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CHAPTER I 

INTRODUCTION 

1.1 Background 

A relationship between publicly available financial statement information 

and future stock returns has been well established since it first appeared in the 

Ball and Brown (1968) study. The topic continues to attract the interest of 

researcher. They provide convincing scientific evidence that stock return respond 

to the financial statement information with examined 261 New York Stock 

Exchange (NYSE) firms from 1957 to 1965. They concentrated on information 

regarding to the earning of the firms to the informative financial statement such as 

liquidity and capital structure. Based on the previous study, informative financial 

statement could also in the form of ratio such as Current Ratio, Return on Equity, 

Debt Earning Ratio, Earning Per Share, Price Book Ratio, and Return on Asset. 

Those financial performances affect the stock price in the capital market. 

Capital market is an important role in supporting the economical 

development of a country because it enhances production and productivity, greater 

employment opportunities, and improved macroeconomic stability. It encourages 

efficient funds allocation between the parties who need and the party who has the 

funds. Financial instruments traded in the Capital Market are long term securities 

or more than a year. They consist of stocks, bonds, warrants, rights, mutual funds, 

and other derivative instruments. The investors have many investment alternatives 
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of the securities offered by issuers who have been registered in the official 

authority or stock exchange. Through capital market, the issuer may raise their 

fund to support their long-term business going concern. 

Company that sale its equity or debt securities to get capital is called “go 

public” company. Going public can signify that a company has achieved a special 

kind of success. The company can be transformed from being a closely entity to a 

company with a large number of holders of its stock, that can be easily traded 

through a stock exchange. In Indonesia, every corporation that has been operating 

for at least 12 months, having at least Rp 5,000,000,000 (five billions rupiah) of 

net tangible asset, has received an Authentic Without Exception opinion from a 

public accountant registered in the BAPEPAM for its latest audited annual 

financial report, has sold at least 50,000,000 (fifty millions) shares or 35 (thirty 

five) percent of its total issued shares (depends on which one is the smallest 

number) and having at least 500 (five hundreds) shareholders, can become a 

public company that shares are traded in the capital market. 

After issuing an IPO (initial public offering) a company officially became 

go public company and it can provide additional funds. Going public also give a 

company an exposure through worldwide media of the financial markets. Later, 

broker-dealers will be analyzing that company, comparing it to peer companies, 

and setting earnings expectations. This creates opportunities for the company to 

expand into other global markets in the future. 
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Public company has obligation to provide financial reports periodically to 

the agency authority or in Indonesia called Indonesia Stock Exchange (IDX). The 

entire reports can be accessed in the Capital Market Directory, or in Indonesia 

called ICMD (Indonesian Capital Market Directory). The financial report will 

inform the users, include investors or potential investors to make decisions that 

later will affect the financial condition and report of the company. 

Since 1996, IDX classified all stocks listed on the Stock Exchange into 

nine sectors based on its industry, those are agriculture; mining; basic and 

chemical industries; various industries; consumer goods industry; property and 

real estate; infrastructure and transportation; financial; and trade, services, and 

investment. 

Food and Beverage Company is important because it provides basic 

human need. According to ICMD, Food and Beverage Companies are companies 

that produce mineral water, coffee powder, instant noodles, raw biscuit, chocolate, 

wafers, spices, beverage bottles, baby food, juice, and syrup. Along with the 

increasing population of Indonesia, the volume of demand for food and beverages 

continues to increase. Food and Beverage Industry can survive without depending 

on imported raw materials because most of it uses domestic raw materials.  

Food and Beverage Industry in Indonesia has grown rapidly as the increase 

of population and contribute to the high presence in the national economic 

development. Based on KEHATI Foundation official website, in their discussion 

on 8 November 2012 in Jakarta, over the last five years, Indonesia has increased 
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consumption of processed foods. Increased rates reached 41%. Therefore, 

Indonesia has been able to compete in the global marketplace. Indonesia also 

named as the most attractive market. 

Indonesia is a country with the highest population in ASEAN. Currently 

known to consume 51% foods in ASEAN region. Based on agreement made by 

the ASEAN - Australia - New Zealand Free Trade Agreement (AANZFTA), they 

named Indonesia as the most attractive market for free trade customs, or 90% of 

goods and services produced. Food and Beverage Association of Indonesia 

(GAPMMI) also targeting the Food and Beverage Industry grow 8% to 10% in 

2012. The presence of Food and Beverage Industry is definitely driving the 

national economy to the higher level.  

