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Abstract  
This research aims to analyze the impact of profit persistence, business risk, and the form of capital on the earning return 
coefficient. This research attempted to quote inferior information from the Indonesian Stock Exchange for the 2014-2020 
period. The population in this research is the industrial zone listed on the Indonesian Stock Exchange throughout the 2016-
2020 period. The research population is 56 industries. The sample collection method used was purposive sampling. The 
research sample consisted of 40 industries. The analysis used in this research uses multiple linear regression using SPSS. The 
research results prove that profit persistence and business risk have no effect on ERC, on the contrary, DER has an effect on 
ERC. The GCG variable weakens the relationship between profit persistence and business risk on ERC, but GCG strengthens the 
influence of DER on ERC. 
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1.0 INTRODUCTION 
 
Profit information is very important data for investors because investors think that industries that produce 
promising profits will have better prospects in the future and are profit-oriented. Future income can be used to 
calculate cash flows from six capital investments. Good business capabilities and large profit acquisition will benefit 
investors who invest in getting the profit per share they own (15). Industrial income and stock market returns are 
thought to be closely related. However, profit data is not one of the tools used to determine capital decisions. The 
benefits of profit data are minimal. This can be seen from the weak and fluctuating relationship between stock 
market returns and profits, and the weak participation of profits in monitoring, stock prices and profits. Some 
researchers have discovered that the coefficient used to measure earnings data influences stock market returns, 
which is measured as the earnings reaction coefficient (ERC)(13). The profit response aspect is one of the methods 
used to try to fill in profit data and is used to determine the market response to profit data published by the 
business sector. (12) assumes that the earnings reaction coefficient (ERC) shows the market reaction to profit data 
published by the company, which can be observed from share price movements stated in financial information. 

For(16), the profit return ratio (ERC) is used to measure the outstanding return of deposit security before 
the surprise income declared by the printer of the related deposit security. The profit margin coefficient is a 
coefficient obtained from the regression between the value of securities as claimed profits in abnormal returns 
(CAR) and unknown returns (EU). (18) shows that this comparison measures the reaction of stock market prices 
or equity market figures to data listed in accounting profits. A small return on earnings means that profits have 
less data for investors to make decisions on. The ratio of profit reactions continues to increase until it continues 
to be good because it shows quality profit information with a large investor reaction to profit notifications (7). ERC 
is useful for investors as a form of evaluation that can be used to prove the ability of stock prices to rise and fall 
due to market responses to industry income data (10). (6) trying to change the stock market reaction to industry 
reporting of accounting profits; The results prove that the earnings response coefficient is related to minus 
analytical risk. Approaching the research carried out by (5) proves that risk has a negative relationship with a return 
coefficient. 
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Using Good Corporate Governance (GCG) as a moderating variable in the study you mentioned can 

provide several benefits. Good Corporate Governance refers to the practices, policies, and mechanisms that 
ensure a company is directed and controlled in a way that enhances overall performance and accountability. It 
can enhance control and oversight. Good Corporate Governance ensures that there is effective oversight and 
control within the organization. This can help in mitigating the potential negative effects of profit persistency, 
business risk, and capital structure on earnings return. GCG mechanisms, such as transparent reporting and strong 
board oversight, can act as safeguards. 

 

2.0 LITERATURE REVIEW  
 
Signaling Theory 
(4) Describing signals is an action taken by the industry to provide clues to investors about how management views 
industry opportunities. The information referred to is data issued by the company regarding what management 
has tried to create the owner's wishes in the form of explanations, memos, or reflections from the past to the 
future, which is important for investors and business actors for the continuity of the industry's life and making 
decisions. capital from outside the industry. 

 
Agency Theory 
Agency philosophy is a philosophy that explains the relationship between the owner (principal) and administrator 
(agent). The agency's philosophy assumes that everyone is just motivated by his own needs, this results in a clash 
of needs between the principal and the agent. Agency philosophy related to corporate governance can be used as 
a tool for the administrator (agent) to ensure that the investor (principal) ensures the return on funds that have 
been capitalized. Corporate Governance is expected to be able to overcome conflicting needs and data imbalances 
between principals and agents to avoid and limit the formation of dishonesty in financial coverage which causes a 
decline in the industry's financial capacity (22). 

