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ABSTRACT
The objective of this research is to examine and analyze the effect of Earning Per Share on

Price to Jook Value with Firm Size as intervening variable. Population of research is 45 go-public
firms in LQ45 Index that are listed at Indonesia Stock Exchange on period of 2017-2019. Sampling
technique is purposive sampling that produces 36 samples but there are 9 firms that do not submit
periodical financial statements to LQ45 Index on period of 2017—2019. Analysis techniqui)is
PLS-SEM supported by computer application of WarpPLS 7.0. Result of research shows that
Earngg Per Share has significant effect not only on Price to Book Value but also on Firm Size.
The effect of Earning Per Share on Price to Book Value is significant. The result also indicates
that Firm Size is the intervening variable in partial mediation. The increase of Earning Per Share
is always followed by the increase of Price to Book Value. High level of Earning Per Share is
delivering high level of profitability and conversely, small earnings is giving low profitability. The
result proves that Firm Size is a factor needed for assessing profitability.

Keywords: Earning Per Share, Price to Book Value, Firm Size.

JEL Classification: G320, G390, G41.

INTRODUCTION

One reason behind the establishment of a firm (a company) is to maximize firm value
(wealth) for shareholders. The maximization of firm value refers to the maximization of the current
value of all profits currently received by shareholders in the future. Good firm value is reflected
by its long term stability where high share price is associated with high firm value (Hanifah, 2019).
Several factors determine firm value and one of them refers to price earnings ratio. This ratio
represents how much investors would set price for share of the firm based on its earnings increment
(Chhaya & Nigam, 2015). Earning Per Share is the result of division between the level of profit
received by the firms and the number of share in circulation (Almeida, 2019). The increase of
Earning Per Share (EPS) is always followed by the increase of Price to Book Value (PBV), which
signifies that both are related linearly. High level of Earning Per Share is delivering high level of
firm profitability whereas small earnings is giving low profitability.

This research focuses on an economic phenomenon, precisely the impact of Covid-19
pandemic on the value of the firms listed at Indonesia Stock Exchange. The firms are referring to
those stated in LQ45 Index. The year of 2020 had begun its last quarter, precisely Quarter IV. The




conditions of economic in general and of capital market in particular were not impressive during
that quarter. Main sentiment that causes the dullness of capital market is the outbreak of Covid-19
pandemic that later becomes global catastrophy. Surely, real sector and financial sector in
Indonesia were deeply affected by this pandemic. Capital market was also suffered. In Year-to-
Date (YTD), Composite Stock Price Index (IHSG), which represents the general reference index
for Indonesian capital market indices, was drastically corrected with a drop of 20.56% in the
beginning of 2020. Meanwhile, LQ45 Index as one specific reference index for Indonesian capital
market was also greatly affected. Although this index contains stocks with high liquidity and
reliable business prospect, but this index was corrected worse than IHSG, which is shown by a
drop of 24.67%. However, not all stocks were impacted badly by Covid-19 pandemic. Some stocks
already recovered after the outbreak and even some sectors took benefits from the outbreak.
Nevertheless, the number of badly corrected stocks due to Covid-19 pandemic is still far more than
the number of recovered stocks. There were 9 constituent stocks of LQ45 Index that are seriously
affected by Covid-19 pandemic and these stocks were corrected by over 40% in YTD. The worst
correction level was booked by the share of PT Perusahaan Gas Negara Tbk (PGAS) that is
corrected by 55.30% in YTD. Shockingly, the value of PGAS share had actually been seriously
corrected since the beginning of 2020 and even before Covid-19 pandemic breaks up in Indonesia.
Later, PGAS share was hit by double blows. One blow is that the share is a portfolio owned in
majority by Reksadana, a management asset firm that its portfolio must be liquidated by Financial
Service Authority (OJKZ) because the firm is proven to be offering fixed interest rate, which surely
violates financial laws. The other blow is that Reksadana is known for its bold action in selling
stocks in great numbers directly to regular market. If the price of the stock is under pressure, then
the price is inclined to fall down. The pressure may be caused by direct impact of sale decline and
long term psychological impact of continuous instability (cnbcindonesia.com).

