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Abstract 

This study aims to examine the effect of market value and leverage on stock prices 
of manufacturing companies listed on the Indonesia Stock Exchange during the 
2019–2023 period. Market value is proxied by Earnings Per Share (EPS), 
while leverage is measured using the Debt to Equity Ratio (DER). This research 
employs a quantitative approach with a causal design and utilizes variance-based 
Structural Equation Modeling (SEM) through WarpPLS 7.0. The population 
consists of 219 manufacturing companies, with a sample of 74 firms selected using 
purposive sampling. The data used are secondary data derived from annual 
financial statements and year-end closing stock prices. The results indicate that 
market value, as measured by EPS, has a positive and significant effect on stock 
prices. This finding suggests that higher profitability per share increases investor 
interest, thereby driving stock price growth. In contrast, leverage, as proxied by 
DER, shows a positive but statistically insignificant effect on stock prices. This 
implies that the level of debt usage is not a primary determinant of stock price 
movements in manufacturing firms. This study highlights that investors tend to 
prioritize profitability signals over capital structure in making investment 
decisions. The findings are expected to provide insights for investors and corporate 
management in understanding fundamental factors influencing stock prices. 
 
 

 

INTRODUCTION 

 The dynamics of stock prices in capital markets have long attracted significant attention 

from academics, investors, and policymakers, as they reflect not only firm performance but also 

broader economic conditions and investor sentiment. In an increasingly globalized financial 

environment, stock price movements are shaped by a combination of internal company 

fundamentals and external macroeconomic factors. Among the internal determinants, market 

value indicators and leverage levels are widely recognized as critical variables influencing investor 

decision-making and, ultimately, stock price fluctuations. Market value, often proxied by Earnings 

Per Share (EPS), represents a firm’s ability to generate profit attributable to each outstanding share. 

EPS serves as a key performance indicator that signals profitability and future growth prospects 

to investors. A higher EPS generally indicates stronger earnings capacity, which tends to attract 

investor interest and increase demand for a firm’s shares.  

 Consequently, this increased demand drives stock prices upward. Prior empirical studies 

suggest that EPS is one of the most influential financial ratios in explaining stock price variations, 

as it directly reflects the returns expected by shareholders. Investors often interpret consistent 

growth in EPS as a positive signal regarding managerial efficiency and firm sustainability, 

reinforcing confidence in the company’s long-term prospects. On the other hand, leverage, 

commonly measured using the Debt-to-Equity Ratio (DER), reflects the extent to which a 
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company relies on debt financing relative to its equity. Leverage plays a dual role in financial 

management. While it can enhance profitability through the leverage effect, excessive reliance on 

debt increases financial risk and may negatively affect investor perception. A high DER indicates 

a greater burden of financial obligations, which may lead to higher default risk and earnings 

volatility.  

 As a result, investors may respond cautiously to firms with high leverage, potentially 

exerting downward pressure on stock prices. However, in certain contexts, leverage may also be 

perceived positively if it is associated with strategic expansion and efficient capital utilization, 

leading to mixed empirical findings in the literature. The relationship between market value, 

leverage, and stock prices becomes particularly relevant in emerging markets such as Indonesia, 

where capital market development continues to evolve. The Indonesian Stock Exchange (IDX) 

provides a platform for companies to raise capital and for investors to allocate resources efficiently. 

Within this context, the manufacturing sector plays a crucial role as one of the main pillars of the 

national economy. Manufacturing firms contribute significantly to gross domestic product (GDP), 

employment, and export activities.  

