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Empirical evidence
of market reactions based
on signaling theory
IN indonesia stock exchange
Abstract
Signaling theory assumes that it is necessary to signal investors to how they perceive
company’s prospects. One of them is dividend announcements. The announcement of
dividends is predicted to be a signal for investors in the investment decision making
process. This study aims to determine and analyze the effect of dividend announcements, both increases and decreases in dividends, on stock returns. This study is intended to find empirical evidence about market reactions based on signaling theory in
Indonesia Stock Exchange on the period 2017. The analysis of this study uses the event
study method and hypothesis testing carried out using different test paired sample
t-test. The results of this study prove that the market reacts to the announcement of
dividends. The market reaction is indicated by the value of abnormal returns, namely
abnormal returns in the positive direction when the announcement of dividend increased and abnormal returns in the negative direction when the announcement of
dividend decreased. The value of abnormal returns in a positive direction reflects the
company’s performance in good condition, and vice versa. This result indicates that
dividend announcements are a signal and contain information relevant to investors in
the investment decision making process.
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INTRODUCTION
Dividend announcement is a policy where the management of the
company will distribute a number of cash or cash equivalents to
shareholders derived from company profits as a result of the company’s fundamental performance to be distributed as dividends after deducting retained earnings. The policy is a signal to investors on the
company’s prospects, because companies that announce dividend
distribution meet at least two criteria, namely: 1) the company is in
favorable condition in the current period, and 2) the company is in
liquid condition, meaning that the company has cash or cash equivalent can be shared with shareholders as a means of payment of dividends (Miller & Modigliani, 1961; Simamora, 2000; Tandelilin, 2010;
Sudana, 2011; Harmono, 2014; Sambodo et al., 2015; Shah & Noreen,
2016; Puspitaningtyas, 2017, 2018).
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Dividend announcements have an important meaning for investors,
besides being able to give signals to the company’s prospects, it is also predicted to influence market valuations (such as stock prices and
stock returns). Signaling theory states that investors tend to react
when getting signals from the company. Announcement of dividends
is predicted to have information content that can be used to predict
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company profits and expected stock returns for investors so that it is useful as a consideration in the
investment decision making process (Husnan, 2005; Amidu, 2007; Sielvia, 2009; Ali & Chowdhury,
2010; Esomar, 2010; Mehndiratta & Gupta, 2010; Slonski & Zawadzki, 2012; Bodie et al., 2013; Zare et
al., 2013; Menike, 2014; Sare et al., 2014; Chiang & Lai, 2015; Scott, 2015; Harbi & Bujang, 2016; Kouki,
2017; Mrzygłód & Nowak, 2017; Puspitaningtyas, 2017, 2018).
Announcement of dividends can be fixed or changeable. These changes can be in the form of increases
or decreases (Abdullah et al., 2002). The increase in dividends is interpreted as a signal of increasing
company profits, and vice versa. Changes in the amount of dividends paid, both increases and decreases,
are seen as signals where management expects future profits to change in the same direction. Increasing
the amount of dividends paid is seen as a positive signal that encourages investors to offer higher stock
prices while expecting a higher rate of return, and vice versa.
From the management side, one of the objectives of dividend distribution is as a signal intended to
attract investors to invest their capital through the purchase or ownership of the company’s shares.
Signaling theory assumes the existence of information asymmetry, that managers (as internal parties)
have accurate information about company values that may not be known by investors (as external parties). Because of the information asymmetry, it is necessary to signal to investors or other external parties through management policies, one of which is the announcement of dividends (Zare et al., 2013).
This study aims to determine and analyze the effect of dividend announcements, both increases and decreases, on stock returns. This study is intended to find empirical evidence about market reactions based
on signaling theory on Indonesia Stock Exchange on the period 2017. That, the information content of
dividend announcements is predicted to affect the company’s stock returns. The results of this study are
expected to provide benefits for investors as a basis for evaluating the company’s prospects, as well as
consideration in the investment decision making process. Puspitaningtyas (2018) states that investment
decisions are related to investors’ considerations about the decision to buy and sell shares, or maintain
their share ownership.
The analysis of this study uses the event study method, which is a study that analyzes the market reaction to an event for information published as an announcement. The market reaction is indicated
by a change in stock prices or by using abnormal returns and is predicted to influence stock returns.
Furthermore, in order to test hypotheses, a different test paired sample t-test was carried out, which is
intended to determine whether or not there are differences in market reactions to the announcement
of the increase in the amount of dividends paid and announcements of the decrease in the amount of
dividends paid to the company’s stock returns. Jogiyanto (2009), Bodie et al. (2013), and Scott (2015)
state that abnormal returns are the advantages of real returns and normal returns. Normal return is the
return expected by investors. Thus, abnormal returns represent the difference between the actual return
and the expected return.
If dividend announcements have a significant effect on company stock returns, the market will react
when the announcement is received by giving a significant abnormal return to the market around the
date of the announcement, and vice versa. Testing of abnormal returns uses a significance value of 5%
(α = 0.05) . This test is conducted to determine the significance level of the difference in abnormal
returns before and after the dividend announcement date, namely by comparing the significance level
(sig.) of abnormal returns and the significance value of 5% (α = 0.05 ) . If the level of significance (sig.)
is less than 0.05, it can be concluded that dividend announcements have a significant effect on stock
returns, and vice versa.
Based on the description, the problems in this study are formulated as follows: 1) whether the announcement of dividends increase affects the stock return on companies listed in the Indonesia Stock Exchange
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on the period 2017; and 2) whether the announcement of dividend decrease has an effect on stock returns on companies listed in the Indonesia Stock Exchange on the period 2017. The inconsistency of
some of the results of previous studies has motivated interest in conducting this study. The results of
the study by Kartini (2001), Mulyati (2003), and Ratnawati et al. (2009) prove that the announcement of
dividend payments has a significant effect on stock returns, whereas the study by Sambodo et al. (2015)
shows that the announcement of dividend payments does not affect stock returns.

