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ABSTRACT

Hakim, Luthfi A. (2005). Change in Inventory andFirm Valuation. Yogyakarta.
International Program, Faculty of Economics, Islamic University of Indonesia.

Fundamental analysis has been theprimary approach usedby security analysts for
making investment choices. It assumes that the value of a stock can be determined by
careful examinations of a stock can be determined by careful examination of fundamental
value drivers. Oneof the drivers is the informativeness change in inventory.

The purpose of this study is to examine whether knowledge of the
informativeness of change in inventory is useful for firm valuation and whether earning
positively influence stock price. A firm's change in inventory is informative if its
percentage in cost of good sold is positively and significantly associated with its lagone
percentage of production added to inventory (a measure of change in inventory, andother
firms). Analyses then are performed to examine the association between stock price and
earnings. Result consistently show that earning is correlate positively and significantly
with stock price, but the results also show the association is inconsistently lower for the
firm with informative change in inventory. Thus, the knowledge of informativeness of
change in inventory is not useful for firm valuation for firm that listed at Jakarta Stock
Exchange.

Key words: firm valuation, change in inventory, earnings, stock prices.



ABSTRAK

Hakim, Luthfi A. (2005). Change in Inventory andFirm Valuation. Yogyakarta.
International Program, Fakultas Ekonomi, Universitas Islam Indonesia.

Analisa Fundamental telah menjadi pendekatan utama yang digunakan oleh para
analis untuk membuat pilihan investasi. Diasumsikan bahwa nilai dari saham didapatkan
dari pengamatan secara hati-hati pada fundamental value driver-nya. Salah satu dari
driver-nya adalah informasiperubahandi persediaan.

Tujuan dari penelitian ini adalah untuk meneliti apakah pengetahuan tentang
informasi dari perubahan pada persediaan berguna untuk penilaian perusahaan dan
apakah laba akuntansi secara positif mempengaruhi harga saham. Perubahan pada
persediaan padasebuah perusahaan bernilai informasi apabila persentasi dari harga pokok
penjualan berhubungan secara positifdan signifikan dengan persentasi dari produksi yang
ditambahkan pada persediaan (sebuah pengukuran dari perubahan persediaan dan
perusahaan lainnya). Analisa kemudian dilaksanakan untuk meneliti hubungan antara
harga saham dan laba akuntansi. Hasilnya menunjukan bahwa laba akuntansi secara
konsisten mempengaruhi harga saham secara positif dan signifikan, tapi hasil lain
menunjukan bahwa hubungan antara harga saham dan laba akuntansi lebih rendah untuk
perusahaan yang bemilai infonnasi pada perubahan di persediaan. Jadi, pengetahuan
tentang informasi perubahan persediaan tidak terlalu berguna untuk penilaian perusahaan
untuk perusahaan yang terdaftar di Bursa Efek Jakarta.

Kata kunci: penilaian perusahaan, perubahan persediaan, labaakuntansi, hargasaham.



CHAPTER I

INTRODUCTION

1.1. Study Background

The global economic condition of the world market gives a huge impact

on economic condition for all countries, including Indonesia. Stock market as a

place in which the stocks were traded will be easily responded to those changes,

as the result from the interaction between the firm and investor that occurred due

to resources dependency. Furthermore, the interactions are intended for mutual

benefits toward all of the sides, as the firm needs an investment from the

investors, in the other hand the investors expect abenefit from their investment In

general, stock market has a function to mobilize the investment flows to the firm

listed in stock market. The function ofstock market will perform effectively when

investors posses the sufficient financial information about the targeted firms in

which their investment will be allocated.

The availability ofstock market information for the investor is very crucial

because it leads the investors to a good decision making in term ofthe stock.

There are two kinds of information, technical information and fundamental

information. Firstly, technical information provides the market information and

other macro economic information such as inflation rate, currency rate, economic

and politic condition, etc. Secondly, fundamental information provides the

information about the performance and internal information ofthe firm.



In term of decision making process, investors should consider two main

factors, expected returnand risk of stocks. Investors always determine an efficient

portfolio, as it has been suggested in Markowitz's portfolio theory (Jogiyanto:

2003), it is stated that efficient portfolio is the portfolio which gives the highest

expected return in a certain value of risk. Hence, investors need information to

reduce the uncertainty in the decision making process of their investment, to

predict the future cash flows. Accounting information, especially financial

statement, is one type of information available to be used by the investorand the

creditors. Financial statement as the final result of the accounting process is

designed to give information that supports thedecision making process.

According to White, Sondhi and Fried (1997), the objective of financial

report is to provide information about financial position, performance, which can

be used by the users in decision making process. Generally, financial statement

includes balance sheet, income statement, statement of cash flows, and statement

of owner's equity or statement of retained earning. Statement of owner's equity or

statement of retained earning is useful to predict the ability of the company to

increase their funding sources. This statement of owner's equity explained about

the increase and decrease of net assets during the period. Inventory is an active

element on the operational of the manufacturing company, whereas purchasing

and selling of the inventory are transactions that often happened. The selling of

inventory with marking up on cost is the main activity of the company. In the

determination of the profit, cost of good sojd is the main deductive variable to the

selling revenue. Besides, the biggest investment of manufacturing company is on



inventory. This research tries to investigate whether statement of changing in

earning and the statement ofchanging ininventory effect the firm valuation.

Bernard and Noel [1991] investigate the ability ofinventory disclosures to

predict future sales and earnings. The study concentrates on seven industries for

which firms disclose raw materials (RM), work-in-process (WIP), and finished

goods (FG) inventory balances. Structure is added to the analysis by drawing on

several economic models ofinventory management in order to generate expected

inventory balances. The FG inventory investment decision is characterized as one

of "maximizing expected future cash flows by choosing levels of production

(possibly for the future, ifpre-commitment is necessary)". Thus, changes in the

level ofFG inventory may be informative about future sales and profitability. In

addition, changes in WIP inventory may be informative about management

expectations. Several findings are noteworthy, first, inventory disclosures contain

information useful in the projection of future sales and earnings beyond what

included in the time series ofpast sales and earnings alone. While an unexpected

change in total inventory is a negative indicator of future earnings and profit

nun-gins, it is a positive leading indicator for sales. For retailers, this seemingly

inconsistent finding is attributed to the need to "dump" inventory jn response to an

unexpected decline in demand. Second, the effect on future sales differs fpr

changes in FG versus WIP and RM inventories. For instance, in WIP and RM the

positive relation between inventory change and future sales is the strongest.

Lev and Thiagarajan (1993) have searched and generated 12 signals for

fundamental analysis. One of the signals increases in inventory, measured by



percentage change in inventory value minus percentage change in sales (referred

by Jiambalvo, Noreen and Shelvin (1997) as PCIS) their result shows that

increase in inventory is negatively associated with 12 months excess stock returns,

i.e., aresult that is consistent with that implied in Bernard and Noel (1991)

Jiambalvo, Noreen and Shelvin (1997) have studied the association

between cumulative abnormal return (CAR) over a 12 months windows with the

increase in inventory, measured by the change in percentage ofproduction added

to inventory (CPAI). Their results show that CPAI is positively associated with

CAR.

The purpose of this study is to examine whether knowledge of the

informativeness of change in inventory is useful for firm valuation purposes. The

concept ofprior studies, particularly those in Lev and Thiagarajan (1993) and

Jiambalvo, noreen and Shelvin (1997), are reconciled to define the

informativeness ofchange in inventory. The sarnplefirms are divided into two

groups: group 1 consist of firms with positive and significant association between

percentage change in cost of good sold and lag one percentage of production

added to inventory while group 0consist ofother firms. It is hypothesized that the

association between stock price and earnings is higher for the firm in group 1

because (1) besides affecting the cash component of earnings, their current

inventory change is proportionate and can better support future cost of good sold

and sales (Lev and Thiagarajan, 1993), i.e., the change has ahigher sustainability,

and (2) the quality ofreported earnings derived from subtracting cost ofgood sold

and other expense from sales, therefore, is also higher.



This study uses a research methodology that is fundamentally different

from those in prior studies in two respects. First, it classifies firms into two groups

while Lev and Thiagarajan (1993), and Jiambalvo, Noreen and Shelvin (1997) do

not. Second, it uses the valuation approach to examine the association between

firm value and earnings while Lev and Thiagarajan (1993), and Jiambalvo,

Noreen and Shelvin (1997) use the cumulative abnormal returns approach to study

the incremental value ofincrease in inventory over earnings.

Therefore, this research tries to present further information to determine

this issue conducted at Jakarta Stock Exchange.

1.2 Problem Formulation

Refer to the research background that stock price reflect the condition of

the firm, hereby, problem formulation ofthis research will be assessed as follow:

"Do changing in earning and changing minventory influence firm vaiuationr

13 Research Objectives

The objective of this research is to identify whether changing in earning

and changing inpercentage ofinventory give an effect to firm valuation.

•1.4 Limitation of Research Area

In order to maintain the focus of this study, several limitations should be

acknowledged. In this study the writer makes some limitation in the investigation,

it focuses on the fact whether knowledge of the informativeness of change in



inventory is useful for firm valuation purposes. In this case the research is

conducted on Indonesian manufacturing company with some scope limitations,

which are:

1. Manufacturing company that is still operating until 2003, listed and

actively traded inJSX and published financial report from 1997-2002.

2. Income used in this research is annual net income excluded discounted

operation, extraordinary items, change inaccounting principle.

3. Inventory used in this research change in percentage ofproduction added

to inventory (CPAI).

1.5 Research Contribution

This research is about changing in inventory and firm valuation of

manufacturing company listed inJSX It could give several contributions:

1. For investors, new investors, shareholders, creditors-, this research can

contribute one important consideration whenever they want to set their

economic decision based on earning and inventory informatiorr.

2. This research is expected to give contribution to enrich the divining

manual and enrich previous research on changing in inventory andfirm

valuation.