 
Earnings Response Coefficient 
(16) report that the ERC calculates abnormally high stock returns in response to the share of profits earned by the 
industry. For (16) Earnings Response Coefficient measures the extent to which returns on deposit securities are 
abnormal, the market perceives the share of surprise profits reported by the industry that issues securities. To 
calculate the Earnings Response Coefficient, you must select abnormal stock returns (for a window close to the 
earnings release date) against surprise returns for that time period. This is used to divide the abnormal return per 
dollar from the abnormal profit, which allows analogizing the industry's Earnings Response Coefficient from time 
to time. ERC can be measured by: 

 
CARit = α+ β1UEit + e 
CARit = CAR(-3,+3) = Σ𝐴𝑅𝑖𝑡(-3+3)  
Arit = Rit – Rmt 
Rit = (Pit-Pit-1)/(Pit-1) 
Rmt = (IHSGt – IHSGt-1)/(IHSGt-1) 
UEit = (AEit – AEit-1)/(AEit-1) 
 

Profit Persistence 
According to (16), persistent profit is an improvement in profits desired by the company in the coming period 
(expected future earnings) by reserving profits for the current year (current earnings) and is linked to changes in 
share prices. Furthermore, according to (23), persistent profits are profits that whether or not there is interference 
(noise) can provide information about the actual financial performance of the industry. Profit persistence can be 
calculated using the formula: 

PTBI t+1=γₒ + γ₁ PTBI + U 
 

Business Risk 
According to (7), business risk is uncertainty about profits or losses from industrial operations in the next period 
(uncertainty about future events). Industrial business risk is related to the continuity of the industry's life in which 
the industry can pay off its debts. In companies, business risks will be higher if the company uses increased debt. 
This condition will increase the possibility of bankruptcy. Furthermore, business risk can be measured by: 

BRISK = EBIT / Total Assets 
 
Debt to Equity Ratio 
According to (8) Comparison is to identify the overall budget held by the borrower (creditor) by the owner. In 
other words, how much per rupiah of industry equity is used as collateral for debt. Furthermore, capital structure 
can be measured by: 

DER = Total Debt / Total Equity 
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Good Corporate Governance 
According to (21), the meaning of Good Corporate Governance is a system that organizes, regulates, and monitors 
how efforts are managed to increase share figures, as well as showing attention to stakeholders, employees, and 
close residents. Good corporate governance is a plan to increase industrial capabilities through controlling or 
monitoring management capabilities and ensuring management accountability to stakeholders based on the 
regulatory framework (11). Furthermore, GCG can be measured by: 

Board of Directors = ∑ Board of Directors 
 
Size 
Industry dimensions are the size of the industry observed from the size of the equity figures, marketing figures, or 
total assets figures (14). For (4) the industry dimension is generally the total net sales for the related year or several 
years. In this case, marketing is greater than elastic payments and fixed payments, so you will get a total income 
before tax. On the other hand, if sales are less than elastic payouts and fixed payouts, the company will experience 
losses. Industry dimensions are ratios that classify the size of an industry according to various methods, including 
income dimensions, of them. The following formula is used to measure industry size: 

Size = LN (Total Assets) 
 
Return on Equity 
For (8), Return on Equity is a comparison to estimate the net profit after the fiscal as an investment itself. This 
comparison proves the ability to generate profits from capital based on the number of shareholders. Then this 
analogy gets bigger, then it gets better, meaning the factory owner's position will become stronger. A very 
meaningful comparison is the return on equity (Return on Equity), which is the net profit for shareholders as total 
shareholder equity (4). Furthermore, ROE can be measured by: 

