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ABSTRACT:
The purpose of  this research is to examine the influence of market ratios on bank
stock returns in Indonesia. The data used in this research were obtained from the
financial statements of all banking corporations listed in Indonesia Stock
Exchange (IDX) for the years 2008-2010. Purposive sampling method was
employed with the following sample criteria: banking corporations which had
been continuously listed in Indonesia stock exchange, were active in stock trading
and had issued and published audited financial statements in the years 2008-
2010. Double regression analysis was used. The analysis results show that the
Price to Book Value (PBV), Price to Earning Ratio (PER) and Earning Per Share
(EPS) variables do not have any significant influence, either simultaneously or
partially, on the bank stock returns in IDX for the years 2008-2010. The results
are reasonable because of the high fluctuations in the data and the timing of this
research, which focuses on the time period between the 2008 crisis and the 2010
market rebound.

Key words: price to book value, earning per share, price to earning ratio, stock
returns.

ABSTRAK:
Tujuan dari penelitian ini adalah untuk menguji pengaruh rasio pasar terhadap
return saham bank di Indonesia. Data yang digunakan dalam penelitian ini
diperoleh dari laporan keuangan seluruh perusahaan perbankan yang terdaftar di
Bursa Efek Indonesia (BEI) untuk tahun 2008-2010. Metode purposive sampling
dengan kriteria sampel sebagai berikut: perbankan korporasi yang terus menerus
terdaftar di pasar modal Indonesia, aktif dalam perdagangan saham dan telah
ditempatkan serta menerbitkan laporan keuangan yang diaudit dalam tahun
2008-2010. Dengan menggunakan analisis regresi ganda, menunjukkan bahwa
variable Price to Book Value (PBV), Price to Earning Ratio (PER) and Earning
Per Share (EPS) tidak memiliki pengaruh yang signifikan, baik secara simultan
maupun parsial, pada return saham bank di BEI untuk tahun 2008-2010.
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Sehingga wajar terjadi fluktuasi tinggi pada data dan saat diadakannya
penelitian ini, yang berfokus pada jangka waktu antara krisis 2008 dan 2010.

Kata kunci: price to book value, earning per share, price to earning ratio, stock
returns.

INTRODUCTION
According to Elton, et al. (1995) stock can be defined as a valuable

document which is a proof of involvement or ownership of an individual or

industry in a company. Stock return is the level of profit enjoyed by the investor

from the stock investments (Ang, 1997). Every investment, may it be long term or

short term, has the main objective of obtaining a profit, which is called a return,

both directly or indirectly. In making an investment, a rational investor would

have two considerations, the expected return and the risk of the investment.

Investors are prepared to buy the shares of certain companies in the hope of

reaping returns in the form of dividends or capital gain (Jogiyanto, 2009).

In general, the factors affecting stock returns consist of fundamental factors,

market factors and macro factors. Fabozzi (1999) stated that in security analysis

there are two approaches, fundamental analysis (ratios) and technical analysis

(market factors and macro factors). Due to the uncontrollable nature of market

factors and macro factors, fundamental factors should be the one to examine

further. Fundamental factors are factors that are related to the performance of a

company. Suardana (2009) stated that stock return is a variable that arises from

the changes in the stock price as a result of the market reactions towards the

relaying of financial information (fundamental factors) of an entity into the capital

market.

The fundamental factors that can be employed to predict stock return are

analysis ratios such as activity ratios, profitabilty ratios and market ratios

(Pasaribu, 2008). Activity ratios are ratios which illustrates the ability and

efficiency of a company in creating sales by exploiting the assets they possess.

Examples of activity ratios are the Total Assets Turnover (TATO) ratio and the

Inventory Turnover (ITO) ratio. Profitabilty ratios are ratios which illustrate the
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abililty of a company to get a profit from its financial resources. The profitability

ratios which are related to the efficiency of a company in creating a profit are the

Return on Assets (ROA) ratio and the Return on Equity (ROE) ratio. Market

ratios or stock ratios are ratios used to measure the value of a company stock.

Market ratios which are related to the level of investment returns are EPS ratio,

PER and PBV ratio.

