1

Manufacturing Industry

Indramaja Tamigau Sambel(2!

Hasanuddin University, Makassar, Indonesia
indra.tamigau@gmail.com

Abstract. This study investigates the effect of Dividend Per Share (DPS) and
Earnings Per Share (EPS) on stock prices in the manufacturing sector of
companies listed on the Indonesia Stock Exchange (IDX) in 2021. Employing a
quantitative approach, multiple linear regression analysis was used to examine
the relationships between the independent variables, DPS and EPS, and the
dependent variable, stock prices. The results reveal that while DPS and EPS
jointly have a significant influence on stock prices, EPS exhibits a more
substantial and statistically significant impact when considered individually. This
finding aligns with signalling theory, which suggests that higher profitability, as
reflected in EPS, serves as a positive signal to investors regarding the future
prospects of a company. The research also shows that DPS, while not significant
on its own, plays an important role when combined with EPS, contributing to
investor confidence and the overall stability of stock prices. These findings imply
that investors in Indonesia’s manufacturing sector tend to prioritise profitability
over dividend payouts when making investment decisions, although dividend
policy remains a secondary but supportive factor in the valuation process. This
study contributes to the growing body of literature on stock price determinants
by providing empirical evidence from an emerging market context, specifically
the Indonesian manufacturing industry. The results underscore the critical role of
earnings in driving stock valuations and offer practical insights for investors and
corporate managers in emerging economies.
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Earnings Power and Dividend Strategies: An Empirical
Investigation of Their Joint Impact on Stock Prices in the

The capital market plays a critical role in supporting modern economies,
where stock prices are often regarded as a primary indicator of corporate

performance. Stock prices reflect investors' assessments of a company's

future prospects, influenced by various fundamental factors such as
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Dividend Per Share (DPS) and Earnings Per Share (EPS) [1,2]. A
comprehensive analysis of the relationship between these variables is
essential to provide insights for investors in making informed investment
decisions.
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Dividend Per Share (DPS) represents the cash dividend paid by a
company per share to its shareholders. Corporate dividend policy
provides a significant signal to the market regarding the company's
financial stability and performance [3,4]. Signalling theory, which posits
that dividends are often viewed as a signal of a company's financial
strength, is one of the main theories used to evaluate this relationship.
High or stable dividends indicate that a company has sufficient cash flow
to sustain its operations and satisfy its shareholders, which can enhance
investor confidence and subsequently, stock prices [5,6].

On the other hand, Earnings Per Share (EPS) measures a company's
net profit generated for each outstanding share, making it one of the key
indicators of corporate profitability [7]. A high EPS suggests strong
profitability, which theoretically increases the attractiveness of a
company's stock in the eyes of investors [8]. The relationship between
EPS and stock prices has been widely studied in financial literature, with
several studies indicating a significant positive correlation between EPS
and stock prices [9,10].

Signalling theory plays a pivotal role in predicting the relationship
between DPS, EPS, and stock prices. According to this theory, companies
strategically utilise dividend policy and earnings performance to send
positive signals to investors regarding the company's prospects [11].
Investors respond to these signals by adjusting their valuation of the
company's stock, which ultimately affects its stock price [12,13].

In the context of the manufacturing sector, Dividend Per Share (DPS)
and Earnings Per Share (EPS) are two critical indicators frequently used to
assess corporate performance [14,15]. The manufacturing sector in
Indonesia is one of the primary drivers of national economic growth and
attracts investors due to its long-term stable growth potential [16].
However, studies examining the relationship between DPS, EPS, and
stock prices in Indonesia's manufacturing sector remain limited,
warranting further investigation to understand how these variables
impact stock prices in this sector [17].

This study aims to explore the effect of Dividend Per Share (DPS) and Earnings
Per Share (EPS) on the stock prices of manufacturing companies listed on the
Indonesia Stock Exchange (IDX) in 2021. By employing a quantitative approach, this
research will provide additional insights for investors and financial practitioners on
the significance of DPS and EPS as indicators in the valuation of corporate stock
prices. Furthermore, this study is expected to contribute to the development of

financial management and investment literature, particularly in Indonesia's
manufacturing sector.
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2 Literature Review

Signalling theory is a fundamental basis used in this study to understand
the relationship between Dividend Per Share (DPS), Earnings Per Share
(EPS), and stock prices. This theory, first introduced by Spence (1973), in
the context of corporate finance, explains that dividend policy and
earnings performance are signals sent by companies to the market
regarding their future prospects [18]. When a company distributes
consistent dividends or increases its EPS, investors often view this as a
positive signal concerning the company's stability and future growth.
Research conducted by Baker et al. [19] confirms this theory, showing
that dividend policy plays a crucial role as a signalling mechanism for
investors in determining a company's value.

