[JUNIOR SCIENTIFIC RESEARCHER JOURNAL] JSR

PERCEPTION OF CAPITAL, PROFIT AND DIVIDENDS AFFECT
THE STOCK PURCHASE INTENTION IN
INDONESIA PUBLIC COMPANY

Iskandar Muda
Faculty Economics and Business — Universitas Sumatera Utara JI. Prof. TM
Hanafiah No.12 USU Campus, Medan.
North Sumatera, Indonesia - Postal Code 20155.
Telephone +62618214545; +62618225464 Fax.+62618218532
Corresponding Author: iskandarl@usu.ac.id

We suggest you to cite this article as:
Muda, 1., 2017. Perception of capital, profit and dividends affect the stock purchase intention in
Indonesia public company. Junior Scientific Researcher, Vol 111, No. 1, pp. 9-18.

ABSTRACT

This study aims to investigate the influence perception of Capital Gains and Dividends
on Stock Purchase Intention in Indonesian companies. Variables used in this research are the
capital, profit and dividends (independent variables) and Stock Purchase Intention (dependent
variable) and to show their relationship, it was used multiple linear regression. This research
included Manufacturing Companies listed on the Indonesia Stock Exchange and there were taken
into account a number of 38 societies Data of this research are secondary data, obtained from
the financial statements of the investigated companies published in the Indonesia Stock Exchange.
The results showed that simultaneous independent variables have a significant influence on the
capital structure, while partially effect on the Capital Shares Purchase Intentions. It was also
shown that Profit and Dividends do not affect the Stock Purchase Intention.
Keywords: Capital, Earnings, Dividend, Share Purchase Intention and Indonesian companies.
JEL Codes: D53

1. INTRODUCTION

In Indonesia, manufacturing industry include basic industry and chemical sectors,
various industrial and consumer goods industries in the country has grown and developed
quite rapidly and quickly. It is supported by the high level of consumption as rising middle
class incomes and changes in their lifestyle. One of these is the change in investments.
The new trend is to base on financial investments, such as stock investment, especially in
companies listed on the stock exchange.

The manufacturing industry in Indonesia is one of the prime movers’ economy.
Amid increasingly fierce competition, this industry requires special attention to maintain
the stability of the company's capital structure in order to increase profit. In this way,
investors are convicted to invest in the capital market. Stock Exchange is associated with
the purchase and sale of securities of companies that are already listed on the exchange.
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The stock exchange together with money market are the main sources of external capital
for companies and governments

Investment is always associated with the risk, regardless of the form of the
investment. Investing in the capital market has a certain risk, which is greater than
investing in assets that have a low risk or close zero (risk-free), such as savings deposits
and obligation Ferreir (2004); Talla, (2013) and Khodaparasti, (2014). Shares is a
testament to the participation of an individual or business entity in a corporation or limited
liability company.

The share price of each company is different. It will be determined by the
performance of a company. Therefore, any society that issued the shares very attentive to
the market price of its shares or stock equity (Almeida, 2007). The share price that is too
low illustrates the company's performance is below the accepted limit. However, if the
stock price is too high also causes unfavorable impact. In this situation, it tends to reduce
the ability of investors to buy. Basically, there is no limit of the amount of funds (buying
or selling stock).

In stock trading, the traded amount is exchanged in units called lots (Letter of
transaction). Investors can put their money in the form of shares in other companies listed
on the Indonesian stock exchange (Amihud, 2002; Bigelli, 2012). Shares purchased can
be recorded as short-term investments and long-term investments, depending on the
purpose of purchase. If the shares were purchased by the intended using of idle funds and
proceeding to meet the funding needs, the purchase of shares will be recorded as short-
term investments and are included in current assets group.

Some issues that affect the intention of an investor to buy shares can be
determined by capital, profit and dividends obtained by investors of the company.
Indonesia Stock Exchange requires a lot of 100 shares, which is the minimum limit of
purchase of shares. Funds needed for the stock also varies due to variable price of shares
listed on the Stock Exchange. It is closely related to the company's net profit (Khaldun &
Muda, 2014). If the annual company's profit, which always increasing the attraction for
investors. .

