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ABSTRACT
The purpose of this study is to investigate the effects of price earning ratio, earning per share, book to market ratio,
and gross domestic product on stock price of the property and real estate sector listed in Indonesia Stock Exchange
in 2012 to 2014. A sample of 29 companies and 87 data were used in this research. Purposive sampling technique
was used to choose the sample. The data that were used in this research was a secondary data. This research used
t-test and F-test for testing the hypotheses. The result showed that partially earnings per share, book to market
ratio, and gross domestic products have significant influence on stock prices. On the other hand, price earning ratio
has no significant effect on stock price. However, there was a significant effect between price earning ratio, earning
per share, book to market ratio, and gross domestic product on stock prices.
JEL Classification: N15; O16; O40.
Keywords: Price Earning Ratio; Book to Market Ratio; Gross Domestic Product; Stock Price.
1.

INTRODUCTION

Companies that go public always have a normative goal which is to maximize the economic prosperity and welfare
of the shareholders. This is not easy to achieved, because almost every day there are fluctuations in the index stock
price representing stocks price changes on the exchange. Indonesia Stock Exchange (IDX) has several sectorial
indexes. All sectorial stock indexes that recorded in IDX classified into nine industry sectors according to the
classification established by IDX and called as JASICA (Jakarta Industrial Classification). One of the sectors is
property and real estate sector. Property sector is one of the important sectors in Indonesia. Property sector is an
important indicator to analyze the economic health of a country. This industry is also a sector that gives the first
signal of a country being rise and fall. Stock price is one of the indicators to measure the success of company
management, where the strength of the market on the stock exchange indicated by the selling and purchasing
transactions of the company's stocks in the capital market. Shareholders who are not satisfied with the management
performance can sell the stocks held and invested the money to another company. If this is done, it will lower the
stock price of a company. The stock price of a company reflects the company's value in public eyes. If a company's
stock price is high, then the value of the company in the public eyes is also good and vice versa. Therefore, the
share price is very important for the company.
Previous studies showed that financial institutions play a significant role in the macro economies (Michailidis,
2008; Nazlioglu et al., 2009; Rjoub, 2011; Roy, 2012; Saqib & Waheed, 2011; Tanasie et al., 2008; Agu, 2008;
Barisik & Tay, 2010; Berument & Dogan, 2011; Dalgin et al., 2012; Elmas, 2009; Hachicha, 2008; Kalim et al.,
2012; Gokgoz, 2007; Sodeyfi, 2016; Shaeri et al., 2016; Siddiqui, 2008; Kaushal & Pathak, 2015; Khakimov et
al., 2010; Bayram, 2007a; 2007b; Karacaer & Kapusuzoglu, 2010; Sodeyfi & Katircioglu, 2016; Buyuksalvarci &
Abdioglu, 2010; Chandio, 2014; Chimobi, 2010; Kuryanov, 2008; Katircioglu & Taspinar, 2017; Waheed &
Younus, 2010; Soukhakian, 2007a; 2007b; Fethi & Katircioglu, 2015; Katircioglu et al., 2015; 2007; Gungor et
al., 2014; Heidari et al., 2013; Fethi et al., 2013a; 2013b; Katircioglu, 2012; Katircioglu & Feridun, 2011; Gungor
& Katircioglu, 2010; Jenkins & Katircioglu, 2010; Adaoglu & Katircioglu, 2010). But, micro level factors
affecting performance of companies deserve attention from researchers especially factors that affect the stock price
movements are internal factors and external factors. Internal factor, also referred as a fundamental factor, is the
factor that comes from within the company and can be controlled by company management. This internal factor
related to revenues that can be earned by investors in the form of dividends or capital gains. External factors are
non-fundamental factors, usually macro, such as political and security situation, changes in currency exchange
rates, fluctuations in interest rates and the rumors that intentionally spread by speculators or those who want to
gain profit from the situation. These factors will affect the public demand and supply of stocks traded in the capital
International Journal of Economic Perspectives ISSN 1307-1637 © International Economic Society
http://www.econ-society.org