3. For the researcher, this research can change the writer perspective toward

the role of changing in inventory in a company, so that the writer can

finally realize that some aspect can motivate the changing in. inventory

choice ofa company.



1.6 Definition of Term

Key words: Inventory, stock price, and earnings. The writer will elaborate

more about these terms as follows:

Inventory is merchandise owned by the company in a certain period, for

the intention of resale, directly or through process of production in normal

operation cycle; includes work in process inventory or raw material inventory

(Jusup, 1987).

Stock price is the price of the stock that recorded at the end of the

transaction date (closingprice). According to SAK, stock price is the market price

on transaction date for company that listed on stock market, or fair value that

determined by end of board of directors meeting for stock that does not have

market value.

Earnings is the extend to which a company could consume product over

time and be as well off at the end of the period as it was at the beginning,

according to economic theory. Financial reporting uses that premise as a guide for

income measurement. Capital invested at the beginning ofa reporting period less

net assets owned at the end ofthat time equals income from a financial reporting

perspective.



CHAPTER II

REVIEW OF RELATED LITERATURE

Why are financial statements useful? Because they help investors and

creditors to make a better decision. Financial statements are, at best, only an

approximation ofeconomic reality because ofthe selective reporting ofeconomic

event by the accounting system, compounded by alternative accounting methods

and estimates. The tendency to delay accounting recognition of some transactions

and valuation changes means that financial statements tend to lag behind reality as

well.

2.1. Need for Financial Statements Analysis

Financial reporting system indeveloping countries, such as Indonesia, is not

as complex as United States financial reporting system. Financial reporting in

Indonesia and many changing markets have evolved substantially during the last

ten years, with an increasing emphasis on providing information useful to both

domestic and foreign creditors and equity investors (White, Sondhi and Fried,

1997).

White, Sondhi and Fried (1997) also argued that in an ideal world, the user

offinancial statements could focus only on the bottom lines offinancial reporting:

net income and stockholders' equity. If financial statements were comparable

among companies (regardless ofcountry), consistent over time, and always fully

reflected the economic position ofthe firm the financial analysis would be simple.



2.2. Financial Statements Users

According to Carmichael, Lilien, and Mellman (1996) there are two main

financial statementsusers, which are internal and external user, internal user is the

management of the company, which is the one that run the business and prepares

company's financial statements.

External users of financial statements encompass a wide range of interests

but can be classified in three general groups. (1) Investors-both creditors and

equity investors; (2) government-regulatory bodies, tax authorities, the executive

and legislative branches; and (3) the general public and special interest groups-

labor unions, consumergroups, and so on.

2.3. The Financial Reporting System

The financial reporting system is not perfect. Economic events and

accounting entries do not correspond precisely; they diverge across the

dimensions of timing, recognition, and measurement. Financial analysis and

investment decision are further complicated by variations in accounting treatment

among countries ineach of these dimensions (White, Sondhi andFried, 1997).

Financial analysis process including research various kind of relevant

formal and informal data is important for the analytical objective ofunderstanding

cash flows pattern more specifically. Several data are general for most financial

analysis type, while otheris given specific information.

According to Helfert (1993) the most general form of the basic published

financial information of a company, except proprietorship company, is a series of



financial reporting under Certified Public Accountant guideline and under capital

market commission surveillance, in Indonesia it is called Capital Market

Supervisory Board (Bapepam). These series of report commonly consist of

balance sheet for certain date, income statement for certain period, and statement

ofcash flows for the same period. Special reporting that explains about owners'

equity is commonly presented.

Financial report is a basis for most analytical effort in a business. Thus,

knowing the nature, scope and limitation of financial report is very important

before using the data and observation for analysis estimation. Financial report,

which is made based on Generally Accepted Accounting Principle, reflects the

effect ofdecision made by management in past or present time, but it contains

great ambiguity. Financial report is based on accounting principle which tries to

consistently and naturally record business transaction by using historical cost

principle in the time mat transaction occur, and revenue-cost comparison principle

through accrual and allocation which is important to be used as analyzing tool

(Helfert, 1993).

According to White, Sondhi and Fried (1997) the accounting process or

financial reporting system, which generates financial information for external

user, encompasses four principal financial statements:

• Balance sheet (statement offinancial position)

• Income statement (statement ofearnings)

• Statement of cash flows

• Statement ofstockholders'equity

10



These four financial statements, improved by footnotes and supplementary

data, are interrelated. Collectively, they are intended to provide relevant, reliable,

and timely information essential to making investment, credit, and similar

decision, thus meeting the objectives of financial reporting.

2.3.1 Genera] Principles and Measurement Rules

Based on IAI-Ikatan Akuntan Indonesia (1994), financial reporting refers to

financial report which consists of balance sheet, income statement, statement of

cash flows and the description of financial reporting is to show the nature of

company's development obviously. In every accounting period, company

suggested toarrange comparative financial report, atleast for the two years.

Based on Surrisno (2000), financial report is as result ofaccounting process

that covers two main reports, which are balance sheet and income statement, by

die means of providing company's financial information to related parties as a

consideration material in decision making process. Those related parties are

management, shareholders, creditor, investor, and government.

According to Harnanto (1985) financial reporting is a final result of

accounting process which held based on the concepts, principles, method and

generally accepted procedures, which oriented in the objective of providing

information to related parties. In limited accounting principles and accountant

considerations, financial reporting is an effort to reflect, by accepted consistency,

all transaction along the time, which results in net enhancement or reduces of

economic benefit for theowners' equity.

11



Financial reporting is general in nature, and it is not made to fulfill certain

parties' need. From basic concept of going concern assumption (Exposure Draft

PAI, 1983) that the firm will continue in operating indefinitely, has follow

consequences:

(1) In determining periodical profit, financial reporting must be done by

properly matched theinterrelated revenues and costs inrelatively short-term

period (generallyone year or less).

Each expenditure that affects in increasing the assets and it is useful for

several years is allocated ascost or expense to beburdened to revenues, during it

useful life.

(2) Assets are recorded based onpurchased price orhistorical price. In financial

reporting (balance sheet), assets' purchased pricewhich comesfrom several

price levels is only totaled without any adjustment and ignoring that in fact

the price is"different in each purchase time.

Basic conceptwhereall accounting processheld, as stated in SAK-Standar

Akuntansi Keuangan (1999), are:

1. Accrual Basis

In order to meet the objective, financial statements are prepared on the

accrual basis of accounting. Under this basis, the effects of transactions and other

events are recognized when they occur (and not as cash or its equivalent are

received or paid) and they are recorded in the accounting records and reported in

the financial statements in related period. Financial statements that are prepared

on the accrual basis will inform users not only the past transaction involving the

12



payment and receipt ofcash but also the obligation to pay cash in the future and

also resources that represent cash receipt in the future. By the mean of that,

financial statements provide kind of information of past transactions and other

events that are most useful for the users inmaking the economic decision.

2. Going Concern

Financial statements are usually prepared based on assumption that the

company is going concern and keep on running the business indefinitely. Thus,

company is assumed to have no intention or no willing to liquidate or to reduce

materially the scale of its business operation. If such an intention or wants

occurred, financial statements may have to be prepared with different basis and

the basis that in used must be disclosed.

2.3.2 The Income Statement

According to Helfert (1993) the income statement (statement of earnings)

reflects management operating decision effect to company's performance and

operating profit or loss ofthe shareholders for a certain period oftime. Profit or

loss calculated on the income statement will increase or decrease owner's equity

on the balance sheet. Thus, income statement is an important additional for

balance sheet in explaining main component that change owners' equity and in

presenting information of basic performance estimation.

Income statement is also called as earning statement, profit and loss

statement, and operating statement. It consists ofrevenue, cost ofgood sold for

certain period, and expense needed by the company, including reduction of assets

13



value (depreciation and amortization) and tax. Revenue and expense involving

several elements such as: cash or credit sales, goods or service purchase for resell

or for manufacturing needs, salary payments, and others.

The combination of income statement and balance sheet will provide more

basic information rather than balance sheet only (Helfert, 1993). However,

because income statement consists ofaperiod oftime, while balance sheet shows

final condition in acertain period, then it will be useful to have the beginning and

ending ofthe balance sheet from the period that are ranged by income statement.

2.3.3 Inventory

How a company classifies inventory depends on whether the firm is a

merchandiser or amanufacturer. In amerchandising enterprise, inventory consists

of many different items. For example, in a grocery store, canned goods, dairy

products and meats, and produce are just a few ofinventory items on hand. These

items have two common characteristics: (1) they are owned by the company, and

(2) they are in a form ready for sale to customers in the ordinary course of

business. Thus, only one inventory classification, merchandise inventory, is

needed to describe the many different items that make up the total inventory.

In amanufacturing enterprise, inventory is also owned by the company, but

some goods may not yet be ready for sale. As a result, inventory is usually

classified into three categories: finished good, work in process and raw material.

For example, General Motor classifies automobiles completed and ready for sale

as finished goods. The automobiles on the assembly line in various stages of

14



production are classified as work in process. The steel, glass, upholstery and other

component that are on hand waiting to be used in the production of automobiles

are identified as raw materials.

Inventory is one ofthe main elements ofworking capital, which is always

cycling and changing overtime (Riyanto, 1989). The matter ofhow big the firm

should invest their money on inventory, have a direct effect toward company's

profitability. The argumentation is that, if investing in inventory were far

exceeding the company's needs, the company will have amore liability on paying

more interest, increasing inventory cost, broaden the possibility of damage of

goods, decreasing in quality, obsolete, that in the end will pressing company's

profitability.

On the other way around, if investing in inventory were too small, the

companies will face the possibility of lack material that in the end will also

pressing the company's profitability, because the company cannot produce

anything without raw material.

According to Riyanto (1989), the amount ofinventory invested depends on

several factors:

1. Volume needed to protect firm's operation from the possibility oflack

ofraw material which in the end will burden the production process.

