



The Effect of Profitability, Company Size and Dividend Policy on Firm Value: Evidence from Indonesia’s Banking Sector



.     
.
              . 
                     
	.
..



ABSTRACT 

	This study aims to analyze the influence of profitability, company size, and dividend policy on the value of banking subsector companies listed on the Indonesia Stock Exchange for the 2021–2023 period. The research background is based on the importance of fundamental factors in determining company value, particularly during the recovery period after the COVID-19 pandemic. This study uses signaling theory and bird-in-the-hand theory. The population in this study was 48 banking companies listed on the IDX for the 2021–2023 period. The sampling technique used was purposive sampling. The sample period obtained included 16 Indonesian banking companies, bringing the total sample to 48. The analytical technique used was multiple linear regression analysis. The results showed that profitability and company size had a positive effect on company value, while dividend policy had no effect on company value.
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1. INTRODUCTION 

“Indonesia is a developing country because the Indonesian economy is always increasing so that entrepreneurs are interested in running their businesses. Good company performance cannot be separated from effective management and refers to the concepts of economy, efficiency, and effectiveness” (Nurhaliza & Azizah, 2023). “In the context of the capital market, firm value describes the price that investors are willing to buy. Companies that have high value can attract investors and creditors because of their good performance. In publicly listed companies, the company's value is reflected in its stock price which often fluctuates, with a significant influence from stock market conditions as measured by the Composite Stock Price Index (JCI)” (D. N. Sari & Purbowati, 2023). 
“Factors that affect firm value are profitability, firm size, and dividend policy. Where profitability, company size, and dividend policy are fundamental factors that play an important role in determining company value, especially in banking companies in the 2021-2023 period which is characterized by post-pandemic economic recovery. High profitability reflects the company's efficiency in generating profits and is a positive signal for investors regarding the prospect of business sustainability” (Hidayat & Khotimah, 2022). “Company size also plays a strategic role because large-scale companies generally have better access to external funding sources, the ability to withstand economic uncertainty, and a stronger reputation in the eyes of the market” (Anugerah & Anwar, 2025) . “Meanwhile, dividend policy is an important instrument in building investor confidence, reducing information asymmetry, and demonstrating the company's financial stability” (Puspitaningrum & Hanah, 2024) Thus, the study of these three factors in the 2021-2023 period is not only relevant for investors in making decisions, but also significant for the scientific community in enriching understanding of the dynamics of determining firm value during the global economic recovery.
“Factors that affect firm value are profitability, firm size, and dividend policy. Profitability reflects the company's ability to generate profits, which in turn can increase investor attractiveness” (Hidayat & Khotimah, 2022). Meanwhile, good liquidity shows the company's ability to pay off its obligations before maturity, so that it can increase investor confidence (Sari & Purbowati, 2023). Dividend policy that benefits shareholders is also an indicator of high firm value (Rahmawati, 2020). Large company size facilitates access to funding and reflects greater profit potential (Mahanani & Kartika, 2022). 
However, research results regarding these factors still show inconsistencies. For example, profitability is reported to have a positive, negative, or even no effect on firm value (Saddam et al., 2021; Alifian & Susilo, 2024). Similar inconsistencies are also found in dividend policy and firm size (Anisa et al., 2021; M. L. Sari & Juniati Gunawan, 2023; Yuni, 2022). 
This study aims to re-examine the role of profitability, firm size, and dividend policy in determining firm value in the banking sector listed on the Indonesia Stock Exchange for the period 2021-2023, with a focus on the context of post-pandemic recovery. By examining this relationship, this study is expected to make a new contribution in strengthening the literature related to fundamental factors determining firm value in emerging markets such as Indonesia, where investor characteristics are still dominated by retail investors with different information preferences compared to developed markets.
The main contribution of this research lies in two aspects. First, for the scientific community, this study enriches the financial literature by providing the latest empirical evidence related to the dynamics of firm value during the global economic recovery. Second, for practitioners and company managers, the findings of this study can be used as a reference in formulating more appropriate earnings management strategies, growth, and dividend policies to increase firm value and attract investors. The implication is that this research provides a deeper understanding of how fundamental factors can be utilized as a strategy to strengthen the competitiveness and sustainability of companies in the post-pandemic era.