1. LITERATURE REVIEW

Dividend policy is related to the distribution of
profits to shareholders. The amount of dividends
distributed is determined by the board of direc1.1. Signaling theory
tors
and authorized by the general meeting of
and dividend policy
shareholders, and must be stated as income in the
Signaling theory is related to a signal derived from year of acquisition. The announcement of divimanagement policy, one of which is dividend poli- dend distribution contains information about
cy. The policy is expected to signal to investors (as the performance and prospects of a company
external parties) about company prospects and (Simamora, 2000; Syamsuddin, 2011; Suwanna,
provide usefulness to investors as a consideration 2012; Damayanti et al., 2017; Esana & Darmawan,
in the investment decision making process. If the 2017).
content of an information is considered important
by investors, then management can use the poli- Dividend policy relates to efforts to create a balcy as a signal about value company, which can be ance between current dividends and future
seen from its influence on stock returns (Abdullah, growth. One of these policies is a decision about
2002; Brigham & Houston, 2010; Suwanna, 2012; whether the profits obtained by the company durZare et al., 2013; Scott, 2015; Puspitaningtyas, ing a period will be divided all or divided in part
2017, 2018).
to pay dividends to its shareholders. On the one
hand, if management decides to distribute profits
Signaling theory assumes that the manag- obtained as dividends, it will reduce the amount
er has accurate information about the value of of retained earnings. Reducing the amount of rethe company that may not be known to inves- tained earnings means there is a decrease in the
tors and he is also interested in maximizing number of internal funding sources that will be
his profits. This assumption is based on the ex- used for company expansion. On the other hand,
istence of asymmetric information, which is a if management decides not to share its profits as
condition in which a party has information that dividends, it will reduce investors’ interest in inmay be unknown to another party. Asymmetric vesting their funds in company stock ownership
information will occur if the manager does not (Brigham & Houston, 2010; Keown et al., 2010;
convey all the information he has about the val- Puspitaningtyas, 2017, 2018).
ue of the company, thus influencing investor
judgment in the investment decision making There are several forms of dividend policy (Halim,
process. The existence of asymmetric informa- 2005; Keown et al., 2010), namely: 1) stable divition triggers the signal to investors or the public dend policy, namely the same amount of dividend
through management policies to be very impor- payments in each period. This policy is intended
tant. It is expected that the signal will provide as a signal to investors (and prospective investors)
information for investors about how he views that the acquisition of the company’s net income
the company’s prospects. Signaling theory is is stable in each period; 2) dividend policy with
concerned with reducing information asym- the determination of the minimum amount of
metry for investors. However, signal quality dividends plus certain extra amounts, namely the
depends on the ability of investors to analyze amount of dividend payments set at the minimum
information (Brau & Carpenter, 2012; Zare et amount per share in each period and in increasal., 2013; Su et al., 2014; Karasek & Bryant, 2015; ing net income (better financial conditions), then
Shetty & Sundaram, 2019).
management will pay extra dividends in addition
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from the minimum amount that has been set; 3)
dividend policy by establishing a constant amount
of dividend payout ratio. For example, management sets a constant amount of dividend payout
ratio of 50%. That is, that the amount of dividend
per share to be paid in each period will fluctuate
according to the acquisition of net income in each
period; and 4) flexible dividend policy, namely the
determination of the amount of dividends adjusted to the achievement of financial performance in
each period.

