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ABSTRAK

Sandi, Delvi Eri (2005). Faktor-faktor yang Mempengaruhi Rasio Harga Laba dan
Nilai Pasar pada Perusahaan-perusahaan di Indonesia: Pengujian Empiris pada
Perusahaan yang Listed di Bursa Efek Jakarta. Jogjakarta. Fakultas Ekonomi.
Universitas Islam Indonesia.

Studi empiris ini bertujuan untuk menunjukkan bagaimana faktor-faktor
fundamental dari perusahaan yaitu pertumbuhan laba, pertumbuhan dividen, risiko,
rasio pembayaran dividen serta faktor-faktor tambahan seperti struktur kepemilikan
yang dimiliki oleh badan usaha, struktur kepemilikan yang dimiliki oleh
perseorangan dan struktur kepemilikan yang dimiliki oleh investor asing
mempengaruhi nilai dari rasio harga laba dan nilai pasar dari perusahaan-perusahan
yang Listed di Bursa Efek Jakarta, dengan periode pengamatan 1999-2003. Studi ini
juga menyelidiki apakah rasio harga laba dan nilai pasar dapat menjadi prediktor dari
laba yang akan datang, yang nantinya akan merefleksikan kinerja perusahaan, dan
dapat digunakan sebagai bahan acuan bagi investor untuk mengambil keputusan
dalam investasi.

Studi dilakukan memakai model regresi linier dengan rasio harga laba dan
nilai pasar sebagai proksi dari variabelnya. Model digunakan untuk menerangkan
pengaruh dari pertumbuhan laba, pertumbuhan dividen, risiko, rasio pembayaran
dividen, struktur kepemilikan yang dimiliki oleh badan usaha, struktur kepemilikan
yang dimiliki oleh perseorangan dan struktur kepemilikan yang dimiliki oleh investor
asing terhadap rasio harga laba dan nilai pasar. Studi menegaskan bahwa faktor-
faktor fundamental perusahaan, masih merupakan faktor terbaik untuk memprediksi
nilai dari rasio harga laba. Sedangkan untuk memprediksi nilai pasar, dalam hal ini
struktur kepemilikan yang dimiliki oleh investor asing adalah faktor yang sangat
menentukan. Hasil ini mengarah kepada sebuah kesimpulan yaitu rasio harga laba
dapat menjadi prediktor laba yang akan datang. Sehingga rasio ini dapat menjadi alat
yang bermanfaat bagi para investor untuk memilih investasi terbaik mereka.

Kata kunci: Rasio Harga Laba, Nilai Pasar, Pertumbuhan Laba, Pertumbuhan
Dividen, Risiko, Rasio Pembayaran Dividen, Struktur Kepemilikan.
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CHAPTER I

INTRODUCTION

1.1. Background ofTheStudy

The relationship between price earnings ratios and market values in

determining the future return that are received by the investors have been explored,
analyzed and discussed by many researchers as well as practitioners since many
decades ago. The research in this area has been interesting since until nowadays, the
common agreement about the ability of price earnings ratios indicated the high or low

return has not been reached. Yet according to Asri Sw (2002), some analysts believe

that ahigh price earnings ratio in the past is usually followed by slow growth in stock

prices. This is one of the reasons why many investors pay agreat attention to the high
P/E ratios in the U.S. stock market in the mid late ofthe nineties. However, according
to Shen (2000), the other groups of analysts disagrees and argues that history is no
longer atrue guide because the fundamental changes in the economy have made the

stocks more attractive for investors. In other words, they justify ahigh P/E ratio.

Price earning ratio is also one of numerous important aspects to be considered

and it is used by analysts, investor, and traders in stock market for analyzing the past
performance, predicting the future prospect of securities in the market and measuring
relative price from one company's stock. Price earnings ratio shows the ratio of the

stock price to earnings (Jogiyanto, 2000). Price earnings ratio also reflect the

expected stock value for future periods, therefore companies with the performance



and the beneficial work prospect will have ahigh price earnings ratios. Conversely,

companies that did not have performance and beneficial work will have^low price

earnings ratio.

Constand, Freitas and Sullivan (1991) provide further explanations about the

factors which affecting the price earnings ratio and the market values. They pointed

out that there is a positive relationship between the common factors that affects P/E

ratio such as the earnings growth, dividend growth and risk for P/E ratio itself, the

additional factors, therefore such as the changes in the ownership which held by a

corporation and an individual were also have apositive relationship for P/E ratio, for

example is in Nikkei stocks. The increasing amount of P/E ratio and equity market

capitalization of Japanese firms from 1979 to 1989 can be explained by many factors

mention above. This research also intended to find the primary factors behind the

dramatic increase in the price earnings ratios and the market values during 1980's

which seemed having a relationship to the increases in earnings. It includes the

changes in reported earnings and the changes in unreported earnings from hidden

sources such as the investments in land. These results support the contention of

Frankel's (1991) that dramatic rise in Japanese stock price during 1980's may not be

a speculative bubble, but it is related to the economic factors.

During the economic crisis that felt by almost every Asian country, many

countries in Asia have many difficulties to maintain their company's performance,

especially their company's stock price. Later, after each country begin their economic

recovery, we can see which countries could remain their stability in economic



performance and which countries that could not maintain their economic

performance. In Asia, Japan is the most stable country in theireconomic performance

and the others such as Indonesia is still in the post economic recovery position. It

means that our country does not have a capability to finish the economic recovery

well until nowadays.

Every country has its own estimation to indicate the economic recoveries which

run well. For Japan self, it is indicated by many situation. They are the economic

situation that is more stable, a good exchange rate, and company's performance of

their country become well. Japan indicates a good performance of their company by

seeing the price earnings ratio as a measurement. Indonesia also makes an economic

recovery in the country especially in every company environments. It becomes one of

the reasons to attract more domestic or foreign investors to invest in Indonesia. Most

of the companies in Indonesia also make recovery to reflect their good company's

performances. In the most commonly used to reflect that condition by seeing the price

earningsratios in everycompany.

P/E ratio is used by investors in order to decide which investment choices will

have a beneficial future return. Investors need some analysis for determining the level

of expected returns and level of risk (in doing investment activity). Therefore price

earning ratio is needed as one of the indicator which could be used by investors as a

guidelines toanalyze stock ofthe company. On the other hand, price earnings ratio is

an important component for indicating how much money (Rupiah) that should be

paid by investors to get one rupiah ofcompany earnings.



The fundamental analysis is an analysis which calculates the intrinsic values of

a stock by using the company's financial data (Or Company analysis). These

fundamental analyses have two approaches for calculating their intrinsic value of

stock. The first approach is the present value approach and the second one is the price

earnings ratios approach. The present value approach tries to appraise the present

value by using a certain interest rate that isbenefits earn by shareholders. Utilizing of

this model, analysts need to appraise suitable profit byusing risk factor and cash flow

that will be received that is dividend. They also must combine both information to

appraise the stock intrinsic values and also compare them with its' current market

values. The approaches that are based onthe cash flow namely the dividend discount

model. These approaches have some weaknesses. As what written by Lesly and Jones

(1991) in which they say that as long as investors are willing to have capital gains

rather than dividend, it is not proper to focus only on dividend. Similarly, Haugen

(2000) says that dividend present value which is not realistic, because nobody can

predict how much dividends will be received by investors ina long term (in C.Ambar

Puji Hartanto and Suwarto, 2003). When our focus is on price earnings ratios

approach, it means that in determining the intrinsic value of stock, we must focus on

earnings and prices as a major point of estimate. Generally, the fairly strategies uses

prices earnings ratio to identify which are fairly stock priced, undervalued stock

priced and overvalued stock priced by conducting the price earnings ratios with the

intrinsic values which are appraised based on stock valuation model (Jogiyanto:

1998).



Management compares the company's price earnings ratios with the same

company to~declde the relative level of Market Company. In some cases,

furthermore, analyst must be careful in comparing the same type of the company,

because in certain develop industry such as electronic industry, it probably has more

price earnings ratios rather than steel industry or automotive industry. This ratio

interpretation also was influenced by the investor's perception towardsthe company's

quality and revenue trend, relative risks, the use of alternative accounting methods,

etc.

As what explained previously, Japan also uses the price earnings ratio to reflect

their company's performance. Theprice earnings ratios itselfhave their own affecting

factors. In Japan, instead of the common factors affecting price earnings ratios they

also adds some factors such as landholdings, special accounting reserves, ownership

structure and foreign investments. In Indonesia, those factors are rarely used to

analyze the price earnings ratio. In the other hand, Japan researchers used those

factors to prove their significant influences towards the price earnings ratios and

market values. In Indonesia, land holdings and special accounting reserves rarely

used these factors as a measurement basis. Japan put land holdings as one of

numerous important aspects of the company's performance since the value of land in

Japan is very expensive. Indonesia, on the contrary, viewed land holdings is not one

of a significantfactor whichcouldaffectthe company performance.

Market value is the value of any assets or collection of assets, when traded in an

organized market—or negotiated between private parties—is in an unencumbered



transaction without duress. Market value could be established through many

transactions between individuals when there is not convenient organized market

available. Despite of its potential variability, generally market value is regarded as a

reasonable criterion for estimating the current value of individual balance sheet assets

and liabilities, as what contrasted with their recorded value. It is frequently used in

inventory valuation and capital investment analysis in which future recovery values

must be estimated. This information was a beneficial information for investor to

compare which company values are that would become the best comparison for

market values. On the other hand, market value is one of the alternatives which are

used to determine both which companiesare more beneficial or less.

Beside price earnings ratios as the reflection element of the company's

performance, market values are also conducted in this research as the elements which

would reflect the company's performance. These values are managed here since their

appearance in each company will affect the decision of the investors in the

investment. Furthermore, are also many unanswered questions about factors relating

with the changes in price earnings ratios and market values especially in Indonesian

firms. This research, therefore, is intended to answer those questions.

Market values have the same affected factors with the price earnings ratios in

this research. Since the market values become one of the predictors of the company's

performance instead of the price earnings ratios. With the same affected factors it was

expected that there would be more evidences concerning with the existence of the



price earnings ratios and market values as the reflector of the companies or firms

performance

Based on the previous phenomena, the writer is interested to investigate the

common and additional factors that affect the price earnings ratios and market values

in Japanese firms that also could be used as the factors that would affect price

earnings ratios and market values in Indonesian firms. This investigation will be done

in Jakarta Stock Exchange as a developing market. According to the background of

the study, the writer entitles this thesis as follow: Factors Affecting Price Earnings

Ratio and Market Value of Indonesian Firms: An empirical examination of

firms listed in Jakarta Stock Exchange for the period of 1999-2003.