Studies in the capital market have been widely carried out, including studies

on the influence of financial ratios on stock returns. A study conducted by

Pasaribu (2008) used PER, PBV and the EPS as the market ratios. By employing

five other proxy ratios which are company growth ratio, profitability ratio,

leverage ratio, liquidity ratio and the turnover ratio, it was shown that those

financial ratios have significant influences to the stock returns. An investigation

done by Poernamawatie (2008) shows significant influences, both partially and

simultaneously, of PER and PBV ratios on the stock returns of manufacturing

corporations listed in IDX in the years of 2003-2006. Another study carried out by

Marviana (2010) on the banking sector in IDX for the years 2003-2007 showed

significant partial influences of the PER and EPS towards stock returns. Parhusip

(2009) performed a similar study on banking stocks in IDX throughout the years

2005-2007 which shows significant partial positive influence of EPS, insignificant

influence of the PER and significant influences of the simultaneous equation

which is composed of three independent variables, the PER, EPS and debt to

equity ratio (DER). A research performed by Nora (2011) for banking stocks in

the years 2007-2009 reveals a significant negative influence between the PER and

stock returns and an insignificant negative influence of the EPS and stock returns.

The most recent study by Danari (2010) concerning the influences of market

ratios on the stock returns of LQ 45 in IDX in year 2007-2010, shows that only

EPS has a significant partial influence over stock returns. Several other studies on

bank stock returns used CAMEL ratio in accordance to Bank of Indonesia

regulation no 6/10/PBI/2004 dated 12 April 2004 about public banks health rating

system. Recent studies in the years 2003-2010 simultaneously show that the

CAMEL ratio has given significant influence on the bank stock returns with an
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approximate R2 of 21.7%-33.9%, which means that 66.1%-78.3% of the bank

stock returns are due to other variables (Bora’a, 2010).

The purpose of this research is to provide insight for investors about the

influences of market ratios on bank stock returns. Market ratios were selected

because it is directly connected to the rate of return on investment.

METHODS

This research is an explanatory study to understand the causal relationship

between hypothesis testing variables. The quantitative data used in this research

are in the form of ratios measured in a numeric scale with a certain proportion.

The data were obtained from secondary sources in the form of annual

reports published by companies between years of 2008-2010 which included data

of PBV, PER and EPS of the company and financial statements issued by the

Indonesian Capital Market Directory (ICMD). The data were collected by indirect

observation in websites such as www.idx.co.id and www.yahoofinance.com in

order to obtain financial statements and general information about the banks

examined in this research.

The population in this research includes all banking corporations in

Indonesia within the period of 2008-2010. The research sample consists of

banking corporations listed in the IDX during that period. Purposive sampling was

employed in which several criteria were applied in selecting the sample. The

criteria are: (1) bank must be continuously listed in IDX in the years 2008-2010;

(2) bank was active in trading its stocks in the years 2008-2010; (3) bank issued

and published audited financial statements in the years 2008-2010. Based on the

purposive sampling, 14 banks were included in this research.

The independent variables in this research are the PBV, PER and EPS. PBV

is a comparison between the share price to the book value of equity per share,

which is obtained by dividing total equity with the amount of outstanding



Global Network Journal - Vol. 6 No. 1 March 2013

45

common shares. PER is a comparison of the closing share price to EPS. EPS is a

comparison between the profit after taxes to outstanding common shares.

The dependent variable is stock return. Capital gain/loss is a form of stock

return, measured by the relative difference of the share price at present with the

share price during previous period. In this research, average closing price over

three months after the bank annual account closing in March was used. To

determine the influences of PBV, PER and EPS as market ratios variables on bank

stock return in IDX, a double linear analysis model was used. The regression

formula is as follows:

RETURN = α+ β1PBV+  β2PER +  β3EPS + e

where:

Y : stock returns (RETURN)

α : constant

β1 : PBV regression coefficient

β2 : PER regression coefficient

β3 : EPS regression coefficient

X1 : PBV

X2 : PER

X3 : EPS

e : random error in relationship with Y.

To test the validity of the model, the value of R2 was calculated. In this case

adjusted R2 was used, as it is an indicator to know the effect of adding an

independent variable in a regression formula. In this study, the value of adjusted

R2 accurately shows the effect of the independent variables on the dependent

variable because the determining coeficient or the square of the correlation

coeficient has a value between 0 and 1 or 0< R2 <1.

Finally, an F-test and a t-test were carried out on the influences of the

independent variables on the dependent variable. The F-test was used to test the

goodness of fit that shows various influences of independent variables on
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dependent variable simultaneously, as determined from the significance value of

the F-test. If the value is smaller than 0.05 then the simultaneous influences of the

independent variables on the dependent variable is significant. The t-test was used

to examine the significance of influence of each independent variable on

dependent variable, with the assumption that all the other independent variables

are constant (in multiple regression). If the significance value of the t-test is

smaller than 0.05, the influence of the independent variable is significant.