People characteristics that tend to buy food and beverage helps maintain 

the industry to survive. Based on Indonesia Statistics Center Board (BPS), Gross 

Domestic Product (GDP) of Food and Beverage Companies have the highest 

value in non-oil and gas industries. On the other hand, it also has an important 

role in reducing unemployment in Indonesia. The non-oil processing industry, 

particularly the food and beverages and tobacco industry, recorded as the biggest 

absorber of labor than most other manufacturing industries. Besides, Food and 

Beverage companies are the biggest amount of companies in manufacturing 

industries. 
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Table 1.1 
Manufacturing company's contribution to gross domestic product (GDP) In 

Billion Rupiahs 
 

Business Sectors 2008 2009 2010 2011 
 Non Oil and Gas Industry 1,138,670.

1 
1,267,700.
4 

1,384,640.
4 

1,554,048.
9 

1). Food, Beverage, and 
Tobacco 

346,185.6 420,363.3 465,367.9 547,005.3 

2). Textile, Leather Goods, 
Footwear 

104,829.7 116,547.0 124,204.2 143,385.2 

3). Timber Industry and Other 
Product 

73,196.2 80,197.9 80,541.6 84,481.4 

4). Paper Product and Printer 
Industry 

51,912.3 61,154.6 65,822.2 69,407.6 

5). Fertilizer Products 
Industrial, Chemical, and 
Rubber 

154,117.2 162,879.2 176,212.4 189,700.0 

6). Cement Product Industry 
and Quarrying 

40,178.7 43,530.7 45,514.5 50,790.5 

7). Primary Metal Industries 
Iron and Steel 

29,213.1 26,806.6 26,853.9 31,101.1 

8). Industrial Equipment, 
Machinery, and 
Transportation Equipment 

329,911.7 346,403.0 389,600.1 426,899.4 

9). Other Industry Product 9,125.6 9,818.1 10,523.6 11,278.4 
Source: www.bps.co.id 

Table 1.2 is the amount of labor absorption in manufacturing industries 

with large and medium scale enterprises. The employment of Food and Beverage 

Manufacturing Industry is the most labor-absorbing industry, it is quite large in 

the national labor absorption. In 2006 number of workers absorbed is 784.129 

people, in 2007 as much as 784.155 people, year 2008 as 721.881 people and in 

2009 as much 834.306 people.  
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Table 1.2 
The Amount of employment in the manufacturing industry 

 
Types of Industries The Amount of Employment (People) 

 2006 2007 2008 2009 
Food and Beverage 784.129 748.155 721.881 834.306 
Tobacco Manufacturing 316.991 334.194 346.092 450.917 
Textile 572.710 558.766 478.458 366.441 
Convection 583.634 523.118 504.913 384.101 
Leather, Goods from Leather, 
and Footwear 237.626 210.854 221.239 185.108 

Timber, wood goods and 
wickerwork 299.278 279.622 239.144 269.604 

Paper and paper products 126.430 134.306 128.728 112.909 
Publishing, printing and 
reproduction of recorded media 65.561 58.519 58.492 43.621 

Coal, petroleum refining and gas 
processing, the goods from the 
petroleum refining and nuclear 
materials 

5.853 9.018 6.453 3.665 

Chemical and goods from 
chemicals 208.406 213.095 196.602 157.811 

Rubber and rubber and plastics 
products 348.405 343.155 359.079 526.199 

Nonmetallic mineral items 190.630 177.304 176.306 129.925 
Basic minerals 65.069 64.233 63.930 51.881 
Goods of metal except 
machinery and equipment 111.388 129.677 147.640 66.899 

Machine  106.321 83.714 84.518 61.905 
Machinery and equipment 1.477 3.427 3.009 9.814 
Electrical machinery and 
apparatus  79.996 82.764 75.182 63.886 

Radio, television and 
communication equipment, and 
equipment 

141.672 147.283 121.758 182.031 

Medical equipment, measuring 
equipment, navigational 
equipment, optical instruments, 
clocks and bells 

20.275 23.412 24.619 21.020 

Motor vehicle 86.066 79.216 87.039 58.864 
Transportation equipment, other 
than four or more wheels motor 
vehicles  

72.474 85.925 91.577 80.796 

Furniture and other 
manufacturing 325.362 326.785 314.061 338.503 

Recycling 5.950 8.495 7.216 5.439 
Source: www.bps.co.id 
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Thavikulwat (2004) mentioned that firm valuation can be obtained through 

different measures, each of which is likely to give a value that differs from that 

obtained by another measure. The task of the simulation designer is to incorporate 

the measures that best fit the requirements of the particular simulation. The first 

and most readily available measure of the value of a firm is its accounting net 

worth, or book value. The second measure is the market value of all its 

outstanding shares. The third measure is the capitalized value of its projected 

future performance. The fourth measure is the deductive application of human 

judgment. And the last measure is the firm’s accounting net worth adjusted for 

intangibles and the idiosyncrasies of the accounting rules used in the simulation. 