1.2. Problem Formulation

The problems ofhow those factors can determine their significantly influence

towards price earnings ratios and market values in Indonesian firms is the reason of

how well investor ability predict their investment choices. Furthermore, the existence

ofP/E ratio and market value as a predictor for future earnings can be resulted from

common investigation and additional variables to P/E ratio and MV at a certain

period.

Therefore, in analyzing P/E ratio and MV, we also investigate the factors which

affect them. This research evaluates whether earnings growth, dividend growth,

dividend pay out, standard deviation of earnings (risk) and ownership structure



affects P/E ratio and MV in Indonesian firms. This investigation is an empirical

exercise. Theresearch, furthermore; attempts to answer the following questions:

1. Do earnings growth, dividend growth, dividend payout ratio, risk and

ownership structure influence P/E ratio?

2. Do earnings growth, dividend growth, dividend payout ratio, risk and

ownership structure influence market value?

1.3. Problems Restriction

To restrict and give more focuses on the topics of this research, the observation

will be done in:

1. Firms that listed in the Jakarta Stock Exchange (JSX) from period of 1999 to

2003.

2. Firms with the required data of positive earning.

3. Firms with the required data of dividend distribution.

4. Firms that are categorized as the financial institution is excluding here, to

achieve the equality of the data presented in the financial statement.

5. Seven variables from ten variables that are observed byConstand, Freitas and

Sullivan (1991). Three variables that excluded is the ownership changes held

by financial institutions, land value and special accounting reserves. Those

variables are excluded because the writer intended avoid unsignificant

variables in this research.



1.4. Research Objectives

This icscaidi refers^Kr a model which is stated by Constand, Freitas and

Sullivan (1991), but this research is done in Indonesia and used Indonesian firms as a

research area. Based on the problem formulation above, this research is conducted to

analyze whether earnings growth, dividend growth, risk, dividend payout ratio,

ownership structure held by corporation, ownership structure held by individual and

ownership structure held by foreign investor affect price earnings ratio and market

values of Indonesian firms.

1.5. Research Contributions

This research is expected togive many contributions to:

1. Investor

The research will give a contribution especially in making decision and

providing beneficial information in the conduct trades

2. The companies

The research will give contribution to the company by giving inputs or

supporting opinions and also as a consideration for making decisions in the

future.

3. Academicians

The research could give some contributions for conducting further researches

especially about P/E ratio and market values.



1.6. Definition of Term

Key wbfdrFrice^arnmg[ratio, Market values, affecting factors of P/E ratio and

market value. The writer will elaborate more about these terms.

Price earning ratio is a common ratio used for evaluating market price of share

to earning per share.

Market value is the value of any assets, or a collection of assets when trade in

an organized market or negotiated between private parties in an unencumbered

transaction without duress.

Affecting factors of P/E ratio and MV in this research can be described as the

factors that affect the value of P/E ratio and MV such as earnings growth, dividend

growth, dividend payoutratio, risk and ownership structure.

10



CHAPTER n

REVIEW OF RELATED LITERATURE

Review of related literature gives many explanations about the relevanttheories

toward this research and to reconsider about the previous studies. Parts ofthis chapter

elaborate more about stock market, fundamental analysis, definition of P/E ratio,

definition of market values, fundamental factors, additional factors, relationship

between P/E ratio and factors that affect it and the relationship between MV and

factors that affect it. Previous studies and hypothesis will also be explained in this

chapter.

2.1. The Stock Market

Theoretically, stock market defined as a trading ina long term security, whether

in the form of stocks or bonds which is issued by government or private sectors. On

the other hand, stock market was a narrow concept of the financial market. In the

financial market, all kinds of bonds and owner's equity, short term funds and long

term funds that are negotiable or not will be traded. According to Rosenberg (1983),

stock market is the place through which the buying and selling of stock for the

purpose of profit for both buyers and sellers of the security take place. The reason of

why stock market exists in many countries is that because stock market operates two

functions all at once. They are economic function and financial function (Husnan,

1993). As the economic function, the stock market has a function as the medium of

two parties that need each other, namely facilitating the investor to invest at a certain
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amount. As a financial function, a stock market gives chance to the investor in their

investments regarding ofthe~risks and levels ofthe expected return.

The stock market also supports the creation of efficient funds allocation.

Through the stock market, the investors chose the investment alternatives which

provide optimal return, by the assumption, investment with high return is the most

productive sector in the market. Therefore, funds from the investor can be used

productively by those companies or firms.

2.2. Fundamental Analysis

In analyzing and choosing which stocks could provide return in the future, there

are two basis approaches or analysis, fundamental and technical analysis.

Fundamental analysis is a study about financial condition of company that might

describe the issued ofstock behavior, with the assumption that the value ofstocks are

affected by company's financial performance. Financial performance here included

risk and return from the stocks.

Fundamental analysis begins with the historical cost of the financial statements.

The reasons of this action are to study the company's strength and weaknesses,

identify growth and flow, evaluate operational efficiency and understanding

company's characteristics and operational. For fundamental analysis, there are two

approaches for calculating the intrinsic value of stocks, present value approach and

price earnings ratios approach. Practitioners usually lean to use simply modes,

understandable and based on the accounting information's.
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The consequences of rational investor using this analysis which must be paid

are as follows (Naiboho, 1989, in Kamal Fasa, 2004):

a) Higher price of one stock also have higher dividend growth for a long term

growth occurrences.

b) Higher price of one stocks have higher prudent of dividend pay out ratio (if

other factors is the same)

c) Higher price ofone stock have lower risk (ifother factors isconstant)

d) Higher price of one stock if interest rate decline or lower (if other factors is

the same)

2.3. Price Earnings Ratios (P/E Ratio)

The simple relationship between current orexpected earnings per share and the

current market price of the stock isoften quoted byboth management and the owners

(Helfert, 1995). The ratio is called as price earnings ratio which become common

measure that are used to indicate the market assessment of the company's

performance and it can be stated:

PFP- Marketpriceper share
Earnings per share

Constand, Freitas, and Sullivan (1991) show that PER also can be stated

as PER =stock price (P0)Iearnings per share(EPSx). Thus, a company's PE ratio on

the expected growth rate in dividends as the risk ofthe company, which corresponds

directly by using the required rate ofreturn, and the dividend payout (D, IEPSX) so

that the company can achieve their purpose while it still maintain the growth rate.
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This ratio shows how investors measure the price ofstock from the earnings is

multiple. For example, the value ofP/E ratio is 5. It shows that the price ofthe stock

is multiple from 5times company's earnings (Kamal Fasa, 2004). Ifearnings used is

yearly earnings andall earnings distribute in dividend, so thevalue ofP/Eratio also 5

and it shows the period of payout stock purchasing as long as 5 years (Jogiyanto,

2000, in Kamal Fasa, 2004). P/E ratios also gives informations about how many

Rupiah are needed to be paid by the investor for getting every Rp 1, 00 company's

earnings (Eduardus Tandelilin, 2001, inKamal Fasa, 2004).

Piece earnings ratio itself can be interpreted in many ways. Cragg and Malkiel

(1982), and also Litzenberger and Rao (1971), for instance, viewed that P/E ratio as

an indicator of earning growth. While Ball (1978) interpreted P/E ratio as a measure

of the risk. Further Boatsman and Baskin (1981), and Alford (1992) supported the

interpretation which is given by Graham et al. (1962), in which he mentions that P/E

ratio is a measure ofearnings capitalization rate (quoted in Asri Sw, 2002).

Price earning ratio is also part of market ratio where point of view of this

market ration mostly based on the investor side or investor candidate (Hanafi dan

Halim, 1996, in Anugrah, Nurul, Abdul Hamid Habbe, and M. Natsir Kadir, 2001).

Besides that, a Price earnings ratio is a measurement to decide how market gives the

valuation to company's stock (Kertonegoro, 1995, in Kamal Fasa, 2004). The

expectation of investor of health stock analysis is done through the financial ratios

such as P/E ratio, caused by, investors or candidates ofinvestor's willingness to gain

proper return from the stock investment. One advantage of P/E ratio approach is
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easier to be used and more popular than the present value approach (Eduardus

Tandelilin, 2001, inKamal Fasa72004)T

Valuation model with P/E ratio approach is more simply and practically used

by analysts and other stock market agents. The advantages ofusing P/E ratios model

are:

1. There is standard, makes the investors to be easier in making acomparison to

other company.

2. Ifcompany does not distribute dividend for certain period, P/E ratio model is

easier to be used rather than cash flow model.

3. It iseasier topredict inputs on P/E ratios model than cash flow model.

According to Suad Husnan (1998), econometric model is used to predict which

stock price is fairly or mispriced. This model is developed by Whitbeck and Kisor,

where in measuring P/E ratios that reflect the intrinsic value uses an equation:

PER = a0+ axDPO +a2GR +a3SD

This equation shows that P/E ratios depend on some fundamental factors; they are

dividend payouts (DPO), growth level (GR) and standard deviation of earnings or

risk of earnings (Kamal Fasa, 2004).

The price earnings ratio or called by earnings multiple. The result of this

formula is a simple factor. If diluted earnings differ significantly from the basic

earnings per share, the calculation could be done on both bases. The earnings multiple

is used quite commonly as a rough rule of thumb in valuing companies for the
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purposes ofacquisition to arrive at a first approximation value. The reverse ofthe

earnings..per-share ioraula-is-so called earnings yield, which relate^animgs per

share to the market price. Although sometimes, it is used to express the current yield
that the owner enjoys, the measure can be misleading, because earnings are not

normally paid out in afull as dividends. Thus, the earnings yield cannot be compared

to, for example, the yield on abond where the interest payments are contractual cash

remittances. As we already know, that the real economic return to the shareholder is a

combination of the dividends received and the appreciation (decline) of the stock
(Helfert, 2002).

2.4. Market Values (MV)

Market value referred as afair market value that is the value of any asset or a

collection ofassets when it was traded in an organized market or negotiated between

private parties in an unencumbered transaction without duress. The various securities

and commodity exchanges are the examples of organized markets, as are literally
thousands of regional and local markets and exchanges that enable buyers and sellers

found mutually acceptable values of all kind of tangible and intangible assets. Market

value is, of course, also established through the transactions between individuals

when there is no convenient organized market available.

There's nothing absolute in market value. Instead, it represents a monetary
consensus of two or more parties. The market value at any one time can, therefore, be

subjected to the preferences and even whims of the individuals which involved the

psychological climate prevalent in an organized stock exchange, the heat of a
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takeover battle, significant industry developments, shifts in economic and political

conditions, and so forth. Moreover, the volume of tradingTnthe asset or security will

influence the value placed on it by buyers andsellers.

Market value frequently used in inventory valuation and in capital investment

analysis where the future recovery values have to be estimated. Yet the fact remains

that market value is one of the most significant value concepts used in

financial/economic analysis. It is closely related to economic value, because it is

ultimately based on the parties' expectations about the future cashflows to be derived

from the asset or business involved.