Gains from stock investments are called dividends. Yield flows of cash dividends
and rising stock prices. Every year, Stockholder’s a company must decide what
percentage of the company's net profit should be distributed to Stockholder’s. The rest is
invested back into the company as additional capital, and used to drive the company's
growth.

According to legendary investor Warren Buffett, the stability of the dividend and
the net profit are indicators that corporations managed well and have a competitive
advantage. Logically, when the business doesn’t register increases, yet, the company is
still able to distribute dividends (Lutfi et al, 2016). From the descriptions and explanations
that have been outlined above, researchers interested in studying the perception of capital,
profits, dividends disburse securities that may affect the Stock Purchase Intention. Sample
of research is manufacturing companies listed in Indonesia Stock Exchange.

2. LITERATURE REVIEW
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2.1 Effect of Stock Purchase Intention of Capital Against

Capital is the amount of deposits that is used to generate revenue Acharya, et al,
2007; Adrian and Shin, 2010). It is very important and represents a major requirement for
entrepreneurs or investors to build a business or a business. An investor who has long
struggled in the investment world certainly better understands the importance of capital
in building a business. Surely, it is more profitable because investors can buy shares of
several companies benefit listed on the stock exchange Indonesia.

Capital here represented with Net Profit Margin (Net Profit Margin) This ratio
measures the net profit after tax to sales. The higher net profit margin the better operation
of an enterprise (Vejzagic and Zarafat, 2013).

Net Income After Taxes
NPM = x 100
Sales

2.2. Effect of Stock Purchase Intention of Earnings

The use of a financial statement information in the financial statements would be
very useful for investors in terms of taking a transaction decision to be committed capital
markets and for the information of lenders before granting loans to the company. By
looking at the financial statements it can be determined a company whose financial
condition is better and stable then the credit application is accepted, and vice versa the
company of the debtor whose financial condition is bad then the credit application is
rejected. In addition, the bank in applying the analysis of financial statements has been
adequate. (Lutfie et al., 2016). The financial statements used by the bank on lending
decision making. Given this information easier for investors to capital markets transaction
to change in stock prices and trading volume. For information purposes, the financial
statements are designed to show net income. This illustrates the company's ability to pay
at the beginning of the agreement (Bradley, et a.l., 1984).

The financial statements will be used by stakeholders, such as investors,
shareholders, government and the public as a potential buyer of shares of the company.
These financial statements will also be used to measure which company's ability can grow
in order to build trust within investors' expectations. This is because invested shares in
the company can generate high profit. The better a company's financial statements of the
current period to the next period, it will affect investor’s confidence in buying interest in
shares (Gunasekarage, et al., 2004).

Profit is measured by the current ratio:

) cash
cash ratio = ——— x 100
current liabilities

2.3. Effect of Dividend Interests Against Buying Stocks

The capital market has a number of distinctive properties when it is compared
with other markets. One characteristic is uncertainty about the quality of the offered
products. This uncertainty prompted investors to understand more about Risk
Management. Shares of the company can be assessed both qualitatively and quantitatively
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(Dimitrov, 2008 and D’Mello et al, 2008). Various considerations are accurate and
reliable analysis is needed in this business to obtain the expected rate of return. In this
situation, the most important aspectis the feeling of security and the level of return or
dividend to be gained from such investments (Fama, 1981; Gan et al, 2006; Greene, 2010
and Gul, 2013).

Dividends are distributions to shareholders. The dividend distribution will reduce
retained earnings and cash available to the company, and it is considered a primary
purpose of a business (Lutfi et al, 2016). Dividends are distributed on time to make stock
buying interest of investors increasingly. Dividends measured by Return on Investment
(ROI) has the following mathematical relationship>

Net Income After Tax

ROI = 100
Total Assets x

Stock Purchase Intention (EPS) is a ratio used to indicate the ability to generate
earnings per share (Sharma, 2002; Hussin et al.,2012). Here's how to calculate Earnings
Per Share (EPS)>

Net Income After Tax — Dividend
EPS = - x 100
Common stock outstanding

2.4. Conceptual Framework

The conceptual framework is a model that explains the relationship between
different factors and the theory. Based on the description of the background, on thea
review of previous studies, | have identified three (3) independent variable (X) and 1
(one) dependent variable (Y) which are exposed in Figure 1.

p
Net Profit Margin (X1)
(.

