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ABSTRACT

Efficient Market Hypothesis states that stock price immediately reflects all available information, but evidence
on delay in information absorption gave rise to the idea that current financial ratios may affect future stock price
and return. This study aimed to determine whether financial ratios affect stock return in Indonesian market,
represented by stocks in LQ45 2019 index, and to study factors that may cause deviation in this regard. We
obtained panel data from stocks in LQ45 index of Indonesia Stock Exchange February-July 2019 and/or August
2019-January 2020, observed from December 2014 to December 2019. Independent variables were financial
ratios, and dependent variables were quarterly and annual stock returns. Data were collected in June 2020.
Single-stock analysis showed varying results with varying beta and adjusted R-squared values, with trend of
PER and PBV being prominent factors. All-stocks analysis revealed negative influence of DY on annual return
with poor adjusted R-squared value, suggesting that financial ratios were unable to universally explain stock
returns. Additional analyses with information lag of 2—4 quarters showed varying results across quarters, among
which were significant effects of ROE and NPM, suggesting delay in information absorption. We concluded that
financial ratios affected LQ45 2019 stock return in stock-specific and lag-specific fashion, with no immediate
effect on quarterly return of all stocks but significant effect of DY on annual return. PER, PBV, ROE, and NPM
may have benefits for prediction depending on stocks and lag periods. Regardless, investors may still be able to
predict stock return by single-stock analyses.
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1. INTRODUCTION (EMH) attempted to explain how stock price

immediately absorbs and reflects all available

Stocks have since long been one of the most
common and intriguing forms of investment. The
Indonesia Stock Exchange (IDX) recorded 92.8 million
stock transactions worth 2,040.1 trillion Rupiah in 2018,
an increase from 74.4 million stock transactions worth
1,809.6 trillion Rupiah in 2017 [1]. On the side of
investors, stock is a precious yet common speculative
investment. Predicting how the price would move is
always a challenge to investors and a puzzle to
economists until today [2]. On the side of company
managers, stock is a precious source of corporate
capital. Stock price reflects the image and value of the
company, therefore management always strives to raise
stock price. This will give positive buy signals for
investors, increasing its price, and attracting more
investors, completing a cycle that will benefit the
company [3]. Knowing what factors could drive stock
price movement is the interest of both investors and
management: for investors, to speculate, and for the
management, to gain a better position in the capital
market.

Several factors potentially affect the fluctuation of
stock price and return. Efficient Market Hypothesis

information, thus the information can no longer affect
stock price [3,4]. In general, EMH is categorized into
three forms based on the definition of "available
information™: 1) weak form (information on past stock
transactions), 2) semi-strong form (all published
information), and 3) strong form (all information
including unpublished and internal secrets). Past studies
generally agreed that the market is acceptably efficient
in weak form and is not efficient in strong form.
However, there are a lot of debates around the semi-
strong form efficiency. While it is believed that stock
price is affected by fundamental information —
including financial ratios — the rate at which
information is absorbed and reflected is subject to
further study [3]. If the market is truly efficient, all
available information would affect current stock price
and no longer affect future price. However, if there is
lag in that absorption, today’s information would affect
future stock price, thus will be beneficial in predicting
stock return.

Various studies have attempted to prove the effect of
financial ratios on stock return [2,5,6]. Several similar
studies have also been conducted in the Indonesian
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market, though mostly studied specific business sector
[7-16]. However, their results varied widely and did not
obtain a consensus of which financial ratios have
stronger effect on stock return. Additionally,
preliminary search in the Scopus database did not find
an updated study with 2019 data. Therefore, this study
sought to determine whether financial ratios affect stock
return in Indonesian market, represented by stocks in
LQ45 2019 index, and to study factors that might cause
deviation in this regard.

2. LITERATURE REVIEW

2.1. Efficient Market Hypothesis (EMH)

The weak form of EMH states that stock price
immediately absorbs and reflects all information on past
stock transactions in the market, i.e. price and volume,
such that it no longer affects future price. It is called
"weak form" because transaction information is the
easiest to obtain, costless, and requires almost no effort,
especially in the era of the internet. When this form of
efficiency applies, technical analysis — which relies on
pattern and trend of historical stock price — has no use
in predicting stock prices and returns. Instead, they will
fluctuate in the so-called "random walk". In general, the
available evidence suggests that the market is at least
efficient in its weak form, as otherwise every investor
and fund manager would be able to obtain abundant
returns.