The choice of market values also complements the use of the incremental

funding which both of them in the current market terms. The market value of

common equity automatically (and implicitly) includes the retained earnings as

reported on the balance sheet. Once again, we must be guided by the purpose of the

analysis in order to decide which value is relevant. If we are interested in a criterion

against which to judge expected returns from the future investments, the most

common use of the cost of capital, we should use the current market values of the

various types ofcapital ofthe company, because these values reflect the expectations

of bothcreditors and shareholders (Helfert, 2002).

2.5. Company Fundamental Factors

2.5.1. Earnings Growth

Level of growth is the level of changes in the financial characteristics in a

company. The common measurement ofa company is seeing in its earnings. Earning,
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in this case, is the amount ofthe remains funds after company paid all its expenses.

Te^see4he relevance comparison, winch is commonly used is earnings~per share

(EPS). Therefore, earning growth is the level ofchanges ofearnings per share in a

company (Syahrul and Afdi Nizar, 2000, in Kamal Fasa, 2004). The formulation of

earnings growth is:

Earnings Growth =EPS (endPeriod) ~EPS(begginmg period)
EPS(beggining period)

The proxy earnings growth in this research is the percentage change in the expected

growth rate in the earnings from 1999 to 2003.

Nowadays, FASB and SEC require the measurement ofearnings per share on

two basic measurements. Firstly, primer earnings per share, which used average stock

prices that really revolve in that period. Secondly, basic assume all potential stocks

that revolved is counted andadded to thereal revolve stocks.

Growth inearnings should influence both a firm's P/E ratio and market value of

equity. If stock prices reflect a capitalization of expected future earnings, increase

earnings should be associated with an increase in share price and in total market

capitalization. If investors believe that higher rate of growth in earnings is

sustainable, the P/E ratios should rise (Constand, Freitas, Sullivan, 1991).

2.5.2. Dividends Growth

The proxy of dividends growth in this research is the percentage change in the

expected growth rate in dividends from 1999 to 2003. Dividends growth it self is

described by the changes of dividends per share over the period. Dividends are
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generally declared on a per share basis every quarter by a corporation's board of

director, the elected representatives of the shareholders. Therefore no calculation is

necessary. Dividend policy is the prerogative ofthe board, which has a legal authority

toset the payments atany level ofit, deems appropriate (Helfert, 2002).

The increasing dividends per share can indicated that there is an increase in

earnings per share and stock price. Therefore, if there is an increase it can be

measured as a proxy ofthe permanent component in earnings per share.

2.5.3. Dividend Payout ratio (DPO)

A ratio that commonly used in connecting with dividend policy is called as

dividend payout ratio, in which it represents the proportion ofearnings paid out to the

shareholders in the form ofcash during any given year:

DPO - Cas^ dividendpershare
earnings per share

Dividend payout ratio also is compared between paid dividends and net

earnings that is resulted by the company, and it is usually in the form ofpercentage

(Basri and Indriyo Gitosudarmo, 1995, in Kamal Fasa, 2004). Dividend policy

involves two parties. There are shareholders and company that have different interest.

This policy mentions dividend which is paid by the company including the amount of

dividend that is paid and the amount ofretained earning for the company purpose.

This study examines the relation between the percentage change in the

dividend payout ratio from 1999 to 2003, a period of changes in the P/E ratios and

market value. Since investors are assumed to be willing to pay more for a share of
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stock that pays higher dividends, other things held constantly, an increased payout

suggest&a higher P/E ratifr (Constand, Freitas, Sullivan, 1991).

2.5.4. Risk

According to Suad Husnan (1994), risk can be defined as deviation of actual

earnings from the expected earnings. The bigger deviation caused bigger risk.

Standard deviation of earnings means that deviation of real growth earnings with the

expected growth earnings is counted by the average earnings growth (C. Ambar Puji

Hartanto and Fx. Suwarto, 2003). Similarly Van Home and Wachowics (1992),

pointed out that risk is the return variability for the expected return. Most of the

methods are used to measure risk is the standard deviation that absolutely measure the

deviation ofvalues happens with the average as expectation value (Jogiyanto, 1998).

Based on the previous study, most of them conclude that risk has an inverse

relationship with the P/E ratio, since risk itself associated with the earnings stream

which is captured by the discount rate (r) that is a function of systematic, market-

based risk (Constand, Freitas, Sullivan, 1991).

2.6. Additional Factors

2.6.1. Ownership Structure

Ownership structure can be described from two pints of views (Ituriaga and

Sanz, 2000 in Machfoedz dan Suranta, 2003). There are agency approach and

asymmetric information approach. Agency approach treated ownership structure as

an instrument or tools to reduce the interest conflict among each holder. Asymmetric

information approach, in the other hand, treated ownership structure mechanism as
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one way to reduce the unbalance information between insiders and outsiders through

information disclosurein stock market (Leland and Pyle, 1977).

The structure of ownership in shareholders, commonly, divided as managerial

holder, institutional holder and foreign individual and corporations holder. Agency

theory described that the interest of management might be in contradiction with

individuals holders. This is because managerial always gives a priority to their own

interest and institutional holder doesn't like those attitudes. Therefore this conflict

should be minimized by those parties to emerge the suitable performance that is

reflected by company, so company's performance will invite more investment.

According to Slovin and Sushka (1993), institutional ownership does not

always increase firm value and performance. Institutional ownership could decrease

the value of the firm when the institutional and managerial interests have the same

direction. In this case, institutional and managerial have the same interest then they

will do collusion that will decrease company's performance orvalue.

Claessens et al. (2000) said that there is no clear distinction between ownership

and control to firms listed in Jakarta Stock Exchange. Most of the firms are family

firms and manager hand by majority shareholders. If there is not, so manager still

handy by member of family. The consequence of this is that the opinions of the

majority shareholders will also be the opinion of manager. In Jakarta Stock

Exchange, only small portion ofstock will issued to the market. Most ofthe stocks

are hold by family. This condition caused every control mostly done by those

families. These big controls of family will make them easily to control every strategy
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policies such as funds and investment strategy (Machfoedz and Suranta, 2003). This

condition will oause a big impac^to the company's performance especTaiTyrh this

case is the priceearnings ratio.

The different interests between managerial and institutional ownership usually

is called by agency conflicts. These conflicts could be minimized through acertain

monitoring that could be equal with those interests. The impact of this monitoring is

the occurrence of one cost called by agency cost (Wahidahwati, 2001). And the

reducing ofthese costs suggests an increase in the share price, P/E ratios and market

value ofthe firm if the other factors are held constantly. The increase ofthe cross

ownership may also impact the share prices and market value through a supply

constrain effect. If the percentage ownership which are held by the affiliated firms

increases without issuing additional shares of stock, the supply of shares is available

for the public trading decreases and, given aconstant demand, share price and market

value ofequity might be increased. This supply effect may also affect P/E ratios and

market values.

Because of the reasons which are discussed above, cross ownership of

corporate stock may affect PE ratios and firm market value in three ways. First, we

expect firms with large cross-holdings or substantially increasing cross-holdings to

demonstrate greater increases in PE ratios and market value. Second, due to the

decreased financial risk we expect there will be an increase in P/E ratios and market

value for firms whose stock is increasingly that being held in friendly hands. Third, a

22



supply effect may cause share price to increase for reasons not corresponding to

corporate earnings.

2.7. Previous Studies

The ability of P/E ratios and market value as the predictor for the investor's future

earnings has been examined by many researchers. The first study was done by

Whitebeck and Khisor (1963) who used three variables that estimated affected P/E

ratio. There are growth earnings, dividend payout ratio and standard deviation of

earnings. The result showed that the earnings growth and dividend payout ratio have

a positive influence to P/E ratios and standard deviation of earnings has a negative

influence to P/E ratios. The equation:

PER =8.2 +1.50(tingkat pertumbuhanlaba)+0.061{dividendpayout ratio)

- 0.200(5 tan dard deviationofearnings)

If one stock estimate has the growth earnings of 12%, dividend payout ratio is 50%

and standard deviation of earnings is 5, therefore with the plug in those numbers into

the equation, we will get the amount of P/E ratios as 28,55. If the stock has P/E ratio

under 28.55, this stock as a candidate of purchased stock, but in contrary, if it is over

of 28.55 this stock as a candidate for short selling.

Jones (2000) described three main factors that affecting P/E ratio estimation.

They are dividend payout ratio, required rate of return and rate of expected dividend

growth. Dividend payout ratio and dividend growth are expected to have positive

influence to P/E ratio and the required rate of return has a negative influence to P/E

ratio.

23



Ball (1992) reviewed the earnings-price anomalies and delineated two choices

_ of explanation for the anomalies The first involves the failure of the capitalmarket

and suggest that the market truly is inefficient. Ball (1978) also suggests that the P/E

ratio operation is used as a risk measure.

Penman (1996) clarifies anumber of issues of the relationship between the P/E

ratio and the market to book ratio P/B. He demonstrates that P/E ratio could indicate

the future growth in earnings which is positively related to the expected future return

on equity and negatively related to current return on equity. The P/B ratios reflect

only on the expected future return on equity. He also provides further empirical
evidences, consistent with the work of Fuller, Hurberts and Levinson (1992) who

stated that portfolios based on the P/E ratios rank order expose changes in the future

earnings from the current earnings for anumber ofmany years ahead.

C. Ambar Puji Hartanto and Suwarto (2003) examine the influence of the

earnings growth, dividend payout ratio, and standard deviation of earnings to P/E

ratio. This research was also done to see whether P/E ratio could be used to evaluate

fairly stock priced on consumption industry in Jakarta Stock Exchange. Period of this

research period are in 1997 and 1998 and it showed the result only on the growth

earnings which have a positive influence and a significant statistic to P/E ratio.

Meanwhile dividend payout ratio and standard deviation of earnings statistically are

not significant, it means that dividend payout ratio and standard deviation ofearnings
does not influence P/E ratio of consumer goods in industry sector in Jakarta Stock
Exchange.
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Using sample data of Nikkei stocks, Constand, Freitas and Sullivan (1991)

-show that the^wnershfp structure ofcorporation, individual and financial institution;

standard deviation of earnings; earnings growth; dividend growth have positive and

significant influences to P/E ratio of Nikkei stocks. Meanwhile land holdings;

ownership structure of foreign individuals, mutual funds and individual; dividend

payout ratio; special accounting reserves have negative or no significant influences to

P/E ratio. And also for market values there are only land holdings; ownership

structure of corporation and foreign; dividend growth; special accounting reserves

that have positive influence. The rest of the variables such as the ownership of

individuals and financial institutions, standard deviation of earnings, earnings growth

and dividend payout ratio have negative influences to market value.