2. Planned volume ofproduction, which also has a relation ship with

planned sales volume.

3. The amount ofraw material to get minimal purchasing cost

4. Estimation ofthe volatility ofraw material price in the near future.
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5. Government regulation

6. The risk and Inventory cost

The control of the amount invested in inventory is an important aspect of

managing a business (Helmkamp, 1987)

2.3.4 Valuation Methods

Analysts use current share price to begin assessing the public's perception

of value. They must relate a stock's market price to another measure to make the

analysis meaningful. It is, in a certain respect, similar to the approach used to

interpret earnings. Analysts have a better understanding of the meaning ofincome

disclosures when they are reported on per share basis, for example, earnings per

share which relates earnings tooutstanding stock. However, analysts can compare

stock prices with one or more measures.

2.3.4.1 Discounted cash flow analysis (DCF)

It is well accepted among financial theorists that the value of the firm should be

equal to the present value of future dividends. Thus, all valuation approaches

should ultimately be consistent with this principle. DCF analysis is the most

popular way of operationalizing this principle. It focuses on discounting cash

flows from operations after invesment in working capital, less capital expenditure.

According to Palepu, Bernard and Healy (1996), valuation based on DCF

analysis canbe structured in either two ways:
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• Forecast cash flows available to equity holders, and then discount the

expected cash flows at the cost of equity capital. Theresult is an estimated

value ofequity.

• Forecast cash flows available to all providers of capital (debt and equity)

and then discount the expected cash flows at the weighted average cost of

(debt and equity) capital. Under this approach, one arrives at an estimated

value of the firm, which must bereduced by the value ofdebt toarrive at an

equity value.

Discounted cash flow analysis forecasts cash flows. It seeming appeal is that

it uses limited accounting: cash flows are said to be "real" and not affected by

accounting rules and estimates. And DCF analysis is easily understood because

investors think of cash as a payoff, not an accounting number. "Cash is king" is

the cry, so forecast cash. The implication is that cash flows forecasts are better

quality than earnings forecasts for capturing value. But we saw earlier in the book

that free cash flow is doubtful as a value-added measure. It is the "dividend" from

the operations, not the value created by the operations.

Discounted cash flow analysis always gives the same valuation as residual

earnings techniques if the forecast horizon is enough. Again, the issue is a

question of working with reasonable horizons. But there are also circumstances

where the DCF valuation is the same as the residual earnings valuation with the

same forecast horizon.
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2.3.4.2 Price to earnings approach

The price earnings ratio (P-E ratio) reflects investor's expectation about the future

performance ofa company. Arelatively high ratio means the market expect future

earnings to increase, but a low P-E ratio means investor project a decrease in

earnings. P-E ratios vary among industries and are sensitive to economic

conditions. Comparisons are only valid within anindustry and ata particular point

in time. The ratio is computed as follows:

Market price per share ofstock

Price earnings ratio = earnings pershare

All-inclusive income disclosures often report nonrecurring and unusual revenues

and expenses. These items are unsustainable and influence earnings quality. The

analysts could substitute alternative earnings per share (EPS) number (e.g., EPS

before extraordinary items) for net earnings per share if he or she believes the

altemative~bettermeasure the relationship between earnings^ndTwice.

2.3.4J Price to cash flows approach

Alternative reporting methods, economic assumptions and account

measurement are less likely to affect cash flows than income. Income statements

that report unsustainable economic activities also complicate corporate valuation.

If an analyst is unsettled about earnings management or quality issues, he or she

can use the price to cash flow ratio to supplement the P-E ratio. The price to cash

flow ratio is computed as follows

Market price per share ofstock



Price to cash flow = operating cash flows per share

Cash flow produced by operating activities represents the ongoing

business activities. Therefore, it becomes a better point of comparison to market

price than thenetcash flow to market price.

2.3.4.4Price to equity approach

Both the price and cash flow to earnings ratio compare anamount realized

overtime (income oroperating cash flow) against the market's perception ofvalue

at a point in time (share price on a specific date). The price to book value ratio

compares investors' assessment of a company's wealth at a particular moment

with the firm's reported measure of corporate well being at thesame instant This

ratio is computed as follows:

Market price per share ofstock

Price to book value ratio = book value pershare of stock

This ratio compares the financial reporting system's interpretation of

corporate wealth (net assets at book value) with investors' perception of market

value or capitalization. Market capitalization, or the total value of all of an

entity's outstanding shares ata point in time, equals the value investors place on a

company. If the price to book value measure yields a ratio slightly in excess of

one, then the reported costs of net assets (primarily on historical cost basis)

approximates the market's perception of the company's earnings power,

according to the investors. If however, market price substantially exceeds s book

value, then the market thinks historical cost disclosures are irrelevant for
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projecting future rates of returns. A book value that exceeds market price (a ratio

of less than one) means the market considers firm assets as impaired, although

unrecognized by the financial reporting system. Investors, by pricing a company's

stock low, are stating that they think the discounted value of expected cash flows

is less than the balance sheet report of net assets.

2.3.5 Inventory Signals

Most of accounting research used the fundamental perspective to identify

the fundamental variables. This research initially used fundamental signals driven

approach by Lev and Thiagarajan (1993). One of the fundamental signals is

Inventory signal, an increase in inventory relatives to sales is generally interpreted

by financial analyst as a negative signal for two reasons. First, such an occurrence

indicates a greater-chance that inventory will become obsolete. Second, holding

costs is an increasing function of the amount of inventory on hand. On the other

hand, a higher level of inventory might be viewed as a positive signal, since it

reduces the chances of experiencing an inventory shortage and could signal that

manager expect an increase in future sales.

2.4 Previous Study

Previous research is conducted by Chugh and Meador (1984), study

estimated earning prediction model using pooled data set. The result of this study

provides evidence for predictive link between non earning annual report number

and future earning change and a valuation between predicted future earning
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change and stock return. These findings suggest thataffirm's nonearning number

contain information concerning direction of its next year earning change that is

not reflected in current earnings. Stock returns responses to the prediction of

future earning change over and beyond it responses to current earning. These

results imply that the disclosure of non earning annual report influences investor

revision on future earning expectation.

A study conducted by Lev and Thiagarajan (1993) represents a significant

contribution on fundamental approach. This study provides fundamental adds

approximately 70% totheexplanatory power of thetraditional earning model. The

fundamental signal can be viewed as value relevant and explain why analysts

typically search for information otherthancurrent earning to properly value a firm

and assess the quality ofearning. This study also finds the connection between the

fundamental analysis and earning persistence literature. Lev and Thiagarajan

(1993) have searched and generated 12 signals for fundamentaLanalysis. One of

the signals is increase in inventory; measured by percentage change in inventory

value minus percentage change in sales (referred to by Jiambalvo, Noreen and

Shelvin (1997) as PCIS) their result shows that increase in inventory is negatively

associated with 12 months excess stock returns, i.e., a result that is consistent with

that implied in Bernard andNoel(1991)

Jiambalvo, Noreen and Shelvin (1997) have studied the association

between cumulative abnormal return (CAR) over a 12 months windows with the

increase in inventory, measured bythe change in percentage of production added
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to inventory (CPAI). Their result shows that CPAI is positively associated with

CAR.

Research done by SariAtmini (2002) tells aboutassociation oflife cycle

andincremental value-relevance ofearning information and cash flows, gave

proof that life cycleofthe company affectingthe incremental value relevance of

earning information and cash flows. Earning and cash flows have value relevance

on growth stage meanwhile cash flows of investment have value relevance on

mature stage. Inthis research, researcher failed to have sample data of company in

the start up stageand decline stage.

2.5 Hypothesis Formulation

2.5.1 Earning

The relationship between earnings and stock price refers to two sides,

theoretically and empirically. Theoretically, the relationship is reflected on stock

valuation model in fundamental analysis. Basically, stock valuation model in

fundamental analysis is classified in to two models, which are discounted cash

flows model and priceearningratio model.

According to discounted cash flow model, stock price is the present value of

all future cash flow that will be received by the investors. Cash flow that will be

received consists of dividend payment and capital gain. The amount of the

dividend payment is based on the earning of the company. Earnings indirectly

influence capital gain, because the change (increase) of stock price is influenced

by performance and prospect of the company in producing earnings. This
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valuation model is based on theassumption diat the price of a security is affected

by the strength of demand andsupply of therelated sockprices. The strength itself

is the reflection of investor expectation toward stock performance in the future.

Meanwhile, stock performance is related to its ability in giving the cash inflowto

the investor in term of dividend or capital gain. Because of this fact, theoretically,

stock price is the total present value of all cash flow received by investor in the

holding period based on the rate ofreturn.

Discounted cash flow model is an ideal stock valuation model to determine

stock price, but it is rare to use because it is rather difficult to calculate (Gruber,

1995: 462). This situation happened because it is not easy to determine the

informations required. First is the information about the estimation of cash flows

received by investor in holding period. Second is the information about the

estimation of required rate ofreturn.

Cash flow received by the investor consists of dividend and capital gain.

The amount of the dividend distributed depends on earning produced by the

company. Theoretically, company distributes larger dividend only when the

company is able to produce larger earning. So, the amount of dividend to be

distributed is influenced by the company profitability. On the other side, capital

gain is influenced by the change (increase) of stock price and stock price is

influenced by performance and prospect of the company that issued the stock. It

means that to be able to estimate the cash flow received, investor has to be able to

identify factors that influence profitability and the prospect of the company.
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Based on the explanation, the hypotheses have been establishedas follow:

Hoi = Earning positively influence stock price.