The semi-strong form states that all published
information will be immediately reflected and
incorporated into the current stock price. If this form of
efficiency applies, then fundamental analysis — which
relies on published information, including financial
reports and the financial ratios derived from those
reports — will no longer be able to predict stock prices
and returns. Until now, evidence is lacking regarding
the semistrong form, especially in terms of the rate at
which public information is incorporated into stock
prices. As briefly explained earlier, we can expect three
possibilities: 1) the market is completely not efficient in
semi-strong form. In this case, the stock price would be
inconsistent to financial ratios; 2) the market is efficient
in semi-strong form. In this case, current financial ratios
have affected current stock price and would not affect
future stock price. 3) the market is not efficient,
absorbing information (either all or selectively) at
delayed rate. In this case, current financial ratios would
affect future stock prices.

The strong form states that all existing information,
including unpublished ones, will be immediately
reflected and incorporated into the current stock price.
Generally, the market is not efficient in strong form,
therefore insider trading can gain considerable profit.
This kind of trade is strictly regulated and monitored,
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with violations being punishable by law in most, if not
all, stock exchanges across countries [3,4].

2.2. Financial Ratios

The diverse characteristics and magnitude of stock
emitters render financial comparison difficult. To
simplify this process, analysts use financial ratios,
which are comparisons of two or more financial
measures from a company. Still, there are varying
definitions of how financial ratios are calculated. The

ones used in this study are as follows:

Table 1. Definition of Financial Ratios

DER total liabilities
Debt-to-Equity Ratio [17] total eguity

DPR dividend

Dividend Payout Ratio [3] pepe—— L
EPS RSt IRcome
Earning-per-Share [17] # common shares cutstanding

PER or P/E
Price-to-Earning Ratio [17]

market price per share

sarning — per — share

PBV market value per share
Price-to-Book Value Ratio [3] book value per share
ROA net income
Return-on-Assets [17] average total assets
ROE net eome
Return-on-Equity [17] average total equity
NPM net toome

Net Profit Margin [17]

net reventie

DY
Dividend Yield [17]

dividend per share

market price per share

3. METHODS

This study used secondary panel data from stocks
enlisted in LQ45 index of Indonesia Stock Exchange
(IDX) during February—July 2019 and/or August 2019—
January 2020, a total of 48 companies whose stocks are
considered as the most liquid in the market (Table 2).
The list of stocks was obtained from the website of IDX;
and all financial data including stock price were
obtained from Thomson-Reuters EIKON. All data were
obtained in June 2020 and observed in quarters, as
financial reports are also released quarterly.

Observation period was December 2014 to
December 2019 (5-years period, 20 quarters). This
choice was based on scientific judgment and
assumption; the COVID-19 pandemic that occurred in
early March 2020 has caused a rapid and drastic fall in
global stock prices, Indonesian included, which was
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Table 2. List of Sample Stocks
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No Code Company Name No Code Company Name
Indo Tambangraya Megah Thk.
2 ADRO Adaro Energy Thk. 26 | JSSMR Jasa Marga (Persero) Thk.
3 AKRA AKR Corporindo Thk. 27 KLBF Kalbe Farma Thk.
4 ANTM Aneka Tambang Tbk. 28 | LPPF Matahari Department Store Tbk.
5 ASII Astra International Thk. 29 MEDC Medco Energi Internasional Thk.
6 BBCA Bank Central Asia Tbk. 30 | MNCN Media Nusantara Citra Tbk.
7 BBNI Bank Negara Indonesia (Persero) Tbk. 31 | PGAS Perusahaan Gas Negara (Persero) Thk.
8 BBRI Bank Rakyat Indonesia (Persero) Thk. 32 | PTBA Bukit Asam Tbk.
9 BBTN Bank Tabungan Negara (Persero) Thk. 33 | PTPP PP (Persero) Tbk.
10 | BMRI Bank Mandiri (Persero) Thk. 34 | PWON Pakuwon Jati Thk.
11 | BRPT Barito Pacific Thk. 35 | SCMA Surya Citra Media Tbk.
12 | BSDE Bumi Serpong Damai Thk. 36 | SMGR Semen Indonesia (Persero) Thk.
13 | CPIN Charoen Pokphand Indonesia Thk 37 | SRIL Sri Rejeki Isman Tbk.
14 | ELSA Elnusa Thk. 38 | TKIM Pabrik Kertas Tjiwi Kimia Tbk.
15 | ERAA Erajaya Swasembada Thk. 39 | TLKM Telekomunikasi Indonesia (Persero) Thk.
16 | EXCL XL Axiata Tbk. 40 | TPIA Chandra Asri Petrochemical Thk.
17 | GGRM Gudang Garam Thbk. 41 UNTR United Tractors Tbk.
18 | HMSP H.M. Sampoerna Tbk. 42 UNVR Unilever Indonesia Tbk.
19 | ICBP Indofood CBP Sukses Makmur Tbk. 43 | WIKA Wijaya Karya (Persero) Thk.
20 | INCO Vale Indonesia Thk. 44 | WSBP Waskita Beton Precast Tbk.
21 | INDF Indofood Sukses Makmur Thk. 45 | WSKT Waskita Karya (Persero) Thk.
22 | INDY Indika Energy Tbk. 46 | BTPS Bank Tabungan Pensiunan Nasional Syariah
23 | INKP Indah Kiat Pulp & Paper Tbk. 47 | CTRA Eli)[l)(utra Development Thk
24 | INTP Indocement Tunggal Prakarsa Thbk. 48 | JPFA Japfa Comfeed Indonesia Thk
marked by the fall of Jakarta Composite Index by - Uitth = regression residual