2.8. Hypothesis Formulation

Sugiono (1999) states that, Hypothesis is a temporary answer of a research

problem that is assumed to be the correct answer in order to draw the logical

conclusion, while atesting is needed to prove the correctness of the hypothesis.

Based on the problems and the purpose which is expected to be achieved, the

hypotheses onthis research are formulated as follows:

1. There is apositive effect ofearnings growth on P/E ratio.

2. There is a positive effect ofdividend growth on P/E ratio.

3. There is a negative effect of risk onP/E ratio

4. There is a positive effect ofdividend payout ratio on P/E ratio.
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5. There is apositive effect ofownership structure which is held by corporations
on P/E ratio.

6. There is apositive effect of ownership structure which is held by individual
on P/E ratio.

7. There is anegative effect of ownership structure which is held by foreign
investors on P/E ratio.

8. There is anegative effect ofearnings growth on MV.

9. There is apositive effect ofdividend growth on MV.

10. There is anegative effect ofrisk on MV.

11. There is anegative effect ofdividend payout ratio on MV.

12. There is apositive effect ofownership structure which is held by corporations
onMV.

13. There is anegative effect of ownership structure which is held by individual
onMV.

14. There is apositive effect of ownership structure which is held by foreign
investors on MV.

The Hypotheses formulation above can be summarized by the following table 2.1
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TABLE 2.1

HYPOTHESIS FORMULATIONS

Independent Variable Sign of Effect Dependent Variable

1. Earnings Growth + P/E Ratio
- MV

2. Dividend Growth + P/E Ratio
+ MV

3. Risk
- P/E Ratio
- MV

4. Dividend Payout Ratio + P/E Ratio
- MV

5. Ownership Structure Held
by Corporations

+ P/E Ratio
+ MV

6. Ownership Structure Held
by Individual

+ P/E Ratio
- MV

7.Ownership Structure Held
- P/E Ratio

by Foreign Investor
+ MV
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CHAPTER m

RESEARCH METHOD

3.1. Research Method

The method which is used in this research is the purposive sampling method. In

this method, the sample is found based on the core variable representing this research.

Purposive sampling method is a technique of taking samples based on certain

considerations, namely considerations on the basis of the purpose of the research

(Sugiono, 1999). This research is emphasized on the relationship between price

earnings ratio with its' affecting factors, and also market value with its' affecting

factors of companies that listed at the Jakarta Stock Exchange. This research,

furthermore, is also intended to observe what kinds of factors which have dominant

influences to both P/E ratio and Market values, in which it will be a beneficial

information for investors to make decision.

3.2. Population and Sample

Population is a group or collection ofdata that becomes a target ofthe research

or a group of something regarding where a problem is exist (Dewi, 2004). The

populations of this research are 283 companies from all sectors of industries that

listed at the Jakarta Stock Exchange in the period of1999-2003. The companies were

chosen based on the available data and the completeness of the data, the 283

companies are selected because they can fulfill the requirement of the data in this

research. Sample is a partial ofpopulation that becomes the object of the research.
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The companies that are chosen as the sample of this research are 187 companies that

listed atthe Jakarta Stock Exchange in the period of1999-2003

The companies that are chosen as a sample are the companies that have sources

ofdata as follows:

a) Firms which are listed at the JSX those announced positive earning per share

in the period of1999-2003. This criteria is to avoid the negative amount of

PER.

b) Firms which requires data ofdividend distribution in the period of 1999-2003.

c) Companies publish financial statement in the period of1999-2003

d) Data includes company's ownership structure percentage which are gathered

from ICMD (Indonesia capital market directory) and JSX Statistics.

3.3. Data Collection

This research is conducted by using all relevant secondary data which could be

collected from the various reliable sources, such as www.isx.coid. JSX statistics and

JSX Fact book. The data are also taken from ICMD (Indonesia Capital Market

Directory), Capital Market Data Base PPA FE UGM Jogjakarta and also at the JSX

data base at JSX corner FE UII Jogjakarta. Data that are chosen are: Price earnings

ratio, market value ofequity, earnings per share, dividend per share, dividend pay out

ratio, percentage ownership that is held by institutional, corporations and foreign

individuals. Data collection and the sources of data are taken from the company listed

at JSX with the considerations that JSX is the biggest stock market in Indonesia, and

it also could be accessible for gathering the data and provide the complete data.
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3.4. Research Variable

Variables that were used in this research as follows:

1. Price earnings ratio (PER )

Price earnings ratio (PER) is the ratio ofthe stock price to earnings per

share. PERis formulated through:

ppp- market pricepershare
earnings pershare

In this research price earnings ratio is computed in the term ofpercentage

change. And the percentage change in PER is formulated through:

PFR —PFR
PercentageChange in PER = ——!•— M

PER,.X

Where PER, is the amount of PER in the current year and the PERt_x is

the amount of PER in lastyear.

2. Market Value (MV)

Market value ofthe firm or market value ofequity is the market value of

a company's equity plus the market value ofits' debts. On the other hand, market

value ofequity is the market capitalization of the firms at the end ofthe year, in

the period of 1999-2003. MV is formulated through:

MV =market price per share xnumber of shares outs tan ding
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In this research MV is computed in the term of percentage change. And
the percentage changeJnMV4s-foniiulated^foiiows:

Percentage Change in MV =^"^-i

Where MV, is the amount of market capitalization mthe current year and
the MV,_X is the amount ofmarket capitalization in the last year.

3. Earnings Growth (EG )

Earnings growth or the percentage change in EPS for the period of 1999-
2003 is formulated through:

eg =^lzE^
EPS,A

Where EPS, is the amount ofEPS in the current year and the EPS,_X is

the amount ofEPS in the last year.

4. Dividends Growth (DG )

Dividends growth or the percentage change in DPS for the period of
1999-2003 is formulated through:

DG =£PS1~DPS±
DPS,

Where DPS, is the amount of dividend per share distributed in the

current year and DPS. ,s the amount of dividend per share distributed mthe last
year.
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5. Risk(SD )

Standard deviation ofearnings is risk investment indicator that is taken

from historical data ofEPS in the period of 1999-2003. Risk is also adeviation of

the actual condition with the expected condition of something. In this research

risk is VARTOTRAHDT that is the total firms risk measured by arithmetic

average method with the daily return data in the same year (in year).

VARTOTRAHDT formulated as follows:

a

^(RETH, - RATARAHDff
VARTOTRAHDT, = -S -

Where RATARAHDT is the daily arithmetic average return in years,

the beginning period that is January 1, xxx, t is the effective date in years xxx and
n is the amount of total days.

The VARTOTRAHDT here is computed in the percentage change term.

So the percentage change in risk is formulated through:

Percentage Change in Risk =R'sk' ~*"*'-»
Risk,_,

a is

Where Risk, is the amount of risk in the current year and the Risk,.

the amount of risk inthe last year.

6. Dividend Payout Ratio (DPO )

Dividend payout ratio is ratio that shows earnings paid as dividend to the

investors. This ratio came from DPS that is divided by EPS. Dividend payout

i is
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ratio is formulated through:

'^p^ZP^dendPWSWare
Earning Per Share

In this research DPO is computed in the term of percentage change in

DPO for the period 1999-2003. The percentage change in DPO formulated as

follows: Percentage Change in DPO =DP0, ~DP0'-^
DPO,_,

Where DPO, is the amount of dividend payout ratio which is computed

in the current year and the DPO,., is the amount of dividend payout ratio which
is computed in the last year.

7. Ownership Structure held by Corporations (CORP )

Ownership structure which held by corporations is the percentage share

change in the share of ownership that is held by non financial corporation from
1999-2003 forcompany i.

8. Ownership Structure held by Individual (BVDV )

Ownership structure held by individual is the percentage share change in
the share of ownership held by individual Indonesian investors from 1999-2003
for companyi.
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9. Ownership Structure held by Foreign investors (FOR )

Ownership structure held by foreign investor is the percentage change in

the share of ownership that is held by foreign individuals, mutual funds, and

corporations through the period of1999 to 2003 for company i.

3.5. Research Procedures

In order to answer the research problems, it is imperative to conduct research

procedures. The procedures were arranged as follows:

• Identifying all of the companies that would become the proper samples in this
research.

• Listing all ofthe companies at the Jakarta Stock Exchange that are listed in the

period of 1999-2003.

• Checking all ofthe data that will be used as variables in this research in the ICMD

period of2001,2002 and 2003 at JSX corner of FE UII Jogjakarta.

• Doing calculation ofvariables that are needed in this research.

• Doing the statistical test to find out whether there was asignificant variation on the

relationship among the variables. To predict the relationship form of dependent

and independent variable, the regression analysis is used in this research. Based on

the regression equation, it will also be determined the standard error ofestimate to

measure the dispersion from actual data around the regression line. Furthermore

the quantitative analysis of probability value (p value) approach is used to

determine whether the result ofthe regression analysis is significant or not.

34



• Analyzing and interpreting the data.

*_ DerivmS some conclusions and any other findings.

3.6. Technique ofData analysis

The data analysis that is used in this research is Least Square Regression model.

The steps analysis is divided into three groups of framework based on the hypothesis,
and then formed the regression model and formulate the hypothesis testing.
The steps Analyses are explained as follows:

1. First is finding the effects ofeach affected factors ofP/E ratio to P/E ratio itself.

2. Second is finding the effects ofeach affected factors ofMV to MV itself.

3. Third is testing the hypothesis and deriving the conclusion.

More explanation about the analysis:

a) First analysis is finding the effect of affected factors of P/E ratio on P/E ratio
itself.

The framework of the first assumption is the affected factors of P/E ratio such

earnings growth, dividend growth, dividend payout ratio, standard deviation of

earnings (risk) and ownership structure that will impact the fluctuations of P/E ratio
which is represented by yearly periods.

The variables that are used here:

Dependent Variable :Price Earnings Ratio ofcompany , (PER, )

as
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Independent Variable : Earnings Growth (EG, ), Dividends Growth (DG, ), Risk

corporations(CORP, ), individual(INDV, )and foreign investors(FOR, ).

The least square model that are used:

PER =a+p,EG, +piDGl +fi3SD, +pADPOt +PiCORPt +fiJNDV, +faFOR, +s ...3.1

In this case:

a = Intercept from the regression line
A >A»A. Pa »A. As >A = Coefficient ofvariable
e = Residual Error

b) Second is finding the effect offactors affected ofMV to MV itself.

The second assumption framework is the affected factors of MV such as

earnings growth, dividends growth, risk, ownership structure and dividend payout

ratio will impact the fluctuations ofMV that is represented by yearly periods.

The variable which are used here:

Dependent Variable :Market value ofcompany, (MV,)

Independent Variable : Earnings Growth (EG,. ), Dividends Growth (DG, ), Risk

(SD, ), Dividend Payout Ratio (DPO, ) and ownership structure that are held by

corporations(CORP, ), individual(INDV, )and foreign investors(FOR, ).