2.5.2 Inventory

According to Baumol (1952), to identify the need of inventory ina company

is similar to the need ofcash. Ifa company owned too large amount ofinventory,

the company will loose the chance to invest the capital on other investment that

more profitable. But if the inventory is too low, company will experience problem

in its liquidity. If a company buys a lot of inventory that sits on shelves for

months before being used, then it can have cash outflows months before the

corresponding expenses. When inventory grows, then the gap between cash paid

out and expenses incurred during a given period also grows and this condition is

bad for cash flows. Money tied up in inventory could have been used to earn

interest or, if the company is actually borrowing money, the company must pay

interest to fund that inventory. This is why companies keep inventory low to

improve cash flow.

Inventory is one of the main elements of working capital, which is always

cycling and changing overtime (Riyanto, 1989). The matter of how big the firm

should invest their money on inventory has a direct effect toward company's

profitability. The argumentation is that, if investing in inventory were far

exceeding the company's needs, the company will have a more liability on paying

more interest, increasing inventory cost, broaden the possibility of damage of

goods, decreasing in quality, obsolete, that in the end will pressing company's
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profitability. On the other way around, if investing in inventory were too small,

the companies will face the possibility of lack material that in the end will also

pressing the company's profitability, because the company cannot produce

anything without raw material.

Basedon the explanation, the hypotheses have beenestablished as follow:

H2 = Inventory provides significant incremental influence on stock price.
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CHAPTER HI

RESEARCH METHOD

3.1 Source of Data

In this research, there are two firm valuation determinants that will be

used. They are earnings and change in percentage added to inventory. The data is

derived from Indonesian capital market directory and Jakarta stock exchange.

3.2 Population and Sample

Population is a group or a collection ofdata that becomes a target ofthe

research regarding to the occurrence ofacertain problems. The population ofthis

research is 68 companies on average for each year from manufacturing sector of

industry that listed at Jakarta Stock Exchange (JSX) in the period of1997 to 2002.

The total of 408 company's data are taken for six years of observation. The

companies were chosen based on the availability and the completeness ofdata. .

Then 317 companies are selected for six years observation because they can fulfill

the requirement ofthe data in this research.

Sample is a partial ofpopulation that becomes the object ofthe research.

The method that used in this research is purposive sampling method. In this

method, the sample is found based on the core variable representing this research.

Purposive sampling method is a technique of taking the sample based on certain

considerations, namely considerations on the basis ofthe purpose of the research

(Sugiono, 1999). This research is emphasized on the relationship between
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financial statement analysis of Inventory signal and earning toward stock price of

a classified manufacturing companies listed atJakarta Stock Exchange (JSX)

The companies that are chosen as the sample of this research are 68

companies peryear observation that listed atJakarta Stock Exchange intheperiod

of 1997-2002.

The companies that are chosen as a sample are die companies that havethe

source ofdata as follows:

a. Companies that listed and traded actively from 1997 to 2002 on Jakarta

Stock Exchange (JSX).

b. The companies aremanufacturing companies.

c. The averages of the beginning and ending balance of operating asset, net

operating assets and common equity arepositive (as balance sheetvariables

are measured in the analysis using annual averages).

3.3 Data Collection

The research is conducted by using all relevant data which collected from

various reliable sources, such as website www.jsx.co.id. www.bes.co.id.

Indonesian Capital Market Directory 2003 and each company's website if

available. The data was also taken from JSX database at Pojok BEJ FE UII

Yogyakarta. Data that are chosen are as follows: earning per share, stock price,

inventory method, cost of good sold, gross profit, and expenses. Most of these

data derived from a certain calculation.

27



Data collection and the sources of data are takenfrom die company listed

at JSX with consideration that JSX is the largest stock market in Indonesia, and

alsoaccessible in gathering thedataand thecompleteness of thedata.

3.4. Research Variables

The researcher defines the dependent and independent variables that will

be used in the regression analysis. Dependent variable is close price and

independent variable is earnings and inventory. There is dummy variable to

control the variance of the data. The detailed description of dependent and

independent variables is described below.

3.4.1 Dependent variable

Inthis study stock price is thedependent variable. Stock price is theprice

of the stock that recorded at the end of the transaction date (closing price).

According to SAK, stock price is the market price on transaction date for

company that listed on stock market, or fair value that determined by end of board

ofdirectors meeting for stock that did not have market value.

3.4.2 Independent variable

3.4.2.1 Earnings

PSAK 25 stated that income statement is a main report to report the

performance of a company for a certain period. In FASB Statement ofFinancial

Accounting Concept No. 1 stated that the main target of the financial statement is

the information ofthe achievement of the company that presented trough earning
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measurement and its component. Information that stated on income statement

especially about profitability is needed by users in decision making. Income

statement represents the financial information that useful for evaluating

performance or progress made by the company, evaluating the efficiency of the

management in running the business, evaluating the profitability of the capital that

invested bythe investor, andmaking an estimation of future earning.

3.4.2.2 Inventory

Inventory is merchandise owned by the company in a certain period, for

the intention of resale, directly or through process of production in normal

operation cycle; includes work in process inventory or raw material inventory

(Jusup, 1987).

3.5. Research Procedures

In order to answerthe research problems, it is imperative to conductresearch

procedures. The procedures were arrangedas follows.

• Identifying all of thecompanies thatbecome theproper sample in this

research

• Listing all of manufacturing companies all the Jakarta Stock exchange

that listed in period of 1997-2002.

• Checking all of the data that will be used as variable in this research in

all reliable sources andalsoat JSX database at the Pojok BEJ of FE UII

Yogyakarta.

29



• Conducting calculation needed in this research

• Conductingstatistical test to find out whether there was a significant

variation on the relationship among variables.

• Analyzing and interpreting the data

• Deriving the analysis and other findings

3.6. Technique and Data Analyses

Statistical hypothesis test is done by two analyses, which are:

1. Co-relation analyses

It is used to calculate the value of correlation (R2). This analysis

discusses about the strength of each variable that stated in regression

equation.

2. Regression Co-efficient hypothesis

The analysis method that used to prove die hypotiiesis is multi linear

regression. Regression analysis purpose is to investigate the relationship

between dependent variable with one or more independent variable.

Steps required to analyst the data are:

a. Levels analyses

The levels approach can be represented by the following equation:

P,^a2+fi2E,+e, (3-1)

Where Pt is close price per share at financial statement publication date

on mass media that is nationally distributed for year/, and E, is basic

earnings per share excluding extraordinary items for year/.
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b. Changes analyses

The changes approach can be represented by the following equation:

{P, -P»ha3+ft3(Et -£,_,)+*, (3-2)

Both the dependent and the independent variables are normalized by

beginning common equity per share. fi3 is expected to be positive and

significant, i.e., earnings change is positively and significantly

associated with stock price change.

c. Combined and pooled regressions

The change approach can be represented by the following equation:

P,=at+p<E,+ps{DxEt)+Et (3-3)

Where D is an indicator variable; it equals one for Group 1, and zero for

Group 0.

Both the dependent and the independent variable are normalized by

beginning common equity per share. The rationale for using the indicator

variable is explained in Neter, Wasserman and Kutner (1985) as follows,

for Group 1 firms(D =l), E is the expectation operator and for Group 0

firms (D=0).

The change approach, the regression equation is as follows:

{P,-Pt-i)=as+fi6{E, -Et_x)+pn{px{Et -Et.x)) +et (3-4)

Both the dependent variable and the independent variables are

normalized by beginning common equity per share. /?7 should be
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positive and statistically significant if Group 1 firms have a higher price-

earnings multiple than Group 0 firms.

d. Analyses using inventory valuation method as a control variable

Following are the levels and the changes regressions by incorporating

the second variable:-

P,=a6+ P%E, + p9InvM\ + pxoInvM2 + e, (3-5)

(Pl-P,.l)=a1+Pll(E,-E,_l)+Pl2InvMl +Pl3Invm2 +e, (3-6)

Where InvMl equals 1 if inventory method is FIFO and 0 otherwise,

InvM2 equals 1if inventory method isaverage cost and 0 otherwise.14

An indicator variable can also be included in the levels and the

changes regressions:

P, = a% +plAE, +pl5InvM\ +PJnvMl+pl7(DxE,)+s (3-7)

{Pl-Pl_l)=ag+Pl8(El-El_l)+Pl9InVM\ +P20InvM2
+fi3l(bx(E,-E,Jj+s,

Price, price change, earnings, and earnings change are again normalized

by beginning common equity per share.

e. Analyses by decomposing earnings

Earnings per share before extraordinary items are decomposed as

following in this study:

E = GP-SA-Other (3-9)
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Wliere E is earnings per share before extraordinary, GP is profit per

share, SA is selling and administrative expense per share, and other is

other expense per share(i.e.,Other =GP-SA- E).

p< = «io + P27GP, + p\M + P24Other, + s, (3-10)

P, =«„+ P25GP,+ P26SA, +P21Othert+ PjOxGP,)
+p29(DxSA,)+ p30(DxOther,)+ e, ( " '

Changes analyses are also performed for each group, and for the

combined sample using indicator variables:

(Pt-P,.l) =an +P31(GP,-GPt_l)+P32{SAt-SAt_1)
+P33(Othert-Otherl_1)+el ( ' >

(P,-P,-i) =<Xn +P34{GPt-GP,_1)+ p^SA,-^)
+P36(Othert -Other,,,)* A7(^><(^ -GiJ_,))+ P3% (3-13)
x(D(SA, -SA,_x))+P39{Dx{Othert - Other,,x))+e,

3.7. Formulated Hypothesis and Hypothesis Testing

3.7.1. Formulated Hypothesis

Basedon the problemstatementand reviewofthe related literature,

the alternative hypothesis and the null hypothesis that areproposed in

this research are:

1. Hoi = Earning not positively influence stockprice

Ha2 = Earning is positively influence stockprice

2. Ho2 = Inventory does not provide significantly incremental

Influence on stock price
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Ha2 = Inventory provides significant incremental Influence on

stock price

3.7.2 Hypothesis Testing

The first hypothesis testing steps are as follows:

• Pooled data over firm and over years, 1997-2002 for

manufacturing JSX firms.

