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Abstract 

Company’s success in earning profit will raise the EPS and value of the firm. Increase in 

value of the firm will increase company's share price. Theoretically increase in EPS reflects 

management's success in rousing return will increase the company's share price. However a 

number of studies that discussed the EPS have different conclusions. There are a number of 

research findings that prove that the EPS variable has insignificant effect on market returns, 

while a number of other studies prove the EPS variable significantly influence the market 

return.  

Allegedly these differences are influenced by stock market conditions at the time of the 

study, booms and busts conditions. This study adds a variable aMb (above minus below) EPS 

in the equation Fama-French Pricing Model and prove whether aMb variable has a significant 

effect.  

The results reveal that independent variable aMb has a significant influence on expected 

excess return in Three-Factor Pricing Model in ‘booms stock market’ and has an insignificant 

influence on expected excess return in Three-Factor Pricing Model in ‘booms and busts stock 

market’. 

 

Keywords: CAPM, size capitalization, market risk premium, book-to-market ratio, earning 

per share. 

 

1. Introduction 

Introduced in 1960's by Sharpe, Lintner and Mossin, capital asset pricing model (CAPM)  has 

been widely tested in various capital markets in various countries. In 1993 Fama and French 

developed a model which known as the Three-Factor Pricing Model (TFPM) or also known 
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as the Fama-French Pricing Model (FFPM). Carhat in 1997 continued developed this model, 

which later introduced the Four-Factor Pricing Model (or also known as the Carhart Pricing 

Model) and Kubota and Takehara in 2010 developed the Five-Factor Pricing Model. They 

added new independent variables in the equation of the Three-Factor Pricing Model.  

This study adds a variable aMb (above minus below) EPS in the equation Fama-French 

Pricing Model and prove whether aMb variable has a significant effect. The reason to  

include variable aMb EPS is there are a number of research findings proved that the EPS 

variable has insignificant effect on market returns, while a number of other studies proved 

that EPS variables significantly influence market returns. 

 

2. Theory and Hypothesis 

The firm’s earning per share (EPS) is generally of interest to present or prospective 

stockholders and management. EPS represents the number of dollars earned during the period 

on behalf of each outstanding share of common stock. (Gitman, 2012). Earning per share is 

calculated as follows: 

Earnings per share =  Earnings available for common stockholders  

Number of shares of common stock outstanding 

 

According to Kasmir (2008) earnings per share of common stock is a ratio to measure 

management’s successful to achieve profit for the stockholders. The low ratio means 

management is unsuccessful; on the contrary the high ratio means the management is success 

to achieve it. 

Company’s success in earning profit will raise the EPS and value of the firm. Increase in 

value of the firm will increase company's share price. Theoretically increase in EPS reflects 

management's success in rousing return will increase the company's share price. However a 

number of studies that discussed the EPS have different conclusions.  
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Several studies which support the influence of EPS on stock prices are: 

 

Researcher(s) Year Title Result(s) Source 

Angrawit 

Kusumawarda

ni  

2012 Analisis Pengaruh Eps, Per, 

Roe, Fl, Der, Cr, Roa Pada 

Harga Saham Dan Dampaknya 

Terhadap Kinerja Perusahaan 

Lq45 Yang Terdaftar Di BEI 

Periode 2005-2009 

The results of this 

study indicate that 

the variable EPS, 

PER, ROE, DER, 

ROA effect on 

stock prices and 

have an impact on 

firm performance.  

Thesis, 

Universitas 

Gunadarma 

Patriawan, 

Dwiatma & 

Sufian, 

Syuhada  

2011 Analisis Pengaruh Earning Per 

Share (EPS), Return on Equity 

(ROE(, dan Debt to Equity 

Ratio (DER) Terhadap Harga 

Saham Pada Perusahaan 

Wholesale dan Retail Trade 

yang Terdaftar di Bursa Efek 

Indonesia (BEI) Tahun 2006-

2008. 

From this 

research, it could 

be concluded that 

stock price is 

influenced by 

Earning per Share  

Undergraduate 

thesis, 

Universitas 

Diponegoro. 

Widodo , 

Saniman  

2007 Analisis Pengaruh Rasio 

Aktivitas, Rasio Profitabilitas, 

Dan Rasio Pasar, Terhadap 

Return Saham Syariah Dalam 

Kelompok Jakarta Islamic 

Index (Jii) Tahun 2003 – 2005.  

