DETERMINANTS OF COMPANY STOCK SPLIT DECISIONS:
STUDY ON GO PUBLIC COMPANIES IN THE INDONESIA
STOCK EXCHANGE

Mahendra Ryansa Gallen Gagah Pratama, 2Nadia Rachma Puspita,
3Yeni Nur Prilanita,
Universitas Negeri Yogyakarta
gallenpratama@uny.ac.id

Abstract

This study aims to determine the effect of the high level of stock prices, company
financial performance, and stock trading liquidity on stock split decisions in companies
listed on the Indonesia Stock Exchange. It uses a quantitative approach. The research
population includes all companies listed on the Indonesia Stock Exchange in the 2014-
2016 period. The sample was determined by purposive sampling technique and 40
companies were obtained. The analytical method used in this study is logistic regression
analysis.

Based on research results, it can be concluded that the level of overpriced stock
prices by proxy Price Earning Ratio (PER) has a significant positive effect on the
company's stock split decision. The level of expensive stock prices proxied by Price Book
Value (PBV) has a significant positive effect on the company's stock split decision. The
company's financial performance by proxy Earnings Per Share (EPS) has a significant
positive influence on the company's stock split decision. The company's financial
performance proxied by Return on Assets (ROA) has a significant negative effect on the
company's stock split decision. Stock trading liquidity proxied by Trading Volume
Activity (TVA) has a significant negative effect on the company's stock split decision.
The Nagelkerke R Square value in this study is 0. 702 which means the ability of the
variable level of expensive stock prices, the company's financial performance, and stock
trading liquidity explains the company's decision variable to do a stock split of 70.2%.
The remaining 29.8% of the dependent variable is explained by other factors outside the
model.
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INTRODUCTION

The purpose of a standing company in general is to be able to maximize company
profits while the company's goal from a financial management perspective is to be able
to maximize shareholder wealth or maximize company value. Shareholder wealth is the
multiplication between the price per share and the number of shares outstanding. This
means that the wealth of shareholders will be reflected in the value of the company, which

is indicated by the price of the company's shares on the stock exchange.
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Uncertainty in stock prices in the capital market is influenced by the level of
supply and demand for stock prices. For companies, an increase in share prices is
considered as a condition that can benefit the company, but on the other hand, an increase
in share prices that are too high (overprice) can cause the demand for these shares to
decrease and vice versa (Alteza, Hidayati, & Darmawati, 2014 ). The decline in investor
demand is because not all investors are interested in buying shares at high prices,
especially for investors who have limited funds, so that investors will reverse direction to
buy shares in other companies that have not too high price levels. To avoid this condition,

stock splitsis an action taken by the issuer by dividing the value of its shares into
a smaller nominal value. By doing a stock split, the price of the shares offered is lower,
so it is hoped that many investors and potential investors will be interested in buying
shares (Ang, 1997). Stock split actions will have a mirage effect for investors, namely
investors will feel as if they are becoming more prosperous because they hold a larger
number of shares. So a stock split is actually a company action that has no economic value
(Marwata, 2001). Even though stock splits have no economic value, the number of stock
split events in the capital market indicates that stock splits are an important tool in capital
market practice (Marwata, 2001). Theoretically, a stock split will not increase shareholder
wealth, because on the one hand the number of shares owned by investors increases, but
on the other hand the share price decreases proportionally. Stock splits are carried out in
the hope that the trading liquidity of the shares will increase, because investors can buy
shares at a relatively lower price (Muazaroh and Iramani, 2005).

The company's financial performance is one of the factors that can influence stock
split decisions, because financial performance is a measure of a company's success in
generating profits and reflects the condition of a company. Marwata (2001) states that
one of the descriptions of good prospects is good financial performance. Companies that
carry out stock splits require sufficient funds, therefore only companies that have good
prospects are able to carry out stock splits.