1.2. Announcement of dividends
and stock returns
Announcement of dividends or announcement
dates is the date when management (directors)
announce dividend payments. On that date, dividends are the company’s liability and are recorded in the company’s books. The announcement is
predicted to trigger a market reaction (investor),
which is reflected in the stock price movement,
and has an impact on the expected return by investors (Simamora, 2000; Sularso, 2003; Akbar
& Baiq, 2010; Aamir & Shah, 2011; Mahmood et
al., 2011; Matharu & Changle, 2015; Tastaftiani &
Khoiruddin, 2015; Legenzova, 2017, Truong et al.,
2017). This is as revealed in the explanation of the
signal dividend theory.

yields. Capital gain is a form of return that is expected to be obtained by investors from the difference between the purchase price and the selling
price of the stock, whereas yield is the percentage
of dividends towards stock prices in the previous period (Jones, 2000; Husnan, 2005; Jogiyanto,
2009; Tandelilin, 2010; Puspitaningtyas, 2017).
Stock returns consist of: 1) actual return, i.e. a
number of profits received from stock investment
activities in a period; 2) expected return, namely a
number of benefits expected to be obtained from
stock investment activities in a period; and 3) abnormal returns, namely the difference between
actual returns and expected returns (Jogiyanto,
2009; Bodie et al., 2013; Scott, 2015).

Based on this description, dividend announcements
are predicted to contain information that is meaningful to investors. The market is predicted to react to
the announcement. Therefore, dividend announcements are predicted to affect stock returns. If there
is an increase in the amount of dividends paid to investors, it tends to be followed by an increase in stock
prices and investors will likely revise the expected
return in an increasing direction. Because, investors
tend to interpret the increase in dividends as a positive signal, namely the improvement of the company’s current and future performance. Conversely, if
there is a decrease in the amount of dividends paid
The dividend signal theory underlies the notion that to investors, it tends to be followed by a decrease in
the announcement of dividend payments has infor- stock prices and investors will likely revise their exmation content that encourages a reaction in stock pected returns in a downward direction. Because,
price movements and has an impact on the investor’s investors tend to interpret the decrease in dividends
expected return. This theory explains that informa- as a negative signal, namely the decline in current
tion about the announcement of dividend payments and future corporate performance (Jogiyanto, 2009;
is a signal to investors about the company’s prospects. Bodie et al., 2013; Scott, 2015).
The increase in the amount of dividends paid is considered a good or profitable signal (“good news”), The hypotheses of this study are built on signaling
thus giving rise to a reaction of stock price move- theory. Modigliani and Miller (1961), Bodie et al.
ments that tend to increase (positive). Conversely, (2013), and Scott (2015) state that a dividend ina decrease in the amount of dividends paid is con- crease above normal is a signal for investors that
sidered as a signal that is not good or not profitable companies have prospects that are good, and vice
(“bad news”), thus giving rise to a reaction of stock versa. Announcement of the increase in dividend
price movements that tend to decrease (negative) payments is “good news” and tends to encourage
(Mulyati, 2003; Harbi & Bujang, 2012; Tsuji, 2012; investors to increase the expected rate of return.
Conversely, the announcement of a decrease in
Scott, 2015; Legenzova, 2017).
dividend payments is “bad news” and tends to
Stock return is the expected profit from the encourage investors to reduce the expected rate
amount of funds invested in the ownership of a of return. The study hypotheses are also based on
company. Stock returns can be capital gains or the results of previous studies, including studies
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by Kartini (2001), Mulyati (2003), Ratnawati et al.
(2009) and Sambodo et al. (2015), which prove that
markets react to dividend announcements, both
increases and decreases. Thus, the study hypotheses are formulated as follows:

Stock return is a profit expected to be obtained
by investors from investment activities in a stock.
Stock return information in this study is capital
gains, because it is intended to see the market reaction to the announcement of dividends. Capital
gains is a stock return whose acquisition is based
H1: Announcement of dividend increases af- on movements or changes in stock prices. Stock
fect stock returns on companies listed in returns consist of four types, namely:
Indonesia Stock Exchange on the period 2017.
1) actual return, which is the profit received from
H2: Announcement of dividend decreases afan investment activity in a certain period.
fect stock returns in companies listed in
Actual return is used as the basis for determinIndonesia Stock Exchange on the period 2017.
ing the expected return in the future. This study
measures actual return based on historical data, namely the difference between the current
2. METHODOLOGY
stock price and the previous stock price:

2.1. Population and sample
The population in this study are companies listed
in Indonesia Stock Exchange on the period 2017,
a total of 555 companies. Furthermore, sampling
is done by purposive sampling method, which is
sampling using certain criteria specified in this
study. The sampling criteria in this study, namely:
1) selected companies that announced cash dividends in concecutive during the period 2016–2017
(2016 as the base year); 2) selected companies that
do not conduct corporate actions other than the
announcement of dividend payments on the period 2017; 3) selected companies that have complete
data regarding dividend announcement dates, total dividends per share, and daily stock prices on
the period 2017. Based on the sampling criteria,
the number of samples in this study is 53 companies. Based on the number of samples, it is divided
into two groups, namely: 1) companies that announce dividend increases of 34 companies, and
2) companies that announce dividend decrease of
19 companies.

2.2. Operational definition
and variable measurement

Rit =

Pit − Pit −1
,
Pit −1

where Rit is the actual stock return i in the period t , Pit is the price of stock i in the period t ,
Pit −1 is the price of stock i in the period t − 1;
2) expected return, which is the level of profit
expected by investors in the future. Expected
return is equal to normal return, meaning
that the expected return is equal to the actual return that occurs in normal conditions.
Expected return is estimated based on actual
return before the event period during the estimation period. This study measures the expected return using the mean adjusted model.
This model assumes that the expected return is
constant, equal to the arithmetic average actual return previously in the estimation period:
t −15

E ( Rit ) =

∑ Ri
t −6

T

t

,

where E ( Rit ) is the expected stock return i in the
period t , T is the duration of the estimation period,
which is for 10 days starting from t − 15 to t − 6;

3) abnormal return, which is the difference beAnnouncement of dividends is the date when
tween actual return and expected return.
the directors announce dividend distribution. At
Abnormal returns are measured by the formula:
that date, the dividend becomes the company’s
ARi
=
Rit − E ( Rit ) ,
t
liability and is recorded in the company’s book.
Announcements are usually made a week before
dividends are paid.
where ARit is abnormal stock return i in the period t ;
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4) average abnormal return, which is the average
difference between the actual return and expected return of all company samples analyzed daily during the event period. Testing for
abnormal returns is not done on each share,
but is carried out as a whole stock by testing
the average abnormal return of all shares in
a cross-sectional manner for each day in the
event period by calculating the average of
arithmetic:
n

ARnt =

∑ ARi

t

i =1

n

,

where ARnt is the average abnormal return i in
the period t , n is the number of samples.