TATO, ROA, 

ROE and EPS 

gives positive and 

significant 

influence towords 

the return of sharia 

stocks  

Masters 

thesis, 

Program 

Pasca Sarjana 

Universitas 

Diponegoro. 

Noer Sasongko 

& Nila 

Wulandari  

2006 Pengaruh Eva Dan Rasio-Rasio 

Profitabilitas Terhadap Harga 

Saham  

Result of test 

indicate that only 

EPS having an 

effect on to share 

price.  

Jurnal 

Empirika  

Pasaribu, 

Rowland 

Bismark 

Fernando  

2008 Pengaruh Variabel Fundamental 

terhadap Harga Saham 

Perusahaan Go-public di Bursa 

Efek Indonesia periode 2003-

2006  

Earning per share 

was the dominant 

influence variable 

in six industries 

Jurnal 

Ekonomi dan 

Bisnis , Vol. 

2, No. 2 (July 

2008): pp. 

101-113. 
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Several studies that oppose the influence of EPS on stock prices are: 

 

Researcher(s) Year Title Result(s) Source 

Yeye 

Susilowati 

2011 Reaksi Signal Rasio Profitabilitas 

Dan Rasio Solvabilitas Terhadap 

Return Saham Perusahaan 

Earning per 

Share(EPS) , Net 

Profit Margin 

(NPM), Return on 

Asset (ROA) and 

Return on Equity 

don’t have 

significance effect 

toward stock 

return.  

Jurnal 

Dinamika 

Keuangan 

Dan 

Perbankan 

Vol 3, no.1 

(2011) 

Desy Arista & 

Astohar  

2012 Analisis Faktor – Faktor Yang 

Mempengaruhi Return Saham  

Earning per Share 

(EPS) has no 

significant effect 

on stock return 

manufacturing 

companies listed on 

the Indonesia Stock 

Exchange.  

Jurnal Ilmu 

Manajemen 

dan 

Akuntansi 

2012 

Nathaniel Sd, 

Nicky  

2008 Analisis Faktor-Faktor Yang 

Mempengaruhi Return Saham 

(Studi Pada Saham-saham Real 

Estate and Property di Bursa 

Efek Indonesia Periode 2004-

2006).  

Debt to Equity 

Ratio (DER), 

Earning per Share 

(EPS) and Net 

Profit Margin 

(NPM) has not 

significant 

influence to stock 

return.  

Masters 

thesis, 

program 

Pascasarjana 

Universitas 

Diponegoro. 

 

Allegedly these differences are influenced by stock market conditions at the time of the 

study,  the booms and busts stock market conditions.  

In this study, I add one independent variable to test the effect of EPS, it is aMb variable 

which stands for: above minus below average EPS. 

 

To find whether aMb has a significant influence, I generate two hypothesis:\ 

Hypothesis 1: 

Independent variable aMb has a significant influence on expected excess return in Three-

Factor Pricing Model in ‘booms stock market’. 
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Hypothesis 2: 

Independent variable aMb has a significant influence on expected excess return in Three-

Factor Pricing Model in ‘booms and busts stock market’. 

 

 

3.  Data Collection Procedure 

3.1. Data 

As Tjandrasa (2013) previous research, the data is examined from: 

• Indonesia Stock Exchange historical data from 2005-2011 period, which financial 

statement data for that period was taken from JKSE historical price-Yahoo! 

Finance. 

• 3-month SBI rate (SBI: Sertifikat Bank Indonesia) from Bank Central Republik 

Indonesia’s website, to determine risk-free rate return. 

• Stock price times number of outstanding stock to get Market Equity (ME). 

• Book to Market ratio is book equity divided by market equity. The final sample 

includes 140 data from 20 companies in 7 years' period.  

 

3.2. Methodology 

As Tjandrasa (2013), this research use panel data of the second semester LQ45’s 

annual report from 2005 until 2011 and process it using Random Effect Model. 

Systematic sampling design is used for the sample data.  

 

3.3.  Construction of model 

 

Three-Factor Pricing Model (TFPM) introduced by Fama and French in 1993 to 

predict the portfolio’s abnormal return (Jogiyanto, 2010). 