Furthermore, companies that consistently distribute dividends demonstrate a higher
level of trust among investors. Empirical studies by Allen and Michaely [20] show
that companies with consistent dividend distributions tend to have more stable stock
prices and exhibit positive long-term growth. This supports the view that stable
dividend policy can enhance a company's value and stock price. Al-Najjar and
Kilincarslan [21] also demonstrate that companies that pay larger dividends compared
to their competitors are more likely to attract greater attention from investors, thereby
increasing their stock prices.

In addition to dividends, Earnings Per Share (EPS) is a critical indicator used to
assess a company's financial performance. EPS reflects the net profit generated by the
company for each outstanding share and is often used by investors as a tool to
evaluate a company's profitability. Research by Farooq and Jebran [22] indicates that
EPS significantly influences stock prices. Companies with high EPS are generally
perceived as more profitable, thus increasing the attractiveness of their stocks in the
eyes of investors. This finding is consistent with the results of Wang et al. [23], who
found that EPS is a crucial determinant of stock value in the capital market.

Empirical literature shows that DPS and EPS not only affect stock prices
independently but also simultaneously. In a study conducted by Habib et al. [24],
DPS and EPS were found to have a significant simultaneous effect on stock prices.
This research provides evidence that dividend policy and corporate profitability are
two complementary variables in determining a company's market valuation. Similar
research by Al-Tamimi et al. [25] demonstrates that DPS and EPS jointly contribute
to stock price appreciation in the manufacturing sector. Additionally, this study found
that DPS can act as a stabiliser when EPS fluctuates, helping to maintain stock price
stability.

Previous research provides a solid foundation for exploring the relationship
between DPS, EPS, and stock prices. Based on the theoretical and empirical findings
mentioned above, this study hypothesises that:

H;j: Dividend Per Share (DPS) has a significant effect on stock prices.

H;: Earnings Per Share (EPS) has a significant effect on stock prices.
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Hi: Dividend Per Share (DPS) and Earnings Per Share (EPS) jointly have a
significant effect on stock prices.

3 Methodology

This study employs a quantitative approach to examine the effect of Dividend Per
Share (DPS) and Earnings Per Share (EPS) on stock prices of manufacturing
companies listed on the Indonesia Stock Exchange (IDX) in 2021. Several stages
were undertaken to achieve this objective, including sampling selection, data
collection, and statistical analysis techniques.

This research is of a causal nature, aiming to explain the cause-and-effect
relationship between the independent variables, namely DPS and EPS, and the
dependent variable, stock prices. Causal research is used to understand the extent to
which changes in DPS and EPS influence stock prices, as proposed by Ross et al.
[26] and implemented in various empirical studies on financial variable relationships
[27,28].

The population in this study consists of all manufacturing companies listed on the
IDX in 2021. Based on specific criteria, such as the availability of complete and
consistent financial reports during the research period, and companies that distributed
dividends for three consecutive years, a sample of 49 manufacturing companies was
selected. A purposive sampling technique was employed, following the empirical
approach used by Al-Najjar and Kilincarslan [21] and Baker et al. [19], where the
sample was selected based on characteristics deemed relevant to the research
objectives.

The data used in this study are secondary data obtained from the annual financial
statements of manufacturing companies listed on the IDX. The data collected include
DPS, EPS, and stock prices in 2021. DPS and EPS were directly taken from the
company's income statement, while stock price data were retrieved from the daily
stock trading summary available through reliable sources such as Bloomberg and
Yahoo Finance [24,29]. The use of secondary data from financial reports is
considered valid and reliable for quantitative analysis, as outlined by Ross et al. [26]
and Baker et al. [19].

The dependent variable in this study is stock price, defined as the closing price of
the company's stock at the end of 2021. The independent variables include Dividend
Per Share (DPS), calculated as the ratio of cash dividends paid per share outstanding,
and Earnings Per Share (EPS), which measures the net profit generated by the
company per share outstanding during a given accounting period.