• Calculate all variable needed which are close price as dependent

variables and earning as independent variables.

• Make Pearson correlation analysis using 95% confidence interval

or a = 0,05

The second hypothesis steps are as follows

• Pooled data over firm and over years, 1997-2002 for

manufacturing JSX firms.

• Calculate all variable needed which are change in close price as

dependent variables and change in earning as independent

variables

• Make Pearson correlation analysis using 95% confidence interval

. or a = 0,05

The data in tins research will be processed by using SPSS version 11.0

computer software. The first hypothesis was tested by analyzing the

close price to earning variables. For the second hypothesis, it was
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tested by analyzing the coefficient of close price and inventory

variables. The determinations ofaccepting and rejecting Ho are:

• From the equation (3-10) to (3-13), Hoi is rejected when the

regression coefficients for the indicator variable term for the

combined analysis are positive and significant, and the significant

level is lower than a (0.05).

• From the equation (3-5) to (3-8), Ho2 is rejected when the

regression coefficients for earning and indicator variable term for

the combined analysis are positive and significant, and the

significant level is lower than a (0.05).
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CHAPTER IV

RESEARCH FINDINGS, DISCUSSION, AND IMPLICATIONS

This chapter explains: the early process ofdata gathering, the measurement of

variable used, data analysis, and data interpretation. Data interpretation mentioned

before is taken from hypothesis testing which contains ofresearch finding and its

implication.

4.1 Research Preparation

This research was started by studying literatures, journals, and websites in

order to get the relevant topic to conduct a research. Data that were needed in this

research was gathered from the Indonesian Capital Market Directory (ICMD)

2003, Capital Market Data Base of Pojok Bursa Efek Jakarta at Faculty of

Economics, Islamic University of Indonesia, and other relevant sources based on

data criterion:

a. As the sample of this research, 317 companies-years are selected and

sorted based on the specific requirement Those companies should fulfill

research requirement. This final number of sample taken from the total of

408 manufacturing companies-years listed at Jakarta Stock Exchange

(JSX) in 1997-2002. The average manufacturing company listed in JSX

each year is 68 companies. Each year, companies that cannot fulfill data

requirements were excluded from sample. Thus, for six years observation,

there were91 companies-years which are excluded from research sample.
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b. Data that were used in this research include the information of financial

statement from 317 companies-years in the active day at JSX in 1997-

2002. Data include: inventory method, Cost of Good Sold, close price,

inventory and other data that can be seen in appendix 1.

c. To measure research variables needed in this research; data obtained were

processed by making several calculations using Microsoft Excel computer

software. Variables that are used in this research were ten variables plus

two dummy variables for all samples of those 317 companies-years data,

not on the average number ofdata.

4.2 Research Process

Data used in this research are quantitative data that are obtained from

Indonesian Capital Market Directory (ICMD) 1997-2003, Capital Market Data

Base of JSX corner Islamic University of Indonesia, and also from other relevant

sources such as JSX website and several companies' websites. Companies that

become the object of this research are 317 companies-years manufacturing

companies listed in Jakarta Stock Exchange in 1997-2002. Those 317 companies-

years data are selected after fulfilling the data requirements of this research. The

measurement of variables needed is done as the appropriate data gathered

completely.

For measuring the variable, hypothesis testing is analyzed by statistical

testing method. Microsoft Excel was used to calculate data. Then it was processed

by using SPSS 11.0 for the statistical calculation.
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4.3 Research Findings and Discussions

There are 317 data samples which are consistently listed in JSX from 1997-

2002. In each analysis, several companies-years data were excluded based on

Cook's distance criteria. Rule of thumbs stated identification ofobservations with

cook's distance > 4/ (n- k-1), where k is the number of independent variable and

n is number ofobservation (Hair, J.F et al. 1998:225).

4.3.1 Level analysis

Regression are performed for each of the two samples groups. The result

of earnings levels model by SPSS is presented below:

Table 4.1 (Equation 3.1)
Earnings Levels Regressions

Group = 1 Group = 0

Size Const. Earn AdjJl2 Size Const Earn Adj.R2
54 1,151**

(8,835)
0,215

(1.474)
0,022 262 1,206**

(15,215)

0,113**
(4,016)

0,055

Group= 1 for firms with a significant association (a=0.10) between percentage change in cost of
good sold and lag one percentage ofproduction added to inventory.
Group= 0 for other firms.
The dependent variable is stock price pershare normalized by beginning common equity pershare.
Earn is earning pershare normalized by beginning common equity pershare.
t-values are in the parentheses
♦•Significant at a = 0,01 level

Table 4.1 shows that the earnings level regression coefficient is positive and

statiscally significant on group 0 but not significant on group 1. The explanatory

power, represented by the adjusted R2 value, of earnings level for group 0 is

higher than that for group 1 (0,055 vs 0,022). This condition means that there are

sufficient evidence to reject Hoi for level analysis.

Coefficient correlation shows degree of influence among independent

variables and dependent variables. Determination coefficient (R2) for group 1
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0,022 means that variation in close price can be explained by using variation in

earning 2.2 % and remaining 97,8 % are unexplained due to other factors. On

group 0 (R2) is 0,055 or variation in close price can be explained by using

variation in earning5.5 % and the remaining 95,5 % are unexplained due to other

factors.

4.3.2 Changes analyses

Regression are performed on each of the two sample groups by pooling

data from 1998-2002. Resultreportedon tablepresented below:

Tabel 4.2 (Equation 3.2)
Earnings Changes Regressions (pooled sample)

Group =1 Group = 0
Size Const. EarnC Adi.Il2 Size Const. EarnC Adj.lt2
53 0,100

(0,811)
0,531**
(3,203)

0,151 261 0,080
(1,383)

0,155**
(8,708)

0,223

Group= 1 for finns with a significant association (a=0.10) between percentage change in cost of
goodsold and lag one percentage of production added to inventory.
Group= 0 for other firms.
The dependent variable is stockpricepershare normalized by beginning common equity pershare.
Earnis earningpershare normalized by beginningcommon equitypershare.
t-values are in the parentheses
♦•Significant at a = 0,01 level

Table 4.2 showsthat regression coefficient for earnings change is positive

and it is statistically significant on both sample groups, this condition means that

there are sufficient evidence to reject Hoi for the change analysis. The

explanatory power, represented by adjusted R2, of earning change for group 0 is

higher than that for group 1 (0,223 vs 0,151).

Coefficient correlation shows the degree of influence among independent

variables and dependent variables. Determination coefficient (R2) for group 1
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0.151 means that variation in close price can be explained by using variation in

earning change 15.1 % and remaining 84.9 % are unexplained due to other

factors. On group 0 (R2) is 0.223 or variation in close price can be explained by

using variation in earning change 22.3 % and the remaining 77.7 % are

unexplained due to other factors.

4.33 Combined and pooled regressions

Two combined and pooled regression are performed by including

indicatoras a dummy variable, it equals on for group 1 and zero for group 0. The

interaction of indicator variable with earning reflects the effect of earning toward

stock price. Positive meansearningeffect toward stock price on group 1 is higher

than group 0 and contrary, negative means earning effect toward stock price on

group 1 lower than group 0. the result is presented on table below:

Tabel 4.3 (Equation 3.3 and 3.4)
Regressions with Combined and Pooled Samples

Size
Earning Level Earnin g Change Adj.R2

Const Earn DxEarn EarnC DxEarnC

317
1,191**
(17,164)

0,113**
(4,173)

-0,050
1 (-0,321)

0,047

317
0,099

(1,565)
0,204**
(9,727)

-0,193*
(-2,041)

0,227

D= 1 for firms with a significant association (ct=0.10) between percentage change in costof good
soldand lagone percentage of production added to inventory.
D= 0 for other firms.

The dependent variable is stock price pershare normalized by beginning common equitypershare.
Earn is earning persharenormalizedby beginning common equity pershare.
EarnC is change in earnings pershare normalized by beginning common equity pershare
t-values are in the parentheses
♦Significant at a = 0,05 level, **Significantat a = 0,01 level

Table 4.3 shows that earnings level dan earnings change coefficient

regression are positive and it is statistically significant. Thus, earnings level is
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positive and it is significant toward price level and earnings change is positive and

it is significant toward price change. This condition shows that there are sufficient

evidence to reject Hoi for combined analysis. The coefficient regression for

earning level and indicator variable term (DxEarn) shows negative result and it is

not statistically significant at a = 0,01 or a = 0,05. This fact means that the

influence of earning level toward price level is the same or does not have any

difference in both sample groups (group 1 and group 0). The coefficient

regression for earning change and indicator variable term (DxEarnC) shows

negative result and it is significant at a = 0,05. This fact shows that the influence

ofearning change toward price change is higher in group 0 than that in group 1.

Coefficient correlation shows the degree of influence among independent

variables and dependent variables. Coefficient determination (R2) for earning

level is 0,047, which means that stock price can be explained by using earning

level 4,7 % the remaining 95,3 %explained byothers. Inearnings change (R2) is

0,227 or stock price change is explained by using earning change 22,7 % and the

remaining 87,3 % explained by other.

4.3.4 Analyses using inventory valuation method as a control variable

Group 1 has no variation on inventory method which makes it impossible

to conduct analysis on group 1 (it is impossible to perform regression analysis of

equation 3-5 and 3-6). Because of this fact, regression analysis perform only for

data combined. The result is presented below:
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Tabel4.4 (Equation 3.7)
Earnings Levels Regressions with Inventory Valuation .Method

Size Const. Earn InvMl InvMl DxEarn Adi.R2
Combined

316
0,789

(1,578)
0,101**
(4,613)

0,274
(0,535)

0,397
(0,786)

-0,038
(-0,296)

0,058

Group= 1 for firms with a significant association (a=0.10) between percentage change in cost of
good sold and lag one percentage ofproduction added to inventory.
Group= 0 for oflier firms.
D= 1 for firms with a significant association (a=0.10) between percentage change in cost of good
sold and lag one percentage of production added to inventory.
D= 0 for other firms.

