, it is also 

worth paying attention to the results of this study. 

The increase in dividends in dividend-paying 

companies indicates a shift to more favorable 

conditions in terms of risk and reward for companies 
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and other advantages compared to companies that 

do not pay dividends. 

According to the traditional view theory, the 

tax burden is an additional burden component of the 

implementation of dividend distribution to overcome 

asymmetric information and agency problems [73]. 

The implementation of this tax reduction policy 

reduces these obstacles, resulting in a lower risk of 

investing in dividend-paying stocks compared to 

non-dividend-paying companies. The reduced risk is 

contributed by the increase in dividends as a 

reflection of the reduction of asymmetric information 

problems based on dividend signaling theory and 

the handling of agency conflicts based on agency 

problem theory. Furthermore, an increase in 

dividends as a result of tax relief regulations can 

increase the perception of risk in non-dividend-

paying companies in terms of certainty of returns 

according to the bird-in-the-hand theory. 

Hence, after the enactment of tax relief 

regulation, capital gain-oriented investors need to 

have extra confidence related to the benefits 

obtained from returns in the form of capital gains 

from non-dividend-paying companies based on the 

expectation that the company's growth from 

investment from retained earnings can exceed the 

benefits of dividend returns that are more certain 

and less risky from dividend-paying companies. 

Moreover, the practices of profit distribution 

through intra-group transactions that are not 

favorable to minority investors further increase the 

investment risk in the shares of companies that are 

frequently absent in distributing dividends. 

From the perspective of companies listed on 

the stock exchange, the trend of increasing 

dividends among dividend-paying companies after 

implementing tax reduction policies warrants 

special attention, especially for those companies 

that have never distributed dividends. Increasing 

investor awareness of the reduction in corporate 

income tax burden and tax burden on dividends for 

domestic investors, coupled with increased dividend 

payments and reduced risk of asymmetric 

information and agency problems, may lead to a 

decrease in investor interest in companies that do 

not pay dividends. The situation when investments 

from these companies that are sourced from 

undistributed dividends fail to achieve the 

company’s expected growth or even show slower 

growth compared to companies that distribute 

dividends, combined with concerns about the lack of 

protection for minority investors, may result in 

decreased investor participation in companies that 

do not distribute dividends. This, in turn, may affect 

the valuation of companies’ stock prices, resulting in 

suboptimal achievement of the goal of increasing 

shareholder wealth. Therefore, companies that have 

never distributed dividends could reconsider their 

dividend policy to align with the trends in dividend 

distribution activities in the Indonesian stock 

market. 

 

CONCLUSION 

 

Tax relief regulations by the government to 

reduce the corporate income tax rate and eliminate 

taxes on dividends can increase the amount of 

dividends distributed after the regulations are 

enacted. The results of this study show that the 

increase in dividends comes from higher dividend 

payouts within the group of dividend-paying 

companies. The increase in dividend distribution in 

the group of dividend-dividing companies is in line 

with existing theories such as traditional view 

theory, tax clientele theory, and tax preference 

theory. However, the number of companies 

distributing dividends has remained stagnant, 

resulting in many companies not making a 

significant contribution to the overall increase in 

distributed dividends. In other words, tax relief 

regulations are not the primary factor in a 

company's decision to distribute dividends. Instead, 

company characteristics such as size, liquidity, cash 

flow, profitability, leverage, efficiency, and previous 

dividend policies are the key determinants for 

companies in deciding whether to distribute 

dividends or not.  

Identifying the result of the study is essential 

for understanding how effectively the government’s 

regulations, aimed at reducing tax burdens, influence 

corporate behavior, particularly in relation to 

dividend distribution policies. Changes in dividend 

distribution behavior could serve as an early 

indicator of whether the primary goal of these 

policies has been achieved, namely enhancing the 

investment climate and promoting more stable and 

equitable economic growth. Likewise, the results of 

this research related to dividend changes can also be 

a relevant insight for investors in portfolio 

construction and for companies related to dividend 

policy. 

Considering that the purpose of the tax relief 

policy is to serve as an incentive to encourage 

dividend distribution, thereby reducing the cost of 

funds and supporting the improvement of the 

investment climate, the results of this study suggest 

that this goal has been achieved, albeit to a limited 

extent. The government can optimize existing 

regulations by providing tax reduction incentives 

based on criteria for the level of dividend 

distribution activity by companies. This policy could 

serve as an alternative option to consider in efforts 

to improve existing regulations to encourage a 

larger number of public companies to distribute 

dividends. 
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Investors could also reconsider the shares of 

dividend-paying companies in constructing portfolios 

after the enactment of the tax relief policy, given 

several advantages such as an increase in 

distributed dividends, no tax burden on dividends 

for domestic investors, and lower risk of asymmetric 

information and agency problems compared to non-

dividend-paying stocks. On the other hand, the 

advantages offered need to be considered by 

companies, especially those that do not or rarely 

distribute dividends, in rethinking their dividend 

policy to anticipate the possibility of reduced 

investor interest in the shares of companies that do 

not pay dividends. 

However, it is important to acknowledge that 

this study has limitations in terms of the relatively 

short research period of only 6 years, covering 

dividends from the book year 2017 to 2022, which 

were distributed between 2018 and 2023. Therefore, 

extending the research period could enhance future 

studies. 
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