The least square model that are used:

MV=a+p,EGi +PJXj, +&SD, +fl4DPOl +ftCORR +&INDV, +frFOR, +£..3.2

In this case:

a = Intercept from the regression line



A»Pi> Pi,P4, A5. A,, A = Coefficient ofvariable
e = Residual Error

3.7. FormulateffHypothesis^ndrH7pothesis Testing

3.7.1. Formulated Hypothesis

Based on the problem statements and the review of the related literature, the
alternatives hypothesis and the null hypothesis that are proposed in this research are:

1. Ho =earnings growth do not affect positively the amount ofP/E ratio.

Ha = earnings growth affect positively the amount ofP/E ratio.

2. Ho =dividend growth do not affect positively the amount ofP/E ratio.

Ha =dividend growth affect positively the amount ofP/E ratio.

3. Ho =risk do not affect negatively the amount ofP/E ratio.

Ha =risk affect negatively the amount ofP/E ratio.

4. Ho =dividend payout ratio do not affect positively the amount ofP/E ratio.

Ha =dividend payout ratio affect positively the amount ofP/E ratio.

5. Ho =ownership structure that is held by corporations do not affect positively
the amount ofP/E ratio.

Ha =ownership structure that is held by corporations affect positively the
amount of P/E ratio.

6. Ho =ownership structure that is held by individual do not affect positively
the amount ofP/E ratio.

Ha =ownership structure that ,s held by individual affect positively the amount
of P/E ratio.
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7. Ho - ownership structure that is held by foreign investor do not affect
negatively the amount of P/E ratio.

Ha =ownership structure that is held by foreign investor affect negatively the
amount ofP/E ratio.

8. Ho =earnings growth do not affect negatively the amount ofMV.

Ha =earnings growth affect negatively the amount ofMV.

9. Ho =dividend growth do not affect positively the amount ofMV.

Ha =dividend growth affect positively the amount ofMV.

10. Ho =risk do not affect negatively the amount ofMV.

Ha =risk affect negatively the amount ofMV.

11. Ho =dividend payout ratio do not affect negatively the amount ofMV.

Ha =dividend payout ratio affect negatively the amount ofMV.

12. Ho =ownership structure that is held by corporations do not affect positively
the amount ofMV.

Ha =ownership structure that is held by corporations affect positively the
amount ofMV.

13. Ho =ownership structure that is held by individual do not affect negatively the
amount of MV.

Ha =ownership structure that is held by individual affect negatively the amount
ofMV.
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14. Ho - ownership structure that is held by foreign investors do not affect
positively the amount ofMV.

Ha =ownership structure that is held by foreign investors affect positively the
amount ofMV.

The null statement hypotheses and alternative statement hypotheses above can be
stated in terms ofmathematical sign or statistics by the following table 3.1

TABLE 3.1 MATHEMATICAL SIGNS OF HYPOTHESIS

Ho* I A * 0 I Refer to the equation of3.1
Ha,

Ho,

Ha,

Ho,

Ha,

HoA

Ha,

Ho,

Ha,

Ho.

Ha.

A > 0

A2 < 0

A2 > 0

J33 < 0

A > 0

A ^ o

A < o

Ps < 0

A > o

A ^ o

A > o

Refer to the equationof 3.1

Refer to the equation of 3.1

Referto the equation of 3.1

Refer to theequation of 3.1

Refer to the equation of 3.1
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Ho7

Ha1

Ho,

Ha,

Ho,

Ha,

Ho,

Ha,

Ho,

Ha.

Ho,

Ha,

Ho,

Ha.

Ho1

Ha,

P-r > 0

A > 0

A < o

P2 * o

A2 > o

p3 > 0

A < o

P4 > o

P4 < o

A * o

A5 > o

A6 > o

A, < o

A * o

A > o

Refer to the equationof3.1

Refer to the equation of 3.2

Refer to the equationof3.2

Refer to the equation of3.2

Referto the equation of 3.2

Refer to the equation of 3.2

Refer to the equation of 3.2

Refer to the equation of 3.2
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3.7.2. Hypothesis Testing

order to find the relationship between the dependent and independent variables that
are used in this research.

After finding the regression results, the hypothesis testing was done by
analyzing the significance of coefficient and variable. The analysis steps are
described in detail as follows:

• Draw the multiple regression equation and find the result.

• Determine the t-statistics for each hypothesis which can be calculated using
SPSS 12.0.

This research used the significant level of95% or a=5%. The data, then, were
processed by using SPSS 12.0 (statistical package for social science) computer
software. The first up to seven hypotheses which referred to the equation of 3.1 were

tested by analyzing the coefficient (slope or/?,) of the earnings growth coefficient,

dividend growth coefficient, dividend payout ratio coefficient, risk coefficient,
ownership structure which is held by corporation coefficient, ownership structure
which is held by individual coefficient and ownership structure which are held by
foreign investors coefficient on the amount of price earnings ratio variable. For the
first until the seven hypotheses, they refer to the equation of 3.2 and then were tested

by analyzing coefficient (slope or/?,) of the earnings growth coefficient, dividend

growth coefficient, dividend payout ratio coefficient, risk coefficient, ownership
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structure which are held by corporations coefficient, ownership structure which is

held by individual coefficient and ownership structure which are held hy foreign
investors coefficient on the amount ofthe market value variable.

• Test the significance of the regression coefficient for the first until the seven

hypotheses refer to the equation of 3.1 and 3.2 that have already been described

previously are determined by using the probability value of estimated error

approach (p-value approach) to observe the significance level of the regression

coefficient. The determination of the accepted or rejected Ho is based on the p-

value result. Hp-value of p from 3.1 and 3.2 equation is greater than the

significant level (a =0.05), Ho is failed to reject. In contrary, if p-value is

smaller than the significant level which is chosen (a = 0.05), the Null

Hypothesis (Ho) is rejected.

3.8. The Test ofThe Classical Assumption ofRegression

3.8.1. The MulticoUinearity Test

The first and second regression equation of this research has seven independent

variables, namely, earnings growth, dividend growth, risk, dividend payout ratio, and

ownership structure that are held by corporation, individuals and foreign. In the

multiple regression equation (regression with more than one independent variable) it
is important to use or apply the MulticoUinearity test.

MulticoUinearity is an event which informs that there is acorrelation among the

independent variables. The existence of multicollinearity can be seen in the
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calculation results of the Tolerance (TOL) and Variance Inflation Factor (VIP).
Gujarat (1995) stated that avariable would have ahigh collinearity if it* VTF is more

than 10 (ten) orits tolerance tends to be closed to zero.

The measurement of multicollinearity can be in the form of the mathematical
calculation as follows:

VIF = l
(I-/?2)

VIF is the variance of inflation factor and

R2 is acoefficient ofdetermination (R Square).

3.8.2. Heterocedasticity Testing

The condition of heterocedasticity occurs when the dispersion of individual

errors around the population regression function changes for every observation.

Regression model is considered good if there is no heterocedasticity. The detection of

presence ofheterocedasticity can be conducted by analyzing Scatterplot graphic from
the regression analysis. If the dots spread randomly and do not form any clear pattern.
It can be concluded that heterocedasticity does not exist, it will prove that the data
was valid and it is free from the bias

3.8.3. Outlier Testing

Outlier test in this research is done by using cook's distance value of 0.01. If

the result of the cook's distance value is lower than 0.01 the data is free from the bias;
if it isnot the data isnot free from the bias.
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CHAPTER IV

RESEARCH FINDINGS, DISCUSSIONS AND IMPLICATIONS

This chapter will explain the early process of gathering the data, the

measurement of variables used in this research, the data analysis and the

interpretation of hypothesis testing which includes the explanations about the

research findings, discussions and research implications.

4.1. Research Descriptions

4.1.1. Research Preparation

This research was started by studying the literature, journals and websites to get

the relevant topic to conduct a research. The data are needed in this research were

gathered from the Capital Market Data Base PPA FE UGM Yogyakarta, Indonesia

Capital Market Directory books that are owned by Jakarta Stock Exchange Corner at

FE UII Yogyakarta and other relevant sources (JSX Fact Book and JSX Statistics)

with the data criterion:

a . Companies selected as samples of this research are finally obtain 187

companies over the period 1999-2003 which have been shorted and which can

fulfill the requirements as a sample in this research with the complete data

based on the research variables. The companies were listed in JSX at the period

of 1999-2003 with the appropriate data and the completeness ofthe data for the

research requirements.
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b. The data that were used in this research include the information of the

ownership structure from the companies (187 companies) in the JSX at the

period of 1999-2003, the data include: Price Earnings Ratio, Market

Capitalization (Market Value), Earning per Share, Dividend per Share,

Dividend Payout Ratio and Risk of each company over the period of 1999-
2003.

c . Each period of this research from 1999-2003 have different amount of

companies. In 1999, the samples are 25 companies, in 2000 the samples are 26

companies, in 2001 the samples are 40, in 2002 the samples are 46 companies
and in2003 the samples are 50 companies.

4.1.2. Research Process

The data that are used in this research are quantitative data that was gathered

from the Capital Market Data Base PPA FE UGM Yogyakarta, Capital Market Data

Base of JSX Corner FE UII Yogyakarta and also from other relevant sources such as

JSX Fact Book and JSX Statistics. The companies that become the object of this

research are 187 Go Public companies that are listed in JSX for the period of 1999-

2003. They were selected because they could fulfill the requirements of this research.

Having found the appropriate data completely, the measurement of earnings growth,
dividend growth, and the entire percentage change amount for the all variables.

The hypothesis testing is done by statistical testing method, for the

measurement of variable. Microsoft Excel was used and the data were then processed

by using SPSS 12.0 for the statistical calculation.
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4.2. Research Findings and Discussions

4.2.1. Descriptive Statistics

Descriptive statistics is needed to observe the sample characteristics that are

used in this research. In detail, the sample characteristics are shown in table 4.1. From

the table below, we find the sample amount, minimum and maximum value, mean

and the standard deviation ofeach variable that are used.

TABLE 4.1

DESCRIPTIVE STATISTICS

Variables N Minimum Maximum Mean Std. Deviation
PER 187 -.9942429 81.0633060 1.233714027 6.3608882861
MV 187 -.9405714 14.2576969 .474745434 1.6386667441
EG 187 -.9468599 37.4800000 .356236265 2.9303555775
DG 187 -.9626269 99.1080893 .961311117 7.4213671789
SD 187 -1.0000000 7.2500000 .108351171 1.1765334229
DPO 187 -.9922037 126.5767723 2.115824792 9.8707563323
CORP 187 -.9900000 6.1060820 .060398619 .6436842247
INDV 187 -.9934930 96.8333333 1.153112541 8.4970711242
FOR 187 -.8977937 570.8000000 3.413491531 41.7484494873

Valid N (listwise) 187 |
.,

4.2.2. The Hypothesis Testing which Focused on The Significance Level of

Linear Regression Coefficient.