The dependent variable is stock price pershare normalized by beginning common equity pershare.
Earn is earning pershare normalized by beginning common equity pershare.
InvMl is FIFO. InvM2 is Average cost
t-values are in the parentheses
"Significant at a = 0,01 level

Table 4.4 shows that in a combined level regression, the coefficient

regression of earnings level is positive and it is significant. This condition is

consistent with that on analysis without using inventory valuation method as a

variable control, which means that earning has positive and it is significant

influence toward price level. The coefficient regression of earnings level and

indicator variable term (DxEarn) is negative and not statistically significant at a =

0,01 or a = 0,05. This condition means that by controlling the effect of inventory

valuation, the influence earning level toward price level is the same between both

sample groups. The coefficient regression of inventory method used is positive

but it is not significant. This condition means that there are not sufficient evidence

to reject Ho2.

And in change regression, regression is also performed only for data

combined. The result of earnings change regressions with inventory valuation

method as an indicator variable by SPSS is presented below:
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Tabel 4.5 (Equation 3.8)
Earnings Changes Regressions with Inventory Valuation Method

S«" I Const | EarnC | InvMl | lnvM2 I DiEarnC | Adj.lt2
Combined

316
-0,218

(-0,468)
0,154**
(8,529)

0,260
(0,544)

0,325

(0.691)

-0,143

(-1,804)
0,178

Group- 1for firms with asignificant association (a=0.10) between percentage change in cost of
goodsold and lagonepercentage of production addedto inventor.'.
Group= 0 for other firms.

D= 1for firms with asignificant association (a=0.10) between percentage change in cost of good
sold and lag one percentage ofproduction added to inventory.
D= 0 for other firms.

The dependent variable is stock price pershare normalized by beginning common equity pershare.
Earn is earning pershare normalized by beginning common equity pershare.
InvMl is FIFO. InvM2 is Average
t-valuesare in the parentheses
♦♦Significant at a = 0,01 level

Table 4.5 shows that in combined change regression, the coefficient

regression of earnings change is positive and it is significant. This condition is

consistent with that on analysis without using inventory valuation method as a

variable control, which means that earning has positive and significant influence

toward price change. The coefficient regression ofearnings change and indicator

variable (DxEam) is negative and not statistically significant at a = 0,01 or a =

0,05. This fact means by controlling the inventory valuation, the influence of

earning change toward price change is the same ordoes not have any difference in

both of sample groups. The coefficient regression of inventory method used is

positive but it is not significant. This condition means that there are not sufficient

evidence to reject Ho2.

4.3.5 Analyses by Decomposing Earnings

Additional analysis is also performed by decomposing earnings into their

components that consist ofGP, SA dan Other. Analysis performed to each of both
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sample groups and combined and pooled both sample groups by using indicator

variable as a dummy variable, where it equals one for group 1and zero for group

0. The interaction ofindicator variable toward each earning component reflect the

different effect of each earning component (GP, SA, dan Other) toward price.

Positive value means the effect ofeach earning component (GP, SA, dan Other)

toward price on group 1 is higher compare to that on group 0 and contrary,

negative value means effect of each earning components (GP, SA, dan Other)

toward price on group 1 is lower than that on group 0. The result of levels

regressions with earnings components using SPSS presented below:

Tabel 4.6 (Equation 3-10and 3-11)
Levels Regressions with Earnings Components

Size Const.
Group = 1

GP I SA | Other 1 DxGP 1 DxSA | DxOther I Adi.R

53
0,941" 0,474**

Group=0
(6,802) 1 (2.593)

0,958** I 0,165**
(13,828) 1 (3.807)260

Combined

314
0,947**
(15,232)

0,166**
(3,957)

-0,811**
(-2,501)

0,072
(0,772)

-0,043 I -0,074** I
(-0,579) I (-3.887) i

-0,042
(-0,579)

-0,073**
(-3,993)

0,535**
(3,398)

1,077**

(-3,130)
0,088

(0,814)

0,105

0,177

0,207

Group- 1for firms with a significant association (a=0.10) between percentage change in cost of
good sold and lag one percentage ofproduction added toinventory.
Group= 0 for other firms.

D= 1for firms with asignificant association (a=0.10) between percentage change in cost ofgood
sold and lag one percentage ofproduction added toinventory.
D= 0 for other finns.

The dependent variable is stock price pershare normalized by beginning common equity pershare.
GP is gross profit pershare normalized by beginning common equity pershare.
SA is selling and administrative expense pershare normalized by beginning common equitv
pershare

Other is Other expense pershare normalized by beginning common equity pershare.
t-values are in the parentheses
♦♦Significant at a = 0,01 level

Based on the result of levels regression on tabel 4.6, it can be seen that,

coefficient regression ofGross Profit is positive and it is statistically significant

on both sample groups which means that gross profit has positive and significant
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influence toward stock price on both sample groups. The coefficient regression of

selling and adminstrative expense is negative and it is significant (SA) in group 1

but it is not significant on group 0, which means selling and adminstrative

expense (SA) has negative and significant influence toward stock price on group 1

but has negative and not significant influence on group 0. Coefficient Regression

ofother expense is negative and it is not statistically significant in group 1but

negative and significant on group 0 which means other expense has negative and

not significant influence toward stock price on group 1 but has negative and

significant influence toward group 0.

In the combined level regression analysis, the coefficient regression of

gross profit and indicator variable (DxGP) is positive and statistically significant.

It means that gross profit influence toward stock price is significantly higher on

group 1 than that on group 0. The coefficient regression of selling and

adminstrative expense and indicator variable (DxSA) is negative and statistically

significant which means that the influence of selling and adminstrative expense

toward stock price is significantly higher on group 0 than that on group 1. The

coefficient regression of other expense and indicator variable (DxOther) is

positive but not statistically significant which means that the influence of other

expense toward stock price is not significantly different or the same between both

sample groups (group 1dan group 0). The regression coefficients for gross profit

are positive and significant, i.e., inventory change has a significant effect on firm

value. The regression coefficients for selling and adminstrative expense are

negative and significant only for group 1. The coefficient regressions ofother
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expense are negative and significant for group 0 and positive but not significant

for group 1. The regression coefficients for the indicator variable terms are

positive and significant, i.e., the explanatory power for group 1 is significantiy

higher than that for group0. This result leadto a conditionthat there are sufficient

evidences to reject Hoi forthe level regression.

The result of change regressions with earnings components by using

SPSS is presented below:

Tabel4.7 (Equation3-12 and 3-13)
Changes Regressions with Earnings Components

Size Const GPC SAC OtherC DxGPC DxSAC DxOtherC Adi.R2
Group = 1

55
0,076

(0,687)
0,511**
(4,005)

-0,605
(-1,685)

0,025
(0,391)

- - - 0,259

Group = 0

259
0,057

(1,031)
0,070**
(3,815)

0,011
(0,135)

-0,097**
(-8,275)

- - - 0,206

Combined

314
0,060

(1,208)
0,070**
(3,851)

-0,011
(-0,136)

-0,097**
(-8,367)

0,443**
(3,322)

-0,621
(-1,625)

0,120
(1,816)

0,215

Group= 1foriinns_with a significant association (a=0.10) between percentage change in cost of
good sold and lagone percentage ofproduction added toinventory.
Group= 0 for other firms.

D= 1for firms with a significant association (<x=0.10) between percentage change in cost ofgood
sold and lagone percentage ofproduction added to inventoiy.
D= 0 for other firms.

The dependent variable is stock price pershare normalized by beginning common equity pershare.
GPC ischange ingross profit pershare normalized by beginning common equity pershare.
SAC ischange inselling and administrative expense pershare normalized by beginning common
equity pershare

OtherC is Change in Other expense pershare normalized by beginning common equity pershare.
t-values are in the parentheses
♦♦Significant at a = 0,01 level

Table 4.7 shows that the coefficient regression of gross profit change is

positive and statistically significant in both groups which means gross profit

change has positive and significant influence toward stock price change on both

sample groups. The coefficient regression of selling and adminstrative expense
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change (SAC) is negative and not significant on group 1 and positive and not

significant on group 0 which means selling and adminstrative expense change has

no significant influence toward price change on both sample groups. The

coefficient regression of other expense change is not statistically significant on

group 1 but has negative and significant influence on group 0, which means that

other expense change has no significant influence toward stock price change on

group 1 buthas negative and significant influence on group 0. Adjusted R2 value

of group 1 is higher than on group 0 (0,259 vs 0,206) which means that the

prediction power of group 1is higher thanthatin group 0.

On combined change regression analysis, the coefficient regression of

gross profit change and indicator variable (DxGPC) is positive and statistically

significant which means the influence of gross profit change toward stock price

change is significantly higher on group 1 than that on group 0. The coefficient

regression of selling and adminstrative expense change and indicator variable

(DxSAC) is negative but not statistically significant which means that the

influence of selling and administrative expense change toward stock price change

is not significantly different on both sample groups. The coefficient regression of

other expense change dan indicator variable (DxOtherC) is positive but not

statistically significant which means that the influence of other expense change

toward stock price change is not statistically significant on both sample groups.

The regression coefficients for gross profit change are positive and significant,

i.e., inventory change has a significant effect on firm value. The regression

coefficient for selling and adminstrative expense change are negative and not

47



significant for group 1, and positive and not significant for group 0. The

coefficient regression of otiier expense are negative and significant for group 0

and positive but not significant for group 1. The regression coefficient for the

indicator variable terms are positive and significant, i.e., the explanatory power

for group 1 is significantly higher than that for group 0. This result lead to a

condition that thereare sufficient evidences to rejectHoi for the level regression.