2. LITERATURE REVIEW AND DEVELOPMENT HYPOTHESIS
2.1 Signaling Theory 
The theory that can be used on firm value is Signaling Theory. Signaling theory was first introduced by Spence in his research entitled Job Market Signaling. Michael Spence (1973) suggests that “a signal or signal provides a signal, the sender (owner of information) tries to provide relevant pieces of information that can be utilized by the recipient. The receiving party will then adjust its behavior according to its understanding of the signal. Signaling theory means the signals given by company management to investors as clues about the company's prospects”.

2.2 Bird in The Hand Theory
This study uses the bird in the hand theory, which states that investors prefer dividends to capital gains because dividends are considered safer and lower risk. Dividends can be controlled by management, while stock prices are influenced by supply and demand mechanisms. A high level of dividend distribution can attract investors, increase stock prices, and company value (Modjaningrat, 2021).

2.3 Hypothesis Development

2.3.1 Effect of Profitability on Firm Value
“High profitability will be one of the considerations for investors and potential investors to choose the desired company. Companies that can generate higher profits show better performance, so that they can generate good responses from investors, which have an impact on increasing the company's share price. In addition, the profit earned by the company can also be a benchmark for investors to continue to carry out their cooperation. Companies that experience a decrease in profits, investors will think twice about being able to carry out their cooperation” (Sutanto, 2021). “One way to assess the performance of a company is to look at the profits it generates, if a company generates high profits, investors will be more interested in investing in it. High profitability can provide a positive signal to investors that the company is in a favorable condition to invest in the company. Furthermore, profitability can provide an attraction for investors to own company shares. Large profits and very good company prospects in the future, so profitability has a positive influence on firm value” (Valentino & Setiawan, 2024). This is supported by research conducted by (Alifian & Susilo, 2024), (Tyas & Prastiwi, 2025), (Baihaqi & Murtanto, 2023) and (Nurhaliza & Azizah, 2023) which state that profitability has a positive effect on firm value. Based on the explanation above, the hypotheses raised in this study are: 
H1: Profitability has a positive effect on firm value.

2.3.2 Effect of Company Size on Company Value 
“The larger the size of the company through its total assets, the easier it is to enter the capital market world. Therefore, company size is a consideration for potential investors who want to invest in the company, because the company obtains funding sources through external parties” (Susanti & Kusmawati, 2024). “Companies that perform well are usually owned by larger companies, can develop, and are more attractive to investors. Large companies usually have stable profits. Stable profits can increase investors' desire to invest, so that when investors buy shares, the company's share price will increase and the company's value will increase” (Dina & Wahyuningtyas, 2022). This is supported by research conducted by (Mahanani & Kartika, 2022; Sari & Purbowati, 2023; Dina & Wahyuningtyas, 2022) which state that company size has a positive effect on firm value. Based on the explanation above, the hypotheses raised in this study are: 
H2: Company size has a positive effect on firm value.

2.3.3 The Effect of Dividend Policy on Firm Value 
“Dividend policy determines the profit received by shareholders. The profits earned by shareholders determine their wealth, which is the long-term goal of the company. The ability of a company to pay dividends reflects its value. The more dividends paid to shareholders, the higher the value of the company” (Khoirina Noor Anindya & Mellisa Fitri Andriyani Muzakir, 2023). “This is in accordance with signal theory which states that dividend payments are a signal from company management that the company's future prospects are good. Therefore, investors will want to buy the company's shares and the value of the company's shares will increase” (Rahmawati, 2020). This is supported by research conducted by (Dessriadi et al., 2022), (Anggraini & Yan Nyale, 2022) state that dividend policy has a positive effect on firm value. Based on the explanation above, the hypotheses raised in this study are: 
H3: Dividend policy has a positive effect on firm value.




