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ABSTRACT

This study uses financial ratio analysis to investigate the company's stock returns.
This study aims to determine the dominant influence of several financial ratios on
stock returns. Financial ratios are helpful in evaluating relied returns. The
quantitative research approach is used to analyze how financial ratios affect stock
returns. The population of this study is companies in the food and beverage sector
listed on the Indonesia Stock Exchange. The analysis was carried out from 2017
to 2020 using secondary data sources. Purposive sampling is used in this study,
with the sample chosen based on predetermined standards and subjected to
multiple linear regression analysis. The analysis' findings demonstrate that DER
and TATO have no significant effect on stock returns, while CR, ROA, and ROE
have a significant effect on stock returns. optimal corporate profitability is not
always achieved by having too many current assets. Additionally, unproductive
management of surplus and unused funds will impact declining stock returns. The
results of this study indicate that idle current assets cannot generate company
profitability because the current ratio is too high indicating an excess of current
assets relative to fixed assets.
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INTRODUCTION

The capital market is an alternative for confidence and level of company performance.

investors who will invest in financial assets. The
increase in the number of investors in the capital
market proves that the capital market in Indonesia
continues to grow, so it has a positive impact on
companies. the increasing number of investments
from investors in the company shows the

There are several research results that empirically
state that one of the important factors influencing
stock returns is investor interest which is
influenced by company information (Chu, Wu, & Qiu
2016) and Dash & Maitra (2018). Investors will
invest their capital in a company because of the
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level of confidence that is proven by the company's
financial performance and implemented by
investors' profits from the funds that have been
invested. One of the goals of investors investing
their capital is to get a good rate of return on
investment in the form of dividends (dividend yield)
or from the difference between the selling price of
the stock and its purchase price (capital gain).
investors' willingness to accept lower returns
implies a lower cost of capital for portfolio firms
(Barber, Morse, & Yasuda 2021).

Shares of go-public companies as investment
commodities are classified as high risk. Due to its
sensitive nature to changes that occur, either by
influences originating from outside or within the
country, changes in the political, monetary
economy, laws, or regulations as well as changes
that occur in the industry and the company that
issues the shares themselves. So that investors in
buying shares require thinking based on data from
the company concerned (Arista 2012). One of the
assessments of investors in deciding to invest is
seen from the ability of a company to provide a
return on its investment (Cunha, et al 2020).

The phenomenon of stock prices is an
important thing in research which is one of the
determining factors for the success of a company
and investors. Furthermore, the determinants that
affect stock prices, such as research variables,
sectors, years, and geographical conditions of
different studies can produce different results.
Stock prices are influenced by many factors both
internal and external (Cahyaningrum & Antikasari
2017). Stock return is the result that has been
obtained from the results of investments made by
investors. This means that the stock return is the
selling price of the stock above the purchase price.
The higher the selling price of the stock is above the
purchase price, the higher the return that investors
will get. If an investor wants a high return then
must be willing to bear higher risk, and vice versa if
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he wants a low return then the risk to be borne is
also low. Maximum return is the expectation of
investors when investing. The higher the desired
return, the higher the risk that will be given (Puska,
et al 2018).

Before investing, investors usually evaluate
the company's performance first by using financial
statement analysis with financial ratios. Financial
ratios are very effective in predicting future stock
returns and have higher predictive power than other
ratios. By comparing the company's financial ratios
from year to year, it can be seen the composition of
the changes that occur and determine whether
there is an increase or decrease in the company's
financial condition and performance over a certain
period of (Henny, et al 2021). Investors who conduct
company analysis, the accounting information
published by the company is sufficient to describe
the development of the company's condition so far
and what it has achieved. With an analysis of
accounting information, investors can find out the
comparison between the intrinsic value of the
company's shares compared to the market price of
the company's shares, and on the basis of this
comparison investors will be able to make a
decision whether to buy or sell the shares in
question for a profit (Clausen & Flor 2015).

