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Print ISSN: 2288-4637 / Online ISSN 2288-4645 doi:10.13106/jafeb.2021.vol8.no2.0165 Factors Affecting
the Stock Price: The Role of Firm Performance Fatmasari SUKESTI1, Imam GHOZALI2, Fuad FUAD3,
Abdul KHARIS ALMASYHARI4, Nurcahyono NURCAHYONO5 Received: November 05, 2020 Revised:
December 30, 2020 Accepted: January 08, 2021 Abstract This study examined the effect of Debt Equity
Ratio (DER), Net Profit Margin (NPM), and Size on stock prices with company performance as measured by
Return on Assets (ROA) as a mediating variable. The sample used is 136 manufacturing companies listed
on the Indonesia Stock Exchange (IDX) in the 2014-2018 period.

5This research was tested using a Warp PLS statistical test tool

5to prove the proposed hypothesis. The results showed that

DER has a significant negative effect on ROA and a significant positive effect on Stock Price. NPM has a
significant positive effect on ROA as well as a significant positive effect on Stock Price. While Size has a
significant positive effect on ROA but has no effect on Stock Price. ROA has a significant positive effect on
Stock Price. ROA does not act as a mediating variable in the relationship between Size and Stock Price;
however, ROA acts as a mediating variable in the DER and Stock Price relationship, as well as, in the
relationship between NPM and Stock Price. The implications of the results of this study can be used by
investors in making investment decisions, paying attention to the company’s financial aspects, namely DER,
NPM, Size, and ROA. Keywords: Stock Price, Debt Equity Ratio, Net Profit Margin, Size, ROA JEL
Classification Code: G30, G32, M41 1. Introduction The business world has been rapidly developing.
Indonesia Central Statistics Agency in 2016 noted that in the last 10 years the number of businesses has
increased by 17.51%, whereas in 2006 there were 22.73 million businesses and in 2016 there were 26.71
million businesses. As one of the world’s fastest-growing economies, Indonesia offers significant
opportunities for businesses in a wide 1First Author. [1] Universitas Diponegoro, Indonesia [2] Universitas
Muhammadiyah Semarang, Indonesia 2Universitas Diponegoro, Indonesia 3Universitas Diponegoro,
Indonesia 4Universitas Muhammadiyah Semarang, Indonesia 5Corresponding Author. Accounting
Department, Universitas Muhammadiyah Semarang, Indonesia [Postal Address: Jl. Kedungmundu No.18,
Kedungmundu, Kec. Tembalang, Kota Semarang, Jawa Tengah 50273, Indonesia] Email:
nurcahyo@unimus.ac.id © Copyright: The Author(s) This is an Open Access article distributed under the
terms of the Creative Commons Attribution Non-Commercial License
(https://creativecommons.org/licenses/by-nc/4.0/) which permits unrestricted non-commercial use,
distribution, and reproduction in any medium, provided the original work is properly cited. range of sectors.
Indonesia now attracts all eyes of investors interested in grabbing a share of its massive and rapidly growing
market. The rapid growth of businesses is directly proportional to the intense business competition in the
modern era. Business competition can be fierce, especially in markets with aggressive competitors.
Businesses must be able to manage and stand out from competitors which is critical for success. They must
redesign business models and seek a greater edge to retain or increase their market positions; this in turn
increases performance. Performance affects a company’s value and this value can impact stock prices. The
stock price is a relative and proportional value of a company’s worth Companies that have high value can
attract attention and trust from investors. High stock prices reflect the value of the company. According to
Laksitaputri (2012), in an efficient capital market, stock prices reflect all relevant information and the market
will react if there is a change in the stock price. Stock prices are influenced by fundamental and technical
factors. Earnings affect how investors value companies but other indicators are used to predict stock prices.
Stock prices are affected by investors’ expectations, attitudes, and sentiments. The financials of a particular
company are often termed as fundamental factors. Fundamental analysis (FA) is a method of measuring a
security’s intrinsic value by examining related economic and financial factors. The financial performance of a
company is one of the most important factors affecting stock prices. If the company generates sufficient
profits and that is higher than the period before, many