1743

International Journal of Economic Perspectives, 2017, Volume 11, Issue 1, 1743-1754 .
market, also, effect on the stock price of the company, whether there will be an increase in share prices or vice
versa. The problem in this study is whether there is a significant effect between the price earnings ratio, earnings
per share, book to market ratio, and gross domestic product partially and jointly to the stock price of the property
and real estate company in Indonesia Stock Exchange from 2012 -2014. The purpose of this study was to determine
the effect between the price earnings ratio, earnings per share, book to market ratio, and gross domestic product
partially and jointly to the stock price of the property and real estate company in Indonesia Stock Exchange from
2012 to 2014.
2. THEORETICAL BACKGROUND
Kieso and Weygandt (2007) stated that stock is the residual corporate interest that bears the ultimate risks of loss
and receive the benefit of success. According to Nurmayanti (2010), the stock price is the market price, which is
the selling price of one investor to another investor. Tandelilin (2010) believed that stock is an assets ownership
proof of the company that issued the stocks. Thus, stocks are securities traded on the stock market issued by a
limited liability company (PT), where the stocks state the owner of these stocks is also part-owner of the company.
Hidayat (2010) classified stock price as follow:
- Nominal Price: Any stocks issued by the company have a price. Nominal price of stocks is the listed price on the
stocks issued; this price will be used for accounting purposes which is record full paid capital.
- Initial Price: The initial price is the price that applies to investors who bought stocks at the time of the public
offering. Although the nominal price of the stock has been set, the price of its initial public offering in initial
market is not necessarily equal to the nominal price of the stocks. If the initial price is higher than the nominal
price, there will be a difference called as agio. Conversely, if the initial price is lower than the nominal price,
disagio will happen.
- Opening Price: The opening price is the prevailing stock price when the stock market opens for that day.
- Market Price: The market price is the price of stocks in the stock at the time. The market price is determined by
demand and offer that currently traded on the stock exchange. For the stocks that attractive to the investor,
movements of the stock market price are usually very fluctuating. In contrast, the stock that less attractive to
investors are usually have little movement on the stock exchange.
Price earnings ratio (PER) describes the market's appreciation towards the company's ability to generate earnings
(Darmaji, 2006). According to Ang (2007), the price earnings ratio is the ratio between the stock market prices by
its earnings per share (EPS) of the stock. High price earnings ratio indicates that investors are willing to pay a
premium for the company's stock price. Harahap (2007) believed that the price earnings ratio shows the ratio
between the stock price in the market and the initial price offered compared with the income received. Sangaji
(2003) explained that the price earnings ratio is the ratio of a company's stock price to earnings per share of the
company. Price earning ratio is a ratio that compares the market price per share (market price share) with earnings
per share. Price earning ratio is a result of the share price divided by its earnings per share. Price earning ratio
approach can be found based on the ratio of the stock market price to its earnings per share. This gives a result of
stock price ratio to earnings level. Price earning ratios also provide a benchmark of the stock so it is easier to make
estimates that will be used as input in the price earnings ratio (Tandelilin, 2010). High price earnings ratio indicates
a company's excellent achievements in the future that can be used by investors as a reference in the planting so
that the price earnings ratio can significantly affect stock returns of companies listed on the Stock Exchange.
Larson, et al (2011) reported that earnings per share, also called net income per share, it is the amount of income
earned per share of the company's outstanding common stock. This means that earnings per share can be called as
net income per share which is the amount of revenue generated from each of the company stocks that usually
deposited by the company. Besley and Brigham (2010) stated that "earnings per share are called 'the bottom line',
denoting that of all of the items on the income statement. This means that earnings-per-share is called the bottom
line which is the conclusion of the overall financial statements. Earnings per share (EPS) are also one way to
measure success in achieving benefits for shareholders in the company. The other results states that the most