16.8% and the LQA45 index by -21.4% throughout
March 2020. We believe that the closing stock price of
March 2020 is no longer able to accurately describe the
relationship we are looking for. Therefore, the closing
price of the previous quarter, i.e. December 2019, will
be used. Five-year observation period was based on
average observation period in previous Indonesian
studies (4.80 years).

Mathematical models used in this study follow those
commonly used in stock price predictive studies, as
follows:

e Individual variabel model, which is a common
predictive regression model [2,6,18,19]:

Yit+n = By + .'gl'xl'f + Uir+h

with:
t+h = forecasting period (h periods in future).
yiwh = forecasted dependent variable on period t+h

oi = intercept of independent variable xi
Bi coefficient/slope of independent variable x;;
Xit individual financial ratio on period t

e Combined variable model, adapted from Jordan et
al. [18] and Rapach et al. [19]:

Yeerh = O T {.'rj‘r]_-rl.t'l' -t .'rj‘rn-rr! t} T Ugrih

with:

t+h = forecasting period (h periods in future).

Yit+h = Vvalue of dependent variable on period t+h

oc = intercept for combination model

B'i = coefficient/slope of independent variable Xi
in combination model

xit = individual financial ratio on period t

Uct+h = regression residual

Both models were applied to single-stocks for
preliminary analysis and then to all-stocks. Single-stock
analyses employed individual regression on each stock
as time-series data. All-stocks analysis used panel data
regression; in determining between fixed, random, or
pooling model, this study used Chow test (pooling vs
fixed), Lagrange multiplier test with Breusch-Pagan
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methods (pooling vs random), and Hausman test
(random vs fixed) [20]. The study will use lag period (h)
of 1 quarter, with additional analyses of 2—4 quarters lag
to explain the initial findings by capturing the potential
effects up to one year period.

Independent variables used were DER, DPR, EPS,
PER, PBV, ROA, ROE, NPM, and DY. Dependent
variables were stock return (SR), excess return (ER,
based on yield rate of Indonesia 3-months bond), and
abnormal return (AR, compared to the rate of IDX
Composite index), expressed quarterly (SR-Q, ER-Q,
AR-Q). Annual returns (SR-Y, ER-Y, AR-Y) would be
added as additional analysis. Stock prices used to
calculate returns were adjusted to dividends.

Statistical analysis was performed with R Project for
Statistical Computing version 4.03.  Statistical
significance was assumed on p-value of less than 0.05.
Multicollinearity was determined by using Variable
Inflation Factor (VIF) with score of 5 as threshold [21].
Heteroskedasticity and autocorrelation were corrected
using Heteroskedasticity-and-Autocorrelation
Consistent (HAC) standard errors, with NeweyWest
method (lag = 1— 3/0.75T with T = number of
observations, prewhite = FALSE, adjust = TRUE) for
time-series data [22] and group clustering method (with
estimation type = “HC3”) for panel data [20].

4. RESULTS AND DISCUSSION

Data from 48 stocks as described in Table 2 were
collected on June 23, 2020. Total of 929 observations
were obtained, with 20 observations each except WSBP
(8 observations) and BTPS (1 observation). Due to lack
of observations, BTPS must be excluded from analysis,
while WSBP could not undergo combined variable
model analysis.