 Therefore, understanding the determinants of stock prices in this sector is essential for 

both theoretical and practical purposes. The period from 2019 to 2023 presents a unique context 

for examining stock price behavior, as it encompasses significant economic disruptions, 

particularly due to the COVID-19 pandemic. The pandemic introduced unprecedented uncertainty 

into global and domestic markets, affecting production, supply chains, and consumer demand. In 

Indonesia, manufacturing firms experienced a decline in operational performance, which was 

reflected in weakened financial indicators and declining stock prices. The IDX also implemented 

adjustments to trading hours and regulations during this period, which were perceived by investors 

as signals of market instability. These conditions highlight the importance of analyzing firm-

specific factors, such as EPS and DER, to understand their role in shaping stock price movements 

during periods of economic turbulence. From a theoretical perspective, this study is grounded in 

signaling theory, which posits that managers convey information about a firm’s condition through 

financial reports and disclosures.  

 Investors, as recipients of these signals, interpret the information to make investment 

decisions. EPS and DER serve as important signals in this framework. A high EPS signals strong 

profitability and growth potential, while DER provides insight into financial risk and capital 

structure. The way investors interpret these signals influences their trading behavior, which in turn 

affects stock prices. Therefore, examining the impact of EPS and DER on stock prices contributes 

to a deeper understanding of how financial information is translated into market valuation. Despite 

extensive research on the relationship between financial ratios and stock prices, empirical findings 

remain inconsistent. Some studies report a strong positive and significant effect of EPS on stock 

prices, while others highlight the dominant role of leverage or find insignificant relationships. 

These inconsistencies may be attributed to differences in research context, sample characteristics, 

time periods, and analytical methods.  

 In particular, many previous studies rely on traditional regression techniques, which may 

not fully capture the complex and potentially nonlinear relationships among variables. To address 

these gaps, this study adopts a more advanced analytical approach by employing Structural 

Equation Modeling (SEM) based on variance, specifically using WarpPLS. This method allows for 

the simultaneous analysis of multiple relationships and is capable of capturing nonlinear effects, 

making it particularly suitable for financial data that often exhibit complexity and interdependence. 
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Additionally, this study focuses on a more recent period, incorporating the impact of the COVID-

19 pandemic, thereby providing updated empirical evidence within a dynamic economic 

environment. The objective of this research is to examine the effect of market value, proxied by 

EPS, and leverage, proxied by DER, on stock prices of manufacturing companies listed on the 

Indonesia Stock Exchange during the 2019–2023 period. By focusing on this sector and timeframe, 

the study aims to provide a comprehensive analysis of how profitability and capital structure 

influence stock valuation under both normal and crisis conditions.  

 The significance of this study lies in its contributions to both theory and practice. From a 

theoretical standpoint, it enriches the literature on capital market behavior by integrating signaling 

theory with empirical analysis using a modern methodological approach. From a practical 

perspective, the findings are expected to provide valuable insights for investors in making 

informed investment decisions, particularly in evaluating fundamental indicators such as EPS and 

DER. Furthermore, the results may assist corporate managers in formulating financial strategies 

that enhance firm value and attract investor confidence. In summary, stock prices are influenced 

by a complex interplay of financial performance indicators and investor perceptions. Market value 

and leverage represent two fundamental aspects of this interplay, reflecting profitability and 

financial risk, respectively. By investigating their effects within the Indonesian manufacturing 

sector during a period of economic uncertainty, this study seeks to offer a more nuanced 

understanding of stock price determinants and contribute to the development of more robust 

financial decision-making frameworks. 

 

METHODS 

Research Design 

 This study employs a quantitative explanatory approach using a causal research design to 

examine the effect of market value and leverage on stock price movements in manufacturing 

companies in Indonesia. The research is structured to test the relationships among variables 

through inferential statistical analysis, utilizing Structural Equation Modeling (SEM) with a 

variance-based approach (Partial Least Squares-SEM) implemented WarpPLS version 7.0. This 

approach is selected due to its robustness in analyzing complex relationships among variables, 

including the ability to model simultaneous relationships and handle non-normal data 

distributions. Furthermore, variance-based SEM is considered appropriate for studies with 

relatively moderate sample sizes and predictive research objectives. 