Financial ratios are very effective in predicting
future stock returns and have higher predictive
power than other ratios. Financial analysis is a
detailed study of financial statements in order to
identify the strengths and weaknesses of a
company, diagnose problems in order to find
solutions and study historical information to predict
the future (Priyandaru 2019). The ratio used in this
study to predict stock returns based on realization.
This study aims to determine the predictive ability
of various financial ratios to stock returns. The
financial condition of a company is very important
to be known by all interested parties such as
creditors, investors and internal parties of the
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company itself. Stock return research is important
to do to find out one of the factors that can increase
investor confidence in the company.

LITERATURE REVIEW

There is an inverse relationship between a
measure of investors' initial confidence and future
stock market index returns. Dash & Maitra (2018);
Jain & Singla (2022) examine the relationship
between investor confidence proxies and a
weighted market value index using the regression
method, and data from the Indian stock market. The
results show that investor sentiment has a strong
positive influence on stock returns both in the short
and long term. Previous studies have also shown
that investor sentiment has a significant impact on
individual stock returns and even volatility. The
study explores the time-series relationship
between sentiment and abnormal stock returns and
find that consumer confidence from information
obtained from companies can predict stock returns.

Information is an important element for
investors and business people because information
essentially presents information, notes, or
descriptions for both past, current, and future
conditions for the survival of a company and how
the securities market will be. Complete, relevant,
accurate, and timely information is needed by
investors in the capital market as an analytical tool
to make investment decisions. Information
published as an announcement will provide a signal
for investors in making investment decisions. Nenu,
et al (2018); Nani (2019) argue that information
influences the decision-making processes that
individuals use in households, businesses, and
governments. Individuals make decisions based on
freely available public information, and private
information, which is available only to a subset of
the public. Information asymmetry occurs when
different people know different things. The facts
that occur in the company that may affect the
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decisions that will be taken by the shareholders are
not conveying information to the shareholders.

The signaling theory states that good quality
companies will intentionally give signals to the
market in the form of information, thus the market
is expected to be able to distinguish between good
and bad quality companies. When the information
is announced and all market participants have
received the information, market participants first
interpret and analyze the information as a good
signal (good news) or a bad signal (bad news).
Connelly, et. al. (2011) examine in order for the
signal to be effective, it must be able to be captured
by the market and perceived well, and not easily
imitated by poor quality companies. Some quality
signals may be easier to detect by the receiver than
others, so management experts sometimes suggest
that there may be strong and weak signals.

Bell, R. G., et al (2008) and Schiirhoff (2010)
explores Parties between companies and investors
can send various signals without realizing that they
are signaling. Such signals have the potential to
conflict with intentional signals or communicate
negative information about the signaler. The
signaler may have incurred a signal charge that is
negative, not positively, correlated  with
unobservable characteristics that are valuable to
the receiver. Nevertheless, there is a little empirical
study of such negative signals, how they are unique
from other signals, or how they interfere with or
enhance the signaling process. Abor (2007) and
Bell, R. G., et al (2008) argues that agency problems
predispose firms to follow a very high debt strategy,
resulting in poorer performance. Conflict of interest
between shareholders and managers arises when
the company's management has the power to use
free cash flow to achieve management benefits at
the expense of shareholders.

According Suhadak et al. (2019) dan Suad, et
al (2014) Stock return is the result that has been
obtained from the results of investments made by
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investors. Maximum return is the expectation of
investors when investing. The higher the desired
return, the higher the risk that will be given. The
stock return itself is measured in percent. The use
of percent units to measure return aims to be able
to equalize (equivalent) all observed stocks. The
motive of investors to invest in the capital market is
to get a return in the form of dividends or capital
gains as well as company ownership. Before
investing, investors will consider the stock return
they will receive and the value of the company. The
share price represents the firm value of a public
company. A higher stock price equals a higher
company value. Investors who want to maximize
the expected profit must also tolerate risk. Efficient
investment is an investment that provides a certain
level of profit with the smallest risk and a certain
risk with the greatest rate of return. Return and risk
are two inseparable things because the
consideration of investment is a trade-off of these
two factors. Lin, et al (2017) Explore return and risk
have a positive relationship, the greater the return
that is compensated, the greater the risk that must
be borne. Argue that the total return is the overall
return of an investment in a certain period. The total
return is often simply called the return. The total
return consists of capital gains (losses) and yields.