Preliminary analysis on single-stocks with both
individual and combined variable models showed
widely-varied results between stocks and across lag
periods, with equally varying beta values, and therefore
did not show any consensus of which financial ratio can
better explain stock price fluctuation. Adjusted R-
squared values for individual and combined variable
models  were  2.09%-82.97% and 0-95.82%,
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respectively, suggesting that financial ratios affected
each stock in different directions and magnitude.

The beta value in our single-stock analysis (Table 3)
may give an insight into Indonesian stock market
preference. DER in the analysis had varying beta with
negative average. Theoretically, a higher DER means
lower proportion of a firm's value owned by
stockholders, therefore the stock price and return should
be lower (negative effect). However, we also found
some positive DER, possibly due to market's positive
response on higher expected performance in leveraged
firms. The DPR and DY effects in this study could not
be attributed to a decrease of intrinsic stock value and
return due to dividend (as the returns were already
adjusted to dividends), and is thought to be either: 1)
preference of Indonesian investors to either dividend
gain (positive effect, as in quarterly return analysis) or
capital gain (negative effect, as what was found in
annual return analysis), or 2) market's varying
expectation on the growth of companies which
distribute dividend, or 3) tendency that only matured
companies (relatively lower stock return) distribute
dividends (relatively higher DPR and DY). PER and
PBV are both market valuation measures; positive PER
and PBV (as in annual return analysis) theoretically
indicate high return on highly valued stocks, while
negative value (as in quarterly return analysis) might
imply low stock return on overvalued stocks. EPS,
ROA, ROE, and NPM are equally performance
measures but showed different average beta values;
positive effects might show higher stock returns on
higher performance companies (mainly in annual return
analysis), while negative effects might indicate lower
stock return on matured companies (especially in
quarterly return analysis) [3,23].

We observed a particular trend in the number of
stocks affected by each financial ratio in individual
variable model (see Table 4 for quarterly returns and
Table 5 for annual returns). When returns were
calculated quarterly (short term), PER and PBV tended
to have significant influence on more stocks in 1-quarter
lag period (h = 1). There was fewer influence on longer
lag periods, suggesting that information from PER and
PBV tended to be absorbed relatively quickly, but
incompletely, by stock prices and therefore still had
weak long-term effects. Conversely, if the returns were

Table 3. Average Beta Values in Single Stock, Individual Variable Analysis, 1-Quarter Lag Period

Returns DER DPR ‘ EPS PER PBV ROA ROE NPM DY
SR-Q -0.431 0.042 -0.013 -0.049 -0.058 3.042 -1.091 | -11.601 18.773
ER-Q -0.434 0.042 -0.014 -0.049 -0.058 0.619 -1.105 | -11.516 18.729
AR-Q -0.079 -0.220 -0.011 -0.046 -0.040 6.128 1.138 -6.930 13.186
SR-Y -0.118 -1.619 -0.011 0.018 0.008 21.078 5.659 -9.420 | -39.500
ER-Y -0.250 -1.615 -0.011 0.027 0.008 21.044 5.655 -9.320 | -39.626
AR-Y 0.104 -0.625 -0.014 0.008 0.034 28.489 5.621 -6.106 | -43.638
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Table 4. Number of Stocks Affected by Respective
Financial Ratio in Single Stock, Individual Variable
Analysis, Quarterly Return

Significant n (N = 48)

1|SR 3 8 21 5
2|ER 3 8 21 5
3|AR | 4 8|12 2| 5
h=
1|SR 5 8112| 5 3] 4
2|ER 5 811| 5 3| 4
3|AR | 3 610| 3 1| 2
h=
1|SR 0 4 0} O
2 |ER 0 4 0} O
3|AR 1 5 111
h=
1|SR 0 2 2| 4] 5 51 3
2 |ER 0 2 2| 4| 5 41 3
3|AR | 2| 6 3| 4] 3 21 2
Table 5. Number of Stocks Affected by Respective
Financial Ratio in Single Stock, Individual Variable

Analysis, Annual Return

Significant n (N = 48)