 

Population and Sample 

 The population of this study consists of all manufacturing companies listed on the 

Indonesia Stock Exchange (IDX) during the 2019–2023 period. Companies included in the 

population are those consistently listed over five consecutive years to ensure data continuity and 

comparability. The sample was determined using a purposive sampling technique, based on 

specific inclusion criteria to ensure data completeness and relevance. The sampling criteria are 

presented in Table 1. 

 

Table 1. Sample Selection Criteria 

No Sample Selection Criteria Number 

1 Manufacturing companies listed on the Indonesia Stock Exchange (2019–2023) 219 
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2 Companies with incomplete year-end stock price data during 2019–2023 (2) 

3 Companies that did not consistently publish annual financial reports (2019–

2023) 

(51) 

4 Companies with negative retained earnings during the observation period 

(2019–2023) 

(92) 

 
Total Sample 74 

Source: Indonesia Stock Exchange (IDX) official website (www.idx.co.id), 2025 

 

 Based on these criteria, the final sample consists of 74 manufacturing companies, which 

serve as the unit of analysis in this study. 

 

Data Collection 

 This study relies exclusively on secondary data collected באמצעות documentation methods. 

The data include audited annual financial statements, company annual reports, and yearly stock 

price data. Data sources include the official IDX website as well as reputable financial platforms 

such as Investing.com and TradingView. No primary data collection methods (e.g., interviews, 

surveys, or observations) were employed, as the study focuses entirely on quantitative financial 

data. 

 

Operational Definition of Variables 

 This study includes three main variables: market value (independent), leverage 

(independent), and stock price (dependent). 

1. Market Value (EPS) 

Market value is proxied by Earnings Per Share (EPS), calculated as net income divided by the 

number of outstanding shares. EPS reflects the profit earned per share and serves as a key 

indicator of company profitability and performance. It is widely used by investors to evaluate 

financial performance and future earning potential, thereby influencing investment decisions. 

2. Leverage (DER) 

Leverage is measured using the Debt-to-Equity Ratio (DER), calculated as total liabilities 

divided by total equity. This ratio indicates the extent to which a company relies on debt 

financing relative to its own capital. A higher DER reflects greater financial risk due to 

increased dependence on external funding, which may influence investor perception and firm 

valuation. 

3. Stock Price 

The dependent variable, stock price, is measured using the annual closing stock price. This 

measure reflects the market’s overall valuation of the company, incorporating expectations 

about future performance, financial condition, and macroeconomic influences. The use of 

year-end closing prices helps minimize short-term volatility bias and provides a more stable 

representation of firm value. 

 

Data Analysis Technique 

 The data analysis procedure consists of two main stages: 

1. Descriptive Statistics 
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Descriptive analysis is conducted to summarize the characteristics of the data, including mean, 

minimum, maximum, and standard deviation values for each variable. 

2. Structural Equation Modeling (SEM) 

The second stage involves hypothesis testing using variance-based SEM (PLS-SEM) with 

WarpPLS 7.0. This method is chosen due to its ability to analyze complex relationships 

simultaneously and its flexibility in handling small sample sizes and non-normal data 

distributions. 

 

The level of significance is set at p < 0.05. 

 To ensure the robustness of the measurement model, the following criteria are applied: 

• Convergent validity: evaluated Average Variance Extracted (AVE > 0.50)  

• Reliability: assessed Composite Reliability (CR > 0.70)  

• Indicator reliability: outer loadings > 0.70  

 

Model Evaluation Criteria 

 The goodness-of-fit of the model is assessed using WarpPLS-specific indices, including: 

• Average Path Coefficient (APC)  

• Average R-squared (ARS)  

• Average Variance Inflation Factor (AVIF)  

 

 Additionally, the R-squared (R²) value is used to evaluate the explanatory power of the 

independent variables in explaining variations in the dependent variable. These indicators 

collectively determine whether the proposed model is statistically adequate and theoretically 

meaningful. 