According Malik (2021) findings on the
relationship between the exchange rate and stock
returns that explanation for the inconsistent results
reported in the literature by documenting that the
presence of volatility shifts alters the empirical
results. The method commonly used to measure the
financial performance of a company is the method
of financial ratios. Financial ratios are activities
that compare the numbers in the financial
statements by dividing one number by another.
According Fahmi (2012) financial ratio analysis is to
connect the elements of the balance sheet and the
calculation of profit and loss with one another so
that it can provide an overview of the company's
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history and the assessment of its current position.
Ratio analysis is a form or method commonly used
in financial statement analysis.

Nadiyah & Suryono (2017) argue that ratio is a
tool that is expressed in relative or absolute terms
to explain a certain relationship between one factor
and another from an analysis of financial
statements. The benefits of ratio analysis are
basically not only useful for the benefit of internal
parties but also for external parties. Financial ratio
analysis can be grouped into five categories. The
liquidity ratio is a ratio that describes the
company's ability to meet its short-term
obligations. The solvency Ratio is the ratio used to
measure the company's ability to pay short-term
obligations that are billed as a whole. While the
profitability ratio is the ratio used to assess the
ability of a company to earn profits from sales.

The conceptual framework of this research
illustrates that this research has two main focuses,
the first is related to examining the effect of
financial ratios on stock returns. According to
Legiman, at al (2015) dan Yoni, at al (2020) the
company understands that the role of financial
health is very important. In addition to influencing
the rate of return on investment, the company's
financial health can reflect the level of risk faced by
investors in the future. Along with improving
financial health, the company's performance is also
getting better. the positive impact of companies
showing improved financial performance will
benefit various parties and further minimize the
level of risk for investors. According Trejo Pech,et
al (2015) the activity ratio is the ratio used to
measure the extent to which management
manages the company effectively. The hypothesis
of this research is H1: Financial ratios have a
positive effect on stock returns. While the results
of Widagdo et al. (2020) research stated that
macroeconomics had no effect on Islamic stock
returns; The worse the macroeconomic factors in
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Indonesia, the sharia stock returns will not
necessarily decrease. Financial ratios have a
positive and significant effect on sharia stock
returns - the better the financial ratios of a
company, the greater the increase in sharia stock
returns. Hypothesis 2 of this study is H2: the impact
of financial ratios on stock returns

METHODOLOGY

This study uses a positivist approach with
quantitative research. While the data source used
is secondary data from the Indonesia Stock
Exchange. According Cahyaningrum & Antikasari
(2017) the model has been estimated using
multivariate regression, specific effects over a
period of time affect in the same way on all objects,
but vary over time. The object of research is the
food and beverage sector companies that have
been listed on the Indonesia Stock Exchange in the
period 2017 to 2020. The food and beverage sector
was chosen as an important sector for the
necessities of life and the share of market
capitalization on the IDX. By using one sector
companies in the study, it is expected to produce
more comparable ratios and deeply. Where the
research sample contained 44 data sets using the
purposive sampling technique. According Ustiani
(2015) and Kuncoro (2013) the determination of the
sample is based on certain criteria. In order to
determine the predictive ability of various financial
ratios to stock returns, the data analysis in this
study uses regression analysis methods. we use a
multiple regression linier model by testing each
proxy on the dependent variable using the t test so
that it can answer the proposed hypothesis.

RESULT AND DISCUSSION

This study uses a sample of firms in the food
and beverage sector consisting of 44 data sets. CR
during the study period had a minimum value of
0.73, a maximum value of 8.64, a mean of 2.8129,
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and a standard deviation of 2.03260, DER had a
minimum value of 0.16, the maximum value of 1.97,
mean of 0.7425, and standard deviation of 0.50285,
ROA had minimum value of 0.00, the maximum
value of 0.53, mean of 0.1168, and ROE had a
minimum value of 0.00, the maximum value of 1.24,
mean of 0.2048, and standard deviation of 0.26066.
the variable TATO had a minimum value of 0.24, the
maximum value of 3.11, mean value of 1.0570, and
standard deviation of 0.64128. On the other hand,
the variable RSTOCK during the study period had a
minimum value of -0.41, a maximum value of 1.11,
amean value of 0.0475, and a standard deviation of
0.24715. Based on the survey data, the results of
the descriptive statistics were found to be as