10investors will be interested in buying shares and this increases stock

Zhao, 2014). However, if the company fails to record sufficient profits or incur losses in the period, investors
will avoid buying such company’s shares, as well as, investors who have bought the company’s shares
before, will sell those shares fearing loss. Investors will often overlook companies with weak financial
performance, thereby leading to a downward spiral in the stock price. Thus, investors perform fundamental
analysis and based on the outcome would decide whether to invest in the company or not. One fundamental
factor affecting stock prices is Return on Assets (ROA). ROA is an indicator of how profitable a company is
relative to its total assets. ROA gives an investor an idea as to how efficient a company’s management is at
using its assets to generate earnings. A high ROA

12shows that the company has a solid performance as far as finance and
operation of the company is concerned. A low ROA is not a good sign for the
growth of the company. The higher the ROA number, the better, because the

company is

earning more money on less investment. In addition to ROA, stock prices are also influenced by the
company’s debt policy and ability to generate profits which are reflected by Net Profit Margin (NPM). NPM is
equal to how much net income or profit is generated as a percentage of revenue. The larger the company,
the more it has the ability to make profits and increase the firm value. Factors affecting stock price have
been examined by previous researchers. Companies having high debts can reduce the ability to generate
corporate profits because of the high cost of debt. A company with a particularly debt-heavy capital structure
makes larger interest payments each year, thereby reducing net profit. This statement was supported by the
research from Ullah et al. (2020) who found that debt had a negative and significant effect on ROA. That is,
the capital structure debt to equity variable has a negative and significant relationship with financial
performance. Capital structure refers to the proportion of debt and equity in the capital configuration of a
company. Debt capital can also have a positive effect on profitability. An increase in debt if managed
properly by the company would be responded to positively by the market such that changes in capital
structure would have a positive effect on the value of the company. According to Asraf et al. (2017) and
Khan et al. (2017), debt policy has a positive effect on financial performance. The effective use of debt
financing results in an increase in revenue that exceeds the expense of interest payments. Besides, interest
payments are tax-deductible, reducing a company’s overall tax burden. However, Mule

3et al. (2015) and Chang et al. (2020) stated that

capital structure policies negatively affect firm value. The net profit margin is intended to be a measure of the
overall success of a business. The net profit margin is a profitability ratio that expresses the profit from
business operations as a percentage of revenue or net sales. Improving the NPM means increasing the
amount of profit generated

10The higher the NPM, the higher the company’s ability to return profits to

investors

. This information

9will attract investors to invest in the company. The

result of the study by Apsari et al. (2015) showed that NPM had a positive effect on firm value. However,
Muliawati and Saifi (2019) stated that NPM had no effect on company value. Companies that have large
assets

8are considered to have the ability to manage their assets and

generate profits by effectively and efficiently managing their assets. The higher the profit, the higher the
dividend yield to investors (return on investment). The higher

10the value of the company will increase the stock

price. Mule et al. (2015) and Khan et al. (2017) proved that size had a positive effect on ROA. Increasing
ROA would have a positive effect on firm value (Ng et al., 2020). The results of the above studies differ from
a previous study by Eitokpa (2015) who stated that the said company size had a negative effect on ROA.
Niresh and Velnampy (2014) said that there was no relationship between company size and ROA.
Conflicting research by Awan et al. (2018) found that company performance had no effect on firm value.
With the existence of inconsistency in the results of previous studies, this study becomes interesting and
important. This study will examine

6the effect of DER, NPM, and Size on the company’s stock

price by placing ROA as a mediating variable. 2. Literature Review and Hypothesis Development 2.1.
Signaling Theory The signaling theory developed by Ross (1977) explained how a company should signal
potential investors. This signal gives

10information about what has been done by management to realize the
owner’s wishes

. Signaling theory assumes that it is necessary to signal investors to how they perceive the company’s
prospects. The announcement of dividends is predicted to be a signal for investors in the investment
decision-making process. Managers possess private information about the firm’s attributes not known to the
market.