ROE = Earning after interest and tax / Total Equity 
 
Hypothesis Development 
After the problems and philosophy are explained in the previous section, the researcher formulates the 
development of a hypothesis as a research mapping. The results can be used as a reference in conducting research 
in a targeted and targeted manner which is explained as follows: 
1.  Profit persistence gives rise to various ERCs for industries (cross-sectional) and permanent profits are greater 

than transitional profits. (5) ERC depends on the level of profit persistence, profit predictability, stock 
covariance as market returns, industry development, and industry character (9). Previous research also 
confirms that profit persistence has a positive influence on ERC (5). Previous research has confirmed that profit 
persistence is an aspect that influences ERC. Profit persistence is a dimension that shows the industry's ability 
to maintain the amount of profit obtained now and into the future. The persistence of profits continues to be 
large until the ERC continues to be large. This situation proves that the profits obtained by the industry will 
increase and penetrate. This means the profits obtained by a quality industry, so the initial assumption is that 
Profit Persistence (PL) has a positive influence on the Earning Responsibility Coefficient. Hypothesis 1: there is 
positive effect of PL to ERC. Hypothesis 4: PL strengthens the negative influence of systematic risk on ERC. 

2.  GCG strengthens the positive impact of profit persistence on ERC. The existence of analytical risk can cause 
changes in share prices in the capital market which can indirectly cause changes in expected returns. This fits 
the philosophy that there is a positive and linear relationship between the expected level of return as beta 
(20)(6) testing the stock market reaction between industries for reporting accounting profits, the results of the 
research indicate that the earnings response coefficient is negatively related to systematic risk. Likewise, 
research conducted by (5) shows that risk has a negative effect on the earnings response coefficient. 
Furthermore, hypothesis 2 in this research is, there is a negative influence of business risk on ERC, and 
hypothesis 5: GGC strengthens the negative influence of systematic risk on ERC 

3.  According to (2), the Debt-to-Equity Ratio is a ratio that reflects the analogy of loans and equity in industrial 
investment and proves the ability of the industry itself to fulfill all its obligations. This is an analogy between 
debt and equity in funding a company and proving its own capital capabilities, the company can fulfill all its 
obligations (17). According to (1), if profitability is large, it will have a positive impact on ERC because large 
profitability proves that the industry has the expertise to create large profits. If the industry's profits are large, 
the share price will also be large, as a result, it will be able to attract investors because the level of return on 
shares in the company will also increase. So, it can be said that if profitability continues to be large in an 
industry, it will increase the earnings response coefficient (ERC). In research (3), 4 models were used to test 
DER against ERC, where from the research results it was said that model 1 DER did not have a significant effect 
on ERC, whereas model 2 proves that DER has an effect on ERC, followed by model 3 which shows that DER 
has no significant effect on ERC, and model 4 shows that DER has a significant effect on ERC. Apart from that, 
research (23) also shows that DER has no effect on ERC. Meanwhile, (5) (19) prove that DER has a significant 
effect on ERC. So based on this argument hypothesis 3 there is a significant positive capital structure for ERC, 
hypothesis 6: GCG strengthens a significant positive capital structure for ERC. 
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3.0 METHODOLOGY 
 
Determining Data Samples 
The population in this research is industrial zone industries listed on the Indonesia Stock Exchange throughout the 
period 2014 - 2020. Based on information obtained in 2022, the population of industries is 56 industries. The 
illustration collection method used in this research is purposive sampling. The sample in this research was 40 
industries. This information is processed using a statistical information analysis application known as SPSS type 18, 
as a method of checking editing information and carrying out scoring of edited information. After the information 
is collected, the next stage is to test and analyze the information using the SPSS program. The SPSS program is 
used to avoid calculations or human error. 
 
Data Analysis Methods 
In this data analysis method, researchers carry out tests such as classic assumption tests, including the P-P Plot of 
Regression Standardized Residual Normality Test and the KS test. Next, a model test to understand whether the 
description of the research made is good or not, then testing is carried out, namely the coefficient of determination 
test and model test. After that, hypothesis testing (T-Test) is carried out. Next, the research results and reviews 
are presented. 
 

4.0 RESULTS AND DISCUSSION 
 
In this research, a test was carried out to see the relationship between the independent variables partially and the 
dependent variable. The significance level used to see whether there is an influence or not is 0.05 and 0.10. Ho is 
not accepted if there is a sig value. t is not greater than 0.05 and Ho is accepted if the value is sig. t is higher than 
0.05. The following are the results of the research which can be described as below: 
1.  In testing the normality of the data by applying the P-P Plot of Regression Standardized Residual and the KS 

test, it was found that the asymp. sig value was 0.200 exceeding 0.05 (alpha 5%) Ho was accepted so that we 
could infer a 95% confidence level assuming normality distribution for sufficient error elastics. 