Rohana, et al. (2013) mentions several reasons for company managers to carry out
stock splits, including, 1) so that the share price is not too expensive so that it can increase
the number of shareholders and increase the Liquidity of Stock Trading, 2) to return the
price and average trading size of shares to the range that has been targeted, and 3) to
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convey information regarding investment opportunities in the form of increased profits
and cash dividends

Various empirical studies on the factors that can determine a company's decision
to do a stock split have been carried out. Rohana's research results, et al. (2003) found
that the Expensive Level of Stock Prices has a positive effect on company stock split
decisions and liquidity variables. Research conducted by Satoto and Hikmah (2010)
found that EPS and EAT between companies that did stock splits and companies that did
not do stock splits were significantly different. Research conducted by Zien (2013) found
that the level of high prices as measured using PER and PBV is not a differentiating factor
in a company's stock split decision. Yasa and Handayani (2017) state that the level of
high prices and liquidity of stock trading does not affect the company's decision to do a
stock split. Based on the background and there are facts of inconsistency in previous
research, the researcher is interested in further examining whether the Expensive Level
of Stock Prices, Company Financial Performance, and Stock Trading Liquidity affect the
company's stock split decision as outlined in the title "Determinants of Company Stock

Split Decisions (Studies on Go Public Companies Registered on the IDX).

RESEARCH METHODS

This research uses a quantitative approach that is causal associative. The population
of this study are all companies listed on the Indonesia Stock Exchange in 2014-2016. This
study took samples with purposive sampling method. The data used in this study is
secondary data. The data taken is the company's financial statements in 2014-2016
obtained from the Indonesian Stock Exchange page (www.idx.co.id). The data analysis
technique used in this study uses quantitative analysis techniques carried out by analyzing
the problems that are manifested by data that can be explained quantitatively. The

analytical method used in this study is logistic regression analysis

RESEARCH RESULT

In this study, the dependent variable Y has two categorical types, namely:
companies that do stock splits are categorized with a value of 1 and companies that do

not do stock splits are given a value of 0. This information can be seen from table 2 below.

63



Table 1. Coding of dependent variables

Original Value Internal Values
Not doing Stock Split 0
Conduct Stock Splits 1

Table 2. Descriptive Statistics of all companies that did stock splits and those that did not

N Min Max Means std. Dev
Y 40 0 1 0.50 0.506
PER 40 -63.25000 830.51000 80.64259 194.16458
PBV 40 0.00000 14.91806 1.89349 3.24155
EPS 40 -104.64948  1735,06833 105.96236 286.85735
ROA 40 -0.10197 0.18994 0.03605 0.06483
TVA 40 0.00015 9.75307 0.63134 1.64889

Table 3. Descriptive Statistics of Companies Conducting Stock Splits

N Min Max Means std. Dev
Y 20 1 1 1 0.00000
PER 20 -39.02000 2351.85000 212.96000 554.48725
PBV 20 0.14900 14.91806 2.59605 3.70935
EPS 20 -25.36237 1735,06832 177.77293 391.16374
ROA 20 -0.10197 0.18994 0.03961 0.06285
TVA 20 0.00015 2.35254 0.41908 0.71029

Table 4. Descriptive Statistics of Companies that Do Not Conduct Stock Splits

N Min Max Means std. Dev
Y 20 0 0 0 0.00000
PER 20 -9.47075 178.31624 34.08619 45.13681
PBV 20 0.0000014 11.80925 1.19093 2.60190
EPS 20 -104.64947 185.59559 34.15179 70.99139
ROA 20 -0.08706 0.017087 0.03249 0.06818
TVA 20 0.00254 9.75306 0.08436 2.23191

Table 5. Regression Testing Results

Variable B Wald Sig.
PER 0.012 3,924 0.048
PBV 0.506 5,976 0.015
EPS 0.018 4,685 0.030
ROA 8,396 1.005 0.316
TVA -0.907 7,673 0.006

Based on the results of the descriptive statistics and regression testing results shown
in Tables 3 and 4, it can be seen that the description of each independent variable in
companies that do stock splits and companies that do not do stock splits is as follows:

The Expensive Level of the company's Share Price proxied by PER

The average level of expensive stock prices proxied by PER for companies that
do stock splits is 212.96000, higher than companies that do not do stock splits of
34.08619, meaning that companies that do stock splits have an average higher stock price.
than companies that do not do stock splits. The effect of the high-priced stock price
variable proxied by PER on the company's stock split decision. The results of the analysis
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show that the regression coefficient has a positive direction of 0.012 and the resulting
significance value of 0.048 is smaller than the required significance level of 0.048 <0.05.
According to the trading range theory, the company will conduct a stock split to rearrange
the stock price range so that it is not too expensive. Stock split will make the stock price
lower or fall to a certain level so that it is affordable for investors (Margasari, Alteza, &
Musaroh, 2015). Thus, the higher the Expensive Level of Stock Prices, the higher the
possibility of a company to do a stock split. Stock splits are carried out to return stock
prices to within the normal range so that shares become attractive to investors. PER
describes market appreciation of the company's ability to generate profits. Investors
generally prefer to choose stocks with low PER. The lower the PER of a stock, the cheaper
the stock is in relation to company earnings. This research is in accordance with the
research conducted by Khomsiyah and Sulistyo (2001). The results of the research by
Khomsiyah and Sulistyo (2001) show that the Variable Level of Expensive Share Prices
as measured by PER has a positive influence on company stock split decisions. Investors
generally prefer to choose stocks with low PER. The lower the PER of a stock, the cheaper
the stock is in relation to company earnings. This research is in accordance with the
research conducted by Khomsiyah and Sulistyo (2001). The results of the research by
Khomsiyah and Sulistyo (2001) show that the Variable Level of Expensive Share Prices
as measured by PER has a positive influence on company stock split decisions. Investors
generally prefer to choose stocks with low PER. The lower the PER of a stock, the cheaper
the stock is in relation to company earnings. This research is in accordance with the
research conducted by Khomsiyah and Sulistyo (2001). The results of the research by
Khomsiyah and Sulistyo (2001) show that the Variable Level of Expensive Share Prices
as measured by PER has a positive influence on company stock split decisions.

The Expensive Level of Share Prices that are proportional to PBV

The average level of expensive stock prices proxied by PBV for companies that
do stock splits is 2.59605 higher than companies that do not do stock splits of 1.19093,
meaning that companies that do stock splits have an average higher stock price. than
companies that do not do stock splits.

The effect of the high-priced stock price variable proxied by PBV on the
company's stock split decision. The results of the analysis show that the regression
coefficient has a positive direction of 0.506 and the resulting significance value of 0.015
is smaller than the required significance level of 0.015 <0.05. PBV describes how much
the market appreciates the book value of a company's shares, meaning that the greater
this ratio, the greater the market's confidence in the company's prospects. A positive
regression coefficient indicates that companies with too high stock prices tend to do stock
splits. This supports the trading range theory which states that management conducts
stock splits driven by the behavior of market practitioners who are consistent with the
notion that stock splits can keep stock prices from becoming too expensive. The results
of this study are in accordance with research conducted by Widiastuti and Usmara in
2005. The results of their research were that they found that the variable Stock Price
Expensive Level as measured by PBV had a positive and significant relationship to
company stock split decisions.
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Company Financial Performance proxied by EPS

The average company financial performance proxied by EPS for companies that
do stock splits is 177.77293 higher than companies that do not do stock splits of 34.15179,
meaning that companies that do stock splits on average have better financial performance
than companies that do not do stock splits.

The company's financial performance is proxied by EPS on the company's stock
split decision.The results of the analysis show that the regression coefficient has a positive
direction of 0.018 and the resulting significance value of 0.030 is smaller than the required
significance level of 0.030 <0.05. According to Lakonishok and Lev's research (in Baker
and Powell, 1980) that a stock split is carried out after an increase in earnings and EPS.
The decision to stock split after an increase in EPS is related to the signaling theory which
states that the announcement of a stock split is considered a signal given by management
to the public that the company has good prospects in the future. A positive coefficient
value indicates that the greater the EPS value, the greater the probability of a company
doing a stock split. This research is in line with the results of research conducted by
Budiarjo and Hapsari (2013) and Putri (2012). The results of this study are that EPS has
a significant positive effect on the company's decision to do a stock split.