 

RESULTS AND DISCUSSION 

3.1 Results 

 This section presents the results of data analysis concerning the relationship between 

market value, leverage, and stock prices. It constitutes the core of the study, as it reports the 

outcomes of hypothesis testing. The analysis was conducted using a quantitative approach 

supported by statistical software to examine relationships among variables and assess the extent to 

which each independent variable influences the dependent variable. The analytical procedure 

includes model fit evaluation, construct validity and reliability assessment, and hypothesis testing. 

These stages are presented systematically to ensure clarity and comprehensiveness. 

 

3.1.1 Model Fit Evaluation 

 Model fit represents a crucial initial stage to assess how well the proposed model explains 

the observed data. Several indicators were employed to evaluate the overall quality of the model. 

 
Table 2. Model Fit and Quality Indices 

Model Fit and Quality Indices Index P-Value Criteria Description 

Average Path Coefficient 
(APC) 

0.436 0.001 P < 0.05 Significant 

Average R-squared (ARS) 0.664 0.001 P < 0.05 Good 
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Average Adjusted R-squared 
(AARS) 

0.662 0.001 P < 0.05 Stable 

Average Block VIF (AVIF) 1.017 ≤ 5 (ideally ≤ 3.3) No 
multicollinearity 

 

Average Full Collinearity VIF 
(AFVIF) 

1.829 ≤ 5 (ideally ≤ 3.3) No 
multicollinearity 

 

Tenenhaus GoF 0.815 Small ≥ 0.1; Medium 
≥ 0.25; Large ≥ 0.36 

Large 
 

Simpson’s Paradox Ratio 
(SPR) 

1.000 ≥ 0.7 (ideal = 1) Excellent 
 

R-squared Contribution 
Ratio (RSCR) 

1.000 ≥ 0.9 (ideal = 1) Excellent 
 

Statistical Suppression Ratio 
(SSR) 

1.000 ≥ 0.7 Excellent 
 

Nonlinear Bivariate Causality 
Direction Ratio (NLBCDR) 

1.000 ≥ 0.7 Excellent 
 

Source: WarpPLS 7.0, Processed Data (2025) 
 

 The model evaluation indicates a high level of fit, confirming its suitability for further 

analysis. The APC value of 0.436 (p < 0.001) suggests statistically significant relationships among 

variables with moderate effect strength. The ARS value of 0.664 shows that the model explains 

66.4% of the variance in the dependent variable, indicating strong predictive power. Similarly, the 

AARS value of 0.662 confirms that model stability is maintained after adjustment for model 

complexity. The AVIF (1.017) and AFVIF (1.829) values indicate no multicollinearity issues, as 

both are well below the acceptable threshold. The GoF value of 0.815 demonstrates excellent 

overall model fit. Furthermore, SPR, RSCR, SSR, and NLBCDR values all equal 1.000, confirming 

the absence of Simpson’s paradox, suppression effects, and causal direction inconsistencies. 

Overall, the model exhibits excellent quality and reliability. 

 

3.1.2 Reliability and Validity Indices 

 
Table 3. Latent Variable Coefficients  

EPS DER HS 

Composite Reliability 1.000 1.000 1.000 

Cronbach’s Alpha 1.000 1.000 1.000 

Average Variance Extracted (AVE) 1.000 1.000 1.000 

Source: WarpPLS 7.0, Processed Data (2025) 
 

 Table 3 summarizes the reliability and validity measures for all latent variables in the model, 

namely EPS, DER, and HS. The Composite Reliability and Cronbach’s Alpha values of 1.000 

indicate perfect internal consistency among measurement indicators. Similarly, the Average 

Variance Extracted (AVE) values of 1.000 confirm excellent convergent validity, suggesting that 

each construct explains its indicators with high precision. These results demonstrate that the 

measurement model is highly reliable and valid. However, such perfect values may also indicate 

that each latent variable is represented by a single indicator, which simplifies measurement but may 

limit construct depth.  
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3.1.3 Latent Variable Coefficients 

Table 4. Latent Variable Coefficients 
 

EPS DER HS 

R-squared 
  

0.664 

Adjusted R-squared 
  

0.662 

Source: WarpPLS 7.0, Processed Data (2025) 

 

 Table 4 presents the coefficient of determination (R-squared) and adjusted R-squared 

values for the dependent variable. The R-squared value of 0.664 indicates that 66.4% of the 

variation in stock prices can be explained by the independent variables included in the model, 

namely EPS and DER. This suggests a strong explanatory capacity. The Adjusted R-squared value 

of 0.662 further confirms that the model remains stable after adjusting for the number of 

predictors. The minimal difference between R-squared and Adjusted R-squared indicates that the 

model is not overfitted and maintains a good balance between complexity and explanatory power. 