3. Methodology

This research was conducted on banking companies listed on the Indonesia Stock Exchange (IDX) with data on financial statements and annual reports for 2021-2023 which were accessed through the official IDX website (ww.idx.co.id). Banks were chosen because they reflect investor confidence in the stability of a country's financial system. The object of this research is the financial statements of banking companies listed on the IDX during this period. 
3.1 Population and Sample 
“The population of this study are banking companies listed on the Indonesia Stock Exchange in 2021-2023, totaling 48 companies that have provided official information through the Indonesian stock exchange website www.idx.co.id. The data used in the study are secondary data in the form of company financial reports. The sampling technique used is purposive sampling technique, namely the technique of determining the sample with certain considerations / criteria in accordance with the research objectives” (Tyas & Prastiwi, 2025). These criteria include: 
1) Banking companies that are listed consecutively in 2021-2023. 
2) Banking companies that publish annual financial reports can be on the IDX in 2021-2023. 
3) Companies that distribute dividends consecutively during 2021-2023
4) Companies that publish financial statements in rupiah currency in 2021-2023
Table 1. Research Sample Selection 
	1
	Banking companies listed on the Indonesia Stock Exchange in 2021-2023
	48

	2
	Companies that publish financial reports in 2021-2023
	48

	3
	Companies that distribute dividends consecutively during 2021-2023
	16

	4
	Companies that publish financial statements in rupiah currency in 2021-2023
	16

	
	Total sample
	16

	
	Number of observations 
	16x3



Based on the calculation, it shows that the population that meets the sample criteria is 16 companies with 48 observation data for 3 years. The data is annual report data published by the company and accessed through the website www.idx.co.id. 
Researchers used multiple linear regression analysis to test the independent and dependent variables, as well as the classical assumption test to determine whether there is residual normality, multicollinearity, autocorrelation, and heteroscedasticity in the regression model, partial (t test) and simultaneous (F test) hypothesis tests to determine the effect of the independent variable on the dependent variable, and the coefficient of determination (R²) analysis to measure how the ability of the independent variable to explain the dependent variable. In this study, the authors used the help of the Statistical Product and Service Solution (SPSS) version 26 software application program to process the sample data results.

4. results and discussion
4.1 Descriptive Statistical Test
Table 2.
Descriptive Statistical Analysis Results Descriptive Statistics
	N
	Minimum
	Maximum
	Mean
	Std.
Deviation

	ROA
	48
	-20.32
	31.00
	3.8099
	6.71208

	SIZE
	48
	-2.20
	249.05
	19.4314
	45.37852

	DPR
	48
	-1153.33
	1221.05
	30.5362
	187.46410

	PBV
	48
	1.05
	44.86
	5.0235
	9.03126

	Valid N
(listwise)
	48
	
	
	
	


Source: Data Processed (2025)
Based on Table 2 above, showing the lowest value (minimum), highest value (maximum), average (mean), and standard deviation (Std. Deviation) of each variable can be explained as follows:
1. Profitability shows the number of samples (N) of 48, has the lowest value (minimum) of -20.32 and the highest value (maximum) of 31. The average value (mean) is 3.8099 with a standard deviation value (Std. deviation) of 6.71208.
1. Company size shows the number of samples (N) of 48, has the lowest value (minimum) is -2.20 and the highest value (maximum) is 249.05. The average value (mean) is 19.4314 with a standard deviation value (Std. deviation) of 45.37852.
1. Dividend policy shows the number of samples (N) of 48, has the lowest value (minimum) is 0.00 and the highest value (maximum) is 1221.05. The average value (mean) is 30.5362 with a standard deviation value (Std. deviation) of 187.46410.
1. The company value shows that the number of samples (N) is 48, has the lowest value (minimum) of 1.05 and the highest value (maximum) of 44.86. The average value (mean) is 5.0235 with a standard deviation value (Std. deviation) of 9.03126.
.  4.2 Multiple Linear Regression Analysis Results

Table 3.
Multiple Linear Regression Analysis Results
Coefficients a
	Unstandardized Coefficients
	Standardize
Coefficients
	

T
	

Sig.