As mention above that one of the value measurements of a company is the 

market value of all its outstanding shares and it is reflected in its stock price. 

Stock assessment is basically to determine the fair value and after that it can be 

assessed if the stock price over value or under value. The Stock that has too low 

price in certain periods would have increased; while stock that has too high price 

at some point will decrease until it reaches the point of market equilibrium 

(market value). The assessment usually refers to the estimated intrinsic value of a 

company or its shares. Intrinsic value is the true value of a stock.  

Investing in stocks promising relatively high rates of return by receive 

dividends and capital gains that will be accepted by investors as shareholders and 

proof the ownership of the company. Stocks investments is high risk, according to 

the principle of investment: low risk low return, high risk high return, 
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management companies are required to maintain a balance between maintenance 

of sufficient liquidity to achieving a reasonable profitability, and compliance 

adequate capital. Information regarding to the company's internal conditions can 

be seen from the company's financial statements. This is to determine the 

company's financial performance, because with the information of the condition 

of the company's financial statements and selected investors can choose which 

stocks are perceived to be more favorable later before taking a decision to invest. 

The information required in the form of investment decision securities 

information in the form of shares are the factors that affect stock prices, which 

include fundamental factors, technical factors, social factors, economic and 

political. 

Some understanding and statement of the experts have been telling to the 

performance of public enterprises increases, the value will be higher. On stock 

exchanges like that would be appreciated by the market in the form of rising stock 

prices, the opposite case connotation or assumption of bad news about the 

company's performance will be followed by a decline in stock prices in the foam 

effect. Such argument that underlies why the relevant stock price changes related 

to the basis for the assessment of the performance of public companies. Market 

participants need to know the performance of the company before making a 

decision to buy or sell stocks. The Fundamentalist (adherents of fundamental 

analysis) revealed that the stock price is a reflection of the firm’s value. 

Assessment can be done with a stock of financial ratio analysis. Investing in the 

stock market shares classified as high risk, therefore, investors need to have some 
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information related to the dynamics of the stock price in order to make decisions 

about the company's stock worthy choose. 

In their study, Martani, Mulyono, and Khairurizka (2009) examine the 

value relevance of accounting information in explaining stock return. The study 

uses profitability (NPM and ROE), liquidity (CR), leverage (DER), turn over 

(TATO), market ratio (PBV), size (Total Asset) and cash flow (CFO/Sales) as 

proxies of accounting information. The samples of the study are listed companies 

in manufacturing industries that actively trading between 2003-2006 in Indonesia 

Stock Market. The study finds that profitability (NPM and ROE), turnover 

(TATO) and market ratio (PBV) has significant impact to the stock return. 

Some financial performances which are used as independent variables in 

this study are Current Ratio (CR), Return On Equity (ROE), Debt Equity Ratio 

(DER), Earning Per Share (EPS), Price Book Value (PBV), and Return On Asset 

(ROA). The selection of financial performance is based on the supported theory 

that stated the relation of these variables with the stock price and stock return. 

Current ratio (CR) is used by managers, investors, creditors, and even 

bank to know the liquidity of the company. It is about how easily the company 

will be able to pay off the current debt. A Current Ratio is a comparison of 

company’s current assets to current liabilities. The term current is used to describe 

the easy conversion of cash to relieve the incurred debt within a 12-month period. 
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Wu and Xu (2005) researched China stock market using both rough set 

theory and neural networks approach to get an effective model of stock price 

movement for China’s young stock market showed that Current Ratio has positive 

effect to the company’s stock price. The model is modified and tested by the most 

recent 6 years of data collecting from China’s stock market to make sure it is 

updating and withstanding in a long time. Consequently, a group of most 

important fundamental indicators are selected by rough set theory and these 

indicators are successful in detailing and predicting stock price movement in a 

long-term using neural networks approach.  

Return on Equity (ROE) or return on net worth measures the ability of 

enterprises to create profits available for shareholders. Study conducted by 

Martani, Mulyono and Khairurizka (2009) stated that the ROE have a significant 

positive effect on stock returns.  

Debt Equity Ratio (DER) is a ratio that shows the relationship between the 

number of long-term loans provided by creditors with the amount of capital 

provided by the owner of the company. Martani, Mulyono and Khairurizka (2009) 

states that the DER has a significant positive influence on stock returns.  