The company's financial performance is proxied by ROA

The average company financial performance proxied by ROA for companies that
do stock splits is 0.03961 higher than companies that do not do stock splits of 0.03249,
meaning that companies that do stock splits on average have better financial performance
than companies that do not do stock splits.

The company's financial performance is proxied by ROA on the company's stock
split decision. The results of the analysis show that the regression coefficient has a
positive direction of 0.018 and the resulting significance value of 0.030 is smaller than
the required significance level of 0.030 <0.05. This result contradicts the signaling theory
which states that the announcement of a stock split is considered a signal given by
management to the public that the company has good prospects in the future. The results
of the study showed that the ROA variable did not significantly influence the company's
stock split decision due to the results of the ROA calculation where the mean value is
smaller than the standard deviation value, namely 0.03695 <0.06483. The results
indicatethe distribution of the value of the company's financial performance proxied by
ROA is not good.

Stock Trading Liquidity of companies proxied by TVA

The average stock trading liquidity proxied by TVA for companies that do stock
splits is 0.41908 lower than companies that do not do stock splits of 0.84360, meaning
that companies that do stock splits have an average level of stock trading liquidity. lower
than companies that do not do stock splits.

Stock Trading Liquidity proxied by TVA on company stock split decisions. The
results of the analysis show that the regression coefficient has a negative direction of -
0.907 and the resulting significant value is 0.006 which is smaller than the required
significance level of 0.006 <0.05. These results support research conducted by Kristiawati
(2004). The research shows that the main motive of a company doing a stock split is to
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increase the liquidity of its common stock and bring about a wider distribution of shares.
These results support research conducted by Kristiawati (2004). The research shows that
the main motive of a company doing a stock split is to increase the liquidity of its common
stock and bring about a wider distribution of shares.

CONCLUSION

This study aims to determine the effect of the Expensive Level of Stock Prices,
Company Financial Performance and Stock Trading Liquidity on stock split decisions of
companies listed on the Indonesia Stock Exchange in the 2014-2016 period. Based on the
results of logistic regression analysis, it can be concluded as follows: 1) Expensive Level
stock prices proxied by PER have a significant positive effect on the company's stock
split decision. This can be seen from the results of the analysis showing that the regression
coefficient has a positive direction of 0.012 and the resulting significance value of 0.048
is smaller than the required significance level of 0.048 <0.05. 2)Expensive Level stock
prices proxied by PBV have a significant positive effect on the company's stock split
decision. This can be seen from the results of the analysis showing that the regression
coefficient has a positive direction of 0.506 and the resulting significance value of 0.015
is smaller than the required significance level of 0.015 <0.05. 3)Corporate Performance
finance proxied by EPS has a positive significant effect on the company's stock split
decision. This can be seen from the results of the analysis showing that the regression
coefficient has a positive direction of 0.018 and the resulting significance value of 0.030
is smaller than the required significance level of 0.030 <0.05. 4)Company Performance
finances proxied by ROA have no significant positive effect on company stock split
decisions. This can be seen from the results of the analysis showing that the regression
coefficient has a positive direction of 8.396 and the resulting significance value of 0.316
is greater than the required significance level of 0.316 > 0.05. And 5)Stock trading
liquidity proxied by TVA has a significant negative effect on the company's stock split
decision. This can be seen from the results of the analysis showing that the regression
coefficient has a negative direction of -0.907 and the resulting significance value of 0.006
is smaller than the required significance level of 0.006 <0.05.