2.  The multicollinearity test shows that the Variance Inflation Factor (VIF) value is less than 10. The VIF value for 
the profit persistence variable is 2495.323, the VIF for the Risk variable is 17,807, and the VIF for the DER 
variable is 48,986. Thus, it can be concluded that the regression form in this study is free from relationships or 
free from multicollinearity between independent variables 

3.  Heteroscedasticity test results. Detection of heteroscedasticity in this research was carried out using the 
Glesjer test method by looking at a significance value > 0.05, as a result, there was no heteroscedasticity 

4.  The results of the coefficient of determination test (R2) are used to find out how big the level of accuracy is in 
regression analysis, and the correlation coefficient (R) is used to see how big the relationship is between the 
independent variables, namely: Profit persistence, business risk, and DER towards ERC) the Adjusted R-Square 
value is 0.953, this shows that the independent variables Profit persistence, business risk and DER contribute 
9.5% to the rise and fall of ERC. On the other hand, it is more influenced by elasticity or other aspects that are 
not involved in this research. On the other hand, the relationship coefficient figure as shown in the R number 
is 0.0977, meaning that the variables Profit Persistence, Business Risk, and DER to ERC have a strong 
relationship of 9.7%. 

5.  Shape test results using the R2 test and global test. The Adjusted R-Square value is 0.953, this proves that the 
flexible elasticity of profit persistence, business risk, and DER have an impact of 9.5% on the rise and fall of the 
ERC elasticity. which means the amount of free elastic skill in explaining limited elasticity is 9.5%, whereas the 
remainder is explained by other free elastics that are not included in the form of this study. Based on the 
ANOVA chart, the sig number from Fstat was not greater than 0.05. As a result, it was concluded that in both 
forms, one independent elastic was found which was important for the limited elastic. 

6.  From hypothesis testing, it can be seen as shown in Table 4, the results of the T-test below: 
 

Table 1. t-test results 

Model 
Unstandardized Coefficients 

Standardized Coefficients Beta Sig. 
B Std. Error 

(Constant) 0.130 0.049  0.009 

PL -3.218 0.000 -0.482 0.548 

Risk -0.011 0.017 -0.042 0.535 

DER 0.003 0.000 4.237 .000*** 

PLxGCG 6.278 0.000 0.470 0.558 

RIskxGCG 0.002 0.002 0.057 0.396 
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Model 
Unstandardized Coefficients 

Standardized Coefficients Beta Sig. 
B Std. Error 

DERxGCG -0.001 0.000 -4.958 .000*** 

SIZE -0.003 0.002 -0.022 0.184 

ROE 0.002 0.001 0.050 .002*** 

Lag -0.013 0.016 -0.013 0.421 

Source: SPSS processed data, 2022 
***Significant 1% 

CAR.UE = a + b1PL + b2RB + b3DER + b4GCG + b5PLxGCG + b6PCSRxGCG + b7DERxGCG + b8UP + b9DER+ e 
 
Information: 
CAR: Cumulative Abnormal Return, UE: Unexpected Earning PL: Earnings persistence, RB: Business Risk, DER: Debt 
to equity ratio, GCG: Good corporate governance UP: Company Size, ROE: Return on Equity, a: Regression constant 
b1…b9: Regression coefficient, e: Error Term 
 
 Based on the model equation, it shows that a constant of 0.130 can be interpreted as assuming that other 
factors are fixed or zero, the ERC is 0.130. The earnings persistence variable has a negative effect on ERC of 3,218. 
The business risk variable has a negative effect on ERC of 0.011. The DER variable has a positive effect on ERC of 
0.003. GCG variables strengthen the positive influence of profit persistence on ERC by 6,278. GCG variables 
strengthen the positive influence of business risk on ERC by 0.002. GCG variables strengthen the negative influence 
of DER on ERC by -0.001. The SIZE variable has a negative effect on ERC of -0.003. 
 