	Model
	B
	Std.
Error
	Beta
	
	

	1
	(Constant)
	-2,002
	1,800
	
	-1,112
	0,269

	
	ROA
	0,624
	0,099
	0,507
	6,278
	0,000

	
	SIZE
	0,109
	0,064
	0,115
	1,708
	0,044

	
	DPR
	0,382
	0,095
	0,321
	4,037
	0,131


a. Dependent Variable: PBV
Source: Data Processed (2025)
Based on Table 3, a multiple linear regression equation is obtained as follows:
PBV= -2.002 + 0.624 ROA+ 0.109 SIZE+ 0.382 DPR
The regression equation above can be explained as follows:
3. The constant is -2.002, meaning that if profitability, company size and dividend policy are equal to zero (0), the company value is -2.002.
3. Profitability has a regression coefficient value of 0.624. This means that if profitability increases by one percent, the company value will increase by 0.624 assuming other variables are constant.
3. Company size has a regression coefficient value of 0.109. This means that if the company size increases by one percent, the company value will increase by 0.109 assuming other variables are constant.
3. Dividend policy has a regression coefficient value of 0.382. This means that if the dividend policy increases by one percent, the company value will increase by 0.382 assuming other variables are constant.
4.3 Classical Assumption Test Results
4.3.1 Normality Test
Table 4.
Normality Test
One-Sample Kolmogorov-Smirnov Test
	Unstandardized Residual

	N
	48

	Normal Parametersa,b
	Mean
	0,0000000

	
	Std. Deviation
	2,19734191

	Most Extreme Differences
	Absolute
	0,083

	
	Positive
	0,083

	
	Negative
	-0,057

	Test Statistic
	0,083

	Asymp. Sig. (2-tailed)
	0,200c,d

	1. Test distribution is Normal.
1. Calculated from data.
1. Lilliefors Significance Correction.


Source: Data Processed (2025)
The results of Table 4 above show the results of Asymp. Sig. (2-tailed) is 0.200 > 0.05. With these results it can be said that the data is normally distributed.
4.3.2 Multicollinearity Test
Table 5.
Multicollinearity Test Results
Coefficients a
	
Model
	Collinearity Statistics

	
	Tolerance
	VIF

	1
	(Constant)
	
	

	
	ROA
	0,660
	1,515

	
	SIZE
	0,954
	1,048

	
	DPR
	0,680
	1,470

	a.	Dependent Variable: PBV


Source: Data Processed (2025)
The calculation results in Table 5 show that all independent variables have a tolerance value greater than 0.10. The results of the calculation of the variance infationfactor (VIF) value also show that all independent variables have a VIF value below 10. Can be concluded that there is no multicollinearity in the independent variables in the regression model.
4.3.3 Heteroscedasticity Test
Table 6.
Heteroscedasticity Test Coefficients a
	

Model
	Unstandardized Coefficients
	Standardized Coefficients
	

T
	

Sig.

	
	B
	Std.
Error
	Beta
	
	

	1
	(Constant)
	1.338
	1.175
	
	1,139
	0,257

	
	ROA
	.009
	.065
	0,017
	0,135
	0,893

	
	SIZE
	-.002
	.041
	-0,004
	-0,036
	0,971

	
	DPR
	.010
	.062
	0,021
	0,166
	0,869

	a. Dependent Variable: ABS_RES


Source: Data Processed (2025)
The results of the Glejser test in Table 6 obtained a significance value, all independent variables have a value of Sig. > 0,05. This means that the regression model does not contain symptoms of heteroscedasticity.
4.3.4 Autocorrelation Test
Table 7.
Autocorrelation Test Model Summary b
	Model
	R
	R
Square
	Adjusted R
Square
	Std. Error of the
Estimate
	Durbin-
Watson

	1
	0,769
	0,591
	0,578
	2,23177
	1,898

	1. Predictors: (Constant), DPR, SIZE, ROA
1. Dependent Variable: PBV


Source: Data Processed (2025)
The results of the autocorrelation test in Table 7 obtained a DW value of 1.898 which is greater than DU 1.7355 and less than 4-DU. This means that the regression model does not contain autocorrelation.
4.4 Determination Test Results
Table 8
Test Results of the Coefficient of Determination Model Summaryb
	Model
	R
	R
Square
	Adjusted R
Square
	Std. Error of the
Estimate
	Durbin-
Watson