2.3. Analytical method
Analysis of this study uses the event study method. The event study is used to test the information content of an event that is published (in
this study is a dividend announcement). If the
announcement contains information, the market is predicted to react when receiving the announcement. The market reaction is indicated
by the abnormal return around the date of the
dividend announcement.
There are two periods in the application of the
event study method, namely: 1) the estimation
period, namely the period before the event. This
period is used to estimate the expected return
in the event period. The estimation is based on
the actual return before the occurrence of the
event during the estimation period, which is
used to find the arithmetic mean for the entire
actual return in the estimated period. There is
no benchmark for the length of the estimation
period, but some previous studies used periods
of less than 100 days (minimum 10 days).
This study uses an event period of 10 days,
namely: t =−15 − ( −6 ) . The event period is the
period of occurrence of an event. This period is
also called the observation period or event window. The length of this period depends on the
type of event. If the event is a period whose economic value can be easily determined by investors, such as dividend announcements, the window period can be short, because in this case
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investors can react quickly. The window period
commonly used in previous studies is 11 days
(1 day around the date of announcement, which
is 5 days before the date of the event up to 5 days
after the date of the event).
The event period also involves the days before
the event date to find out whether there is an
information leak, namely whether the market
already knows the contents of an information
before it is officially published. The event period is used to see the market reaction to an announcement. The event period is divided into
three parts (Jogiyanto, 2009), namely:
1) pre event, namely t = t − 5 (5 days before the
event);
2) event date, namely t = 0 (event day);
3) post event, namely t = t + 5 (5 days after the
event).
Furthermore, in order to test the hypotheses,
namely to determine whether or not there are
differences in the number of abnormal stock returns as a market reaction before and after dividend announcements, a different test paired sample t-test is used. This analysis tool is intended to
test whether or not there are differences for the
two groups in pairs with the same subject but experience two different treatments (measurements).
Testing of abnormal stock returns given to
the market uses a significance level of 5%
(α = 0.05) . This test is conducted to determine the significance level of the difference
in stock returns before and after dividend announcements by comparing the significance
level (sig.) of abnormal returns with alpha
(α ) = 5%. If the level of significance (sig.)
is less than 0.05, the hypothesis is accepted,
meaning that dividend announcements have a
significant effect on stock returns of companies listed in Indonesia Stock Exchange on the
period 2017. Conversely, if the level of significance (sig.) is more than 0.05, the hypothesis
is rejected, meaning that dividend announcements do not affect stock returns on companies listed in Indonesia Stock Exchange on the
period 2017.
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3. RESULTS

t −15

E ( Rit ) =

3.1. Analysis of the data using
the event study method

∑ Ri
t −6

T

t

,

The event period for each company stock is set The following is the result of calculating the exfor 11 days, which is 5 days before the dividend pected return of AALI (as one sample of this
announcement date, 1 day at the dividend an- study) on the estimated period 2017:
nouncement date, and 5 days after the dividend
announcement date. For example, PT. Astra Agro
ER AALI t = R AALI day −15 + R AALI day −14 +
Lestari Tbk (stock code: AALI) announces div... + R AALI day −6 /10 =
idends on April 26, 2017, the event period for 11
days, which is 5 days before April 26, 2017, 1 day at
= ( −0.003534 + 0.003546 + 0.04946 +
the date of the announcement April 26, 2017, and
5 days after April 26, 2017.
+0.05724 − 0.00637 − 0.00641 + 0.006452 −

(

)

−0.00641 − 0.003226 − 0.04531) /10 =
Estimation period is set for 10 days before the
0.045438
event period. For example, the announcement of
=
= 0.0045438.
AALI stock dividends is April 26, 2017, the esti10
mation period is 10 days before the event period,
Calculation of expected return using this formula
namely t − 15 to t − 6 from April 26, 2017.
applies to all shares of this sample study on the
Actual return is calculated based on capital gains estimation period 2017.
value, which is the difference between the current
stock price and the previous share price. The ac- Abnormal return is the difference between the actual return calculation is done in the estimation tual return on each day in the event period and the
period and event period. Actual return for each expected return estimated from the arithmetic avstock every day during the estimation period and erage of the actual return that occurred in the esevery day in the event period is calculated by the timated period. Abnormal returns for each stock
Rit ( Pit − Pit −1 ) Pit −1 . The following are calculated every day during the event period
formula: =
=
Rit − E ( Rit ) .
are the actual results of AALI stock returns (as using the formula: ARi
t
one sample of this study) on day 15 in the estimated period and event period 2017:
The following is the result of calculating the abnormal return of AALI (as one sample of this study)
on the estimated period 2017:

=
R AALI day −15
=

P AALI day −15 − P AALI day −16
=
P AALI day −16

14,100 − 14,150
−50
=
= −0.003534.
14,150
14,150

Calculation of actual returns using this formula
applies to all shares of this sample study on the
estimated period and event period 2017.

AR AALI day −5= R AALI day −5 − ER AALI=
=
0.01695 − 0.0045438 =
0.0012405.
Calculation of abnormal return using this formula applies to all shares of this sample study on the
estimation period 2017.

Average abnormal return is not calculated on each
share, but is calculated as a whole stock by calcuExpected return is calculated using the mean ad- lating the average abnormal return for the entire
justed model, which assumes that the expected re- stock in a cross-section every day during the event
turn is constant, equal to the arithmetic average of period by calculating the overall arithmetic averthe actual returns that occur every day during the age of abnormal returns that occurs every day in
estimated period. Expected returns are calculated the event period for the entire company in each
by the formula:
group analyzed by the formula:
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3.2. Testing the hypothesis using
a paired sample t-test

n

ARnt =

∑ ARi

t

i =1

n

.

The following is the result of calculating the average abnormal return for all shares of the company
sampled in this study for each day of the period of
events on the period 2017:
a) group of companies announcing dividend
increases:

ARnday −5 = ( AR AALI day −5 + AR ADMFday −5 + ...
... + AR TRSTday −5 ) / 34 =
0.0012405 − 0.0117565 + ... + 0.0154195
=
34
0.4105037
−
=
−0.012074;
34
b) group of companies announcing dividend
decreases:

Tests are carried out using SPSS version 20 with
the following stages: entering the average abnormal return data obtained from the overall arithmetic average of abnormal returns that occur
during the event period for the entire company
sampled in this study in each group of samples
analyzed. The following are the results of testing
the hypotheses and discussing the results of the
study.
3.2.1. Announcement of dividend increase has
an effect on stock returns
For companies that announce dividend increases,
dividend announcements are concluded to influence stock returns if there are positive and significant abnormal returns around the date of the dividend announcement. Table 1 presents the results
of testing abnormal returns for companies that
announce dividend increases.

( AR ANTM + AR BBCA + ...
... + AR TSPC
) /19 =
ARnday −5 =

Based on Table 1, for the days before the announcement date of the dividend increase in
the event period, which was used as an option to
day −5
find out whether there was an information leak
0.013329 + 0.03347 + ... + 0.030201
=
before the announcement was officially pub19
lished, indicating that there were no positive
0.1722394
and significant abnormal returns that appeared
= = 0.009065.
19
in the days before date of announcement of dividend increase in the event period. Meanwhile,
Calculation of average abnormal return by using for the days after the announcement date the
the formula applies to every day in the period of dividend increase in the event period shows
events on the period 2017, both for the group of that there are positive and significant abnorcompanies that announce the increases in divi- mal returns with a significance level of less
0.032;
dends and groups of companies that announce than 5% (sig. < 0.05), namely: t + 1 =
dividend decreases.
t+2=
0.002 and t + 4 =
0.028. These results
day −5

day −5

Table 1. Different test results before and after announcement of increase in dividends based on
average abnormal return on the period 2017
Source: Result of the study.

t

n

Average abnormal
return

Sig.

Conclusion

t

n

Average abnormal
return

Sig.