The equation can be written as follows:  

rj,t-rf,t = βi
M

(rM,t-rf,t) + βi
SMB

SMBt + βi
HML

HMLt + εj,t   (1) 

Where: 

• expected excess return on portfolios is represent by rj,t-rf,t 
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• market risk premium is represent by rM,t-rf,t 

• size capitalization is represent by SMB 

• book-to-market ratio is represent by HML 

In this study, I add one independent variable to test the effect of EPS, it is aMb 

variable which stands  for above minus below average EPS. The new equation is 

formed as follows: 

 

rj,t-rf,t = βi
M

(rM,t-rf,t) + βi
SMB

SMBt + βi
HML

HMLt + βi
aMb

aMbt +εj,t   (2) 
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4. Results  

Here is a modified Three-Factor Pricing Model with and without variable aMb in ‘booms and 

busts on market conditions’, which include all years from 2005 to 2011.  

Booms and Busts Market 

Regression Model Intercept Variables Coefficient 

Std. 

Error 

t-

Statistic 

p-

value 

Sig 

TFPM+aMb -0.04335 RMRF 1.126971 0.23005 4.898811 0 *** 

    RSMB 0.471637 0.185884 2.537261 0.0139 ** 

    RHML -0.017263 0.144766 

-

0.119249 0.9055       

 

    RaMb 0.097811 0.300044 0.325988 0.7456  

           

CAPM+SMB+aMb -0.03682 RMRF 1.110443 0.181826 6.107159 0 *** 

    RSMB 0.470931 0.183986 2.559608 0.0131 ** 

    RaMb 0.097071 0.297067 0.326764 0.745  

           

CAPM+HML+aMb -0.16587 RMRF 1.452495 0.200874 7.23087 0 *** 

    RHML -0.005574 0.152211 

-

0.036619 0.9709 

 

    RaMb 0.370026 0.294767 1.255317 0.2143  

           

TFPM -0.01136 RMRF 1.097485 0.20966 5.234586 0 *** 

    RSMB 0.493304 0.172067 2.866932 0.0057 *** 

    RHML -0.016287 0.143461 

-

0.113529 0.91 

 

Notes:  

*** p-value less than 0.01 

** p-value less than 0.05 

* p-value less than 0.10 
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From the modified Three-Factor Pricing Model ‘booms and busts in the market conditions’ 

by trying various combinations of variables such as the CAPM, SMB, HML, and aMb  

showed the following results:  

a. Equation Three-Factor Pricing Model + aMb, consists of variable Rm-Rf, SMB, HML, 

and aMb,  has two independent variables with a significant effect, the market risk 

premium (Rm-Rf), and capitalization size (SMB), while the variable book-to-market 

ratio (HML) and earnings per share (aMb) has insignificant effect on the expected excess 

return (Rj-Rf).  

b. CAPM equation + SMB + aMb, consists of variable Rm-Rf, SMB, and aMb, also has  

only two independent variables with a significant effect the market risk premium (Rm-

Rf), and capitalization size (SMB), while variable earnings per share (aMb) has 

insignificant effect on the expected excess return (Rj-Rf).  

c. CAPM equation + HML + aMb, consists of variable Rm-Rf, HML, and aMb, has only 

one significant independent variable, the market risk premium (Rm-Rf), while the 

variable book-to-market ratio (HML) and earnings per share (aMb) has insignificant 

effect on the expected excess return (Rj-Rf).  

d. Equation Three-Factor Pricing Model, consists of variable Rm-Rf, SMB, and HML, has 

two independent variables with a significant effect, the market risk premium (Rm-Rf), 

and capitalization size (SMB), while the book-to-variable market ratio (HML) has 

insignificant effect on the expected excess return (Rj-Rf).  

 

Based on the above results it can be concluded that the market risk premium and size 

capitalization were significantly influence the expected excess return between 2005 and 

2011 when the capital market experienced a period of ‘booms and busts’ (between that 

period, namely in 2008, there was a decline in the stock market due to declining global 

economic conditions). In this period variable earning per share (aMb) has insignificant 

effect on the expected excess return. 

4.1. Booms Market 

Here is a modified Three-Factor Pricing Model with and without variable aMb in ‘booms 

market conditions’. In this conditions the year 2008, when the world economy and capital 

markets experienced a downfall, not included. 
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Regression Model Intercept Variables Coefficient 

Std. 