 

3.1.4 Hypothesis Testing 

Table 5. Hypothesis Testing Results 

Hypothesis Test Result Decision Supporting Studies 

H1: EPS positively 

affects stock price 

Significant, total effect 

= 0.803 

Accepted Agustami & Syahida (2019); 

Wibowo et al. (2017) 

H2: DER positively 

affects stock price 

Not significant, total 

effect = 0.070 

Rejected Pasha & Ramzan (2019); 

Sa’diyah et al. (2019) 

Source: WarpPLS 7.0 

 Table 5 presents the results of hypothesis testing examining the effects of EPS and DER 

on stock prices. The findings show that EPS has a significant positive effect on stock prices, with 

a total effect value of 0.803, leading to the acceptance of Hypothesis 1. This indicates that 

profitability plays a major role in influencing investor decisions. In contrast, DER shows a positive 

but statistically insignificant effect (0.070), leading to the rejection of Hypothesis 2. This suggests 

that leverage is not a key determinant of stock price movements in this context, aligning with prior 

studies that emphasize earnings over capital structure. 

 

 

 

 

3.1.5 Causality Assessment 

Table 6. Path-Correlation Signs 
 

EPS DER HS 

HS 1 1 
 

Source: WarpPLS 7.0 

 Table 6 displays the directional relationships between the independent variables (EPS and 

DER) and the dependent variable (HS). The results indicate that both EPS and DER have positive 

path directions toward stock prices. This means that increases in EPS and DER are associated 
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with increases in stock prices at the directional level. However, while both relationships are 

positive, only the EPS relationship is statistically significant based on previous results. Therefore, 

this table confirms the theoretical expectation of positive relationships but also highlights the 

importance of evaluating statistical significance to determine the strength and relevance of these 

effects. 

3.1.6 R-squared Contributions 

Table 7. R-squared Contributions 
 

EPS DER HS 

HS 0.652 0.012 
 

Source: WarpPLS 7.0 

 

 Table 7 shows the contribution of each independent variable to the R-squared value of the 

dependent variable (HS). EPS contributes significantly with a value of 0.652, indicating that it plays 

a dominant role in explaining variations in stock prices. In contrast, DER contributes only 0.012, 

which is negligible. This disparity highlights that profitability (EPS) is far more influential than 

leverage (DER) in determining stock price movements. The results reinforce the idea that investors 

prioritize earnings performance over financial structure when evaluating company value in the 

market. 

 

3.1.7 Path Coefficients and P-values 

Table 8. Path Coefficients 
 

EPS DER HS 

HS 0.803 0.070 
 

 

Table 9. P-values 
 

EPS DER HS 

HS <0.001 0.087 
 

 

 Tables 8 and 9 present the path coefficients and their corresponding significance levels. 

The relationship between EPS and stock price is strong and statistically significant, with a 

coefficient of 0.803 and p-value < 0.001. This indicates a robust positive influence of EPS on stock 

prices. Conversely, the relationship between DER and stock price is weak (0.070) and not 

statistically significant (p = 0.087), suggesting limited influence. These findings confirm that 

profitability is a key determinant of stock price, while leverage does not significantly affect investor 

valuation decisions in this study. 