follows:
Table 1
Descriptive Statistics Example
Construct Min. Max. M SD
CR J3 864 28129 2.03260
DER Je6 197 7425 50285
ROA .00 53 1168 11028
ROE 00 1.24 .2048 .26066
TATO 24 311 1.0570 .64128
RSTOCK 41 1N .0475 24715

Source: Author Estimation (2022)

In addition, test of normality by multiple
regression tests were performed on the existing
study data. Furthermore, the study conducted a
normality test using a histogram graph and the
Kolmogorov-Smirnov Test. The results of the
analysis are shown in the following figure:

Figure 1
The Histogram Graphic

Histogram
Dependent Variable: RSTOCK

Mean = -3.80E-16
—/ Stdl.Dev. = 0.640
Ne

Regression Standardized Residual
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Based on the results of the normality analysis
with the histogram shown in the image above, the
histogram graphic image shows the normal line
forming a bell and both sides are the same as

following the normal line. While the normal test
with Kolmogorov-Smirnov looks like the following
table:

Table 2
Normality Test Results (Kolmogorov-Smirnov Test)

Unstandardized residual

N 44
Normal Parameters Std Deviation 19768714
Kolmogorov-Smirnov Z 928
Asymp. Sig. (2-tailed) .355
Source: Author Estimation (2022)
Table 4
Based on the results of the Kolmogorov- Multiple Linier Regression Test Results
Smirnov analysis shown in the table above, the Construct B P-value Note
normal parameter results with a standard deviation [C)FI;H gg;é giéé . Sig
. . . . on sig
of 0.19768714 while the Kolmogorov-Smirnov value ROA 7580 0.000 Sig
is 0.928 and the asymp value. Sig of 0.355 greater ROE -3.013 0.001 Sig
TATO 0.059 0.322 Non sig

than 0.05 means that it shows a normal pattern. So
that the data set to be analyzed for the influence
test is declared normally distributed. From the
explanation above, it can be continued with the
next stage of analysis.

Table 3
Determinant Coefficient Test Results

Weight Statistics

R 0.600
R Square 0.360
Adjusted R Square 0.276
Std. Error of the Estimate 0.21029
Durbin-Watson 2.076

Source: Author Estimation (2022)

The next stage is to see the feasibility of a
model which is done by testing the determinant
coefficient. The test results of the research model
show the adjusted R square value as shown in the
table above.

The next table presents the results of the
multiple regression analysis.
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Note: dependent variable: RSTOCK
Source: Author Estimation (2022)

The coefficient of determination based on the
test table indicates the extent to which the model
can explain the independent variation. As can be
seen, the adjusted R? value is low, indicating that
the ability of the independent variables to explain
the dependent variable is severely constrained; the
value of 0.276 indicates that the dependent
variables, TATO, CR, ROE, DER, and ROA, affect
stock returns by 27.6%, while other factors
unrelated to this study affect the independent other
factors unrelated to this study affect 72.4% of the
independent variables.

The table above shows the results of the
multiple regression analysis that examined the
impact of five variables, CR, DER, ROA, ROE, and
TATO, on RSTOCK (stock returns). The current
variables partially show that CR has a negative and
significant impact on the stock returns of food and
beverage sector firms listed on the Indonesia Stock
Exchange from 2017-2020. The Debt of Equity Ratio
variable shows that DER has a negative and
significant impact on the stock returns of food and
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beverage sector firms listed on the Indonesia Stock
Exchange from 2017-2020. The Return on Assets
variable partially indicates that ROA has a positive
and significant effect on the stock returns of food
and beverage sector firms listed on the Indonesia
Stock Exchange from 2017-2020. The Return on
Equity variable partially indicates that ROE has a
negative significant effect on the stock returns of
food and beverage sector firms listed on the
Indonesia Stock Exchange from 2017-2020. The
total asset turnover variable partially indicates that
TATO has no significant effect on the stock returns
of food and beverage sector firms listed on the
Indonesia Stock Exchange from 2017-2020.