Before conducting regression analysis, classical assumption tests were performed
to ensure the validity of the data. The classical assumption tests included:

Normality Test: To ensure that the residual distribution follows a normal
distribution, a normality test was conducted using the Kolmogorov-Smirnov test [30].

Autocorrelation Test: This test was conducted to detect the presence of
autocorrelation between the residuals, using the Durbin-Watson test [31].
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Multicollinearity Test: To ensure that there is no high correlation between
independent variables, the multicollinearity test was performed by examining the
Variance Inflation Factor (VIF) [32].

Heteroscedasticity Test: This test was conducted to ensure that the variance of the
residuals is constant, typically using the Glejser test [33].

Once the data met all classical assumption requirements, the analysis was carried
out using the multiple linear regression method to test the simultaneous and partial
effects of DPS and EPS on stock prices. The regression model used in this study is as
follows:

Y=B,+B, X,+B, X ,+e

Where:

Y = Stock price

X, =Dividend Per Share (DPS)

X, =Earning Per Share (EPS)

B, =Constant

B, , B,= Regression coefficients of the independent variables

e = Error term

The regression test was conducted to examine the simultaneous effect
of DPS and EPS on stock prices. The t-test was employed to evaluate the
partial effect of each independent variable on the dependent variable,
while the F-test was used to determine the simultaneous effect of the
independent variables on the dependent variable. The coefficient of
determination (R2RA2R2) was used to assess how much of the variation
in the dependent variable could be explained by the independent
variables [26,29]. All data analysis was conducted using IBM SPSS
Statistics, a widely-used software for quantitative research [24].

4 Result and Discussion

4.1  Descriptive Statistics

The statistical measurement of these variables needs to be conducted to provide a
general overview of the data, including the mean, maximum, minimum, and standard
deviation of each variable, namely Dividend Per Share (X1), Earnings Per Share (X2),
and Stock Price (Y). The results of the descriptive statistical test can be seen in Table
1 as follows:

Table 1 Descriptive Statistical Test of Research Variables

N Minimu Maximu Mean Std. o
m m Deviation
Dividend Per Share 49 1.00 2250.00 128.3837 334.59575

Earning Per Share 49 1.00 2913.00 282.1020 552.17439
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Harga Saham 49 138.00 42000.00 6264.96382 6264.96382

The results of the descriptive statistics, presented in Table 1, provide a general
overview of the minimum, maximum, mean, and standard deviation values of the
research variables, including Dividend Per Share (DPS), Earnings Per Share (EPS),
and stock prices. DPS exhibited a minimum value of 1.00 and a maximum value of
2,250, with a mean of 128.3873 and a standard deviation of 334.59575. This indicates
significant variability in the dividend policies of manufacturing companies listed on
the Indonesia Stock Exchange (IDX) during the research period. EPS ranged from a
minimum of 1.00 to a maximum of 2,913.00, with a mean of 282.1020 and a standard
deviation of 552.17439. A high EPS suggests greater profitability. Stock prices
ranged from a minimum of 138.00 to a maximum of 42,000.00, with a mean of
3,683.1837 and a standard deviation of 6,264.96382, indicating substantial variation
in stock prices across companies.

4.2 Classic Assumtion Test

Normality Test. The normality test was conducted to ensure that the
residuals from the regression model followed a normal distribution. The
Kolmogorov-Smirnov test was used to evaluate the normality of the data.
As shown in Table 2, the residuals initially did not follow a normal
distribution, as indicated by a significance value below 0.05.
Consequently, the raw data were transformed using the natural
logarithm (Ln). After the transformation, as seen in Table 2, the
Kolmogorov-Smirnov test indicated a significance value greater than
0.05, confirming that the residuals followed a normal distribution, thus
satisfying the normality assumption for the regression model [30].