Besides PGAS, there were other stocks in LQ45 Index that are also suffering. These stocks
were held by several firms in several sectors, precisely, four stocks in construction & property
sector andfvo stocks in banking sector. Stocks offered from construction & property sector are
owned by PT Wijaya Karya Tbk (WIKA), PT Summarecon Agung Tbk (SMRA), PT PP Persero
Tbk (PTPP), and PT Indocement Tunggal Prakarsa Tbk (INTP). All these firms are cement
producers, which their products have been absorbed in majority by many firms in construction &
property sector. Therefore, that is why it would not be so difficult to understand why the price of
stocks held by the firms in construction & property sector was seriously corrected during the
pandemic. This sector was known for many projects with capital value of billions or trillions
rupiahs. Those projects were suddenly bogged down after the program of Limited Scale Social
Distancing was launched, which gave great implication to corporate cash flow. Moody's Investor
Service, one leading international rating organization, has degraded the rating of several
construction & property firms that have been seriously suffered due to Covid-19 pandemic
(cnbcindonesia.com).

Research @p is indicated by different findings regarding the effect of Earning Per Share
on Firm Value (i) this research, it is represented by Price to Book Value). Some previous
researches BJund that Earning Per Share has negative effect on Firm Value whereas others
discovered that Erning Per Share has positive effect on Firm Value. According to Islam et al.
(2014), Earning Per Share (EPS) is the most important factor that determines stock price and firm
value. Most individual investors make their investment decision based on EPS. This position
confirms the positive effect of EPS on firm value and firm value is u@lally measured using Price
to Book Value (PBV). Furthermore, Martina et al. (2019) asserted that Earning Per Share has




positive effect on Firm Value. However, Hanifah (2019) found that based on the result of partial
hypothesis test (t test), Earning Per Share (EPS}lid not have significant effect on Price to Book
Value. Moreover, Nassirzadeh et al. (2012) said that Earning Per Share has negative effect on Firm
Value.

In this research, firm value is proxied by Price to Book Value. The objective of this research
is to examine and analyze the effect of Earning Per Share on Price to Book Value with Firm Size
as intervenfle variable. The novelty of this research is the inclusion of Firm Size as intervening
variable in the relationship between Earning Per Share and Price to Book Value.

REVIEW OF LITERATURE

Signalling theory was firstly introduced by Ross (1977). This theory says that two entities
are involved in the signalling process. One entity is internal entity (management) that sends signal
while other entity is external entity (investor) that receives signal. By giving sign or signal, the
management attempts to provide relevant information that can be used by the investor. Later, the
investofan adjust their investment decision to their understanding about the signal.

Price to Book Value (PBV) is a proxy used to measure firm value. This proxy indicates
how far the firm can create value from the capital invested. If firm value is high, then firm owner
receives high level of wealth (Sadeghi Lafmejani, 2017). One reason behind the establishment of
a firm is to maximize firm value (wealth). Firm value refers to market value because firm value
can give good wealth to shareholders if the price of the firm’s stock ascends. The management of
the firm should always take effort to make policies to improve firm value. The management must
also ensure that the stock price would improve the welfare of firm owner and shareholder
(Brigham, Eugene F, 1999). Price to Book Value is a variable usually used by investor in
determining which stock that should be bought.

Earnings refer to an indicator used to understand whether financial capacity of certain firm
is increasing or decreasing after comparison with previous period. The increase or decrease of
financial capacity may impact financial policies for the next activity. The policies can be either
those regarding dividend determination, debt payment, amortization or reinvestment for the firm’s
operational viability. Earning Per Share (EPS) is the output after net profit received by the firm
(Net Income) is divided by the number of share in circulation (Outstanding Share) (Don et al.,
2012). High level of Earning Per Share is associated with high level of net income that will be
received by the firm. In evaluating performance of the firm, investors should not only understand
whether the income of the firm is increasing or decreasing, but investors must also know how
income change may affect their investment decision. In general, more established firms have high
level of Earning Per Share, whereas new firms tend to have low level of Earning Per Share.