RESULTS AND DISCUSSION

Table 1 (see appendix) shows the descriptive statistics results of the

independent and dependent variables used in this study. PBV variable has a

minimum value of 0.32, a maximum value of 3.29, a mean value of 1.41 and a

standard deviation of 0.76. The average PBV shows that the average stock price of

banking corporations listed in IDX in the years 2008-2010 is greater than its book

value. PER variable has a minimum value of -1.64, a maximum value of 54.55, an

average value of 13.44 and a standard deviation of 8.76. The average PER shows

that the average stock price of banking corporation listed in IDX in the years

2008-2010 is greater than its EPS.

EPS variable has a minimum value of -297.06, a maximum value of 469.04,

an average value of 85.51 and a standard deviation of 133.92. The positive

average value of EPS indicates that generally the banking corporations listed in

IDX in the years 2008-2010 were profitable. Stock returns (RETURN) variable

has a minimum value of -1, a maximum value of 1.08, a mean value 0.17 and a

standard deviation of 0.46. Average stock returns shows that generally banking

corporations listed in IDX in the years 2008-2010 experienced increments in stock

prices.

Based on Table 2 (see appendix), the significant value of F-test is 0.343,

which is greater than 0.05. This result shows that all independent variables in this

study had no simultaneous influence on the dependent variable, i.e. none of PBV,
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PER or EPS variables has a significant influence on bank stock returns in IDX for

the years 2008-2010. The determination test results show that correlation

coefficient of multiple regression between the PBV, PER, and EPS variables is

0.288 (R = 0.288) which means the closeness of the relationship between the

dependent variable and independent variables is equal to 28.8%. Coefficient of

determination (adjusted R2) of 0.011 shows that 1.1% change in stock returns in

the banking corporation listed in the Stock Exchange within 2008-2010 period can

be explained by PBV, PER and EPS, while the remaining balance of 98.9%

should be due to other factors that were not included in the model. This result

shows that the research model used here is less robust statistically and there are

other factors out of the model which are capable of changing the value of stock

returns by 98.9%.

According to Table 3 (see appendix), the multiple linear regression equation

is:

RETURN = 0.014 + 0.242 PBV - 0.008 PER - 0.001 EPS

Multiple linear regression analysis was used to prove the influence of

market ratio variables (PBV, PER and EPS) on stock return variable. Constant

value of 0.014 indicates the extent of stock return variable that is not affected by

PBV, PER and EPS variables. Because the constant value is positive, if all

independent variables were eliminated, the value of stock returns would be

positive.  PBV of 0.242 means if PBV increased by one value unit, then the stock

returns would increase by 0.242 value unit. PER value of -0.008 means that if

PER increased by one value unit, the stock returns would decrease by 0.008 value

unit. EPS of -0.001 means that if EPS increased by one unit of value, the stock

returns would decrease by 0.001 value unit.

Table 3 (see appendix) shows that all independent variables (PBV, PER and

EPS) had no influence on the dependent variable (Return), as can be seen from the

significance value of each independent variable which is larger than 0.05. The

largest coefficient value is of PBV at 0.242, while the smallest coefficient value is

of EPS at 0.001. Multiple regression results indicate that PBV, PER, and EPS had
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no effect on stock returns because the overall data are fluctuational during 2008-

2010. For example, the stock return values range from 0, negative, to more than

100 percent. Similarly, PBV, PER, and EPS have high  fluctuations during the

period of observation. As stated before, time period of this study is between the

2008 financial crisis to the occurrence of rebound in 2010.

A. Influence of PBV on Bank Stock Returns

In accordance to the purpose of this research, from the results of the

partial hypothesis test using multiple linear regression, it can be deduced that

PBV of banking corporations in the years 2008-2010 had positive relationship

but had no influence on stock returns. This result is not consistent with

Poernamawatie [7] but supports the research of Danari [11] which stated that

PBV has no influence on stock returns. The result indicates that investors do

not consider PBV in making investment decisions in the years 2008-2010.

This might be due to the fact that the book value is strongly influenced by the

accounting policies that are adopted by a company and thus the book value

may not have significance in a service-based company such as bank, which

does not have significant tangible assets.

In buying shares, investors should buy the stock that has a lower market

value than its intrinsic value, i.e. by looking at the lower PBV. Generally, a

high PBV indicates that a company has good financial prospects. However, if

the PBV is too high it may indicate an overvalued stock price.

