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Abstract---This study aims to examine the effect of investment opportunity and business risk on dividend policy, as
well as the moderating role of institutional ownership in these relationships. The research is grounded in the pecking
order theory and the clientele theory. The population comprises companies listed on the Indonesia Stock Exchange
(IDX) from 2021 to 2023 in the healthcare, basic materials, consumer non-cyclicals, industrials, and consumer
cyclicals sectors. A total of 311 firms were selected using a non-probability purposive sampling method. Data were
collected through non-participant observation by downloading financial reports from the official IDX website
(www.idx.co.id) and analyzed using Moderated Regression Analysis (MRA). The results indicate that both investment
opportunity and business risk have a negative effect on dividend policy. Furthermore, institutional ownership
strengthens the negative effect of business risk on dividend policy. However, institutional ownership does not
moderate the relationship between investment opportunity and dividend policy. These findings support the pecking
order theory in terms of internal financing preferences and the clientele theory regarding how dividend policies may
vary based on the preferences of majority shareholders, particularly institutional investors.
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Introduction

The distribution of corporate dividends must consider the company’s capital structure. According to the pecking
order theory, firms prioritize their financing sources based on associated costs and risks. In funding business projects,
the primary preference is internal financing (retained earnings), followed by debt, and finally equity (Novendra et al.,
2023). Companies tend to utilize internal funds for investment activities (Aini & Sawitri, 2020) and prioritize such
funds for operational needs due to their lower risk (Tinungki et al., 2021).

Investment opportunity is one of the factors that may influence dividend policy (Jovkovi¢ et al., 2021). It also
serves as an indicator of how a company can increase its firm value based on strategic decisions (Natalia, 2013, as
cited in Wulandari & Suardana, 2017). Investment opportunities can be seen as current options that companies
undertake in the hope of generating greater future returns (Gaver & Gaver, 1993). Consequently, companies are more
inclined to invest in multiple projects to maximize potential benefits (Bataineh, 2021) and achieve higher returns
(Septiani et al., 2020).

The level of investment realization in Indonesia has continued to increase, indicating that external financing for
investment activities remains relatively high. Nevertheless, companies tend to retain earnings for investment project
financing rather than distribute them as dividends (Lotto, 2020; Bataineh, 2021; Aini & Sawitri, 2020). This
tendency arises because external financing is generally more expensive than using internal funds (Lotto, 2020).
Moreover, relying more heavily on internal funding helps reduce a company's dependency on external sources (Moin
et al., 2020), thereby making firms less inclined to pay cash dividends to shareholders (Wu et al., 2020; Fahmi &
Sulhan, 2020). This condition aligns with the pecking order theory, which states that companies will prioritize
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internal financing for operational and investment activities (Myers & Majluf, 1984). Hence, dividend payments are
not a priority when firms have substantial investment opportunities (Lotto, 2020).

Empirical evidence supports this notion, with several studies—such as those by Lotto (2020); Rohov et al.
(2020); Fahmi & Sulhan (2020); Adiwibowo et al. (2021); Hartono et al. (2021); Sajiwo & Arifin (2023); AlGhazali
et al. (2024); and Yudha et al. (2024)—confirming that investment opportunity has a negative effect on dividend
policy. However, other studies (Abadiyah & Kusumaningrum, 2024; Putra & Manuari, 2024; Yunita & Subardjo,
2024; Tripathy et al., 2021) found a negative but insignificant effect, while Aini & Sawitri (2020) reported a positive
influence and Rahmadani & Trisnawati (2023) found a positive but insignificant relationship.

Dividend policy can also be influenced by business risk (Jovkovi¢ et al., 2021). Business risk refers to uncertainty
that may lead to declining performance due to operational challenges and financial instability (Mnune &
Purbawangsa, 2019, as cited in Salsabila & Isbanah, 2020). These conditions may result in business failure or losses
(Jao et al., 2022).