The current ratio indicates a company's ability
to meet its current obligations; the higher the
current ratio, the greater the company's ability to
pay its obligations. The finding consistence with
Dwijayani et al (2020) a company with a high
liquidity ratio is more resilient to business
fluctuations and more profitable for investors. A
greater profit than the risk posed by debt can
increase the value of a company. The results of the
analysis show that the CR value is negative,
indicating that an increase in the CR value will
decrease the return on equity, meaning that a
higher value of the liquidity ratio will affect the
decline in the market's stock price. This is because
the value of inventory is high relative to estimated
future sales, indicating excess inventory and not
maximizing existing inventory. The current ratio is
high and current assets are excessive compared to
fixed assets, meaning that current assets are
unutilized and do not enhance the profitability of
the firm. In addition, if cash is too high and
underutilized, the firm is subject to decline and
reduced investment.

The Debt-to-Equity Ratio/ DER shows research
results that do not support the ability of equity
capital to guarantee the firm's debt, which does not
affect stock returns. Since debt is incurred because
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the company cannot meet its equity, the company
owes or owes creditors. The finding consistence
with Alpi (2018) and RM Musallam (2018) investors
assume that high or low debt of the company does
not affect stock returns because it is market
conditions and the profits generated by the
company that affect the stock price. This is because
a company's profits are a good signal for investors
to increase their investments.

If a company makes good use of its assets,
ROA (return on assets) can measure the rate of
return on those assets. These results point to an
increase in profits, which could affect the rise in the
stock price. As the stock price increases, the return
on equity investment will also increase. This
conclusion is consistent with research findings that
higher ROA values increase firm performance and
stock returns. Higher stock returns induce investors
to invest in the firm. The finding consistence with
Almira & Wiagustini (2020) It demonstrates that
businesses consistently aim to convey encouraging
signals and information to potential investors.

The capital adequacy ratio indicates that the
business can efficiently optimize its equity capital.
Research results indicate that businesses have a
poor track record of managing their capital and are
not using their funds to make a profit. The finding
consistence with Nenu et al. (2018) lower-than-
expected returns demanded by shareholders affect
investor acceptance.

The value of the TATO ratio or the total asset
turnover variable shows that TATO does not have a
significant effect, namely the company's ability to
optimize its assets effectively and efficiently does
not affect the interest of investors to buy their own
shares. Companies with high TATO values in the
same period subsequently do not have large net
profits, and investors are not interested in buying
shares of these companies. The finding consistence
with Subalno (2009) investors who refrain from
investing in companies because of unexpected net
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income will consequently depress the company's
stock price and reduce its stock returns. These
results indicate that TATO has no significant effect
on stock returns, this is in accordance with previous
research Indrayono (2019). Which showed that the
company's assets were not utilized as well as
possible.

CONCLUSION AND RECOMMENDATION

The results of this study indicate that idle
current assets cannot generate  company
profitability because the current ratio is too high
indicating an excess of current assets relative to
fixed assets. Excess cash is not an effective
management tool for the company. And lower
corporate profits affect lower returns on equity; A
high DER has a negative impact on creditors, who
consider the company to be at risk of default on its
debts. The company's debt will also be higher,
which investors will interpret as debt owed to fulfill
the company's business activities. Higher debt
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indicates the company is not performing well,
which results in a decrease in share value.
Investors who refrain from investing in company
shares because they do not expect a net profit will
have an impact on suppressing the company's stock
price and lowering the level of stock returns. One of
the factors that investors consider in deciding to
invest in a company is based on the company's rate
of return on investment. With increasing investor
confidence, the investment made is expected to
increase.

Ensure that not all companies are included in
the study sample, as goodwill and intangible assets
are often included in other asset components. In
addition, for better research results, companies
with listed intangible assets and companies in
other sectors listed on the Indonesian Stock
Exchange as well as in the food and beverage
sector should be surveyed.
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