Earning Per Share (EPS) is one of the accounting information that 

provides an analysis of the ratio of net profit per share of common stock that can 

generated by the company. The study that was conducted by Chowduri (2010) 

stated that EPS has a significant positive correlation with stock returns and stock 

prices.  
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Price Book Value (PBV) is a ratio used to compare a stock's market value 

to its book value. It is calculated by dividing the current closing price of the stock 

by the latest quarter's book value per share. A lower P/B ratio could mean that the 

stock is undervalued. However, it could also mean that something is 

fundamentally wrong with the company. As with most ratios, be aware that this 

varies by industry. Khairurizka (2009) stated that PBV is consistently significant 

on adjusted return and abnormal return of stock. 

Return on Asset (ROA) is a performance measurement used to evaluate 

the efficiency of management using its asset to generate earnings. ROA is 

calculated by dividing a company’s annual earnings by its total assets. The result 

is expressed as a percentage or a ratio. Saqafi and Vakilifard (2012) stated that 

ROA has significant relationship with future stock return. 

Based on previous studies, the researcher is motivated to do a study on 

Food and Beverage Companies listed on the Indonesia Stock Exchange because of 

Food and Beverage Company has significant contribution to Gross Domestic 

Product (GDP), its national employment is very high compared with other types 

manufacturing firms, and it has the highest amount of company rather than 

another manufacturing industries.  

1.2 Research Question  

Based on the description of the background, then the research question of 

this study are:  
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1. Do Current Ratio (CR) affect the value of Food and Beverage Companies 

listed in the Indonesia Stock Exchange period of 2008-2011?  

2. Do Return on Equity (ROE) affect the value of Food and Beverage 

Companies listed in the Indonesia Stock Exchange period of 2008-2011? 

3. Do Debt Equity Ratio (DER) affect the value of Food and Beverage 

Companies listed in the Indonesia Stock Exchange period of 2008-2011? 

4. Do Earning Per Share (EPS) affect the value of Food and Beverage 

Companies listed in the Indonesia Stock Exchange period of 2008-2011? 

5. Do Price Book Value (PBV), affect the value of Food and Beverage 

Companies listed in the Indonesia Stock Exchange period of 2008-2011? 

6. Do Return on Asset (ROA) affect the value of Food and Beverage 

Companies listed in the Indonesia Stock Exchange period of 2008-2011?  

1.3 Research Objectives  

Based on the background and research question mentioned above, the 

purposes of this study are:  

1. To analyze the effect of Current Ratio (CR)  to the value of Food and 

Beverage Companies listed in the Indonesia Stock Exchange period of 

2008-2011 

2. To analyze the effect of Return on Equity (ROE) to the value of Food and 

Beverage Companies listed in the Indonesia Stock Exchange period of 

2008-2011 
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3. To analyze the effect of Debt Equity Ratio (DER) to the value of Food and 

Beverage Companies listed in the Indonesia Stock Exchange period of 

2008-2011 

4. To analyze the effect of Earning Per Share (EPS) to the value of Food and 

Beverage Companies listed in the Indonesia Stock Exchange period of 

2008-2011 

5. To analyze the effect of Price Book Value (PBV)  to the value of Food and 

Beverage Companies listed in the Indonesia Stock Exchange period of 

2008-2011 

6. To analyze the effect of Return on Asset (ROA) to the value of Food and 

Beverage Companies listed in the Indonesia Stock Exchange period of 

2008-2011 

1.4 Benefits of Study 

In principle, this study has two benefit, those are theoretical and practical 

benefit. 

1.4.1 Theoretical Benefits 

The results of study are theoretically expected to increase knowledge 

about the importance of financial performances on stock prices. For the author, 

the results of this study can be used as a means to apply the theories that have 

been obtained. Add knowledge and it can be used as reference material to perform 
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a more in-depth study of the financial performance in the assessment of the firm’s 

value.  

1.4.2 Practical Benefits  

Practical benefits of study are expected to add insight to the financial 

manager about the role of financial performances on stock prices. It is expected 

they will always seek to improve corporate performance by not underestimate the 

expectations of the investor. For investors is expected to provide insight about 

assessing the growth of companies using financial performances, so that they can 

take appropriate decision whether to invest in the company or not, deciding to buy 

or retain shares of a company or not. The firm’s value can be seen from the 

movement of stock prices that reflect the performance of the company and explain 

if the company's performance improved then the value of the firm will be higher. 

For the IDX should still provide the facilities and provide information needed by 

the investors in determining the stock will be sold, retained, or bought. 