In early 2020, the world was confronted with a novel virus known as SARS-CoV-2 or COVID-19 (Robiyanto &
Yunitaria, 2022). The rapid spread of the virus led to a global emergency (WHO, 2020). In Indonesia, the emergency
status was formalized through Presidential Decree No. 11 of 2020, which introduced measures such as Large-Scale
Social Restrictions (PSBB) and Public Activity Restrictions (PPKM) to curb the spread of COVID-19 (Robiyanto &
Yunitaria, 2022). These measures had ripple effects across all aspects of life, particularly the economy (Hossain,
2021; Ibn-Mohammed et al., 2021). The pandemic also disrupted global markets, economic prospects, and
international trade (Baig & Chen, 2022), while severely affecting corporate financial performance (Rahmani, 2020;
Jao et al., 2022).

Firms with high business risk tend to strengthen their capital structure by increasing the proportion of retained
earnings (Salsabila & Isbanah, 2020), making them more reluctant to distribute dividends (Jao et al., 2022). This
behavior aligns with the pecking order theory, where internal funds are prioritized for operational and investment
purposes (Myers & Majluf, 1984).

Empirical studies by Salsabila & Isbanah (2020); Hartono et al. (2021); and Jao et al. (2022) have demonstrated
that business risk negatively affects dividend policy. However, contrasting findings have been reported by Sharma
(2020) and Putri et al. (2022), who found a positive relationship. Other research, including Azizah & Paramita (2024)
and Vantovi et al. (2024), indicated a positive but insignificant effect of business risk on dividend policy.

Institutional ownership refers to the proportion of shares held by institutions or entities not directly involved in
the company’s daily operations, such as banks, insurance funds, pension funds, and other financial institutions
(Bataineh, 2021; Fahmi & Sulhan, 2020). Institutional shareholders typically hold the majority of a company’s
shares (Fahmi & Sulhan, 2020). According to data from the Indonesian Central Securities Depository (KSEI) as of
November 2024, institutional ownership accounted for 83.77% of the total sharcholding structure. This included
6,338 corporate shareholders, 2,757 mutual fund holders, 1,277 other institutional investors, 594 pension fund
holders, 515 from financial institutions, 277 securities companies, 194 insurance firms, and 168 foundations. In
comparison, individual investors represented only 16.23% of total ownership. Given this substantial shareholding,
institutional investors possess significant capacity to perform monitoring functions (Fahmi & Sulhan, 2020; Aini &
Sawitri, 2020; Moin et al., 2020; Bataineh, 2021) and can influence key decisions during the General Meeting of
Shareholders (GMS).

As majority shareholders, institutional investors hold considerable leverage to shape dividend policy according to
their preferences (Salawudeen et al., 2020). This aligns with the clientele effect theory, which posits that dividend
policy may vary depending on the preferences of the majority shareholders (Miller & Modigliani, 1961). Since
shareholders vary in their financial characteristics and expectations, they also differ in their desired levels of
dividend returns (Golubov et al., 2020), leading to divergent dividend preferences among investor groups.

Empirical studies by Rohov et al. (2020); Aini & Sawitri (2020); and Bataineh (2021) have shown that
institutional ownership has a positive effect on dividend policy. Additionally, Fahmi & Sulhan (2020) found that
institutional ownership, when acting as a moderating variable, had a negative but statistically insignificant impact on
dividend policy.

This research focuses on manufacturing companies listed on the Indonesia Stock Exchange (IDX) from 2021 to
2023, including firms in the healthcare, basic materials, consumer non-cyclicals, industrials, and consumer cyclicals
sectors. Manufacturing firms were selected because their diverse subsectors reflect the broader reaction of the capital
market (Rochmah & Ardianto, 2020). Furthermore, manufacturing companies tend to be large-scale entities whose
shares are more resilient during economic crises (Rochmah & Ardianto, 2020).

This study aims to examine the moderating effect of institutional ownership in influencing corporate dividend
policy decisions. The research is motivated by a contextual gap, particularly during the 2021-2023 period, which
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was marked by the COVID-19 pandemic, creating heightened business risk. Paradoxically, this period also saw an
increase in realized investments (i.e., greater investment opportunities) and a rise in the number of companies
distributing dividends, which may have been influenced by institutional ownership as the dominant shareholder.