Table 2 Normality Test
Coloum Value
N 49
Mean .0000000
Std. Deviation .80803327
Most Extreme Absolute .085
Positive .085
Negative -.059
Test Statistic .085
Asymp. Sig. (2-tailed) .200

Autocorrelation Test. The autocorrelation test was conducted using the Durbin-
Watson statistic to detect any correlation between residuals. As shown in Table 3, the
Durbin-Watson statistic of 2.166 suggests no autocorrelation in the regression model,

as values close to 2 indicate the absence of serial correlation [31].
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Table 3 Autocorrelation Test

Std.  Error

Adjusted R of the Durbin-
Model R R Square Square Estimate Watson
1 .801 .641 .625 .82541 2.166

Multicollinearity Test. To ensure there was no high correlation between the
independent variables, a multicollinearity test was performed by examining the
Variance Inflation Factor (VIF). Table 4 shows that the VIF values for DPS and EPS
were 3.718, indicating no multicollinearity, as the values are below the threshold of
10 [32].

Table 4 Multicollinearity Test

Unstandard
ized Standardized Collinearity
Model  Coefficients Coefficients t Sig. Statistics
(Constant) 4.807 323 14.863 <0.001
Tolerance: .269,
LN DPS .250 328 1.923 .061 VIF: 3.718
Tolerance: .269,
LN EPS 387 502 2.949 .005 VIF: 3.718
4.3  Hypothesis Test
Regression Analysis.
Table 5 Regression Test
Standardiz
ed
Unstandardized Coefficient
Model Coefficients S t Sig.
(Constant) 4.807 323 14.863 <0.001
LN DPS 250 328 1.923 .061
LN EPS 387 .502 2.949 .005

The multiple linear regression analysis was conducted to evaluate the simultaneous
and partial effects of Dividend Per Share (DPS) and Earnings Per Share (EPS) on
stock prices. The regression model, as presented in Table 5, is as follows:

Y =4.807+0.250X1+0.387X2

T-test (partial).
Table 6 T-test (partial)

Std.

Model B Error Beta t Sig. Tolerance VIF
(Consta

nt) 4.807 .323 14.863 <.001
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LN
DPS 250 130 328 1.923 .06l .269 3.718
LN EPS .387 131 502 2.949  .005 .269 3.718

The t-test was performed to evaluate the partial effects of each independent
variable on stock prices. As shown in Table 6, DPS had a t-value of 1.923 with a
significance level of 0.061, indicating that DPS does not have a statistically
significant partial effect on stock prices at the 5% significance level. Conversely, EPS
had a t-value of 2.949 with a significance level of 0.005, suggesting that EPS has a

significant effect on stock prices [28].

F-test (Simultaneous)
Table 7 F-Test (Simultaneous)

Model Sum of Squares df Mean Square F Sig.
Regression 55.952 2 27.976 41.063 <0.001
Residual 31.340 46 .681

The F-test was used to evaluate the simultaneous effects of DPS and EPS on stock
prices. As shown in Table 7, the F-value of 41.063 with a significance level of less
than 0.001 indicates that DPS and EPS jointly have a statistically significant effect on

stock prices [29].
Determination Coefficiant Test

Table 8 Determination Coefficient Test

Std. Error
Adjusted R of the Durbin-
Model R R Square Square Estimate Watson
1 .801 .641 .625 .82541 2.116

The coefficient of determination (R?) for the regression model was 0.641,
suggesting that 64.1% of the variation in stock prices can be explained by the
independent variables, DPS and EPS, while the remaining 35.9% is explained by

other factors not included in the model [26].

44 Discussion

The results of this study show that Earnings Per Share (EPS) has a significant partial
effect on stock prices, while Dividend Per Share (DPS) does not have a significant
partial effect. These findings align with the signalling theory, which suggests that
profitability (EPS) provides a stronger signal to investors regarding the future
performance of a company [18]. The significant effect of EPS highlights the
importance of profitability in influencing stock prices, as investors tend to prioritise
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earnings as a key indicator of a company’s financial health [22]. However, the
simultaneous effect of DPS and EPS on stock prices, as demonstrated by the F-test,
indicates that dividend policy still plays an important role as a signal of financial
stability for investors [23]. This finding is consistent with previous research that
identifies dividends as a mechanism to stabilise stock prices, particularly in the
manufacturing sector [25].

5 Conclusion

This study has examined the effect of Dividend Per Share (DPS) and Earnings Per
Share (EPS) on the stock prices of manufacturing companies listed on the Indonesia
Stock Exchange (IDX) in 2021. The findings from the multiple regression analysis
reveal that both DPS and EPS have a positive impact on stock prices, with EPS
demonstrating a statistically significant effect, while DPS does not exhibit a
significant partial effect. This indicates that investors place greater emphasis on
profitability (EPS) when assessing stock price movements, as it provides a clearer
signal of the company’s financial health.