4.4 Research Implication

This analysist result on earning level and earning change is positively

correlated witii stock price. It can be reffered by die positive sign on the

coefficient ofindependent variable whenearninglevelor earning change correlate

on the stock price change in combined regression. This condition means that

researcher can rely on earnings figures when analyzing firms. This analysist is

consistent with discounted cah flow analysis which stated that stock price is the

present value of all future cash flow that will be received by the investors. Cash

flow that will be received consists of dividend payment and capital gain. The

amount ofthe dividendpayment is based on the earning ofthe company. Earnings

indirectly influence capital gain. It is because the change (increase) of stock price

is influenced by performance and prospect of the company in producing earnings.

This empirical result remains qualitatively the same by adding control variables

such as inventory valuation method in this study. Therefore, the researcher finally

realizes that earningcan motivate the changing in inventory choice ofa company.
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For the management, Inventory is one of the main elements of working

capital, which always cycle and change overtime (Riyanto, 1989). Thematter on

how bigthefirm should invest their money oninventory hasa direct effect toward

company's profitability. Theargumentation of thestatement mentioned previously

is the condition that might be happened if the investments on inventory were far

exceeding than what company is needed, it would bring more liability which

resulted from more interest payment, increasing inventory cost, broaden the

possibility of damage ofgoods, decreasing in quality, obsolete, thatinthe end will

pressing company's profitability. On the other hand, if the investments on

inventory were too small, the companies will face the possibility of lack material

that in the end will also pressing the company's profitability, because the

company cannot produce anything without raw material. But results also show

that inventory methods are positively, inboth levels and change analysis, affecting

the stock price. Thus the management may seek one way or another to keep the

inventory planning is proportionate. This analysis is consistent with Lev and

Thiagarajan (1993). It is stated that good inventory planning can sustain future

sales and cost of good, and higher quality of earnings result which are derived

from subtracting cost of good sold andother expenses from sales.

Results in this analysis show the inconsistency association between stock

price and earnings, in level and change form, is not higher for the firm with

informative change in inventory. The implication is that investors and analyst

cannot rely more heavily on earning figure when analyzing firms with informative

change in inventory.
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CHAPTER V

CONCLUSIONS AND RECOMMENDATIONS

5.1. Research Conclusion

Based on the research purpose, the statistical and analysis that have

been described in the earlier chapter, some conclusions are drawn as

follows:

a. The research has been done in the period of 1997-2002 with the total

sample of 317 companies-years that were listed in Jakarta Stock

Exchange concluded that there was sufficient evidence to provethe first

hypothesis that the test is significant in result and the coefficient has

positive sign. This result lead to a conclusion that there are sufficient

evidences to prove the first hypothesis that earning positively correlated

with stock price.

b. There was not sufficient evidence to prove the second hypothesis that

the test is significant in result and the coefficient has positive sign. This

result leads to a conclusion that there are not sufficient evidences to

prove the second hypothesis that inventory provide significant

incremental influence on stock price that represented by the coefficient

regression of inventory method used which is positive but not

significant.
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5.2 Research Recommendation

After completing this research, the following recommendations are

suggested as follows:

a. Longer period of time is recommended for those who would like to

conduct similar research

b. In order to conduct further research in die future, it is expected tiiat

researcher may use different industrial sectors as the object of the

analysis. However, it can also be conducted by compiling all the

companies listed in Jakarta Stock Exchange, thus, it may give

significant research result because of the ability to cover/mention all

companies listed in Jakarta StockExchange.

c. The result of this research can be used as reference for other

researchers on behalfoffurtherdevelopment on economic world.
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Appendix 3.1

Regression for Equation 3-1 for group 0

Model Summary(b,c)

R

GROUP = GROUP ~=

0 0 R
(Selected) (Unselected) Square

Durbin-Watson Statistic

Mode

1
.242(a) .072 .058

Adjusted
R Square

.055

Std. Error

of the

Estimate

1.2832604

01247404

GROUP =

0

(Selected)

2.384

a Predictors: (Constant), E
b Unless noted otherwise, statistics are based only on cases for which GROUP = 0.
c Dependent Variable: P

ANOVA(b.c)

Sum of Mean

Model Squares df Square F Sig.

1 Regress
ion

26.561 1 26.561 16.129 .000(a)

Residua

I
428.157 260 1.647

Total 454.717 261

a Predictors: (Constant), E
b Dependent Variable: P
c Selecting only cases for which GROUP = 0

Coefficients(a,b)

Model

Unstandardized

Coefficients

Standardize

d

Coefficients

t Sig.B

Std.

Error Beta

1 (Consta
nt)
E

1.206

.113

.079

.028 .242

15.215

4.016

.000

.000

a Dependent Variable: P
b Selecting only cases for which GROUP = 0

GROUP ~=

0

(Unselected)

2.318
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Appendix 3.2

Regression for Equation 3-1 for group 1

Model Summary(b.c)

R Durbin-Watson Statistic

Mode

I

1

GROUP = GROUP ~=
1 1 R

(Selected) (Unselected) Square

.200(a) .177 .040

Adjusted
R Square

.022

Std. Error

of the

Estimate

.95534940

701

GROUP =

1

(Selected)

1.743

a Predictors: (Constant), E
b Unless noted otherwise, statistics are based only on cases for which GROUP = 1.
c Dependent Variable: P

ANOVA(b,c)

Model

Sum of

Squares df

Mean

Square F Sig.
1 Regress

ion

Residua

I

Total

1.983

47.460

49.443

1

52

53

1.983

.913

2.173 .147(a)

a Predictors: (Constant), E
b Dependent Variable: P
c Selecting only cases for which GROUP = 1

Coefficients(a,b)

Model

Standardize

Unstandardized d

Coefficients Coefficients

t Sig.B

Std.

Error Beta

1 (Consta
nt)
E

1.151

.215

.130

.146 .200

8.835

1.474

.000

.147

a Dependent Variable: P
b Selecting only cases for which GROUP = 1

GROUP ~=

1

(Unselected)

1.334
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Appendix 3.3

Regression for Equation 3-2 for group 0

Model Summary(b,c)

Durbin-Watson Statistic

Mode

1

GROUP = GROUP ~=

0 0 R
(Selected) (Unselected) Square

.476(a) .014 .226

Adjusted
R Square

.223

Std. Error

of the

Estimate

.92032741

4534870

GROUP =

0

(Selected)

1.887

a Predictors: (Constant), ETMET1
b Unless noted otherwise, statistics are based only on cases for which GROUP = 0.
c Dependent Variable: PTMPT1

ANOVA(b.c)

Model

Sum of

Squares df

Mean

Square F Sig.
1 Regression

Residual

Total

64.230

219.374

283.603

1

259

260

64.230

.847

75.832 .000(a)

a Predictors: (Constant), ETMET1
b Dependent Variable: PTMPT1
c Selecting only cases for which GROUP = 0

Coefficients(a,b)

Model
Unstandardized

Coefficients

Standardize

d

Coefficients t Sig.

B

Std.

Error Beta

1 (Constant)
ETMET1

.080

.155

.058

.018 .476

1.383

8.708

.168

.000

a Dependent Variable: PTMPT1
b Selecting only cases for which GROUP = 0

GROUP ~=

0

(Unselected)

2.227
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Appendix 3.4

Regression for Equation 3-2 for group 1

Model Summary(b,c)

GROUP = GROUP ~=
1 1

(Selected) (Unselected)

Std. Error
of the

Estimate

Durbin-Watson Statistic

Mode

1
.409(a) .280

R

Square

.167

a Predictors: (Constant), ETMET1
b Unless noted otherwise, statistics are based only on casesfor which GROUP = 1
c Dependent Variable: PTMPT1

ANOVA(b,c)

Adjusted
R Square

.151

Model
Sum of

Squares df
Mean

Square
1 Regression

Residual

Total

8.150

40.522

48.672

a Predictors: (Constant), ETMET1
b Dependent Variable: PTMPT1
c Selectingonlycases forwhich GROUP = 1

1

51

52

8.150

.795

.89137246

4340472

GROUP =
1

(Selected)

1.170

Sig.
10.258 .002(a)

Coefficients(a.b)

Model
Unstandardized

Coefficients

Standardize

d

Coefficients t Sig.

B
Std.

Error Beta
1 (Constant)

ETMET1
.100

.531
.124

.166 .409

.811

3.203

.421

.002

b Selecting only cases forwhich GROUP = 1

GROUP ~=

1

(Unselected)

1.426
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Appendix 3.5

Regression for Equation 3-3

Model Summary(b)

Mode

I

1

R

.230(a)

R Adjusted
Square R Square

.053 .047

a Predictors: (Constant), DE. E
b Dependent Variable: P

Std. Error

of the

Estimate

1.2350702
87847950

ANOVA(b)

Model
Sum of

Squares df

Mean

Square

Durbin-

Watson

2.359

Regression
Residual

Total

26.817

478.975

505.793

2

314

316

13.409

1.525

8.790

a Predictors: (Constant), DE, E
b Dependent Variable: P

Model

(Constant)
E

DE

Unstandardized
Coefficients

Std.
B

1.191

.113

-.050

Error

.069

.027

.1571
a Dependent Variable: P

Coefficients(a)

Standardize

d

Coefficients

Beta

.233

-.018

17.164

4.173

-.321

Sig.

.000(a)

Sig.

.000

.000

.749

Collinearity
Statistics

Toleranc
e

.970

.970

VIF

1.031

1.031
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Appendix 3.6

Regression for Equation 3-4

Model Summary(b)

Mode

R

•481(a)

R Adjusted
Square RSquare

.232 .227

Std. Error
of the

Estimate

1.1125706
55210176

a Predictors: (Constant), DETMET1. ETMET1
b Dependent Variable: PTMPT1

ANOVA(b)

Model

1 Regression
Residual
Total

Sum of
Squares

117.119

388.673

505.793

df

2

314

316

Mean

Square

58.560

1.238

a Predictors: (Constant), DETMET1, ETMET1
b Dependent Variable: PTMPT1

Durbin-

Watson

1.350

47.309

Coeftlcients(a)

Model

(Constant)
ETMET1

DETMET1

Unstandardized
Coefficients

B

.099

.204

Std.