Error 

t-

Statistic 

p-

value 

Sig 

TFPM+aMb -0.03843 RMRF 1.144434 0.294032 3.892211 0.0003 *** 

    RSMB 0.48266 0.215428 2.240473 0.0296 ** 

    RHML 0.006085 0.298559 0.020382 0.9838  

    RaMb 0.061592 0.499664 0.123266 0.9024  

           

CAPM+SMB+aMb -0.03992 RMRF 1.142049 0.266529 4.284889 0.0001 *** 

    RSMB 0.480439 0.183606 2.616687 0.0117 ** 

    RaMb 0.069115 0.332761 0.207701 0.8363  

           

CAPM+HML+aMb -0.1943 RMRF 1.10572 0.307249 3.598778 0.0007 *** 

    RHML -0.332296 0.269583 -1.23263 0.2235  

    RaMb 0.782987 0.399954 1.95769 0.0559 * 

           

TFPM -0.02629 RMRF 1.158673 0.267201 4.336329 0.0001 *** 

    RSMB 0.499772 0.162793 3.069995 0.0035 *** 

    RHML 0.033271 0.198867 0.167303 0.8678  

Notes:  

*** p-value less than 0.01 

** p-value less than 0.05 

* p-value less than 0.10 

 

From the modified Three-Factor Pricing Model on the market booms conditions by trying 

various combinations of variables such as the CAPM, SMB, HML, and aMb showed the 

following results: 

a. Equation Three-Factor Pricing Model + aMb, consists of variable Rm-Rf, SMB, HML, 

and aMb, has only two independent variables with a significant effect, the market risk 

premium (Rm-Rf) and size capitalization (SMB), while the book-to-market ratio (HML) 

and earnings per share (aMb) has insignificant effect on the expected excess return (Rj-

Rf).  

b. CAPM equation + SMB + aMb, consists of variable Rm-Rf, SMB, and aMb also has 

only two independent variables with a significant effect, the market risk premium (Rm-

Rf), and capitalization size (SMB), while variable earnings per share (aMb) has 

insignificant effect on the expected excess return (Rj-Rf).  
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c. CAPM equation + HML + aMb ,consists of variable Rm-Rf, HML, and aMb, has two 

independent variables with a significant effect, the market risk premium (Rm-Rf) and 

earnings per share (aMb), while the variable book-to-market ratio (HML) has 

insignificant effect on the expected excess return (Rj-Rf).  

d. Equation Three-Factor Pricing Model, consists of variable Rm-Rf, SMB, and HML, has 

two independent variables with a significant effect, the market risk premium (Rm-Rf), 

and capitalization size (SMB), while the book-to-variable market ratio (HML) has 

insignificant effect on the expected excess return (Rj-Rf).  

 

Based on the above results it can be concluded that the overall market risk premium and size 

capitalization significantly influence the expected excess return when capital market 

conditions in the period when the market booms in 2008 were excluded from the panel data 

because it is considered as an outlier. In particular, the variable earnings per share is 

represented by aMb variables also have a significant effect on the CAPM equation +HML  + 

aMb. 

 

5. Conclusions  

 

From the discussion above it can be concluded: 

1. Independent variable aMb has a significant influence on expected excess return in Three-

Factor Pricing Model in ‘booms stock market’. So hypothesis 1 can be accepted. 

2. Independent variable aMb has an insignificant influence on expected excess return in 

Three-Factor Pricing Model in ‘booms and busts stock market’. So hypothesis 2 cannot 

be accepted. 

3. Market risk premium and size capitalization have a significant influence on expected 

excess return both in ‘booms market’ and ‘booms and busts market’ condition. 

 

The EPS has an insignificant influence to the expected excess return presumably related to 

the fall of the stock prices in 2008. At the end of 2007 the EPS in various companies were in 

good level, but they fall along with the falling of the world stock prices index in 2008. Based 

on that situation, data from 2008 is considered as anomalies (outliers) and therefore excluded 

from the analysis. 
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6. Managerial Implications 

To predict expected excess return portfolio managers can count on market risk premium and 

size capitalization to predict expected excess return both in booms market and booms and 

busts market condition.  

However, earnings per share can be used primarily to predict the expected excess return of 

portfolio in the market booms condition. Using a regression model CAPM + HML + aMb, 

aMb independent variable representing the EPS has a p-value under 10% (or slightly above 

5%) and had a coefficient of 0.782987 which means that a 1% increase in EPS has the effect 

of 0.78% for the increase in the expected excess return . 
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