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ABSTRACT

This study aimed to analyze the relationship between dividend change to
future profitability and analyze the relationship between dividend changes to
future systematic risk of the firms. The first goal is answered by regress modified
partial adjustment model used by Grullon et al. (2005), whereas to answer the
second goal made three factor model regression developed by Fama and French
(1993).

The results obtained show that the dividend change is not a signal for
change ___ profitability in the future. This result do not support the dividend
signaling hypothesis which states that the change in dividend is a signal for
change in future profitability, which means that changes in dividend increase is
followed by improved profitability in the next year, and a decrease in dividend
followed by a decline in profitability in the next year. The results obtained also
show that changes in dividends is not a signal for changes in company's future
systematic nisk, since there are no systematic differences in nsk characteristics of
the company after the announcement of dividends between companies announced
dividend increases and compantes announced dividend decrease.
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