important information for investors and securities analysis is earnings per share (Jogiyanto (2010). Earning, often
referred as accounting profits, is the profit or loss of the company's business activities in a period based on the
accrual calculation. Total earnings showed accrual accounting measurement to the changes of the company value,
which is the shareholder capital such as dividend distribution or issuance of ordinary stocks (Nichols and Wahlen,
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2004). EPS is a ratio that indicates how much profit (return) per share is obtained by investors or shareholders
(Darmadji, 2001).
According to Simamora (2000), EPS is the net income per share of common stocks outstanding during the period.
Earnings per share (EPS) is the ratio between the revenue generated (net income) and the number of outstanding
stocks. Earning per share (EPS) illustrates the company's profitability is reflected on each share. Earnings per share
figures derived from the financial statements presented by the company. According to Niswonger (2000), earning
per share are presented in the income statement because it is difficult to use the absolute amount of net income to
evaluate the profitability of the company if there is a significant change in the amount of shareholders' capital. In
such cases, the profitability of the company can be expressed by earnings per share. Niswonger (2000) also stated
that if a company only has common stocks outstanding, the earnings per share can be determined by dividing net
income with the number of ordinary stocks outstanding. However, if there is a preferred stock, net income is
reduced by the preferred stock dividends first before divided by the number of ordinary stocks outstanding.
Book-to-market ratio is the ratio between the book value of stocks in a company on the market price per share of
the company (Gitman, 2009). If the book to market value ratio is decreased, then this indicates that the value of
company stock valued above the book value (Nathaniel, 2008), or in other words the company value in the eyes
of investors will increase (Martono 2009). Higher company value will lead to increasing stock market prices so
that the stock return will also increase (Nathaniel, 2008). According to Ang (1997), book to market ratio is a ratio
that is used as an indicator to measure the performance of the company through its market price. Gitman (2009)
explained that market to book ratio is the ratio between the book value of a company compared to the market price
per share of the company. At the time of book to market ratio value increasing, then the company's stock price is
lower than its book value and stock price will be considered too low (undervalued) when compared to other similar
stock price. In such conditions, the investor will purchase stocks. It will create an opportunity for investors to
obtain capital gains in the future when the company's stock market value has increased (Margaretha and Damayanti
2008). Therefore, the lower book to market ratio value and the higher stock return will be received by investors.
Book-to-market ratio is a risk factor that must be considered by investors, because a high book to market ratio can
be an indicator that the company is still undervalued. Book to market equity ratio states the comparison between
book equity declared with company's market equity (Tandelilin, 2010). Fama and French (1995) defined that book
to market equity as book common equity for the fiscal year ending in calendar year (t-1), divided by market equity
at the end of December of the year (t-1). Book-to-market equity ratio is calculated by dividing the equity per share
with the December (end of year) closing price to divided company into two which is companies with a low book
to market ratio and high book to market ratio.
Gross domestic product (GDP) is the market value of all final goods and services produced in a country within a
period of time. However, in the GDP there are some things that are not included such as the value of overall
activities that occur outside the market, environmental quality and income distribution. Therefore, GDP per capita
is the amount of GDP compared with the population in a country. It is a better tool that can tell us what happened
on the average population or the living standard of citizens (Mankiw, 2006). Gross domestic product is the most
concerned economic statistics because it is considered as the best single measurement of the welfare of the
community. The underlying thing is that GDP measures two things at once: total income of everyone in the
economy and the total state expenditure for purchasing goods and services results from the economy. GDP can
perform measurements of total revenue and expenditure because the overall economic income must be equal to
the overall economic spending (Mankiw, 2006).