Sale is the source of livelihood for a firm because the firm gets its income from sale. The
growth of the sale is a manifestation of investment in the past and the income from that investment
would be used as prediction for the future. Growth rate of a firm may affect the capability to
maintain income in the future. High sale growth reflects high income, which in turn, dividend is
expected to be also high. Dividend is one output expected by investors. High sale growth, in the
other hand, is also associated with high asset size. The size of asset determines both the size of the
firm and the trust of investors. When firm size is large, people are easier to seek information about
the asset of the firm. Indeed, firm size describes the capability of the firm to increase its sale and




earnings from total asset. Therefore, firm size is the measure of asset owned by the firm (Goodman
& Peavy, 1986).

Earning Per Share is an indicator mostly used by investors before they make investment
decision. All outputs attained by the firm can directly affect income level based on number of share
owned by the firm (Almeida, 2019). If Earning Per Share is increasing from one year to another,
then the firm is said to be growing well or h§fing a good income (compared to previous period)
(Irfan, 2010). Regarding to those statements Blirst hypothesis is written as following:

Hi: Earning Per Share has positive effect on Price to Book Value

Earning Per Share represents how much money the shareholders would receive for every
share that they have after the profit of the stock in circulation is dispensed in the end of the year.
Therefore, it can be said that Earning Per Share indicates the capability of the firm to produce
profit. But, it must be noted that every firm has different level of profitability. Earning Per Share
may differ between large firm and small firm. There is a possibility that Earning Per Share in small
firm is higher than that in large firm (Journal et al., 2011). Number of stock in circulation can
determine Earning Per Share because the income received by the firm will be alloted to all stocks
issued by the firm. However, high level of Earning Per Share does not represent high performance.
The point to be noted is that Earning Per Share is affected by number of stock in circulation.
Principally, high level of Earning Per Share sigrfifiies that the firm is profitable for investment (Lau
etal., 2002). In regard of the statements above, second hypothesis is proposed as following:

Ha: Earning Per Share has positive effect on Firm Size

Firm Size is a scale comprising of total asset and total sale. These two indicators help the
researcher to understand the condition of the firm. Large firm has bigger fund source to finance its
investment while small firm always has limited funding. Firm Size is one feature that characterizes
financial condition of the firm. Large firm is always well established and therefore, it is easier for
that firm than small firm in getting capital from capital market. Such easier access gives bigger
flexibility to large firm. According to Brigham & Houston (2006), Firm Size is the average of total
net sale from the current year to another years. If the sale is bigger than variable cost and fixed
cost, then the firm will get good pre-tax income. Conversely, if the sale is smaller than those costs,
then the firm will suffer (Student, 2013). Conforming to the statements above, third hypothesis is
described as follofEng:

Ha: Firm Size has positive effect on Price to Book Value

METHODS

Population of research is 45 go-public firms in LQ45 Index that are listed at Indonesia
Stock Exchange on period of 2017-2019. Sampling technique is purposive sampling in which
representative sample will be obtained through criteria. Two criteria were used in this technique,
respectively: (1) the firms are stated on LQ45 Index in period of 2017-2019; and (2) the firms have
submitted regular reports to LQ45 Index in period of 2017-2019. After applying these criteria on
research population, researcher got 36 samples but there were 9 firms that do not submit periodical
financial statements to LQ45 Index on period of 2017—2019.

Ghaeli (2017) said that Price-Earnings Ratio indicates the schedule needed to return the
fund at the level of stock price and firm income on certain period. Price-Earnings Ratio describes




the capability of investors to pay certain amount of firm income. In this research, the formula of

Earning Per Share is written as following:
Net Profit

Earning Per Share Listed Share
Price to Book Value is the comparison between price per share and book value per share
(Hanifah, 2019). The formula of PBV is counted as following:

Price per Share

Price to Book Value =
rice to Book Value Book Value per Share

Firm Size is a measure or scale for the size of the firm based on several indicators such as
total asset, log size, market value, stock, total sale, total income, total capital and others. Based on
operational scale, any firm is classified into three categories, namely large firm, medium firm and
small firm (Embong et al., 2012). The formula for Firm Size is Firm Size = Ln Total Asset. In the
current research, asset refers to wealth or resource owned by the firm. If the level of asset size is
suffice, then the firm can make investment and also fulfill product demand. High asset level helps
the firm to enhance its marggt scope and also to improve its profitability.