E P P R R
P E B O O
R V A E
1/SR | 8| 9|11 | 8| 6|15|16 |14 | 16
2|ER | 9| 9/11| 9| 7[15|16|14] 16
3JAR |10 |11]10|10| 11|14 |15/ 18 13
h=
1/SR | 7| 6/10|10| 4] 9]13|11| 11
2|ER | 7| 7]10| 9] 4| 9|14|13| 11
3/AR | 9|10|12|13| 7|15]13[13]| 9
h=
1/SR | 9| 81515 14 1111 4
2|ER | 9| 8]15|15]15 1111 3
3/AR | 8| 8|15|14|14|12|13|14| 6
h=
1/SR | 9| 9|17 |16 36| 13|13 |19 10
2|ER | 8| 917 /163614 |13|18| 9
3[AR | 9] 9[19]18[36 171421 12

calculated annually PBV affected more stocks in 4-
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quarters lag period than in shorter lag periods. This
implied the opposite trend from the quarterly-return
analysis. By examining per-stock analysis we found that
the stocks affected by PBV/PER on quarterly returns
were different than the ones affected on annual return.
However, we could summarize that PBV and PER had
greater tendency to influence stocks individually,
compared to other financial ratios. The combined
variable model displayed similar trend, but it notably
resulted in multiple multicollinearities. We did not
correct these problems further as the results were too
varying between stocks and regardless were part of
preliminary analyses.

All-stocks analysis with individual variable model
showed shifting significant financial ratios to stock
returns across quarter lag (Table 6). On the quarterly
returns, at 1-quarter lag only DY affected AR, with no
significant effect on longer lag periods. On 2-quarters
lag the effect of NPM emerged (with weaker effect on
3- and 4-quarters lag) along with negligible effect of
DER. This suggested that there was delay in information
absorption of NPM. We also found statistically
significant yet negligible effect of EPS (beta value of
0.000 after rounding to 3 decimals). When analyzing
annual returns (Table 7), DY emerged as significant
factor on 2-quarters lag with weaker effect on 3-quarters
lag, suggesting delayed information absorption. Again,
we observed delayed effect of NPM on 3- and 4-
quarters lag, along with significant yet negligible effect
of PBV on 2-quarters lag.

Final analysis used combination variable model on
all-stocks, which obtained similar yet different results.
At 1-quarter lag period, on quarterly returns (Table 8)
we found negligible effect of EPS and PBV, with
negative adjusted R-squared value (interpreted as zero)
which implied that no financial ratio affected return of
all-stocks on quarterly basis. In annual return analysis
(Table 9), we found strong negative effect of DY but
also with very low adjusted R-squared value (2.02%-—
2.54%). Additional analyses with extended lag periods
showed delayed effect of ROE and NPM on quarterly
returns, along with delayed effect of EPS (negligible)
and ROE on annual return.

An important note on all-stocks analyses was the
very low adjusted R-squared value, ranging -0.10%-—
1.86% on individual variable model and -3.99%-2.54%
on combined variable model. This implied that more
than 97% variation of all-stocks returns were not
explained by financial ratios in both models.
Considering the fact that we could obtain reasonably
high adjusted R-squared value on some stocks in single-
stock analysis, the low R-squared values on all-stocks
analysis might be caused by idiosyncratic factors, i.e.
extreme variation between individual stocks.

180



ATLANTIS

PRESS

Table 6. Values of Beta in All-stocks Analysis,
Individual Variable Model, Quarterly Return
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Table 8. Values of Beta in All-stocks Analysis,
Combined Variable Model, Quarterly Return

h=1 h=1
1|SR 0.000* 1 |SR [0.000* -0.08%
2 |[ER 0.000* 2 |ER ]0.000* -0.08%
3 |AR 0.000* -0.697* 3 |AR |0.000**|0.000* -3.99%
h=2 h=2
1|SR [-0.001* |0.000* -0.193** 1 [SR ]0.000** -0.150* 1.07%
2 |ER 0.000* -0.193** 2 |ER |0.000** -0.150* 1.07%
3 |AR 0.000* -0.182* 3 |AR |0.000** -0.194** 1.30%
h=3 h=3
1|SR 0.000* -0.165* 1 |SR [0.000* -0.012* 0.86%
2 |ER 0.000* -0.165* 2 |ER ]0.000* -0.012* 0.86%
3 |AR 0.000* -0.154* 3 |AR |0.000* -0.016** 0.80%
h=4 h=4
1|SR 0.000* -0.173* 1 |SR [0.000* -0.018***|-0.154* 1.39%
2 |[ER 0.000* -0.173* 2 |ER ]0.000* -0.018***|-0.154* 1.40%
3 |AR 0.000* -0.166* 3 |AR |0.000* -0.015* |-0.150* 1.28%

*p <0,05; **p <0,01; *** p < 0,001
Only significant beta values are displayed.