Discussion 
Based on the results of elastic research, the persistence of profits is not significant at ERC. Profit persistence is a 
dimension that shows the industry's ability to maintain the amount of profit obtained now and into the future. So, 
the persistence of profits becomes small and the ERC becomes small. This situation proves that profits can be 
obtained industry can decrease and invade. This means that the profits obtained by an industry are of lower 
quality. This research is not in the same direction as previous research. Previous research has confirmed that the 
persistence of profits has a positive influence on ERC (5). 
 Business risk has no effect on ERC. The existence of analytical risk will cause changes in share prices in 
the capital market which will indirectly cause changes in expected returns. This fits the philosophy that there is a 
positive and linear relationship between the expected level of return as beta (20). This research is in the same 
direction as (6) trying to change stock market reactions between industries for reporting accounting profits, the 
results of the research indicate that the earnings response coefficient is related minus as a systematic risk. 
Likewise, research carried out by (5) proves that risk is negatively related to the earnings response coefficient 
 DER has a positive effect on ERC. For (1) if profitability is large, it will have a positive impact on ERC 
because large profitability proves that the industry has the ability to create large profits. If the industry's profits 
are large, the share price is also large, as a result, it can attract investors because the rate of return on shares in 
the company will also increase. So, it could be said that if the profitability of an industry continues to increase, it 
will increase the earnings response coefficient (ERC). This research is in the same direction as the research carried 
out in this research. 3) uses 4 models to test DER against ERC where from the research results it is said that model 
1 DER has no effect significant to ERC, while model 2 proves that DER has an effect on ERC, followed by model 3 
which shows that DER has no significant effect on ERC, and model 4 shows that DER has a significant effect on ERC. 
Apart from that, research (23) DER is not significant to ERC. Meanwhile, (5) and (19) prove that DER has a 
significant effect on ERC. The GCG variable weakens the positive effect of earnings persistence on ERC. GCG 
variables weaken the positive influence of business risk on ERC. GCG variables strengthen the negative influence 
of DER on ERC. 
 

5.0 CONCLUSION 
 
Conclusion 
The test results prove that profit persistence, and business risk are not significant to ERC, while DER is positively 
significant to ERC. GCG variables weaken the influence of profit persistence and business risk on ERC, but GCG 
strengthens the influence of DER on ERC. 
 
Implication 
These findings carry meaningful implications for businesses and their stakeholders: 
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1.  Strategic Focus on Capital Structure: The positive and significant relationship between Debt-to-Equity Ratio 

(DER) and Earnings Return Coefficient (ERC) suggests that companies should carefully consider their capital 
structure decisions. A strategic focus on optimizing the mix of debt and equity might contribute positively to 
earnings return. However, it's crucial to be mindful of the potential risks associated with increased leverage. 

2.  Risk Mitigation Through Good Corporate Governance: The fact that Good Corporate Governance (GCG) 
weakens the influence of profit persistence and business risk on ERC indicates that strong governance practices 
can act as a mitigating factor. Companies should prioritize and invest in robust governance mechanisms to 
enhance their ability to navigate and mitigate the impact of profit fluctuations and business risks on earnings. 

3.  Attention to Profit Persistence and Business Risk: Although the test results show no significant direct impact, 
profit persistence and business risk can still be important considerations for overall financial stability and 
sustainability. Even if not directly affecting ERC, addressing these factors could contribute to long-term 
organizational health and resilience. 

 
Limitations 
In this research, outlier data was found, several variables that were not significant so it was necessary to add other 
variables that were suitable for the ERC variable. 
 
Recommendation 
Recommendations that can be given to future researchers in the same research are: 
1.  The results of this research can be used as empirical facts for assessing the level and capabilities of the industry. 

Not only that, you can try to examine the impact of industry policies in the future and data to create quality 
profits so that investors are attracted to investing in the industry. 

2.  It is hoped that the results of the research can be used by investors as an estimate in the elementary analysis 
they are trying to carry out to determine capital decisions. 

3.  The industry should organize a form of capital that is suitable for the industry's financial situation so that it can 
increase profits and the market price of shares. 
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