Literature Review and Hypothesis Development

Pecking Order Theory outlines a hierarchy of financing preferences for corporate investment projects (Myers, 1984).
Firms prioritize internal funds, followed by debt, and lastly, equity (Novendra et al., 2023; Harahap et al., 2021).
Companies generally prefer to finance investments using retained earnings due to their lower cost compared to
external financing (Myers & Majluf, 1984; Lotto, 2020). Firms with lucrative investment opportunities are less likely
to prioritize dividend payments (Lotto, 2020). Previous studies by Lotto (2020); Rohov et al. (2020); Fahmi &
Sulhan (2020); Adiwibowo et al. (2021); and Hartono et al. (2021) found a negative relationship between investment
opportunities and dividend policy. This suggests that firms with high investment opportunities tend to reduce or
withhold dividend distributions. Conversely, when investment opportunities are low, firms are more likely to pay
higher dividends.

H1: Investment opportunity has a negative effect on dividend policy.

Business risk refers to uncertainty that may impair corporate performance, create operational difficulties, and lead to
financial instability, which can ultimately result in losses or business failure (Jao et al., 2022). One such business risk
is operational risk triggered by government regulations. In 2020, the global population faced the emergence of a
novel virus, COVID-19 (Robiyanto & Yunitaria, 2022), which spread rapidly and was declared a pandemic (WHO,
2020). The Indonesian government declared a state of emergency (Presidential Decree No. 11 of 2020),
implementing policies such as Large-Scale Social Restrictions (PSBB) and Community Activity Restrictions
(PPKM) to control the spread of the virus (Robiyanto & Yunitaria, 2022). These measures significantly impacted
economic outlooks (Baig & Chen, 2022) and corporate financial performance (Rahmani, 2020; Jao, Daromes, &
Samparaya, 2022). Companies facing high business risk tend to strengthen their capital structure by increasing
retained earnings (Salsabila & Isbanah, 2020). As a result, they are less inclined to pay dividends when risk levels
are elevated (Jao et al., 2022). This is consistent with Pecking Order Theory, which suggests that internal financing
through retained earnings is preferred due to its lower risk (Myers & Majluf, 1984; Lotto, 2020; Aini & Sawitri,
2020; Tinungki et al., 2021). Empirical studies by Salsabila & Isbanah (2020); Hartono et al. (2021); and Jao et al.
(2022) support the negative relationship between business risk and dividend policy.

H?2: Business risk has a negative effect on dividend policy.

Pecking Order Theory posits that firms prioritize internal funds, followed by debt and equity, when financing
business projects (Myers, 1984; Novendra et al., 2023). Due to its lower cost, retained earnings are the preferred
funding source for investment (Aini & Sawitri, 2020; Lotto, 2020). Firms with attractive investment opportunities
are less likely to distribute dividends (Lotto, 2020; Rohov et al., 2020; Fahmi & Sulhan, 2020; Adiwibowo et al.,
2021; Hartono et al., 2021). Institutional ownership refers to shares held by entities such as insurance companies,
banks, and other financial institutions (Bataineh, 2021; Fahmi & Sulhan, 2020). Institutional investors often hold a
majority stake and play a key monitoring role. As majority shareholders, they typically prefer capital gains over
dividends and emphasize long-term control over immediate dividend income (Chatterjee et al., 2024). According to
the Clientele Effect Theory, dividend policy may vary depending on shareholder preferences (Miller & Modigliani,
1961). In this case, institutional investors tend to favor lower or no dividend payments (Salawudeen et al., 2022).
Thus, higher investment opportunities combined with substantial institutional ownership are likely to reduce
dividend payouts.

H3: Institutional ownership strengthens the negative effect of investment opportunity on dividend policy.