ܻ ൌ  ܥ  ܫ  ܩ ܰܺ

(1)

Where GDP, shown as Y, is divided into four components: consumption (C), investment (I), government purchases
(G), and net exports (NX). This equation is an identity equation that is certainly true views from how the equations
variables elaborated. The components are:
1. Consumption which is expenditures for goods and services by households.
2. Investments which is the purchase of goods that will be used to produce more goods and services.
3. Government purchases which includes expenditures for goods and services by local governments, state, and
central (federal).
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4. Net export which is equal to the purchase of products in the country by foreigners (exports) minus purchases of
products abroad by nationals (import) (Mankiw, 2006).
Stock price is the share value that determines profit value of the company that issued the stocks and changes or
movement of the share price determined by the number of requests and offers made on the stock market. Based on
the theoretical basis that was discussed earlier regarding investor behavior using the price earnings ratio, earnings
per share, book to market ratio, and gross domestic product, a theoretical framework can be described as follows:

Figure 1.
Research Framework
Figure 1 is explaining the effects of price earning ratio, earning per share, book to market ratio, and gross domestic
product as independent variables on stock price. Companies with high growth opportunities have a high price
earnings ratio, and it indicates that the market expects earnings growth in the future. Instead, the company with a
low growth rate tends to have a low price earnings ratio as well. The lower the price earnings ratio of a stock gets,
the cheaper its price to invest. So the lower the price earnings ratio, the cheaper it cost to purchase the stocks and
resulted to a better performance per share in generating profits for the company. The better performance per share
will affect many investors to buy the stock. The first hypothesis can be developed as follow:
H1: price earning ratio has effect on stock prices.
EPS is the ratio of after-tax income divided by the number of outstanding stocks. EPS illustrates the company's
ability to generate net gain on each share. Increasing EPS indicates that the company able to increase prosperity
of the investors and encouraged them to increase the amount of capital invested. The second hypothesis can be
developed as follow:
H2: earning per share has effect on stock prices.
Market ratio reflects investors' assessment for all aspects of corporate performance in the past and expected future
(Brigham and Houston, 2009). One of the measurements of the market ratio is the book to market ratio. This ratio
is the comparison between the book value of stocks with the stock market price (Gitman, 2009; 394). Book-tomarket ratio is viewed as a ratio that can be used to predict stock prices for using in the stock market price
measurement. The higher stock market price cause more successful for company in creating value for investors,
so, profits received by the investors also increased (Fama and French 1995). The third hypothesis can be developed
as follow:
H3: book to market ratio effect on stock prices.
Increasing GDP is a good signal (positive) for investment and vice versa. Increasing GDP has a positive effect on
the consumer purchasing power, thereby increasing the demand for the company's products. An increasing demand
for the company's products will increase company profit and could ultimately improve the company's stock price.
The fourth hypothesis can be developed as follow:
H4: gross domestic product effect on stock prices.
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In the following sections, we will explain testing the hypotheses in details.
3. RESEARCH METHODS
The dependent variable in this study is stock price, while independent variables in this study are price earnings
ratio, earnings per share, book to market ratio, and gross domestic product. The populations used in this study are
all property and real estate companies listed on the Indonesia Stock Exchange in 2012 to 2014. For the sample
selection, purposive sampling method was used, it is sample selection based on the criteria that have been set.
The criteria used in this study are: 1. property and real estate company that has been listed in the Indonesia Stock
Exchange during 2012 to 2014; 2. companies that provide financial statements and disclosure of data concerning
the price earnings ratio, earnings per share, book to market ratio in full and successively during 2012 to 2014; 3.
the financial statements are presented in units of currency. Data processing techniques will be performed with the
SPSS software by conducting classic assumption test to see the feasibility of using the regression model and the
feasibility of the independent variables. The classical assumption test including normality test, autocorrelation test,
multicollinearity test, and heteroscedasticity test. Hypotheses testing is performed in this study consists of t-test
(partial test), F-test, and multiple coefficient of determination test (R2 test). The regression analysis used to test
whether the data of the sample is strong enough to describe the population or not, and whether it generalization
about a population can be done based on the sample results.
4. RESULTS AND DISCUSSION
The test results of classical assumptions that have been done concluded that the regression model used in this study
is feasible because the regression model has been free from the normality problem, no multicollinearity, no
autocorrelation, and also no heteroscedasticity. Furthermore, multiple linear estimation tests can be tested and
interpreted in Table 1.
Table 1. Simple Regression Result
Coefficientsa
Model
1 (Constant)
PER
EPS
Book to Market Ratio
PDB

Unstandardized Coefficients
B
Std. Error
1166.862
544.166
.118
.200
8.898
.348
10.249
3.823
218.989
97.741

Standardized Coefficients
Beta
.013
.890
.089
.053

a. Dependent Variable: Stock price

Based on the output linear regression above, the multiple regression analysis model used in this study can be
formulated as follows:
Stock Price = 1166.862 + 0.118 PER + 8.898 EPS + 10.249 Book to Market Ratio + 218.989 PDB

(2)

From the regression equation, it can be expressed:
a) Constant number of 1166.862 shows that if there are no independent variables of price earnings ratio, earnings
per share, book to market ratio, and gross domestic product that effect on the stock price, Then, stock price will
show a figure by 1166.862.
b) Price earning ratio is 0.118, indicates that if earnings per share, book to market ratio, and gross domestic product
stay constant, any increase in price earning ratio would increase the share price by 0.118.
c) Earnings per share is 8.898, showed that if the price earnings ratio, book to market ratio, and gross domestic
product stay constant, any increase in earnings per share will increase the share price by 8.898.
d) Book-to-market ratio is 10.249, indicates that if the price earnings ratio, earnings per share, and gross domestic
product of are constant, any increase in book to market ratio increase the share price by 10.249.
International Journal of Economic Perspectives ISSN 1307-1637 © International Economic Society
http://www.econ-society.org