8This information is valuable if the investments in place or opportunities to
invest can

have a positive effect on the firm’s future cash flows

8If the manager can give a convincing signal, the public will be impressed and
information will be trusted such that

this will be reflected in the price of the stock. Therefore, it can be concluded because of asymmetric
information, giving signals to investors or the public through management decisions becomes very
important. 2.2. Stock Price

5The stock price is the current price of the share listed/ traded on the stock
exchange determined by market participants and by the demand and supply
of the relevant shares in the capital market. The stock price of a company

reflects the value of the company for the investors so that high stock prices
attract the attention of investors to invest capital in the company

. 2.3. The Effect of Debt-to-Equity Ratio (DER) on Stock Price

7Companies often use debt when constructing their capital structure
because it has certain advantages compared to equity financing An advantage

of debt

financing is tax deductions. Classified as a business expense, the principal and interest payment on that
debt may be deducted from the business income taxes. Creditors will get a fixed amount of return, and
shareholders do not have to share profits if the company runs well. The firm can choose the optimal capital
structure which is the best mix of debt and equity financing that maximizes a company’s market value while
minimizing its cost of capital. If the debt cannot be controlled, increasing debt will have an adverse impact on
firm value. The Modigliani and Miller (1963) approach (trade-off theory of leverage) assumes that there are
no taxes. This theory recognizes the tax benefits accrued by interest payments. The interest paid on
borrowed funds is tax-deductible. The trade-off theory advocates that a company can capitalize its
requirements with debts as long as the cost of distress, that is, the cost of bankruptcy, exceeds the value of
the tax benefits. Therefore, the increased debts, until a given threshold value, will add value to a company.
The use of debt is also leverage for the company because it encourages a fixed amount of share capital,
while profits increase due to business expansion with debt. Asraf et al. (2017) and Khan et al. (2017) proved
that debt policy has a positive effect on firm value. Based on the above explanation, hypothesis 1 is derived
below: H1: DER has a positive effect on Stock Price 2.4. The Effect of Net Profit Margin (NPM) on Stock
Price High NPM shows that the company’s performance is more productive and is able to effectively control
its costs, thereby increasing profits from sales. That is,

5a higher NPM means that a company is more efficient at converting sales
into actual profit. Increased corporate profits increase investors’ trust to
invest in the company, thereby increasing stock prices

. Apsari et al. (2014) found evidence that NPM has a positive effect on firm value. Based on the above
explanation, hypothesis 2 is derived below: H2:

3NPM has a positive effect on Stock Price 2.5. The

Effect Size on Stock Price Big companies that have large amounts of assets tend to be more trusted by
investors

8because they are considered to have the ability to manage the assets
efficiently and indicates they are good at converting their investments into
profits

. Investors’ confidence in the company can increase the value of the company and the price of the
company’s shares. Ha and Minh (2018) stated that there is a positive relationship between company size
and firm value. Based on the above explanation hypothesis 3 is derived below: H3: Size has a positive effect
on Stock Price 2.6. The Effect of Return on Assets (ROA) on Stock Price

12ROA shows how effectively the company can make use of its assets to get
maximum profit. ROA is measured by the

ratio of net income to company assets.

6A high ROA means the business is able to utilize its resources well in
generating income. A higher income means better returns to investors which
impacts the stock price

. Daeli (2018) and Ng et al. (

62020) showed that the higher ROA influenced company’s performance

. Based on the above explanation, hypothesis 4 is derived below: H4: ROA has a positive effect on stock
price 2.7. The Effect of Debt-to-Equity Ratio (DER) on Return on Asset (ROA) The debt policy of a company
will have an impact on its income.

7While debt does not dilute ownership, interest payments on debt reduce net
income and cash flow. Increasing debt causes leverage ratios such as DER

to

rise. When there is an interruption in revenue, the company’s cash flow will have difficulty meeting its fixed
costs, resulting in short-term liquidity risk Debt financing often comes with covenants (clauses), meaning that
a firm must meet certain interest coverage and debt-level requirements. The more debt will cause the
company’s profit level to decrease and reduce ROA. Ullah et al. (2020) found that debt negatively affected
ROA. Based on the above explanation, hypothesis 5 is derived below: H5: DER has a negative effect on
ROA 2.8. The Effect of Net Profit Margin (NPM) on Return on Asset NPM is a ratio to measures a company’s
ability to generate profits at a certain level of sales.