Table 7. Values of Beta in All-stocks Analysis,
Individual Variable Model, Annual Return

*p <0,05; ** p <0,01; *** p < 0,001
Only significant beta values are displayed.

Table 9. Values of Beta in All-stocks Analysis,
Combined Variable Model, Annual Return

R DER EPS PBV NPM DY R EPS PBV ROE NPM DY Adj.R?
h=1 h=1

1|SR 1SR -13.950*** | 2.54%

2 |ER 2 [ER -13.972*** | 2.53%

3 |AR 3 |AR -12.582*** | 2.02%
h= h=2

1|SR 0.000* {0.000* -9.192%% 1 |SR -9.481%** | 1.67%

2 |ER 0.000* {0.000* -9.211%%* 2 |[ER -9.522%** | 1.67%

3 |AR 0.000* {0.000* 85727 3 |AR -8.610%* | 1.47%
h= h=3

1|SR -1.023* |-5.488* 1 |SR |0.000* 1.03%

2 |ER -1.024* |-5.511* 2 |[ER [0.000% 1.02%

3|AR -5.410* 3 |AR [0.000* 0.93%
h=4 h=4

1|SR 1 |SR |0.000* 2.51%

2 |ER -0.969* 2 |[ER [0.000% 2.51%

3|AR 3 |AR {0.000* -0.054* 2.30%

*p<0,05; **p<0,01; *** p<0,001
Only significant beta values are displayed.

*p<0,05; **p<0,01; ***p<0,001
Only significant beta values are displayed.
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Our findings were not consistent with the Efficient
Market Hypothesis, which states that stock price
immediately reflects all available information [3].
Instead, this study found that no ratio actually affected
all stocks, and likewise no stock was affected by all
ratios; each stock had its own varying "preference" for
financial ratios, which might explain the low adjusted
R-squared values in all-stocks analysis. Additionally,
we found varying results across lag periods between the
observed stock price and the financial ratios. If
information were absorbed immediately, there should
not be any significant result on later quarters, as all
information should have been absorbed and fully
reflected on the same quarter or at the least on 1-quarter
lag (due to financial ratios and reports being published
1-2 months into each period). Instead, this study
observed some significant ratios that only affected
returns after lag of two or more quarters.

Compared to most previous studies in Indonesian
Stock Exchange which used sectoral stocks [7-9,12,14—
16] or LQ45 on annual analysis [13], this study used
LQ45 stocks on quarterly basis which was thought to
cause the highly varying results between stocks.
Adjusted R-squared value obtained in other studies
varied between 45.93%-98.23% [8,9,11,13,14,16], but
some also found similarly low value of 4.42%-12.96%
[10,12,15]. However, the trend found in this study, i.e.
effects of PER, PBV, DY, ROE, and NPM to stock
returns, was also found in previous studies.

The limitation of this study includes the use of
relatively small sample (48 companies) which might not
actually represent all 634 stocks in IDX (in Q2 2019).
Additionally, the use of LQ45 stocks resulted in diverse
business sectors and characteristics which might
contribute to varying results between stocks. Quarterly
analysis had both advantage and disadvantage in this
study; it allowed the study to capture changes in the
smallest possible time window (as financial ratios were
published quarterly along with financial reports), but at
the same time it might cause bias due to financial
reports being published 1-2 months late in each period.
Lastly, the use of 9 financial ratios might be insufficient
to explain stock price fluctuations, and additional
factors such as beta of stock and market capitalization
[24], or external variables such as GDP or inflation rate
might be beneficial in future studies.

5. CONCLUSION

Financial ratios affected LQ45 2019 stock return in
stock-specific and lag-specific fashion, with no
immediate effect on quarterly return of all stocks but
significant effect of DY on annual return. PER, PBV,
ROE, and NPM may have benefits for prediction
depending on stocks and lag periods. The cause of no-
significance was idiosyncratic factors, i.e. variation of
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stock and firm characteristics; each stock absorbs and
reflects different financial ratios at different rates, which
cannot be explained within the limits of this study and
were thought to be caused by investor behavior. This
study showed that the Efficient Market Hypothesis did
not apply to observed stocks. Investors may still be able
to predict LQ45 stock return on various precision by
single-stock  analyses. ~ Additionally, =~ company
management should exercise caution in determining
dividend payment, as such policies will affect DY,
which in turn may negatively affect stock price and
return.
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