1747

International Journal of Economic Perspectives, 2017, Volume 11, Issue 1, 1743-1754 .

e) Gross domestic product is 218.989, indicates that if the price earnings ratio, earnings per share, and book to
market ratio is constant then any increase in the value of gross domestic product increase the share price by
218.989.
Hypotheses testing of the study aims to prove the influence of the price earnings ratio, earnings per share, book to
market ratio and gross domestic product on stock price. The testing has been done by using pooled data either
together or partially against each studied variable. Regression analysis with α = 5% of variables is presented in
Table 2.
Table 2. Hypothesis Test Results
Coefficientsa
Model
1 (Constant)
PER
EPS
Book to Market Ratio
PDB

Unstandardized Coefficients
B
Std. Error
-1166.862
544.166
.118
.200
8.898
.348
10.249
3.823
218.989
97.741

Standardized Coefficients
Beta
t
-2.144
.013
.589
.890
25.566
.089
2.681
.053
2.240

Sig.
.035
.557
.000
.009
.028

a. Dependent Variable: Stock price

Based on Table 3, the partial test of price earnings ratio on stock price gives p-value of 0.557 which is greater than
5% significance level ( = 0.05). This shows that the price earnings ratio on stock price has no significant effect
by its population. Partial testing of earnings per share on stock price gives p-value of 0,000 which is less than the
5% significance level ( = 0.05), suggesting that the influence of earnings per share to the share price is significant.
Partial test for book to market ratio on stock prices resulted in p-value of 0.009 which is less than the 5%
significance level ( = 0.05), it means that the book to market ratio gives significant influence to the share. Gross
domestic product to the stock price yield p-value of 0.028 which is less than the 5% significance level ( = 0.05),
it indicates that the influence of the gross domestic product on the share price has a significant influence.
The purpose of F-test is to determine whether there is a significant effect between the price earnings ratio, earnings
per share, book to market ratio, and gross domestic product simultaneously on stock price of the property and real
estate company listed in the Indonesia Stock Exchange during the period 2012 to 2014. Hypotheses testing is done
by using multiple linear regression analysis with SPSS 22.0. To test simultaneously, analysis of each regression
coefficient was conducted. The results of multiple linear regression analysis can be seen as follows.
Table 1. F-Test Statistic Result
Modela
1
Regression
Residual
Total

Sum of Squares
295746255.927
11797730.923
307543986.851

Df
4
82
86

Mean Square F
73936563.982 513.895
143874.767

Sig.
.000b

a. Dependent Variable: Stock price, b. Predictors: (Constant), GDP, PER, Book to Market Ratio, EPS

Based on the results in Table 4, p-value is 0,000 which is less than the 5% significance level ( = 0.05). This
shows that the influence of variable price earnings ratio, earnings per share, book to market ratio, and gross
domestic product on stock price simultaneously gives significant influence. It also means that the null hypothesis
(Ho) is rejected, meaning that the hypothesis that there is no influence between variable price earnings ratio,
earnings per share, book to market ratio, and gross domestic product on stock price was rejected and the alternative
hypothesis (Ha) is accepted, so, the hypothesis is supported by empirical evidence.
Correlation coefficient (R) is used to determine how strong the relationship is between two or more independent
variables, which is the price earnings ratio, earnings per share, book to market ratio, and gross domestic product
on dependent variable. Coefficient values is ranging from -1 to 1, if the coefficient value is -1 or 1, means that the
relationship between two or more variables is getting stronger. Conversely, if the value is close to 0 means the
relationship between two or more variables is getting weaker. A positive value indicates that the relationship is in
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the same direction, while negative values indicate inverse relationship. The result of the correlation coefficient (R)
can be seen in Table 4.
Table 2. Correlation Coefficient Test Result
Modelb
1

R
.981

R Square Adjusted R Square Std. Error of the Estimate
a

.962

.960

379.30827

a. Predictors: (Constant), GDP, PER, Book to Market Ratio, EPS, b. Dependent Variable: Stock
price