B. Influence of PER on Bank Stock Returns

From the result of the partial hypothesis test using multiple linear

regression, it was found that PER of banking corporations in the years 2008-

2010 had negative relationship but no significant influence on stock returns.

This result is not consistent with Pasaribu (2008), Poernamawatie (2008) and
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Marviana (2010) but agrees with Parhusip (2009) and Danari (2010) which

stated that PER had insignificant influence on stock returns.

Insignificant influence of PER on stock returns indicates that investors do

not really consider the condition of the issuer, especially PER, in making

investment, because of different interpretations. Some investors assume that a

high PER means that the company has a high probability to achieve high

growth. However, some others stated that a high PER means the smaller the

chance of rising prices. According to Prastowo in Danari (2010), a company

with high growth rate opportunities typically has a high PER and a company

with a low growth rate tends to have a low PER.

C. Influence of EPS on Bank Stock Returns

From the result of the partial hypothesis test using multiple linear

regression, it was obtained that EPS of banking corporations in the years

2008-2010 had a negative relationship but  had no effect on stock returns.

This result is not consistent with Pasaribu (2007), Marviana (2010), Danari

(2010) and Parhusip (2009) but supports the research of Nora (2011) which

stated that EPS had insignificant influence on stock returns with a negative

relationship. EPS is the profit of a company that can be distributed to

shareholders. But in practice, not all of the profit can be shared as dividend

because some are kept as retained earnings. Thus, the amount of EPS does not

always attract investors. The insignificant influence of EPS on stock returns

can also be due to fluctuations in the EPS data. It is recommended that the

investors do more frequent observation on other important factors when

investing in a company. Although EPS obtained is relatively large, it does not

necessarily result in a high yield.

Because banking sector is very sensitive to external factors, including

macroeconomic ones, the bank management should be more vigilant of

external factor fluctuations. Banking sector is very sensitive to economic

conditions because it is an institution that is based on public trust. Thus, the
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banking activities are regulated by Bank Indonesia as the banking supervisory

agency. Economic conditions are likely to influence stock prices and thus will

also affect the banking stock returns.

Another factor that may affect the stock return is the banking

fundamental ratio in accordance to Decree No. 3011/KEP/DIR dated April

30, 1997 on Tata Cara Penilaian Kinerja dan Kesehatan Bank (Rating

Regulation of Bank Performance and Health) which is the CAMEL ratio.

Even in the financial crisis period the adjusted R2 in some studies on the

relationship of stock returns and CAMEL ratio shows the results in the range

20% -35%, which means the fundamental CAMEL ratio has significant

influence on stock returns (Bora'a, [12]). This means there is 65% -80%

influences come from other factors that may consist of other fundamental

ratios, technical factors or even irrational impact of the financial crisis of

2008.

CONCLUSION

The purpose of this study was to analyze the influence of the market ratios

on stock returns. The simultaneous testing result shows that market ratios do not

have significant influence on the stock returns of banking corporations listed in

IDX in the years 2008-2010. From the determination test, it was found that 1.1%

change in stock return business entity can be explained by the market ratio

variables.

Regression results show that PBV had a positive relationship but no

significant influence on stock returns. PER had a negative relationship but no

significant influence on stock returns. Similarly, EPS had a negative relationship

but no significant influence on stock returns. Thus, it can be concluded that in the

period of a financial crisis, market ratios cannot be used in predicting stock

returns.
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There are some limitations that affect the results of this research and

therefore some developments are necessary in subsequent research. This study

only used data for the years 2008, 2009 and 2010. It would be better if the next

study use data of different years and with longer period of time. This study only

used three ratios which are part of the market ratios. Future studies are expected to

use other ratios such as activity ratios and profitability ratios. Future studies may

also try to use control variables in examining the influences of the analysis ratios

on stock returns.
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APPENDIX

Table 1.  Descriptive Statistics Result

Variable Min Max Mean Std. Dev.
PBV 0.32 3.29 1.41 0.76
PER -1.64 54.55 13.44 8.76
EPS -297.06 469.04 85.51 133.92

RETURN -1.00 1.08 0.17 0.46

Table 2.  Determinant Test and F-Test Results

F Sig. Val R Adj-
R2

1.146 0.343 0.288 0.011

Table 3.  t-test Results

Model Value Sig. Val Relation Influence
Constant 0.014 0.939
PBV 0.242 0.087 Positive No
PER -

0.008
0.369 Negative No

EPS -
0.001

0.218 Negative No