11ROA is an indicator of how well a company utilizes its assets, by
determining how profitable a company is relative to its total assets

. The higher the NPM, the higher the company’s financial performance and ROA. Pokharel et al. (2020)
proved that NPM had a positive effect on the company’s financial performance. Based on the above
explanation, hypothesis 6 is derived below: H6: NPM has a positive effect on ROA 2.9. The Effect of Size on
Return on Asset (ROA) The size of the company is usually described from the assets owned by the
company. The bigger the company, the more assets it has which can be used for its operations and
generating profits. Ramli et al. (2018) found that firm size had a positive relationship with the company’s
performance. Based on the above explanation, hypothesis 7 is derived below: H7: Size has a positive effect
on ROA 2.10. The Effect of Mediation of Return on Asset (ROA) on the Relationship between Debt-to-
Equity Ratio (DER) and Stock Price The ability of a company to manage its debt well will increase its ability
to generate profits. The increase in profits will improve the value of the company, thereby increasing stock
price. This is a positive signal in the market that will attract investors. According to Barbosa and Louri
(2003),

7debt is often cheaper than equity, and interest payments are tax-deductible.

Therefore, as the level of debt increases, returns to equity owners also
increase, thereby enhancing the company’s value

. This value can impact stock prices. The stock price is a relative and proportional value of a company’s
worth. Companies that have high value can attract attention and trust from investors. Based on the above
explanation, hypothesis 8 is derived below: H8: ROA mediates the relationship between DER and Stock
Price 2.11. The Effect of Mediation of Return on Asset (ROA) on the Relationship between Net Profit Margin
(NPM) and Stock Price The ability of a company to generate profits will affect the rate of return to investors.
ROA

11gives investors an idea of how effective the company is in converting the
money it invests into net income. A higher ROA indicates the company is
earning more money on less investment. This is

a positive signal to investors and affects the company’s stock price. Based on the above explanation,
hypothesis 9 is derived below: H9: ROA mediates the relationship between NPM and Stock Price 2.12.

3The Effect of Mediation of Return on Asset (ROA) on the

Relationship between Size and Stock Price

10The size of the company will affect the company’s

ability to use its assets to generate profits. Big firms are more effective than small firms since they make use
of the scale of the economy. Economies of scale are cost advantages reaped by companies when
production becomes efficient. Companies can achieve economies of scale by increasing production and
lowering costs, thereby generating more profits. When profit increases, investors get higher returns.
Investors may buy more stocks when they get higher returns, thus impacting stock price. Khan et al. (2017)
and Vo (2019) proved that size has a positive effect on ROA and enhances the company’s financial
performance which affects the firm value and stock price. Based on the above explanation, hypothesis 10 is
derived below: H10: ROA mediates the relationship between Size and Stock Price The research model is
presented in Figure 1. DER NPM ROA Stock Price Size Figure 1: Research Framework 3. Research Method
The samples used are 136 manufacturing companies listed on the Indonesia Stock Exchange (IDX) in the
2014- 2018 period. The sampling technique used is purposive sampling, which is a sampling technique that
uses certain criteria in determining the sampling unit to be analyzed. The sampling criteria used in this study
are: 1. Companies listed on the IDX in the year of observation. 2. Companies that issued financial
statements in the year of observation. 3.1. Variable Measurement Measurement of research variables was
presented in Table 1. 3.2. Data Analysis Data collected from the annual report companies on the website
www.idx.co.id. This

1research data analysis method uses Partial Last Square (PLS). According to
Hair et al. (2010), PLS is appropriate to reduce data, namely by determining
the minimum number of factors needed to calculate the maximum proportion
of the total variance represented

. Data analysis using SEM-PLS according to Sholihin and Ratmono (2013) begins with (1) conceptualization
of the model, (2) determining the algorithmic analysis model, (3) determining the resampling method, (4)
drawing a path diagram, (5) evaluating the model. This research model can be formulated as follows: ROA =
β1 DER + β2 NPM + β3 Size + ε Stock Price = β4 DER + β5 NPM + β6 Size + β7 ROA + ε Table 1:
Measurement of research variables Variable Measurement Debt Equity Ratio (DER) DER is the ratio
between total debt and equity. DER measured using the formula: Total Debt/Equity

3Net Profit Margin (NPM) NPM is measured by comparing net income with net

sales. NPM is measured using the formula: Net profit after tax/ Net sales X 100% Size Company size is
measured using the formula: Size = Ln Total Assets Stock Price Stock Price measured with the stock price
at the closing price Information: DER : Debt Equity