	1
	0,769
	0,591
	0,578
	2,23177
	1,898

	1. Predictors: (Constant), DPR, SIZE, ROA
1. Dependent Variable: PBV


Source: Data Processed (2025)
Based on Table 8, it shows that the Adjust R Square value is 0.578 that the level of correlation between the independent variable and the dependent variable is 57.8%, which means that the independent variables in this study, namely profitability, company size and dividend policy are able to explain 57.8% of firm value and the remaining 42.2% is explained by other variables outside the model.
4.5 F Test Results
Table 9.
Simultaneous Significance Test (F Test) ANOVA a
	Model
	Sum of
Squares
	df
	Mean Square
	F
	Sig.

	1
	Regression
	684,664
	3
	228,221
	45,820
	0,000b

	
	Residual
	473,175
	95
	4,981
	
	

	
	Total
	1157,838
	98
	
	
	

	1. Dependent Variable: PBV
1. Predictors: (Constant), DPR, SIZE, ROA


Source: Data Processed (2025)
Based on Table 9, the results of the simultaneous significance test (F test) above show that the F value is 45.820 with a significance level of 0.000 because the significance value < 0.05, it can be concluded that the profitability variable, company size and dividend policy simultaneously have a positive and significant effect on firm value.
4.6 T Test Results
Table 10.
Hypothesis Test Results (t Test)
Coefficients a
	Unstandardized Coefficients
	Standardize
Coefficients
	

t
	

Sig.

	Model
	B
	Std.
Error
	Beta
	
	

	1
	(Constant)
	-2,002
	1,800
	
	-1,112
	0,269

	
	ROA
	0,624
	0,099
	0,507
	6,278
	0,000

	
	SIZE
	0,109
	0,064
	0,115
	3,537 
	0,044

	
	DPR
	0,382
	0,095
	0,321
	1,708
	0,131

	a.   Dependent Variable: PBV


Source: Data Processed (2025)


Based on the results in Table 10 shows that:
0. Profitability has a regression coefficient value of 0.624 and the t value is 6.278 with a significance value of 0.000< 0.05. This shows that profitability has a positive and significant effect on firm value.
0. Company size has a regression coefficient of 0.109 and the t value is 3.537 with a significance value of 0.044< 0.05. This shows that company size has a positive and significant effect on firm value.
0. Dividend policy has a regression coefficient value of 0.382 and the t value is 1.708 with a significance value of 0.131> 0.05. This shows that dividend policy has no effect on firm value.
4.7 Discussion 
4.7.1 The Effect of Profitability on Firm Value
“Based on the results of the analysis, profitability is proven to have a positive influence on firm value. Thus, the first hypothesis (H1) which states that profitability has a positive effect on firm value can be accepted. This finding confirms that profitability is one of the factors that influence the increase in firm value. When the company's profitability level increases, this reflects its ability to generate higher profits from sales, assets, and capital owned. The increase in profit not only increases investor confidence, but also opens up opportunities for increased dividend distribution to shareholders. Companies that have good profitability performance are generally more attractive to investors, so that they can encourage an increase in stock prices and overall company value. In addition, profitability is also an important indicator in evaluating a company's internal performance and contributes to influencing the demand for the company's shares in the market. Therefore, high profitability is often considered a positive signal that indicates the company's bright growth prospects in the future” (Hidayat & Khotimah, 2022). This finding is in line with signal theory which states that profitability can be a signal to investors which in turn can increase firm value. The results of this study are also in line with previous research conducted by (Alifian & Susilo, 2024), (Nurhaliza & Azizah, 2023) who also found that profitability has a positive effect on firm value.
4.7.2 The Effect of Company Size on Firm Value
“The analysis shows that firm size has a positive influence on firm value. Thus, the second hypothesis (H2), which states that firm size has a positive effect on firm value, can be accepted. This finding indicates that company size is one of the factors that affect firm value. The larger the size of the company, the greater the attention given by investors and the market. This is due to the perception that large companies are generally more stable and have a better ability to deal with risk. In addition, companies with a larger scale tend to have easier access to funding sources, both internal and external, which can be used to support business expansion and development. Large companies also usually have the capacity to invest in research, innovation and product development, which in turn can increase competitiveness and profitability. Increased investor confidence in the company's potential and performance will encourage an increase in stock prices, which also has an impact on increasing company value” (D. N. Sari & Purbowati, 2023). This finding is in line with signal theory which states that profitability can be a signal to investors which in turn can increase firm value. The results of this study are also in line with previous research conducted by (Mahanani & Kartika, 2022), (Dina & Wahyuningtyas, 2022) which also concluded that company size has a positive effect on firm value.
4.7.3 The Effect of Dividend Policy on Firm Value
“Based on the results of the analysis, dividend policy is proven to have no influence on firm value. Therefore, the third hypothesis (H3) which states that dividend policy has a positive effect on firm value, is rejected. This finding is not in line with the Bird in the Hand Theory proposed by Gordon and Lintner, which argues that investors prefer dividends distributed today over future capital gains because dividends are considered to have lower risk. However, the results of this study show that the size of the dividend distributed has no significant impact on firm value. This shows that dividend policy is not the main determining factor in the formation of firm value, because the value is more influenced by company fundamentals, such as the ability to generate profits and long-term growth prospects. Under ideal market conditions without taxes, without transaction costs, and with equal information, dividend policy is considered neutral, because investors can create "artificial dividends" by selling some of their shares when they need cash. Although in practice dividend policy can provide a positive signal regarding the company's financial stability, its effect on market perception tends to be short-term and does not directly increase firm value. Firm value is more determined by the strength of assets, the level of profitability, and the risk management strategy implemented” (Hadi & Budiman, 2023). This finding is in line with research conducted by (Puspitaningrum & Hanah, 2024), (Eka Eka et al., 2023) which also states that dividend policy has no effect on firm value.