( )
Cash Ratio (Xz2) ( Earning Per Share (Y) }
- J L
( N\
Return On Investment (Xa)

Figure 1. Conceptual Framework
Source: D’Mello et al., 2008

3. RESEARCH METHODS

Methods of data analysis used in this study are based on descriptive analysis and
hypothesis testing performed by Multiple Linear Regression analysis using SPSS
software. Once all the data was documented and collected, the researcher conducted
further data analysis methods. Multiple regression analysis is a regression that has one
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dependent variable and more than one independent variable (Lutfi, et al, 2016; Tarmizi
etal., 2016; Mudaetal., 2016; 2017 and Kumar, 2013) and it can be described as follows:

Y = at B1Xy + BaXot PaXat e

Explanation:

Y = Stock Purchase Intention (Earning Per Share)
a = Constanta

bi-bs = Coefficient

X1 = Capital Gains (Net Profit Margin)

X2 = Profit (Cash Ratio)

X3 = Dividends (Return on Investment)

e = Error

The type of data included in this research (quantitative) is secondary data and it
was obtained indirectly or through an intermediary medium: Indonesia Stock Exchange.
The population in this study is composed by all manufacturing companies listed in
Indonesia Stock Exchange during the period 2014-2015: 38 companies.

4. RESULTS AND DISCUSSION
4.1. Descriptive Research Samples

This study used a population of about 144 company listed on the Indonesia Stock
Exchange. After the sample selection criteria, only38 companies could be included in the
research.

4.2. Analysis Descriptive Statistics
Descriptive statistics was used to analyze the data:
Table 1. Descriptive Statistics
N Minimum  Maximum Mean Std. Deviation

X1 38 14 3281  8.2295 7.33166
X2 38 40 352.43 58.7311 71.95415
X3 38 18 4150 12.7058 10.84708
Y 38 .00 3345.00 591.3222 898.99524
Valid N (listwise) 38

Sources: Data processed (2017).

Table 1 explains that Capital (X1) of manufacturing companies had a minimum
value of 0:14 and a maximum value of 32.81 with an average of 8.2295 (2014/2015). The
standard deviation is 7.33166 and the amount of data 38. Profit (X2) manufacturing
company in the 2014/2015 had a minimum value of 0.40 and a maximum value of 352.43
with an average of 58.7311. The standard deviation is 71.95415 and the amount of data
38. Dividends (X3) had a minimum value of 0:18 and a maximum value of 41.50 with an
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average of 12.7058. The standard deviation is 10.84708 and the amount of data 38. Stock
Purchase Intention (Y) had a minimum value of 0:00 and a maximum value of 3345.00
with an average of 591.3222.

4.3 Data Analysis Research
4.3.1 Classical Assumption Test
A. Normality Test

In this research, the author used normality test to determine the distribution of the
data. According to Kolmogogrov Smirnov test (Mahdaleta et al., 2016), the data is
normally distributed: a<0.205 (Table no. 2). research data, as explained in Table 2 is
significantly by 0.205 > a value of 0.05.

Table 2. One Sample Kolmogorov Smirnov Test
Unstandardized

Residual

N 38

Mean OE-7
Normal Parameters®? .

Std. ) 734.97814358

Deviation
Most Ext Absolute 173

.OS xireme Positive 173

Differences -

Negative -.107
Kolmogorov-Smirnov Z 1.067
Asymp. Sig. (2-tailed) .205

a. Test distribution is Normal.
b. Calculated from data.
Sources: Data processed (2017)

4.4 Hypothesis Test Results
4.4.1. Coefficient of Determination

Value Coefficient of Determination (R) aims to measure the variation of the
dependent variable. The coefficient of determination model is used to explain the
dependent variation. The coefficient of determination is zero and one. The hypothesis that
was tested is (h0) if Capital Gains and Dividend influence (simultaneously and partially)
to Stock Purchase Intentions.