The significance of EPS highlights its role as a key indicator for
investment decisions, consistent with signalling theory, which posits that
a company's profitability offers valuable information to the market [18].
Investors are likely to view higher EPS as a sign of better financial
performance, making the company's stock more attractive [22]. However,
while DPS did not have a significant partial effect, the simultaneous effect
of DPS and EPS, as confirmed by the F-test, suggests that dividend policy
remains an important factor in stock price determination, particularly in
reinforcing market perceptions of a company’s stability [19].

These results have important implications for investors and financial practitioners,
suggesting that greater attention should be given to profitability measures like EPS
when evaluating investment opportunities. For companies, the findings underscore the
importance of maintaining strong earnings to drive stock price appreciation. The
findings also suggest that dividend policy, while not as impactful as earnings in
isolation, still contributes to investor confidence when combined with profitability
metrics.

This study is subject to several limitations. First, it focuses solely on manufacturing
companies listed on the IDX, which limits the generalisability of the findings to other
sectors or regions. Additionally, the research only utilises two independent variables,
DPS and EPS, to explain stock price movements, leaving room for future studies to
incorporate other financial ratios, such as Return on Equity (ROE) and Price to
Earnings Ratio (PER), to provide a more comprehensive analysis.

Future research could extend the current study by applying it to a broader range of
sectors or using data from multiple years to capture longer-term trends. Incorporating
additional financial and macroeconomic variables, such as inflation rates or interest
rates, may also enhance the robustness of the analysis. By expanding the scope of
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research, future studies could provide deeper insights into the determinants of stock
price movements in different market contexts.

Reference

1.

10.

11.

12.

13.

14.

15.

16.

17.

18.

20.

21.

22.

23.

Fama, E.F., French, K.R.: The capital asset pricing model: theory and evidence. J Econ
Perspect 18(3), 25-46 (2004)

Sharpe, W.F., Alexander, G.J., Bailey, J.V.: Investments. 8th edn. Prentice-Hall (2010)
Baker, H.K., Powell, G.E.: Determinants of corporate dividend policy: a survey of NYSE
firms. Financ Pract Educ 10(1), 2940 (2000)

. Al-Najjar, B., Kilincarslan, E.: The effect of ownership structure on dividend policy:

Evidence from Turkey. Corp Gov Int J Bus Soc 16(1), 135-161 (2016)

Farooq, A., Jebran, K.: Corporate governance and dividend payout: Evidence from the
emerging markets of South Asia. J Asian Econ 66, 101156 (2020)

Baker, H.K., Veit, E.T., Powell, G.E.: Factors influencing dividend policy decisions of
Nasdagq firms. Financ Rev 36(3), 19-37 (2007)

Brigham, E.F., Daves, P.R.: Intermediate Financial Management. 12th edn. Cengage
Learning (2013)

. Ross, S.A., Westerfield, R.W., Jaffe, J.: Corporate Finance. 9th edn. McGraw-Hill/Irwin

(2010)

Habib, Y., Kiani, A.K., Khan, M.A.: Do earnings per share determine stock prices in
emerging countries? J Risk Financ Manag 13(9), 214 (2020)

Al-Tamimi, K.A.M., Hassan, A.F.M., Alwan, M.I.: The impact of earnings per share
(EPS) on stock price: an empirical study on banking sector in Iraq. J Asian Financ Econ
Bus 8(2), 695-702 (2021)

John, K., Williams, J.: Dividends, dilution, and taxes: a signalling equilibrium. J Finance
60(4), 1053-1070 (2005)

Allen, F., Michaely, R.: Payout policy. In: Constantinides, G.M., Harris, M., Stulz, R.
(eds.) Handbook of the Economics of Finance. Vol. 1. Elsevier, 337-429 (2003)

La Porta, R., Lopez-de-Silanes, F., Shleifer, A., Vishny, R.-W.: Agency problems and
dividend policies around the world. J Finance 55(1), 1-33 (2000)

Wang, M., Wu, Y., Yang, B.: Dividend policy and earnings management: a study of listed
companies in China. Front Bus Res China 4(1), 46-68 (2010)