Business risk involves uncertainties that hinder operational performance and financial stability (Mnune &
Purbawangsa, 2019, as cited in Salsabila & Isbanah, 2020), potentially leading to losses or failure (Jao et al., 2022).
Firms experiencing high business risk tend to retain earnings to reinforce their capital structure (Salsabila & Isbanah,
2020) and are thus reluctant to distribute dividends (Jao et al., 2022). This behavior aligns with Pecking Order
Theory, where retained earnings are the preferred and least risky funding source (Tinungki et al., 2021). Institutional
ownership, comprising entities such as banks, pension funds, insurance companies, and mutual funds (Bataineh,
2021; Fahmi & Sulhan, 2020), enables effective monitoring due to majority shareholding. Institutional investors tend
to prioritize capital gains and long-term corporate control rather than dividend income (Chatterjee et al., 2024),
consistent with the Clientele Effect Theory (Miller & Modigliani, 1961). They generally prefer lower or no dividend
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payouts (Salawudeen et al., 2022). Accordingly, firms with high business risk and dominant institutional ownership
are more likely to reduce or forgo dividend distributions.
HA4: Institutional ownership strengthens the negative effect of business risk on dividend policy.

Methods

The dependent variable in this study is dividend policy (Y). The independent variables are investment opportunity
(X1) and business risk (X2). In addition, institutional ownership (M) serves as a moderating variable in the
relationship between the independent and dependent variables. The population of this study comprises manufacturing
companies in the healthcare, basic materials, consumer non-cyclicals, industrials, and consumer cyclicals sectors
listed on the Indonesia Stock Exchange (IDX). The research was conducted over the period 2021 to 2023, with 311
firm-year observations analyzed using SPSS software.

Result and Discussion
Moderated Regression Analysis (MRA)

This study aims to examine the effects of investment opportunity and business risk on dividend policy, with
institutional ownership acting as a moderating variable. The results of the MRA test are presented in Table 1.

Table 1
MRA
Unstandardized Std. Standardized .
AL o] Coefficients (B)  Error Coefficients (Beta) ! e Lz
(Constant) 3.945 0.856 4.610 0.000
H1 MBVE -0.133 0.046 -0.170 -2.920 0.004 Accepted
H2 BRISK -0.227 0.059 -0.575 -3.877 0.000 Accepted
IOWN 0.545 0.194 0.152 2.817 0.005
MBVE * .
H3 IOWN 0.005 0.004 0.152 1.252 0.211 Rejected
BRISK *
H4 IOWN -0.062 0.012 -0.664 -5.352 0.000 Accepted

Primary Data, 2025

Model Summary:
e R2=0.133
e Adjusted R®2=0.119
e  F-statistic =9.386
e  Significance (p-value) = 0.000
Source: Processed Data, 2025 (Appendix 8)
Notes:
DPR = Dividend Policy
MBVE = Investment Opportunity
BRISK = Business Risk
IOWN = Institutional Ownership
MBVE * IOWN = Interaction between investment opportunity and institutional ownership
BRISK * IOWN = Interaction between business risk and institutional ownership

Regression Equation

Based on the results in Table 1, the regression equation can be formulated as follows:
Y =3.945-0.133 MBVE - 0.227 BRISK + 0.545 IOWN — 0.062 (BRISK x IOWN)
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This equation can be interpreted as follows:

e The constant of 3.945 indicates that when all independent and moderating variables are equal to zero, the
predicted value of the dividend policy is 3.945.

e The regression coefficient for investment opportunity (MBVE) is -0.133, indicating that a one-unit increase in
investment opportunity is associated with a 0.133-unit decrease in dividend policy, holding other variables
constant.

e The coefficient for business risk (BRISK) is -0.227, indicating that an increase of one unit in business risk
will decrease dividend policy by 0.227 units, ceteris paribus.

e The coefficient for institutional ownership (IOWN) is 0.545, implying that a one-unit increase in institutional
ownership increases the dividend policy by 0.545 units, holding other factors constant.

e The interaction term BRISK x IOWN has a coefficient of -0.062, suggesting that institutional ownership
strengthens the negative effect of business risk on dividend policy by 0.062 units.

Model Feasibility Test (F-Test)

The F-test assesses whether the overall regression model is statistically significant. A regression model is considered
fit if the p-value of the F-statistic is < 0.05. Table 1 shows an F-statistic value of 9.386 with a significance level of
0.000 (< 0.05), indicating that the regression model is feasible and that the independent and moderating variables
jointly explain the variation in dividend policy.

Coefficient of Determination (R?)