Based on Table 4, the R value is 0.981. This shows that there is a strong and positive correlation relationship
between price earnings ratio, earnings per share, book to market ratio, and gross domestic product variables on the
stock price. The determination coefficient test (adjusted R-square) aims to measure how far the ability of the model
to explain the dependent variable variations. The determination coefficient value is between zero and one. The
coefficient of determination (adjusted R-square) with its value approaching one indicates that the price earnings
ratio, earnings per share, book to market ratio, and gross domestic product variables can provide almost all the
information to predict stock prices. While if the value of determination coefficient (adjusted R square) is small
means that the ability of the price earnings ratio, earnings per share, book to market ratio, and gross domestic
product variables for predicting stock prices is very limited. The determination coefficient (adjusted R-square) is
as follows:
Table 3. Determination Coefficient Test (R2)
Modelb R
1
.981a

R Square

Adjusted R Square

Std. Error of the Estimate

.962

.960

379.30827

a. Predictors: (Constant), GDP, PER, Book to Market Ratio, EPS, b. Dependent Variable: Stock price

Table 5 shows that the determination coefficient (adjusted R-square) has a value of 0.960. This shows that 96.0
percent of predicted stock price can be explained by the four independent; price earnings ratio, earnings per share,
book to market ratio, and gross domestic product while the remaining 4 percent is explained by other factors
outside the regression model.
5. CONCLUSION
The purpose of this study is to determine the effect of price earning ratio, earning per share, book to market ratio,
and gross domestic product on stock price of the property and real estate sector listed in Indonesia Stock Exchange
in 2012 to 2014. The results of multiple linear regression analysis showed that the price earnings ratio, earnings
per share, book to market ratio, and gross domestic product simultaneously effect on stock prices in the real estate
and property sector. Assessment of the price-earnings ratio effect on stock price showed no significant effect. It
can be seen from the results of t-test analysis; on price earnings ratio variables it produces significant t-value
greater than the significance value (0.557> 0.05). So, it can be concluded that the price earning ratio variables do
not have effect on stock prices significantly. The effect of earnings per share on stock price testing showed a
significant effect. It can be seen from the results of the t-test at earning per share variable which resulted in
significant t-value is less than the significance value (0.000 <0.05), it can be concluded that earning per share
variable has significant influence on stock prices.
Testing the influence of book to market ratio on the stock price showed a significant effect. It can be seen from
the results in the t-test of book to market ratio variable that produces sig t smaller than the significance value (0.009
<0.05), which can be concluded that book to market ratio variables have a significant effect on stock prices. Gross
domestic product effect on to stock price, test also showed a significant effect. It can be seen from the results of
the t-test on the gross domestic product variable that generates sig value t-value is less than the significance value
(0.028 <0.05), which can be concluded that the variable gross domestic product effect on stock prices significantly.
The R value of 0.981 point shows that there is a strong and positive correlation relationship between the price
earnings ratio, earnings per share, book to market ratio, and gross domestic product on the stock price. Adjusted
R-square of 96.0% indicates that 96.0% of the price earnings ratio, earnings per share, book to market ratio, and
International Journal of Economic Perspectives ISSN 1307-1637 © International Economic Society
http://www.econ-society.org

1749

International Journal of Economic Perspectives, 2017, Volume 11, Issue 1, 1743-1754 .
gross domestic product can be explained by the independent variables used in this study, while the remaining 4%
is explained by other factors. Earnings per share variable have the most significant effect in this study compared
with the book to market ratio and gross domestic product variables. There are several limitations that are listed as
follow:
1. The period of observation for further research should be longer than the observation period in this study. It aims
to strengthen the research results.
2. This research only select property and real estate sector. For further research, we recommended to select sample
companies in other sectors listed on the Stock Exchange.
3. This study only uses price earnings ratio, earnings per share, book to market ratio, and gross domestic product
growth as an indicator of stock price index of the property sector, although there are still many other factors that
could effect on stock price. Conditions of price earning ratio, earnings per share, and book to market ratio tends to
fluctuate, even some companies experienced a negative trend. Companies need to increase the company's revenues,
so, investors are interested in investing and stock price will gets higher value.
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