This study has several research limitations like only uses a period of 3 years and
only gets a sample of 40 companies. This research only uses the variable level of
overpriced stock prices, company financial performance, and stock trading liquidity. At
least the variables used so that it is possible that the variables that have not been used can
influence research.Based on the conclusions and limitations of the research that has been
described, the following suggestions can be Investors are expected to pay more attention
to the Expensive Level of Stock Prices, Company Financial Performance and Stock
Trading Liquidity because it is proven that these factors can influence company stock
split decisions.

BIBLIOGRAPHY

Akhigbe, A., Madura, J. & Zera, SP(1995). Long Term Valuation Effects of Stock Splits.
Journal of Economicd and Finance, Vol 19, Issue 3.

67



Alteza, Muniya. (2008). Financial Performance and Stock Price as Determinants of Stock
Split Decisions (Empirical Study of Listed Companies on the JSE). Indonesian
Entrepreneur Management, No. 01/Th.XXXVII, pp. 14-19.

Alteza, M., Hidayati, LN, & Darmawati, A. (2014).Changes in Liquidity Due to Stock
Split: Studies in the Indonesian Capital Market. Journal of Economia, Vol 10,
No 1, pp 81-95.

Ang, Robert. (1997). Smart Book: Indonesian Capital Market. Jakarta: Media Soft
Indonesia.

Brigham, Eugene F. and Houston, Joel F. (2012). Fundamentals of Financial
Management. Eleventh Edition. Jakarta: Salemba Empat.

Baker, HK & Gallagher, P. (1980). Management's view of stock split. Financial
Management,Vol 9, p. 73;77.

Budiardjo, Djoni and Joshe Hana Hapsari. (2011). Growth of Earning Per Share, Price To
Book Value and Price Earning Ratio as the Basis for Stock Split Decisions.
Journal of Management and Entrepreneurship, 13 (1).

Chung, CY, Ju, K., & Ryu, D. (2016). Stock splits, unseasoned equity offerings, and firm
values: evidence from the Korean stock market. Investment Management and
Financial Innovations, Volume 13, Issue 3, 105-1009.

Darmadji, Tjiptono and Hendy M. Fakhrudin. (2011). Capital Market in Indonesia. Third
Edition. Jakarta: Salemba Empat.

Dr. Josiah. (2010). Market Reaction To Stock Splits. African Journal of Business &
Management, 20 pages.

Fandayan, Ratri. (2015). Analysis of Differences in Stock Liquidity, PER, ROI, and EPS
Before and After a Stock Split in Go Public Companies on the Indonesia Stock
Exchange(Case Study of Companies Conducting Stock Splits for the 2010-2012
Period). Thesis. Yogyakarta: Faculty of Economics, Yogyakarta State
University.

Ghozali, Imam. (2007). Multivariate Analysis Application with SPSS Program. Third
Edition. Semarang: Diponegoro University Publishing Agency.

Guijarati. (2012). Fundamentals of Econometrics. Translation of Mangunsong, RC Book
2. Edition 5. Jakarta: Salemba Empat.

Guo, S., Liu, MH & Song. W. (2008). Stock splits as a manipulation tool: Evidence from
mergers and acquisitions. Financial Management, 37, 695-712.

Hanafi, Mamduh M. (2004). Financial management. Yogyakarta: BPFE.

Hanafi, Mamduh M. and Abdul Halim. 2009. Analysis of Financial Statements. Fourth
Edition. Yogyakarta: Publishing and Printing Unit of STIE YKPN.

68



Helfret, EA (1999). Financial analysis techniques (practical instructions for managing
and measuring company performance). Edition 8. Jakarta: Erlangga.

Huang, GC, Liano, K. & Pan. MS (2011). REIT Stock Splits and Liquidity Changes.The
Journal of Real Estate Finance and Economics.

Husnan, S., Mamduh, M., & Wibowo, A. (1996). The impact of financial statement
announcements on stock trading activities and profit rate variability. Manage 5
(11), 110-125.

Khomsiyah & Sulistyo. (2001). Factors of Overpriced Stock Prices, Company Financial
Performance and stock split decisions: Application of discriminant analysis.
Indonesian Journal of Economics and Business, 16, 388-400.