Error

| -.193
a Dependent Variable: PTMPT1

.063

.021

.094

Standardize
d

Coefficients

Beta

.492

-.103

1.565

9.727

-2.041

S&
.000(a)

Sig.

.119

.000

.042

Collinearity
Statistics

Toleranc
e

.957

.957

VIF

1.045

1.045
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Appendix 3.7

Regression for Equation 3-7

Model Summary(b)

Mode

R

.264(a)

R

Square

.070

Adjusted
R Square

.058

a Predictors: (Constant), DE. M2. E. M1
b Dependent Variable: P

Std. Error
of the

Estimate

1.0000118
57019022

ANOVA(b)

Model

Regression
Residual
Total

Sum of

Squares
23.381

311.007

334.388

df

4

311

315

a Predictors: (Constant), DE, M2, E, M1
b Dependent Variable: P

Mean

Square

5.845

1.000

Durbin-
Watson

1.083

5.845

Coefficients(a)

Model

(Constant)
E

M1

M2

DE

a Dependent Variable: P

Unstandardized
Coefficients

Std.
B Error

789

.101

.274

.397

-.038

.500

.022

.513

.505

.127

Standardize
d

Coefficients

Beta

.256

.116

.170

-.016

1.578

4.613

.535

.786

-.296

_Sit^
.000(a)

Sig.

.116

.000

.593

.433

.768

Collinearity
Statistics

Toleranc
e

.969

.064

.064

.970

VIF

1.032

15.700

15.705

1.031
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Appendix 3.8

Regression for Equation 3-8

Model Summary(b)

Mode

.440(a)

R Adjusted
Square R Square

.194 .184

Std. Error
of the

Estimate

a Predictors: (Constant), DETMET1. Ml,
b Dependent Variable: PTMPT1

.93091060
815

ETMET1.M2

Model

1 Regression
Residual
Total

Sum of
Squares

64.878

269.511

334.388

ANOVA(b)

df

4

311

315

Mean
Square

16.219

.867

a Predictors: (Constant), DETMhn, M1, ETMET1 M2
b Dependent Variable: PTMPT1

Coefficients(a)

Model

(Constant)
ETMET1
M1

M2

DETMET1

Unstandardized
Coefficients

B

-.218

.154

.260

.325

-.143

Std.

Error

a Dependent Variable: PTMPT1

.466

.018

.477

.470

.079

Standardize
d

Coefficients

Beta

.446

.110

.139

-.094

Durbin-
Watson

1.296

18.716

-.468

8.529

.544

.691

-1.804

Sig.

.000(a)

Sig.

.640

.000

.587

.490

.072
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Appendix 3.9

Regression for Equation 3-10 for group 0

Model Summary(b,c)

R

GROUP = GROUP ~=
0 0

(Selected) (Unselected)

Std. Error
of the

Estimate

Durbin-Watson Statistic

Mode R

Square
Adjusted
R Square

.432(a) .506 .187 .177

a Predictors: (Constant), OTHR, SA, GP
b Unless noted otherwise, statistics are based only oncases for which GROUP = 0
c Dependent Variable. P

ANOVA(b.c)

Model

1 Regression
Residual

Total

Sum of

Squares
52.795

230.178

282.972

df

3

256

259

a Predictors: (Constant), OTHR, SA, GP
b Dependent Variable: P
c Selecting only cases for which GROUP = 0

Coefficients(a,b)

Mean

Square
17.598

.899

.94822528

185

GROUP =

0

(Selected)

1.687

19.572

Sig.

.000(a)

Model
Unstandardized

Coefficients

Standardize
d

Coefficients t Sig.

B

Std.

Error Beta

1 (Constant)
GP

SA

I OTHR

.958

.165

-.043

-.074

.069

.043

.074

.019

.437

-.067

-.221

13.828

3.807

-.579

-3.887

.000

.000

.563

.000
a Dependent Variable: 3

b Selecting only cases for which GROUP = 0

GROUP ~=
0

(Unselected)

1.647
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Appendix 3.11

Mode

I

1
.472(a)

Regression for Equation 3-11

Model Summary(b)

R Adjusted
Square R Square

.222 .207

Std. Error

of the

Estimate

.91918031

866

Durbin-

Watson

1.679

a Predictors: (Constant), DOTHR, SA, OTHR, DGP, GP, DSA
b Dependent Variable: P

ANOVA(b)

Model

1 Regression
Residual

Total

Sum of

Squares

74.176

259.382

333.558

df

6

307

313

Mean

Square

12.363

.845

14.632

a Predictors: (Constant), DOTHR, SA, OTHR, DGP, GP, DSA
b Dependent Variable: P

Coefficients(a)

Sig.

.000(a)

Standardize

Unstandardized d
Model Coefficients Coefficients t Sig.

Std.

B Error Beta

1 (Constant) .947 .062 15.232 .000
GP .166 .042 .421 3.957 .000

SA -.042 .072 -.061 -.579 .563
OTHR -.073 .018 -.205 -3.993 .000

DGP .535 .157 .446 3.398 .001
DSA -1.077 .344 -.408 -3.130 .002

DOTHR .088 .108 .047 .814 .416

a Dependent Variable: P
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Appendix 3.12

Regression for Equation 3-12 for group 0

Model Summary(b.c)

R Durbin-Watson Statistic

Mode

1

GROUP = GROUP ~=
0 0

(Selected) (Unselected)

.464(a) .149

R

Square

.215

Adjusted
R Square

.206

Std. Error

of the

Estimate

.88046656

026

a Predictors: (Constant), OTMOT1, SATMSAT1, GPTMGPT1
b Unless noted otherwise, statistics are based onlyon cases for which GROUP = 0.
c Dependent Variable: PTMPT1

ANOVA(b.c)

Model

1 Regression
Residual

Total

Sum of

Squares

54.293

197.681

251.975

df

3

255

258

Mean

Square

18.098

.775

23.345

a Predictors: (Constant), OTMOT1, SATMSAT1, GPTMGPT1
b Dependent Variable: PTMPT1
c Selecting only cases for which GROUP = 0

Coefficients(a,b)

GROUP =
0

(Selected)

1.553

.sja.
.000(a)

Unstandardized Standardized

Model Coefficients Coefficients t Sig.

Std.

B Error Beta

1 (Constant) .057 .055 1.031 .304

GPTMGPT1 .070 .018 .276 3.815 .000

SATMSAT1 .011 .084 .009 .135 .893

OTMOT1 -.097 .012 -.528 -8.275 .000

a Dependent Variable: PTMPT1
b Selecting only cases for which GROUP = 0

GROUP ~=
0

(Unselected)

1.588
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Appendix 3.13

Regression for Equation 3-12 for group 1

Model Summary(b,c)

R Durbin-Watson Statistic

Mode

1

GROUP = GROUP ~=

1 1 R
(Selected) (Unselected) Square

.548(a) .019 .300

Adjusted
R Square

.259

Std. Error

of the

Estimate

.83444510

143

a Predictors: (Constant), OTMOT1, SATMSAT1, GPTMGPT1
b Unless noted otherwise, statistics are based only on cases for which GROUP = 1.
c Dependent Variable: PTMPT1

ANOVA(b.c)

GROUP =

1

(Selected)

1.595

Sum of Mean

Model Squares df Square F Sig.

1 Regress
ion

15.206 3 5.069 7.279 .000(a)

Residua

I
35.511 51 .696

Total 50.717 54

a Predictors: (Constant), OTMOT1, SATMSAT1, GPTMGPT1
b Dependent Variable: PTMPT1
c Selecting only cases for which GROUP = 1

Coefficients(a,b)

Model

Unstandardized

Coefficients

Standardize

d

Coefficients

t Sig.B

Std.

Error Beta

1 (Consta
nt)
GPTMG
PT1

.076 .115 .657 .514

.511 .128 .736 4.005 .000

SATMS

AT1
-.605 .359 -.309 -1.685 .098

OTMOT

1
.025 .063 .047 .391 .698

a Dependent Variab e: PTMPT1

b Selecting only cases for which GROUP = 1

GROUP ~=

1

(Unselected)

1.642
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Appendix 3.14

Mode

I

1

R

.479(a)

Regression for Equation 3-13

Model Summary(b)

R Adjusted
Square R Square

.230 .215

Std. Error

of the

Estimate

.87156992

281

Durbin-

Watson

1.664

a Predictors: (Constant), DOTMOT1, SA
DSATMSAT

b Dependent Variable: PTMPT1

MSAT1, OTMOT1, DGPTMGPT, GPTMGPT1,

Model

1 Regression
Residual

Total

Sum of

Squares
69.490

233.208

302.698

ANOVA(b)

df

6

307

313

Mean

Square

11.582

.760

Sig.
15.246 .000(a)

a Predictors: (Constant), DOTMOT1. SATMSAT1, OTMOT1, DGPTMGPT, GPTMGPT1.
DSATMSAT

b Dependent Variable: PTMPT1

Coefficients(a)

Standardize

Unstandardize d
Model d Coefficients Coefficients t Sig.

Std.
B Error Beta

1 (Constant) .060 .050 1.208 .228

GPTMGPT1 .070 .018 .254 3.851 .000

SATMSAT1 .011 .084 .008 .136 .892

OTMOT1

.097
.012 -.487 -8.367 .000

DGPTMGPT .443 .133 .262 3.322 .001

DSATMSAT

.621
.382 -.130 -1.625 .105

DOTMOT1 .120 .066 .094 1.816 .070

a Depend*snt Variable: PIfMPT1
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