The test for the first and seven hypotheses of the 3.1 and 3.2 equations were

done by identifying the coefficient (slope or /?,) of earnings growth, dividend

growth, risk, dividend payout ratio, ownership structure which are held by

corporations, ownership structure that are held by individual and ownership structure

that are held by foreign investors. If the coefficient (slope or/?,) is in conformity
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with the hypothesis alternatives, therefore the hypothesis alternatives will be

accepted. To observe the significance level of the regression coefficient, the writer

uses the probability value approach (p-value approach). The determination of

accepting and rejecting Ho is basedon the p-value result. If p-value of p from 3.1 and

3.2equation is greater than thesignificant level (a =0.05), sothattheNull Hypothesis

(Ho) is failed to reject, it means the independent variable is not significant to the

dependent variable. Meanwhile, if p-value is smaller than the significant level that is

chosen (a =0.05), so that the Null Hypothesis (Ho) is rejected, it means the

independent variable is significant to the dependent variables. The regression analysis

results for each equation are described as follow:

4.2.2.1. The 1-7 Hypothesis refers to the equation of 3.1 are to find the effect
of EarningsGrowth, Dividends Growth, Risk, Dividend Payout
Ratio, Ownership Structure Held By Corporations, Ownership
Structure Held By Individual and Ownership Structure Held By
Foreign Investor on the amount of Price Earning Ratio.

After arranging all the data that are available for this test and arranging them

into one basket (since this research use pooled cross section method), the test of the

first until seven hypotheses which refer to the equation of 3.1 is done by identifying

the coefficient (slope or/?, ) of EG, DG, SD, DPO, CORP, INDV and FOR on PER.

The use of the multiple regression method so that coefficient (slope or/?,) and p-

value result of the first linear regression for each independent variable could be

described as follow:
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TABLE 4.2

RESULT OF THE LINEAR REGRESSION TEST EQUATION 3.1

Independent
Variables A t-Statistics

p-value of
t

Significance level

EG -0.270 -1.996 0.048 Significant
DG -0.356 -3.868 0.000 Significant
SD -0.192 -1.664 0.098 Not Significant

DPO 0.346 6.338 0.000 Significant
CORP 0.228 0.514 0.608 Not Significant
INDV 0.001 0.046 0.964 Not Significant
FOR 0.442 5.348 0.000 Significant

Table 4.2 shows that approximately 57% of the test showed significant in

results. Independent variables SD (risk), CORP (Ownership structure held by
corporations) and INDV (Ownership structure held by individual) are not significant

on PER. While Variables EG, DG, DPO and FOR are significant on PER.

Testing the first hypothesis, we analyze the coefficient ofEG (/?,). The table

shows that the amount of /?, is -0.270. It means that EG is negatively affect the

amount of PER, therefore according to hypothesis formulation and table 3.1, Ho is

fail to reject. Even EG is significantly related to PER but this research shows that EG

is negatively significant related to the amount of PER. It means that for each the

increase in one unit EG, it will cause the decrease amount ofPER by 0.270, which are

hold by other variables constant. This result is not consistent with what Constand,

Freitas and Sullivan (1991) said in which they stated that EG is positively significant

related to the number of PER. It might be happen since earnings growth presented in

Japanese firm shows apositive trend over the research period of 1979-1989, it means
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Japanese firm shows apositive trend over the research period of 1979-1989, it

that their earnings growth indicate the increasing amount every year. Conversely,

earnings growth presented in Indonesian firms shows a negative trend over the

research period of 1999-2003. This result is also not consistent with what C. Ambar

Puji Hartanto and Suwarto (2003) stated that EG is positively significant related to

PER. It might be because the research period that they used is from 1997-1998 and

the research is only done at manufacturing firms that are listed in JSX. While the

period of this research is 1999-2003 and then analyzing all of those firms based on

the research criteria.

Testing the second hypothesis, we analyze the coefficient of DG (/?2). The

table shows that the amount of /?2 is -0.356. It means that DG is negatively affect the

amount of PER, therefore according to the hypothesis formulation and table 3.1, Ho

is fail to reject. Even DG is significantly related to PER but this research shows that

DG is negatively significant. It means that for each increase in one unit ofDG, it will

cause the decrease amount of PER by 0.356, which is hold by other variables

constant. This result is not consistent with what Constand, Freitas and Sullivan (1991)

stated that DG is positively significant related to the amount of PER. It might be

because existed the dividend growth which is presented in Japanese firm shows a

positive trend over the research period of 1979-1989, it means that their dividend

growth indicate the increase amount of every year. In contrary, dividend growth

which is presented in Indonesian firms shows a negative trend over the research

means
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period of 1999-2003. It also might happen since Japanese and Indonesian firms have

different policies in distributing the_dividend

Testing the third hypothesis, we analyze the coefficient of SD (/?3). The

table shows that the amount of /?3 is -0.192. It means that SD is negatively affect the

amount of PER, therefore according to hypothesis formulation and table 3.1, Ho is

rejected. This result lead to aconclusion that there is sufficient evidences to prove SD

(risk) is negatively affect the amount ofPER. And it means that for each increase in

one unit ofSD will cause the decrease amount ofPER by 0.192, which are hold by

other variables constant. This result are consistent with the statements ofConstand,

Freitas and Sullivan (1991), Whitebeck and Khisor (1963) and C. Ambar Puji

Hartanto and Suwarto (2003) in which they stated that SD is negatively affect the

amount ofPER.

Testing the fourth hypothesis, we analyze the coefficient ofDPO (/?4). The

table shows that the amount of /?4 is 0.346. It means that DPO is positively affect the

amount ofPER, therefore according to the hypothesis formulation and table 3.1, Ho

is rejected. This result lead to aconclusion that there is sufficient evidences to prove

DPO which is positively affect the amount of PER. And it means that for each

increase in one unit of DPO, it will cause the increase amount of PER by 0.346,

holding other variables constant. This result is consistent with what Whitebeck and

Khisor (1963) and Jones (2000) explained that DPO is positively affect the amount of

PER.
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Testing the fifth hypothesis, we analyze the coefficient of CORP (/?5). The

table shows that thaamounfof ^_ is 0.228. It means, that CORP_-ist3QSJtiyely_ affect

the amount of PER, therefore according to hypothesis formulation and the table 3.1,

Ho is rejected. This result lead to a conclusion that there is sufficient evidences to

prove that CORP is positively affect the amount of PER. It also means for each

increase in one unit of CORP will cause the increasing amount of PER by 0.228,

holding other variables constant. This result is consistent with what Constand, Freitas

and Sullivan (1991) stated that ownership structure held by corporations (CORP)

positively affect the amount ofPER.

Testing the sixth hypothesis, we analyze the coefficient of INDV (/?6). The

table shows that the amount of P6 is 0.001. It means that INDV is positively affect

the amount of PER, therefore according to hypothesis formulation and table 3.1, Ho

is rejected. This result lead to a conclusion that there is sufficient evidence to prove

INDV is positively affect the amount of PER. And it means that for each increase in

one unit of INDV will cause the increasing amount of PER by 0.001, holding by

other variables constant. This result is consistent with the statement of Constand,

Freitas and Sullivan (1991) that the ownership structure held by individual (INDV)

positively affect the amount ofPER.

Testing the seventh hypothesis, we analyze the coefficient of FOR (/?7). The

table shows that the amount of /?7 is 0.442. It means that FOR is positively affect the

amount of PER, therefore according to the hypothesis formulation and table 3.1, Ho
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is fail to reject. Even FOR is significantly related to the amount of PER, but this

research shows that FOR is positively significant to PER. It means that for each

increase in one unit of FOR, it will cause the increasing amount of PER by 0.442,

holding by other variables constant. This result is not consistent with what Constand,

Freitas and Sullivan (1991) said that the ownership structure held by foreign investor

(FOR) is negatively affect the amount of PER. It might because Japanese and

Indonesian firms have different rules and treatments on foreign ownership.

4.2.2.2. The 1-7 Hypothesis refers to the equation of 3.2 are to find the effect
of Earnings Growth, Dividends Growth, Risk, Dividend Payout
Ratio, Ownership Structure Held By Corporations, Ownership
Structure Held By Individual and Ownership Structure Held By
Foreign Investor on the amount of Market Value.

After arranging all of the data available for this test and arranging into one

basket (since this research use pooled cross section method), the test for the first until

seven hypotheses refer to the equation of 3.2 by identifying the coefficient (slope

or/?, ) of EG, DG, SD, DPO, CORP, INDV and FOR on MV. By using the multiple

regression method, the coefficient (slope or/?,) and p-value results of the second

linear regression for each independent variable are described below:
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TABLE 4.3

RESULT OF THE LINEAR REGRESSION TEST EQUATION 3.2

Independent
Variables Pi

t-

Statistics

p-value of
t

Significance level

EG 0.018 0.326 0.745 Not Significant
DG 0.032 0.755 0.452 Not Significant
SD 0.098 1.564 0.120 Not Significant

DPO -0.019 -0.820 0.414 Not Significant
CORP 0.286 1.198 0.233 Not Significant
INDV 0.012 0.821 0.414 Not Significant
FOR 0.129 2.061 0.041 Significant

Table 4.3 shows the coefficient (slope or/?,) and p-value result and that only FOR

variable is significant to the amount of MV. For EG, DG, SD, DPO, CORP and

INDV shows that there is not significant.

Testingthe first hypothesis, we analyze the coefficient of EG (/?,). The table

shows that the amount of /?, is 0.018. It means that EG is positively affect the

amount ofMV, therefore according to hypothesis formulation and table 3.1, Ho is fail

rejected. And it means that for each increase in one unit of EG will cause the

increasing amount of MV by 0.018, holding other variables constant. This result is

not consistent with the statement of Constand, Freitas and Sullivan (1991) where they

statedthat earnings growth is negatively affect the amount of MV. It might because in

Japan the firms that indicated the increase amount of earnings growth face the low

market value, Indonesia, in other hand, the increasing of earnings growth indicates
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that the firm is in a good performance in which itmight lead a good condition also in

theprice of market share therefore it would create the increase amount of MV.

Testing the second hypothesis, we analyze the coefficient ofDG (/?2). The

table shows that the amount of /?2 is 0.032. It means that DG is positively affecting

the amount ofMV, therefore according to hypothesis formulation and table 3.1, Ho is

rejected. This result lead to a conclusion that there is a sufficient evidence to prove

that DG ispositively affects the amount ofMV. Has a meaning that for each increase

in one unit ofDG, it will cause the increasing amount ofMV by 0.032, holding other

variables constant. This result is consistent with what Constand, Freitas and Sullivan

(1991) explained that the dividend growth is positively affecting the amount ofMV.