Table 3. Coefficient of Determination
Model R R Square Adjusted R Std. Error of Durbin-
Square the Estimate Watson
1 5762 332 273 766.71830 1.439

a. Predictors: (Constant), X3, X2, X1
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b. Dependent Variable: Y
Sources: Data processed (2017)

Adjusted R Square value in Table 3 (0.273) provides almost all the information
needed to predict the variation of the dependent variable. It shows that 27.3% of Stock
Purchase Intention can be explained by the variable capital, profit and dividends.
Remaining 72.7% is influenced by other variables.

4.4.2. Test Results Statistics F

F statistical test performed to demonstrate interactions between capital, dividend
income and Stock Purchase Intention. There can be seen from the results of the regression
F test in Table 4 the following aspects:

Table 4. F Test Result

ANOVA?
Model Sum of Squares df Mean F Sig.
Square
Regression 9915983.812 3 3305327.937 5.623 .003°
1 Residual 19987136.247 34 587856.948
Total 29903120.059 37

a. Dependent Variable: Y
b. Predictors: (Constant), X3, X2, X1
Sources: Data processed (2017)
Feount Values Table obtained at 5,623 while the Franie at the 95% confidence level
(o = 0.05) was 3,267. This shows that the Feount> Frabie (5,623> 3,276), which proves
thatcapital, profit and dividends simultaneously affect the Stock Purchase Intention.

4.4.3. T Test Results
T Test shows how an independent variable (Capital/Profit/Dividend) individually
or partially influences the dependent variable Stock Purchase Intention. If the value of
Feount> Franle, it can be concluded that a partially independent variable affects the dependent
variable. The results can be seen in Table 5.
Table 5. t Test

Model Unstandardized Standardized t Sig.
Coefficients Coefficients
B Std. Error Beta
(Constant) 307.987 210.388 1.464 152
1 X1 84.952 37.556 .693 2.262 .030
X2 -7.534 2.740 -603  -2.750 .009
X3 2.102 19.762 .025 106 916

a. Dependent Variable: Y
Sources: Data processed (2017)
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Based on the above table, the partial effect of each independent variable on the

dependent variable can be described as follows:

a. Capital (2262>2.0301) partially affects the Stock Purchase Intention from 2014 to
2015, where the value tcount> tiable . -

b. Profit (-2750>2.0301) partially affects the effect on Stock Purchase Intention from
2014 to 2015, where the value teount™ tiable.

c. Dividend (0.106 <2.0301) partially does not affect Stock Purchase Intention from 2014
to 2015. Because the value tcount> table.

In these situations, Ho was rejected and H1 accepted. From the description above, the
multiple regression equation can be written as:
Y =307,987 + 84,952X1 - 7,534X2 + 2,102Xs + e

Variable X1 influences Stock Purchase Intention with a coefficient of 84.952. It
means that each increment of 1 Rupiahs to the X1 will raise Stock Purchase Intention of
84.952. X; affects Stock Purchase Intention (negatively) and X3 does not affect the Stock
Purchase Intention as insignificant (0.859> 0.05).

5. CONCLUSIONS AND RECOMMENDATIONS

5.1 Conclusion

The results of this research provide conclusions about the effect of the
simultaneous perception of Capital Gains and Dividends in the Indonesia Public
Companies. Capital perception and Profit are partially affected by Stock Purchase
Intention and dividend variable does not affect the Stock Purchase Intention.

5.2. Suggestions
Based on the results in this study, the author makes the following remarks:

1. For further research is expected to increase the number of independent issues and add
a suitable moderating variable to moderate the dependent and independent variables.
In addition, further research is expected to increase the number of reference and the
study period.

2. For companies — they should be more active in the use of internal funds as income.

3. For investors and creditors — it is necessary to pay more attention to the condition of
capital ratios, Earnings and Dividends company before investing and lending to
companies.
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