Analysis technique is Partial Least Squares (PEB) - Structural Equation Modeling (SEM).
The implementation of this technique is facilitated by computer application of WarpPLS 7.0. The
current research [ predictive and explorative in nature. The use of PLS-SEM has two benefits.
One of these two is that PLS-SEM can still work efficiently with small sample and complex model.
Second benefit is that the assumption of data distribution at PLS-SEM is relatively slack than other
method like CB (Covariance-based)-SEM.

For the purpose of testing Hypothesis 1, 2 and 3, two equations are made as following:

PBV = al+Bl EPSt+B2Size + €l (1)
SIZE = a2+P4EPS+ €2 (2)
RESULTS AND DISCUSSION
Table 1.
Model of Fit
Provisions Conclusion
Average path coefficient (APC)=0.214, P=0.005 FIT
Average R-squared (ARS)=0.054, P=0.143 FIT
Average adjusted R-squared (AARS)=0.141, P=0.168 FIT
Average block VIF (AVIF)=1.055, acceptable if <= 5, ideally <= 3.3 FIT
Average full collinearity VIF (AFVIF)=1.061, acceptable if <=5, ideally <= 3.3 FIT
Tenenhaus GoF (GoF)=0.232, small >=0.1, medium >= 0.25, large >= 0.36 FIT

Source: Data were processed with WarpPLS 7.0

In accordance witthe result of the table above, it was shown that research model is fit.
This position was proven by AVIF value of 1.055 and AFVIF value of 1.061. All these values are
below 3.3, which signifies that there is no multicollinearity problem across indicators and across
exogenous variables. Prediction power of the model is shown by GoF value of 0.232, which is
higher than 0.36. Therefore, it can be said that prediction power of the model is strong.




Table 2.
Results of Full Collinearity VIF, R Squared and Adjusted R Squared

PBV EPS SIZE

_nll Collinearity VIF 1.091 1.045 1.045
R-Squared 0.063 0.045
Adj R Squared 0.045 0.036

Source: Data were processed with WarpPLS 7.0

By the virtue of the table above, all constructs in this research e in very good category.
The constructs have fulfilled the rule of thumbs of <3.3, which implies that research model is free
from problems of vertical collinearity, lateral collinearity and common method bias.

Table 3.
Results of Effect Size and Variance Factor (VIF)
Path Description Effect Size VIF
EPS — PBV 0.068 1.091
EPS — SIZE 0.008 1045
SIZE — PBV 0.001 1.045

Source: Data were processed with WarpPLS 7.0

Test over VIF value will help researcher to ensure whether there is vertical collinearity
problem in research model. Based on the result in the table above, all variables of research have
VIF value below 3.3, which clarifies that vertical collinearity does not pose as problem.

Table 4.
Results of Path Coefficient and P-Value
Path Description Path Coefficient P-Value
EPS — PBV 0.289 <0.001
EPS— SIZE 0211 0011
SIZE — PBV 0.142 0.064
Source: Data were processed with WarpPLS 7.0
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First hypothesis stating gat Earning Per Share has positive effect on Price to Book Value
was tested. Result of the test showed that coefficient value is 0.289 whereas gjvalue is <0.001.
Based on this result, first hypothgjis is accepted. Second hypothesis stating that Earning Per Share
has positive effect on Firm Size was also tested. Result of the test revealed that coefficient value
is 0.211 whereas p-value is 0.011. This result is consistent to the hypothesis and thefgfore, second
hypothesis is accepted. Hypothesis test waglone for third hypothesis, which states that Firm Size
has positive effect on Price to Book Value. Result of the test showed that coefficient value is 0.142
whereas p-value is 0.064. Regarding to this result, third hypothesis is accepted.
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Figure 1. Full Model
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According to Baron & Kenny (1986), mediation is differentiated into Elll mediation and
partial mediation. Full mediation occurs when independent variable does not have significant
effect on dependent variable unless there is mediator variable. Partial mediation occurs when
independent variable still affects dependerfgjvariable without involvement of mediator variable.
Besides this, mediation happens because independent variable can predict directly dependent
variable but its prediction value is still less than prediction value of mediator variable. If coefficient
value of prediction variable is higher than mediation variable,ghen there is no mediation at all.
Besides testing the @frect effect, it is also important to put the indirect effect and the total effect
into the test in order to determine the coefficient value of indirect relationship. The current research
uses formulation and procedure of mediation test that is proposed by Baron & Kenny (1986).