Testing the third hypothesis, we analyze the coefficient of SD (/?3). The

table shows that the amount of /?3 is 0.098. It means that SD is positively affecting

the amount ofMV, therefore according to hypothesis formulation and table 3.1, Ho is

fail to reject. It could be said that for each increase in one unit of SD, it will caused

the increase amount of MV by 0.098, holding other variables constant. This result is

not consistent with the theory of Constand, Freitas and Sullivan (1991) in which they

pointed out that risk is negatively affecting the amount ofMV. It might because in

Indonesia, some investors feel that the company with the big risk is having the higher

price of market share, therefore to pursue their capital gains aim, they must give

positive signsto those company.
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Testing the fourth hypothesis, we analyze the coefficient of DPO (/?4). The

table shows that the amount of /?4 is -0.019. It means that DPO is negatively

affecting the amount of MV, therefore according to the hypothesis formulation and

table 3.1, Ho is rejected. This result come to a conclusion that there is a sufficient

evidence to prove that DPO is negatively affects the amount of MV. And it means

that for each increase in one unit ofDPO, it will cause the decrease amount ofMV by

0.019, holding other variables constant. This result is consistent with the statement of

Constand, Freitas and Sullivan (1991) that DPO is negatively affecting the amount of

MV.

Testing the fifth hypothesis, we analyze the coefficient of CORP (/?5). The

table shows that the amount of /?5 is 0.286. It means that CORP is positively

affecting the amount of MV, therefore according to hypothesis formulation and table

3.1, Ho is rejected. This result lead to a conclusion that there is a sufficient evidence

to prove that CORP is positively affects the amount of MV. And it means for each

increase in one unit of CORP that it will cause the increase amount of MV by 0.286,

holding other variables constant. This result is consistent with Constand, Freitas and

Sullivan (1991) who stated that ownership structure held by corporations (CORP)

positively affects the amount ofMV.

Testing the sixth hypothesis, we analyze the coefficient of INDV (/?6). The

table shows that the amount of /?6 is 0.012. It means that INDV is positively affect

the amount of PER, therefore according to hypothesis formulation and table 3.1, Ho
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TABLE 4.4

THE RESULT OF MULTICOLLEVEARITY TESTING

Variables

oouineanty statistics tor

Equation 3.1
CofflnearttyStatisTicsfor

Equation 3.2

Tolerance VIF Tolerance VIF

EG .826 1.211 .714 1.400

DG .667 1.499 .494 2.026

SD .918 1.090 .903 1.107

DPO .577 1.734 .401 2.492

CORP .949 1.053 .852 1.174

INDV .986 1.014 .957 1.045

FOR .954 1.048 .879 1.138

Table 4.4 shows that all of VIF is lower than 10 for both equations, meaning that the

MulticoUinearity amongindependent variables does not exist.

b. Heterocedasticity Testing

The detection ofthe presence of heteroscedasticity inthis research isconducted

by analyzing Scatterplot graphic from the regression analysis. As it can be seen in

Scatter plot graphic in figure 1 and figure 2, the dots spread randomly and do not

form any clear patterns. It can be concluded that the result of this test shows that

heterocedasticity does not exist. This result proves that the data was valid and it will

give a reliable estimated model parameter.

c. Outlier Testing

Outlier test in this research is done by using cook's distance value of 0.01. If

the result is lower than 0.01, the data is free from bias; if it is not, the data is not free

from the outlier. The result ofthe outlier testing was lower than 0.01, therefore, it

proved that the outlier did not exist.

59



CHAPTER V

CONCLUSIONS AND RECOMMENDATIONS

5.1. Research Conclusions

Based on the research purpose, the statistical test and analysis that have been

described in the earlier chapters, some conclusions are drawn as follows:

a. This research has been done in the period of 1999-2003 with the total samples of

187 companies that were listed in the Jakarta stock exchange. Based on the result

of the analysis, it can be concluded that there were sufficient evidence to prove

hypotheses 3, 4, 5, and 6 refer to the equation 3.1, in which it states that risk

negatively affects the amount of P/E ratio. Dividend payout ratios, ownership

structure held by the corporation and ownership structure held by the individual

positively affect the amount of P/E ratio. This research also concludes that there

is no sufficient evidence to prove hypotheses 1, 2, and 7refer to the equation

3.1, stated that the earnings growth positively affect the mount of P/E ratio,

dividend growth positively affect the amount of P/E ratio and ownership

structure held by foreign investors negatively affects the amount ofP/E ratio. It

could not give sufficient evidence because the growth on earnings and dividend in

Indonesia for the period of 1999-2003 showed that there is anegative trend and

conversely, for ownership structure held by foreign investor, it shows a positive
trend.
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b. This research also concludes that there is a sufficient evidence to prove

hypothesis 2, 4, 5, and 7 refer to the equation 3.2, states that dividend growth

positively affect the amount of MV, dividend payout ratio negatively affect the

amount of MV, ownership structure held by corporation positively affect the

amount of MV and ownership structure held by foreign investor positively

affect the amount of MV. This research also concludes that there is no

sufficient evidence to prove the hypotheses 1, 3, and 6, that states that earnings

growth negatively affect the amount of MV, risk negatively affect the amount of

MV and ownership structure held by individual negatively affect the amount of

MV. This condition happens because in Indonesia the increasing earnings of

growth indicates that the firms are in good performances that might lead to a

good condition especially in the price of market share, therefore it would create

the increase amount of MV. For the risk, it happens because in Indonesia, some

investors feel that the company with the big risk have the higher price of market

share, therefore to pursue their capital gains aims, they give positive signs to

those companies. For the ownership structure held by individual, it exists

because the increase of individual ownership structure indicates that the firms

trusts and shows a good performance therefore public and individuals are willing

to invest more in those firms.

c. Based on the research problems, this research proved that EG, DG, SD, DPO,

CORP, INDV, and FOR variables are simultaneously show significant influence

to the P/E ratio, but only EG, DG, DPO and FOR variables that are
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managerial ownership, institutional ownership, foreign ownership and insider

ownership. Therefore, if the agency conflict happen, further researchers could

describe more about the impact of the agency conflict on P/E ratio and

market value conditions of a certain period.
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Testing the fourth hypothesis, we analyze the coefficient of DPO (/?4). The

table shows that the amount of £4 4^-0,019, It means thatDPO is negatively

affecting the amount of MV, therefore according to the hypothesis formulation and

table 3.1, Ho is rejected. This result come to a conclusion that there is a sufficient

evidence to prove that DPO is negatively affects the amount of MV. And it means

that for each increase in one unit ofDPO, itwill cause the decrease amount ofMV by

0.019, holding other variables constant. This result is consistent with the statement of

Constand, Freitas and Sullivan (1991) that DPO is negatively affecting the amount of

MV.

Testing the fifth hypothesis, we analyze the coefficient of CORP (/?5). The

table shows that the amount of p5 is 0.286. It means that CORP is positively

affecting the amount of MV, therefore according to hypothesis formulation and table

3.1, Ho is rejected. This result lead to a conclusion that there is a sufficient evidence

to prove that CORP is positively affects the amount of MV. And it means for each

increase in one unit ofCORP that it will cause the increase amount ofMV by 0.286,

holding other variables constant. This result is consistent with Constand, Freitas and

Sullivan (1991) who stated that ownership structure held by corporations (CORP)

positively affects the amount ofMV.

Testing the sixth hypothesis, we analyze the coefficient of INDV (/?6). The

table shows that the amount of /?6 is 0.012. It means that INDV is positively affect

the amount of PER, therefore according to hypothesis formulation and table 3.1, Ho
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is fail to reject. And it means that for each increase in one unit ofINDV, it will cause

the increase amount of MVby 0.012, holding other variables constant. This result is

not consistent with the theory of Constand, Freitas and Sullivan (1991) that the

ownership structure held by individual (INDV) negatively affects the amount ofMV.

It might be happened because in Indonesia, if individual ownership (share owned by

public and individual investor) increase, it indicates that the firms trusts and shows a

good performance, therefore public and individual are willing to invest more in those

firms.

Testing the seventh hypothesis, we analyze the coefficient ofFOR (/?7). The

table shows that the amount ofp7 is 0.129. Itmeans that FOR is positively affect the

amount of MV, therefore according to hypothesis formulation and table 3.1, Ho is

rejected. This result lead to a conclusion that there is a sufficient evident to prove

FOR is positively affect the amount of MV. And it could be said that for each

increase in one unit of FOR will caused the increase amount ofMV by 0.129, holding

other variables constant. This result is in accordance with what Constand, Freitas and

Sullivan (1991) stated that the ownership structure held by foreign investor is

positively affecting the amount ofMV.

According to the research problems and objectives, this research is to prove

that earnings growth, dividend growth, risk, dividend payout and ownership structure

affect the price earnings ratio and market values ofIndonesian firms. Therefore, both

price earnings ratio and market value could become the predictor of the future
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earnings that later it can be used by investors to predict their investment's choices.

Based on the evidencesirom the previous analysis results, we canconclude

that simultaneously, earnings growth, dividend growth, risk, dividend payout ratio,

ownership structure that held by corporations, ownership structure that held by

individual and ownership structure that held by foreign investors proved a significant

effect to price earnings ratio of Indonesian firms. While independent variables that

individually affect the price earnings ratio are earnings growth, dividend growth,

dividend payout ratio and ownership structure that held by foreign investors.

The previous analysis results also proved that earnings growth, dividend

growth, risk, dividend payout ratio, ownership structure that held by corporations,

ownership structure that held by individual and ownership structure that held by

foreign investors are simultaneously do not affect the market values of Indonesian

firms. There is only the ownership structure held by foreign investors that

individually shows significant affect to themarket values of Indonesian firms.

All of the evidences and analyses results shows that the price earnings ratio

can be used as a predictor for the future earnings and it would help the investors to

predict which Indonesian company will be the best investment choice for them, since

the common/fundamental variables (EG, DG and DPO) shows the significant

influence to PER. In this research, we can not proved that market value is also the

predictor of future earnings, since the common/fundamental variables (EG, DG and

DPO) ofcompany used in this research did not show the significant influence to MV

and only one additional variable (ownership structure held by foreign investor) that
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could show the significant influence to MV. This research also concludes that risk,

ownership structure held by corporation and ownership structure held by individual

do not affect the price earnings ratio of Indonesian firms. While earnings growth,

dividend growth, dividend payout ratio, risk, ownership structure held by corporation

and individual do not affect the market values of Indonesian firms.

4.2.3. Classical Assumption Test for Regression

The result of the classical assumption below will describe the validity of the

data that are used for this research.

a. Multicollinearity Testing

The regression equation in this research has seven independent variables, for

each multiple regression equation, the test of multicolinearity must be done.