6Ratio NPM : Net Profit Margin Size : LnAssets ROA : Return on Assets

Stock Price : Stock price Factor loading is the correlation coefficient for the variable and factor. Factor
loading shows the variance explained by the variable on that particular factor. The average variance
extracted (AVE) is a measure of the amount of variance that is captured by a construct in relation to the
amount of variance due to measurement error. Variance inflation factor (VIF) is a measure

4of the amount of multicollinearity in a set of multiple regression variables

. Cronbach’s alpha is a measure of internal consistency, that is, how closely related a set of items are as a
group. It is considered to be a measure of scale reliability. Composite reliability is a measure of internal
consistency in scale items, much like Cronbach’s alpha Evaluation of models based on SEM-PLS

1is carried out in two stages: one, evaluation of the measurement model
(outer model), and two, evaluation of the structural model (inner model). The
measurement model is carried out to test the validity and reliability of the
instruments in the research model. An instrument is said to be valid if it has
a loading factor value above 0.70 and AVE above 0.05 for reflective constructs

and has a p-value below 0.05 and a VIF value below 3.3 for formative
constructs (Ghozali & Latan, 2015). An instrument is said to be reliable if it has
Composite Reliability (CR) and Cronbach’s Alpha values above 0.7 (Ghozali

&Latan, 2015). Statistical significance is often referred to as the

p-value (“probability value”). A p-value less than 0.05 (typically ≤ 0.05) is statistically significant. It indicates
strong evidence against the null hypothesis, as there is less than a 5% probability the null is correct.
Therefore, we reject the null hypothesis and accept the alternative hypothesis.

2Inner model testing is done to test the relationship between latent variables.
The hypothesis is accepted if it has a path coefficient (β)> 0 and p-value
<0.05. Mediation hypothesis testing is done by looking at the total effect
value> 0 and p-value<0.05 for the total effect

. 4. Results and Discussion 4.1. Descriptive Statistic The results of the descriptive statistical analysis include
the range of minimum and maximum values, the mean, and the standard deviation for each variable are
shown in Table 2. Table 2: Descriptive Statistics Variable Min Max Mean Std. Dev Stock Price 3,91 12,87
6,5867 1,65101 DER 3,1 1019 3,9149 2,99175 NPM 2,1 9,98 4,6337 2,06305 Size 2,08 12,75 7,6497
1,59841 ROA -54,3 11,30 5,503 4,47465 Table 3: Analysis of Reliability Validity Instrumen Validity Reliability

2P-Value AVE Loading Factor Cross Loading Composite Reliability Cronbach
Alpha StockPrice <0,001

0,001 1.000 1.000 0,000 1.000 1.000

10The results of the descriptive analysis shown in Table 2

generally reveal the value of share prices in companies listed on the Indonesia Stock Exchange (IDX).
Companies listed on the IDX have high stock price growth - this can be seen from the standard deviation
values of all variables, which are above 1. The standard deviation of the stock price is 1.65101, with a
standard deviation value below the average value, indicating that it does not have many deviations between
the minimum value and the maximum value. DER shows a positive average value (3,9149), which indicates
that companies listed on the IDX will benefit from the existence of a debt policy to finance company
activities. NPM shows a positive average value (4,6337), which indicates that the performance of companies
listed on the IDX is productive and efficient. Size shows a positive average value (7,6497), which indicates
that companies listed on the IDX continue to experience an increase in their business capacity. ROA shows
a positive average value (5.503), which indicates that companies listed on the Indonesia Stock Exchange
generally benefit. 4.2. Evaluation of Research Models 4.2.1. Measurement Model Analysis (Outer Model)
Evaluation of the measurement model is used to see the validity and reliability of a research model. This
research uses the type of reflective variable. Endogenous constructs are stock prices (dependent variable)
using the type of a reflective variable and all exogenous constructs (independent variables) and mediating
variables use this type of reflective variable. The validity and reliability of the study are shown in the
following table 3: Table 3 showed the results of testing the validity (convergent and discriminant) and
reliability for each research construct. The p-value for all research constructs is below 0.05, outer loading
value for all research constructs is above 0.7, and the AVE value for all research constructs is above 0.5;
therefore, it can be concluded that all research constructs have fulfilled the convergent validity test. The
results also show the cross-loading value of all research constructs below the outer loading value and the
AVE square value above the correlation value between the variables; therefore, it can be concluded that all
research constructs have met the

9discriminant validity test. Discriminant validity determines whether the
constructs in the model are highly correlated among them or not. It
compares the square root of AVE of a particular construct with the
correlation between that construct with other constructs. The value of
Square Roof of AVE should be higher than the correlation. In

addition to testing validity, while evaluating the measurement model, we must also look at reliability for the
research construct. The test results shown in Table 3 indicate that the composite reliability value (CR) and
Cronbach alpha value above 0.7 (> 0.7); therefore, it can be concluded that all research constructs have met
the reliability test. 4.2.2.