Table 5.
Indirect Effect and Total Effect
Indirect effect Path coefficient P-value
EPS — SIZE —PBV 0.064 0.002
Total effect Path coefficient P-value
EPS — SIZE —PBV 0.259 0011

Source: Data were processed with WarpPLS 7.0

Mediation test was cciducted on mediation hypothesis of EPS — SIZE — PBV. Result of
mediation test showed that coefficient value of indirect effect is 0.064 with p-value of 0.002
(p<10%). This result explained that SIZE has mediated significantly the effect of EPS on PBV. In
the other hand, direct path of EPS — PBV was found to ¢ significant with significance value
<0.001. Total effect offEPS — SIZE — PBV is producing coefficient value of 0.2§9 and p-value
of 0.011. In regard of these results, it can be said that there is partial mediation in the relationship
between Earning Per Share (EPS) and Price to Book Value (PBV) with Firm Size (SIZE) as
mediation variable.

All results of this research are explained by hypothesis. First hypgjhesis stating that
Earning Per Share has positive effect on Price to Book Value is proven with coefficient value of
0.289 and p-value <0.001. Earning Per Share (EPS) is one of market ratios that determine the
income received by shareholders for each share they have in the firm. High level of Earning Per
Share indicates high level of firm income. When investors evaluate performance of the firm,
therefore, they need not only to ensure whether firm income goes up or down but they also need
to know what is the consequence of income change to their investment. This position is in line
with th@¥indings of previous researches done by Within (2018) and Patricia & Trevor (1993).

Second Eypothesis stating that Earning Per Share has positive effect on Firm Size is also
confirmed with coefficient value of 0.211 and p-value of 0.11. This position is in conformity with
the finding given by Abutaber (2018), which said that Earning Per Share is the strongest variable
that can help the firm to predict the market value of the stock. Besides this, Abutaber also found
that Firm Size has significant effect on firf§ income if it is measured from total asset of the firm.
Other support was given by Pouraghajan et al. (2013) who discovered that there is positive and
significant effect from both Earnig Per Share and Firm Size on firm income.

ThirdE}ypothesis stating that Firm Size has positive effect on Price to Book Value is
verified with coefficient value of 0.142 and p-value of 0.064. According to Fama & French (1995),
Firm Size strongly affects firm value. Next, Chandrapala (2013) and Charitou et al. (2001)




explained that Firm Size is the determinant of how the management takes care of the firm, which
therefore, it can B# said that managerial style has impact on firm value. Firm Size plays role as
mediator in the effect of Earning Per Share on Price to Book Value. After conducting data
[rocessing and mediation test, it was found that Firm Size is indeed successfully mediating the
effect of Earning Per Share on Price to Book Value and the mediation is partial. Result of the test
gave a proof that Firm Size is one of the most important factors that the firm must take into
consideration. In addition, it can also be said that firm value depends on Firm Size. As said by
Abutaber (2018), Firm Size determines the final value of the firm. Firm Size can also be used as
guidance in assessing performance of the firm (Jasman & Kasran, 2017).

CONCLUSIONS

The objective of this research is to examine and analyze the effect of Earning Per Share on
Price to ok Value with Firm Size as intervening variable. Research took place at 45 go-public
firms in LQ45 Index that are listed at Indonesia Stock EEFhange on period of 2017-2019. Result
of research gave several findings. First hypothesis stating that Earning Per Share has positive effect
i Price to Book Value was successfully proven, which therefore first hypothesis is accepted.
Second hypothefgp stating that Earning Per Share has positive effect on Firm §ze was also verified,
which therefore second hypothesis is accepted. Third hypothesis stating that Firm Size has positive
effect on Price to Book Value was successfully confirmed, which therefore third hypothesis is
accepted. Firm Size was also proven as mediator in the relationship across variables and the nature
of mediation is partial. These findings are consistent to signalling theory, which says that that
management gives sign or signal to investors as its attempt to provide relevant information that
can be used by investors whom then adjust their investment decision to their understanding about
the signal. Firm Size is one of signals that may affect the assessment of investors regarding the
firm.
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