The coefficient of determination (R?) explains the proportion of variance in the dependent variable that can be
explained by the independent variables. In this study, the adjusted R? is 0.119, which means that 11.9% of the
variation in dividend policy can be explained by investment opportunity, business risk, institutional ownership, and
the interaction terms. The remaining 88.1% is explained by other variables not included in this model.

Individual Significance Tests (t-Test)

Effect of Investment Opportunity on Dividend Policy
Hypothesis H1 proposed that investment opportunity negatively affects dividend policy. Table 1 shows a p-value of
0.004 (< 0.05) and a regression coefficient of —0.133. Therefore, H1 is accepted.

Effect of Business Risk on Dividend Policy
Hypothesis H2 proposed that business risk negatively affects dividend policy. The t-test yields a p-value of 0.000 (<
0.05) with a coefficient of —0.227. Thus, H2 is accepted.

Moderating Effect of Institutional Ownership on the Relationship Between Investment Opportunity and Dividend
Policy

Hypothesis H3 stated that institutional ownership strengthens the negative effect of investment opportunity on
dividend policy. Table 1 shows a p-value of 0.211 (> 0.05) with a coefficient of 0.005. Therefore, H3 is rejected.

Moderating Effect of Institutional Ownership on the Relationship Between Business Risk and Dividend Policy
Hypothesis H4 posited that institutional ownership strengthens the negative effect of business risk on dividend
policy. The interaction term BRISK * IOWN has a p-value of 0.000 (< 0.05) and a coefficient of —0.062, confirming
that H4 is accepted.

Conclusion

1) An investment opportunity has a negative effect on dividend policy. This indicates that the higher a
company's investment opportunity, the lower the dividends it is likely to distribute.

2) Business risk has a negative effect on dividend policy. This means that as a company’s business risk
increases, the number of dividends distributed tends to decrease.

3) Institutional ownership does not moderate the effect of investment opportunity on dividend policy. In this
study, institutional ownership acts as a predictor moderator (independent). Thus, institutional ownership may
increase or decrease dividend distribution regardless of whether the company’s investment opportunity is
rising or declining.
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4) Institutional ownership strengthens the negative effect of business risk on dividend policy. This implies that
the higher the company’s business risk, the lower the dividends it tends to distribute, especially when
institutional ownership is high. This is due to the preference of institutional shareholders, who prioritize
preserving capital and maintaining control of the company over short-term dividend gains.

Managerial Implication

The findings of this study confirm the pecking order theory, which explains the hierarchy of financing preferences
for corporate investment projects (Myers, 1984). Companies prioritize internal financing sources (Novendra et al.,
2023), as internal capital is considered the least costly compared to external financing (Myers & Majluf, 1984; Lotto,
2020). Therefore, when firms have high investment opportunities, they tend to retain earnings to finance these
investments. Similarly, during periods of high business risk, firms also reinforce their capital structure by retaining
earnings. Consequently, when both investment opportunities and business risk are high, dividend distributions are
likely to be reduced.

This study also supports the clientele effect theory, which suggests that dividend policy may vary based on
shareholder preferences (Miller & Modigliani, 1961). In this context, institutional shareholders tend to prefer that
firms pay dividends. Therefore, when institutional ownership is high, dividend distributions are generally higher.
However, when business risk is elevated, institutional shareholders may be willing to forgo part of their dividend
income and reinvest it in the company to strengthen the capital structure. As a result, even under high institutional
ownership, dividend distributions may decrease in times of high business risk.

The findings of this study reveal that institutional ownership has a significant positive effect on dividend policy.
This means that the greater the proportion of institutional ownership, the higher the dividends distributed.
Accordingly, firms are advised to engage with the majority shareholders (institutional investors) to persuade them to
reinvest a portion of their dividends into the company (retained earnings) to strengthen the capital structure during
periods of high business risk. Companies should also encourage institutional shareholders not to obstruct productive
investment decisions. Moreover, for investors seeking to maximize returns, it is recommended that they consider not
only the company’s profit levels but also its dividend policy preferences and the influencing factors, such as
investment opportunities, business risk, and the structure of institutional ownership.
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