Conclusion

–5
–4
–3
–2
–1

34
34
34
34
34

–0.012074
–0.005564
0.008011
0.000213
0.002030

0.216
0.158
0.229
0.980
0.816

Insignificant
Insignificant
Insignificant
Insignificant
Insignificant

0
1
2
3
4
5

34
34
34
34
34
34

–0.005822
0.038614
0.019755
0.013071
0.010043
0.008308

0.290
0.032
0.002
0.089
0.028
0.070

Insignificant
Significant
Significant
Insignificant
Significant
Insignificant
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Table 2. Different test results before and after announcement of decreases in dividends based on
average abnormal return on the period 2017
Source: Result of the study.

t

n

Average abnormal
return

Sig.

Conclusion

t

n

Average abnormal
return

Sig.

Conclusion

–5
–4
–3
–2
–1

19
19
19
19
19

0.009065
0.024396
–0.002777
–0.002600
0.007045

0.280
0.186
0.690
0.742
0.238

Insignificant
Insignificant
Insignificant
Insignificant
Insignificant

0
1
2
3
4
5

19
19
19
19
19
19

–0.005903
–0.028588
–0.016782
–0.017997
–0.028192
–0.021119

0.467
0.004
0.009
0.000
0.002
0.000

Insignificant
Significant
Significant
Significant
Significant
Significant

prove, the hypothesis which states that the an- er there was an information leak before the announcement of dividend increase has an effect nouncement was officially published, indicating
on acceptable stock returns (H1 accepted).
that there were no negative and significant abnormal returns that appeared in the days before
These results indicate that the announcement of the date of announcement of the decrease in
the increase in dividends contains information for dividends in the period of the event. Meanwhile,
investors and there is no leak of information to the the days after the announcement date of the divmarket before the announcement is officially pub- idend decreases in the event period show that
lished. This indication is strengthened by the ab- there are negative and significant abnormal resence of positive and significant abnormal returns turns with a significance level of less than 5% (sig.
0.004; t + 2 =
0.009;
in the days before the announcement date of the < 0.05), namely: t + 1 =
0.000; t + 4 =
dividend increase in the event period. Positive and t + 3 =
0.002 and t + 5 =
0.000.
significant abnormal returns appear in the days These results prove the hypothesis, which states
after the announcement date of the dividend in- that the announcement of dividend decreases
has an effect on acceptable stock returns (H2 is
creases in the event period.
accepted).
This result supports the dividend theory revealed
by Miller and Modigliani (1961) and support These results indicate that the announcement of
some of the results of previous studies includ- dividend decreases contains information for ining Jayaraman and Shastri (1993) and Virda and vestors and there is no information leak to the
Karlina (2009), which prove that the announce- market before the announcement is officially pubment of dividend increases is considered a profita- lished. This indication is strengthened by the abble signal, so it will encourage market participants sence of negative and significant abnormal returns
to revise their expected returns in an increasing in the days before the announcement date of the
dividend decreases in the event period. Negative
direction.
and significant abnormal returns appear in the
3.2.2. Announcement of dividend decrease
days after the announcement date of the dividend
has an effect on stock returns
decreases in the event period.
For companies that announce a decrease in dividends, dividend announcements are concluded to
influence stock returns if there are negative and
significant abnormal returns around the date of
the dividend announcement. Table 2 presents the
results of testing abnormal returns for companies
that announce dividend decreases.

This result supports the dividend theory revealed by Miller and Modigliani (1961), which
states that the announcement of dividend decreases is considered as a disadvantageous signal, so it will encourage market participants
to revise their expected return in a downward
direction. However, the results of this study do
not support the results of the study of Virda and
Based on Table 2, the days before the announce- Karlina (2009), which shows that the announcement date of the dividend decreases in the event ment of dividend decreases does not affect stock
period were used as an option to find out wheth- returns.
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CONCLUSION
Based on the results of analysis and discussion, it was concluded that the market reacts to the announcement of dividends, both increases and decreases in dividends. The market reaction is indicated by the
existence of abnormal return values. The value of positive and significant abnormal return when the
announcement of dividend increased, while the value of negative and significant abnormal return when
the announcement of dividend decreased. The value of abnormal returns in a positive direction reflects
the company’s performance in a good (or profitable) condition, and vice versa. Thus, based on the perspective of signaling theory, the results of this study prove empirically that dividend announcements
are a signal and contain information relevant to investors as a consideration in the investment decision
making process.
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