Multicollinearity testing among independent variables can be done with TOL and

VIF tests. Multicollinearity test is based on VIF test which is shown in the table 4.4

below. The purpose of this test is to identify whether the independent variables are

significantly correlate. Gujarati (1995) uses a role of thumb based on VIF and TOL

and states that a variable would have a collinearity if its VIF is more than 10 and its

TOL tends to be closed to 0 (zero). The result of multicollinearity testing for both

equations 3.1 and 3.2 could be seen in the table 4.4:

58



TABLE 4.4

THE RESULT OF MULTICOLLINEARITY TESTING

Variables

Collinearity Statistics for
Equation 3.1

Collinearity Statistics for
Equation 3.2

Tolerance VIF Tolerance VIF

EG .826 1.211 .714 1.400

DG .667 1.499 .494 2.026

SD .918 1.090 .903 1.107

DPO .577 1.734 .401 2.492

CORP .949 1.053 .852 1.174

INDV .986 1.014 .957 1.045

FOR .954 1.048 .879 1.138

Table 4.4 shows thatall of VIF is lower than 10 for bothequations, meaning that the

Multicollinearity among independent variables does not exist.

b. Heterocedasticity Testing

The detection of the presence of heteroscedasticity in this research is conducted

by analyzing Scatterplot graphic from the regression analysis. As it can be seen in

Scatter plot graphic in figure 1 and figure 2, the dots spread randomly and do not

form any clear patterns. It can be concluded that the result of this test shows that

heterocedasticity does not exist. This result proves that the data was valid and it will

give a reliable estimated model parameter.

c. Outlier Testing

Outlier test in this research is done by using cook's distance value of 0.01. If

the result is lowerthan 0.01, the data is free from bias; if it is not, the data is not free

from the outlier. The result of the outlier testing was lower than 0.01, therefore, it

proved that the outlier did not exist.
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4.3. Research Implication

The analysis result ofequation 3.1 shows that EG, DG, DPO and FOR variables

is significant to the amount ofPER. This can be seen by the significant p-value result

when all variables are regressed by price earning ratio. This research implies that

price earning ratio in Indonesian firms over period 1999-2003 is significantly affected

by EG, DG, DPO and FOR. With the coefficient signs -, -, +and +. And SD, CORP

and INDV variables are not significantly affected the price earnings ratio. With the

coefficient signs -, + and +. This evidence implies that the company fundamental

factors still become the best way to predict the amount of PER, there is only one

additional variable, FOR, that can significantly predict the amount of PER. This

result is in conformity with Husnan (1998), who said that company fundamental

factors which affect PER are dividend payout ratio, earnings growth and dividend
growth.

The analysis result ofequation 3.2 shows that only FOR variable is significant

to the amount of MV with the coefficient sign is +. The rest variables EG, DG, SD,

DPO, CORP and INDV are not significantly affecting the amount of MV with the

coefficient signs +, +, +, -, + and +. This evidence implies that all the company

fundamental factors and two additional factors can not significantly predict the

amount of MV. Only one additional factor, FOR, is significantly affecting the amount

ofMV. This analysis leads to a conclusion that the performance ofIndonesian firms

is indicated by market values in which it only can be predicted by the foreign

investor's ownership. It means that every changes of foreign investor's ownership
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will affect the amount ofmarket value significantly. Ifinvestor used the MV analysis

to choose which firms would offer best return, they must analyze through the foreign

investor ownership held in those firms. Indonesian firms usually have higher foreign

ownership which offer higher returns (high price ofshare) simultaneously paid higher

dividend. And all types of investors always have positive signs to those firms over

period 1999-2003. These analysis results are in accordance with Constand, Freitas

and Sullivan (1991) where they stated that ownership structure held by foreign

investor is positively affect the amount ofMV. We also might conclude that Japanese

and Indonesian foreign investors have the same positive views about the market value

over period 1979-1989 for Japanese firm and 1999-2003 for Indonesian firms. This

result analysis canbea potential contribution to conduct further researches to broaden

our knowledge in this area.
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CHAPTER V

CONCLUSIONS AND RECOMMENDATIONS

5.1. Research Conclusions

Based on the research purpose, the statistical test and analysis that have been

described inthe earlier chapters, some conclusions are drawn as follows:

a. This research has been done in the period of 1999-2003 with the total samples of

187 companies that were listed in the Jakarta stock exchange. Based on the result

of the analysis, it can be concluded that there were sufficient evidence to prove

hypotheses 3, 4, 5, and 6 refer to the equation 3.1, in which it states that risk

negatively affects the amount of P/E ratio. Dividend payout ratios, ownership

structure held by the corporation and ownership structure held by the individual

positively affect the amount of P/E ratio. This research also concludes that there

is no sufficient evidence to prove hypotheses 1, 2, and 7 refer to the equation

3.1, stated that the earnings growth positively affect the mount of P/E ratio,

dividend growth positively affect the amount of P/E ratio and ownership

structure held by foreign investors negatively affects the amount of P/E ratio. It

could not give sufficient evidence because the growth on earnings and dividend in

Indonesia for the period of 1999-2003 showed that there is a negative trend and

conversely, for ownership structure held by foreign investor, it shows a positive

trend.
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b. This research also concludes that there is a sufficient evidence to prove

hypothesis 2, 4, 5, and 7 refer to the equation 3.2, states that dividend growth

positively affect the amount of MV, dividend payout ratio negatively affect the

amount of MV, ownership structure held by corporation positively affect the

amount of MV and ownership structure held by foreign investor positively

affect the amount of MV. This research also concludes that there is no

sufficient evidence to prove the hypotheses 1, 3, and 6, that states that earnings

growth negatively affect the amount of MV, risk negatively affect the amount of

MV and ownership structure held by individual negatively affect the amount of

MV. This condition happens because in Indonesia the increasing earnings of

growth indicates that the firms are in good performances that might lead to a

good condition especially in the price ofmarket share, therefore it would create

the increase amount of MV. For the risk, it happens because in Indonesia, some

investors feel that the company with the big risk have the higher price of market

share, therefore to pursue their capital gains aims, they give positive signs to

those companies. For the ownership structure held by individual, it exists

because the increase of individual ownership structure indicates that the firms

trusts and shows agood performance therefore public and individuals are willing

to invest more in those firms,

c. Based on the research problems, this research proved that EG, DG, SD, DPO,

CORP, INDV, and FOR variables are simultaneously show significant influence

to the P/E ratio, but only EG, DG, DPO and FOR variables that are
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individually show significant influence. The other evidence is EG, DG, SD,

DPO, CORP, INDV, and FOR variables are simultaneously show no significant

influence to the MV. And only FOR variable that is individually shows a

significant influence to MV. This result lead a conclusion that investor is better

use price earnings ratio to help them in making decision on investment and also

they can used PER as a predictor of future earnings than MV. Therefore, all

information about PER will be a beneficial information for them in the conduct

trades. This result also a beneficial information for the companies that still not

have a better PER, so in the future they can improve their PER condition, and it

can attract more investor to invest to their firms.

5.2. Research Recommendations

After completion this research, the following recommendations have been drawn

as follow:

1. The period ofresearch consideration for the same research hopefully can be

conducted over a longer period, such as 10 years as what Constand, Freitas

and Sullivan (1991) had done in Japanese firms. The periods of 10 years is

recommended in order to show the more significant results.

2. For further researches, it is suggested to observe the other fundamental and

additional variables that affect the price earnings ratio and market value in

Indonesian firms.

3. The categorized ofownership structure hopefully for the same research can be

conducted tothe common categorize that are used in Indonesian firms, such as
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managerial ownership, institutional ownership, foreign ownership and insider

ownership. Therefore, if the agency conflict happen, further researchers could

describe more about the impact of the agency conflict on P/E ratio and

market value conditions ofa certain period.
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Appendix 3.1 STATISTICAL CALCULATION OF EQUATION 3.1

Model Summary"

Model R R Square
Adjusted
R Square

Std. Error of

the Estimate

Durbin-

Watson
1 .597a .357 .330 1.76761273 1.529

a. Predictors: (Constant), FOR, INDV, DG, EG, CORP, SD, DPO

b. Dependent Variable: PER

ANOV/^

Sum of
Model Squares df Mean Square F Sig.
1 Regression 294.642 7 42.092 13.472 .000a

Residual 531.157 170 3.124

Total 825.800 177

a. Predictors: (Constant), FOR, INDV, DG, EG, CORP, SD, DPO

b. Dependent Variable: PER

Coefficients9

Unstandardized Standardized

Model

Coefficients Coefficients

t Sig.

Collinearit\r Statistics

B Std. Error Beta Tolerance VIF
1 (Constant) .326 .155 2.100 .037

EG -.270 .135 -.135 -1.996 .048 .826 1.211

DG -.356 .092 -.291 -3.868 .000 .667 1.499
SD -.192 .115 -.107 -1.664 .098 .918 1.090

DPO .346 .055 .513 6.338 .000 .577 1.734

CORP .228 .443 .032 .514 .608 .949 1.053

INDV .001 .027 .003 .046 .964 .986 1.014

FOR .442 .083 .337 5.348 .000 .954 1.048

a- Dependent Variable: PER
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Appendix 3.2 STATISTICAL CALCULATION OF EQUATION 3.2

Model Summary^

Model R R Square
Adjusted
R Square

Std. Error of the

Estimate

Durbin-

Watson

1 .237a .056 .001 .384754111993831 1.854

a. Predictors: (Constant), FOR, DG, INDV, EG, SD, CORP, DPO

b- Dependent Variable: MV

ANOV/P

Sum of

Model Squares df Mean Square F Sig.
1 Regression 1.062 7 .152 1.025 .417a

Residual 17.912 121 .148

Total 18.975 128

a. Predictors: (Constant), FOR, DG, INDV, EG, SD, CORP, DPO

b. Dependent Variable: MV

Coefficients3

Model

Unstandardized

Coefficients

Standardized

Coefficients

t Sig.

Collinearityr Statistics

B Std. Error Beta Tolerance VIF

1 (Constant) .088 .040 2.174 .032

EG .018 .056 .034 .326 .745 .714 1.400

DG .032 .043 .095 .755 .452 .494 2.026

SD .098 .062 .145 1.564 .120 .903 1.107

DPO -.019 .023 -.114 -.820 .414 .401 2.492

CORP .286 .239 .115 1.198 .233 .852 1.174

INDV .012 .015 .074 .821 .414 .957 1.045

FOR .129 .063 .194 2.061 .041 .879 1.138

a. Dependent Variable: MV
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Figure 1 HETEROCEDASTICITY TESTING OF EQUATION 3.1
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Figure 2 HETEROCEDASTICITY TESTING OF EQUATION 3.2
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