Based on the results of the analysis, dividend policy is proven to have no influence on firm value. Therefore, the third hypothesis (H3) which states that dividend policy has a positive effect on firm value, is rejected. This means that the size of the dividend distributed has no significant impact on firm value. This shows that dividend policy is not the main determining factor in the formation of firm value, because the value is more influenced by company fundamentals, such as the ability to generate profits and long-term growth prospects. Under ideal market conditions without taxes, without transaction costs, and with equal information, dividend policy is considered neutral, because investors can create "artificial dividends" by selling some of their shares when they need cash. Although in practice dividend policy can provide a positive signal regarding the company's financial stability, its effect on market perception tends to be short-term and does not directly increase firm value. Firm value is more determined by the strength of assets, the level of profitability, and the risk management strategy implemented (Hadi & Budiman, 2023). This finding is consistent with research conducted by (Puspitaningrum & Hanah, 2024), (Eka Eka et al., 2023) which also states that dividend policy has no effect on firm value.


5. Conclusion

Based on the results of the research that has been done, the following conclusions can be drawn:
1. Profitability has a positive and significant effect on the value of Banking companies listed on the Indonesia Stock Exchange in 2021-2023. This means that the higher the profitability, the better the value of the Banking companies listed on the Indonesia Stock Exchange in 2021-2023 will be.
2. Company size has a positive and significant effect on the value of Banking companies listed on the Indonesia Stock Exchange in 2021-2023. This means that a good company size will cause the value of Banking companies listed on the Indonesia Stock Exchange in 2021-2023 to be better.
3. Dividend policy has no effect on the value of Banking companies listed on the Indonesia Stock Exchange in 2021-2023. This means that the dividend policy provided by the company cannot affect the value of Banking companies listed on the Indonesia Stock Exchange in 2021-2023.
This study makes a theoretical contribution by strengthening the literature on the fundamental factors that determine firm value in the banking sector during the post-pandemic recovery period. From a practical perspective, the results of this study can be used as input for banking management in developing strategies to improve financial performance, enlarge business scale, and build corporate reputation to attract investors.

6. recommendation
This study has limitations, including focusing only on banking companies listed on the IDX with an observation period of 2021-2023 and the use of profitability, company size, and dividend policy variables. Therefore, future research can expand the scope of other industrial sectors, add variables such as capital structure, corporate governance, or ESG performance, and extend the observation period to obtain a more comprehensive picture of the factors that influence firm value.
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