Kristiawati, F. (2004). Analysis of stock liquidity before and after a stock split. Thesis.
Yogyakarta: Yogyakarta Muhammadiyah University.

Kuncoro, Mudrajat. (2001). Quantitative Method: Theory and Applications to Business
and Economics. Yogyakarta: UPP-AMP YKPN

Lilyd, Bruce. (1976). The Role of Capital Market in Developing Countries. Spring The
Mortgage and Wall Street. Intereconomics, 12(3), pp 96-102.

Lucyanda, J. & Anggriawan, D. (2011). The Effect of Expensive Stock Prices, Company
Financial Performance and Stock Trading Liquidity on Company Decisions to
Conduct Stock Split. Journal. Faculty of Economics and Social Sciences, Bakrie
University, Jakarta.

Marwata. (2001). Financial Performance, Stock Price, and Stock Split. Journal of
Indonesian Accounting Research. Vol 4.No 2, pp 151-164.

Margasari, N., Alteza, M., & Musaroh. (2015). Profit Signals in Stock Split Events on
the Indonesia Stock Exchange. Journal of Economia, Vol 11, No 2, pp 134-
142.

Muazaroh and Iramani. (2005). Financial Performance Analysis, Stock Expensive,
and Liquidity in Stock Split.Journal of Economics Magazine. Year
XV. No. 3A. December 2005. Pages: 327-343.

Nelling, E., Fang Ho, AY, & Chen, YK (January 2007). Earnings Management and Long-
term Performance: Evidence from Reverse Stock Splits. Taken on October 26,
2017, fromhttps://www.researchgate.net/publication/228457148

Nur, Dhani Ichsanuddin. (2017). Analysis of Stock Split and Corporate Financial
Performance in Indonesian Stock Exchange. International Journal of Advanced
Research (IJAR). 5(2), 2241-2246.

Mehta, C., Yadav SS, & Jain PK (2011).Managerial Motives for Stock Splits: Survey
Based Evidence from India.Journal of Applied Finance.No. 1, 103-117.

69


https://www.researchgate.net/publication/228457148

Daughter, Ossy Andina. (2012). Analysis of Differences in Financial Performance,
Expensive Share Prices Between Stock Splitting Companies and Non-Share
Splitting Companies in Manufacturing Companies Listed on the Indonesia Stock
Exchange for the 2005-2009 Period. Thesis. Faculty of Economics and Business,
Diponegoro University, Semarang.

Rohana, Jeannet, & Mukhlaisin. (2003). Analysis of the factors that influence the stock
split and the resulting impact. National Symposium on Accounting VI, 601-613.

Suliyanto. (2011). Applied Econometrics; Theory & Applications with SPSS.
Yogyakarta: ANDI.

Suryawijaya, MA, & Setiawan, FA (1998). Reaction of the Indonesian Capital Market to
Domestic Political Events (Event Study on the Incident of 27 July 1996).
Manage 7 (18), 225-241.

Utami, Endang S. (2012). Factors Affecting Stock Split. Journal of Sociohumanities.
Yogyakarta: Faculty of Economics, University of Mercu Buana.

Wismar'ein, D. (2004). Market reaction to the announcement of rights issue on abnormal
returns and stock liquidity (Case study on the Jakarta Stock Exchange).
Diponegoro University Master of Management Postgraduate Thesis.

Widyastuti, H. & Usmara. (2005). Analysis of the factors that influence the stock split
and its effect on firm value. Journal of Accounting and Investment, 6, 225-241.

Woulandari, Novita Sari. (2016). Analysis of Determinant Factors in a Company's
Decision to Conduct a Stock Split (Study on Companies Listed on the IDX.
Thesis. Yogyakarta: Faculty of Economics, Yogyakarta State University.

Yosef, Bar S. Brown, LD(1977). Are-examination of stocksplits using moving betas.
Journal of Finance, 32, 1069-1080.

70