2Structural Model Analysis (Inner Model) The structural model validity or inner
model is used to predict the relationship between latent variables. The

result of testing the structural model (inner model) can be seen in the value of R-Square (R2) for exogenous
constructs and path coefficient values for endogenous constructs. The coefficient of determination or R2 is
used to analyze how differences in one variable can be explained by a difference in a second variable. The
result of testing the structural model using PLS are shown in Table 4. DER is the company’s ability to finance
its capital using debt. As shown in Table 4, DER has a positive effect on stock prices, which can be seen
from the value of

2the path coefficient (β) = 0.21 and a p-value of 0.01 <0.05

. Table 4: Direct and Indirect Test Results Therefore, it can be concluded the higher the DER value of a
company will increase the company’s stock price, so H1 is accepted. The result of this study is in line with
the study conducted by Asraf et al. (2017) and Khan et al. (2017), who proved that DER has a positive effect
on firm value NPM is the net profit margin which is the percentage of net profit after tax deduction compared
to sales. The higher the value of NPM, the higher the returns to shareholders. As shown in Table 4, NPM

2has a positive path coefficient (β) = 0.17 and a p-value of 0.01<0.05 which
indicates that

NPM has a positive effect on stock prices, so H2 is accepted. The result is in line with the research
conducted by Apsari et al. (2015) who found that NPM has a positive effect on stock prices.

2Variable Direct Effect Indirect Effect Path Coef (β) p-value R2 Total effect

0,001 SP: Stock Price Table 5: Hypothesis Testing Result Hypothesis Hypothesis Testing Results
Conclusion DER has a negative effect on ROA Negative significant Accepted DER has a positive effect on
Stock Price Positive significant Accepted NPM has a positive effect on ROA Positive significant Accepted
NPM has a positive effect on stock price Positive significant Accepted Size has a positive effect on ROA
Positive significant Accepted Size has a positive effect on Stock Price Negative significant Rejected ROA
has a positive effect on Stock Price Positive significant Accepted There is an effect of ROA mediation on the
relationship between DER and Stock Price Positive significant Accepted There is an effect of ROA mediation
on the relationship between NPM and Stock Price Positive significant Accepted There is an effect of ROA
mediation on the relationship between Size and Stock Price Positive significant Accepted The size of the
company does not affect the stock price as seen from the p-value of 0.07> 0.05 (Table 4), so H3 was
rejected. The result is in line with the research conducted by Niresh and Velnampy (2014) and Eitokpa
(2015), who found that company size had no effect on stock prices. Profitability is one of the ratios used to
measure a company’s ability to generate profits. Profitability in this study is measured using ROA, so

6the higher the value of ROA, the higher the company’s ability to increase

profits. When profits increase, the value of the company will also increase.

Investors will

be attracted by the high value of the company and will invest in the capital of the company in the hope of
getting a high return. As shown in Table 4, ROA

2has a positive path coefficient (β) = 0.27 and a p-value of 0.01 <0.05), which
indicates that

0.05, DER through ROA has a path coefficient (β) value of 0.163, NPM mediated by ROA has a path
coefficient (β) value of 0.316. A higher DER must be balanced with a higher level of profitability which will
reduce the stock price. This shows that the debt policy of a company will succeed if it is accompanied by a
high level of corporate profits so that it will indirectly increase the value of the company. So, H8 is accepted.
The result is in line with the research conducted by Khan et al. (2017) who found that ROA can act as a
mediator for the relationship between variables. ROA is a good mediator in the effect NPM on stock prices,
that

1it can be seen from the value of the positive path coefficient (β) value of

Hashmi, S. H. (2020). The nexus between capital structure, firm-specific factors, macroeconomic factors,
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