Manurung, A.H., Pawirosumarto, S.: The effect of financial performance on stock prices
with dividend policy as intervening variables. Int J Eng Technol Manag Res 6(5), 12-24
(2019)

Tambunan, T.: Development of small and medium enterprises in ASEAN countries.
Readworthy Publications (2012)

Simorangkir, I.: Pengaruh dividen terhadap harga saham di sektor manufaktur. J Econ Bus
Indones 40(1), 75-85 (2020)

John, K., Williams, J.: Dividends, dilution, and taxes: a signalling equilibrium. J Finance
60(4), 1053-1070 (2005)

. Baker, HK., Powell, G.E., Veit, E.T.: Factors influencing dividend policy decisions of

Nasdagq firms. Financ Rev 36(3), 19-37 (2007)

Allen, F., Michaely, R.: Payout policy. In: Constantinides, G.M., Harris, M., Stulz, R.
(eds.) Handbook of the Economics of Finance. Vol. 1. Elsevier, 337429 (2003)

Al-Najjar, B., Kilincarslan, E.: The effect of ownership structure on dividend policy:
Evidence from Turkey. Corp Gov Int J Bus Soc 16(1), 135-161 (2016)

Farooq, A., Jebran, K.: Corporate governance and dividend payout: Evidence from the
emerging markets of South Asia. J Asian Econ 66, 101156 (2020)

Wang, M., Wu, Y., Yang, B.: Dividend policy and earnings management: a study of listed
companies in China. Front Bus Res China 4(1), 46-68 (2010)



Earnings Power and Dividend Strategies: An Empirical ... 1419

24. Habib, Y., Kiani, A.K., Khan, M.A.: Do earnings per share determine stock prices in
emerging countries? J Risk Financ Manag 13(9), 214 (2020)

25. Al-Tamimi, K.A.M., Hassan, A.F.M., Alwan, M.1.: The impact of earnings per share
(EPS) on stock price: an empirical study on banking sector in Iraq. J Asian Financ Econ
Bus 8(2), 695-702 (2021)

26. Ross, S.A., Westerfield, R.W., Jaffe, J.: Corporate Finance. 9th edn. McGraw-Hill/Irwin
(2010)

27. Habib, Y., Kiani, A.K., Khan, M.A.: Do earnings per share determine stock prices in
emerging countries? J Risk Financ Manag 13(9), 214 (2020)

28. Al-Tamimi, K.A.M., Hassan, A.F.M., Alwan, M.I.: The impact of earnings per share
(EPS) on stock price: an empirical study on banking sector in Iraq. J Asian Financ Econ
Bus 8(2), 695-702 (2021)

29. Farooq, A., Jebran, K.: Corporate governance and dividend payout: Evidence from the
emerging markets of South Asia. J Asian Econ 66, 101156 (2020)

30. Kolmogorov, A.: Sulla determinazione empirica di una legge di distribuzione. Giornale
dell’Istituto Italiano degli Attuari 4, 83-91 (1933)

31. Durbin, J., Watson, G.S.: Testing for serial correlation in least squares regression.
Biometrika 37(3/4), 409—428 (1950)

32. O’Brien, R M.: A caution regarding rules of thumb for variance inflation factors. Qual
Quant 41, 673-690 (2007)

33. Glejser, H.: A new test for heteroscedasticity. J Am Stat Assoc 64(325), 316-323 (1969)

Open Access This chapter is licensed under the terms of the Creative Commons Attribution-
NonCommercial 4.0 International License (http://creativecommons.org/licenses/by-nc/4.0/),
which permits any noncommercial use, sharing, adaptation, distribution and reproduction in any
medium or format, as long as you give appropriate credit to the original author(s) and the
source, provide a link to the Creative Commons license and indicate if changes were made.

The images or other third party material in this chapter are included in the chapter's
Creative Commons license, unless indicated otherwise in a credit line to the material. If material
is not included in the chapter's Creative Commons license and your intended use is not
permitted by statutory regulation or exceeds the permitted use, you will need to obtain
permission directly from the copyright holder.


http://creativecommons.org/licenses/by-nc/4.0/

	Earnings Power and Dividend Strategies: An Empirical Investigation of Their Joint Impact on Stock Prices in the Manufacturing Industry