 

Table 10. Standard Errors 
 

EPS DER HS 

HS 0.046 0.051 
 

 

 Table 10 reports the standard errors associated with the estimated path coefficients. The 

standard error for the EPS → HS relationship is 0.046, while for DER → HS it is 0.051. These 

relatively small values indicate that the parameter estimates are precise and reliable. Lower standard 
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errors suggest that the estimated coefficients are close to the true population values, increasing 

confidence in the results. Despite the reliability of both estimates, only the EPS relationship is 

statistically significant, highlighting that precision alone does not determine significance without 

sufficient effect magnitude. 

Table 11. Effect Sizes 
 

EPS DER HS 

HS 0.652 0.012 
 

 

 Table 11 presents the effect size of each independent variable on the dependent variable. 

EPS has a large effect size of 0.652, indicating a strong practical influence on stock prices. In 

contrast, DER has a very small effect size of 0.012, suggesting minimal practical impact. Effect 

size analysis complements statistical significance by showing the magnitude of influence. These 

results reinforce the conclusion that EPS is a key driver of stock price changes, while DER has 

little to no meaningful effect in this context. 

 

Table 12. Total Effects 
 

EPS DER HS 

HS 0.803 0.070 
 

 

 Table 12 shows the total effects of the independent variables on stock prices, including 

both direct and indirect effects. EPS has a strong total effect of 0.803, confirming its dominant 

role in influencing stock prices. On the other hand, DER has a weak total effect of 0.070, indicating 

limited influence. Since the model does not involve mediating variables, the total effects largely 

reflect direct relationships. These findings further support the conclusion that profitability is a 

critical factor in determining stock prices, while leverage plays a minor role. 

 

Table 13. Correlations 
 

EPS DER HS 

EPS (1.000) -0.019 0.737 

DER -0.019 (1.000) 0.087 

HS 0.737 0.087 (1.000) 

 

 Table 13 presents the correlation matrix among latent variables. The correlation between 

EPS and stock prices is strong (0.737) and statistically significant, indicating a close relationship. 

In contrast, the correlation between DER and stock prices is weak (0.087) and not significant, 

suggesting minimal association. Additionally, EPS and DER show a near-zero correlation (-0.019), 

indicating independence between profitability and leverage in this dataset. These results support 

previous findings that EPS is a primary determinant of stock price, while DER does not 

significantly influence market valuation. 

 

3.2 DISCUSSION 

The Effect of Market Value on Stock Prices 

 Market value represents the degree to which investors appreciate a firm, often reflected in 

their willingness to pay a price exceeding its book value. In this study, market value is proxied by 
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Earnings Per Share (EPS), which captures the firm’s ability to generate net income per outstanding 

share. EPS is widely regarded as a central profitability indicator, as it directly reflects the economic 

return available to shareholders and serves as a primary benchmark for evaluating corporate 

performance.  The empirical findings demonstrate that EPS has a strong and statistically 

significant positive effect on stock prices. The significance level (p < 0.001) confirms that the 

relationship is robust at the 5% significance threshold. Moreover, the total effect coefficient of 

0.803 indicates a substantial magnitude of influence, suggesting that EPS is a dominant 

determinant of stock price movements. This implies that firms with higher profitability, as 

reflected in EPS, tend to experience higher stock valuations in the market. 

 From a theoretical perspective, these findings strongly support signaling theory. According 

to this framework, financial information disclosed by firms serves as a signal to investors regarding 

future performance prospects. A high EPS conveys positive signals about the firm’s profitability, 

operational efficiency, and growth potential, thereby reducing information asymmetry between 

managers and investors. As a result, investors respond by increasing demand for the firm’s shares, 

which ultimately drives up stock prices. In addition, the findings align with the efficient market 

hypothesis (EMH), particularly in its semi-strong form, which posits that publicly available 

financial information is quickly incorporated into stock prices. EPS, as a widely disclosed and easily 

interpretable metric, becomes a critical input for investor decision-making. Consequently, any 

improvement in EPS is rapidly reflected in the firm’s market valuation. 

 The results of this study are also consistent with prior empirical research. Several studies 

have documented a significant positive relationship between EPS and stock prices, emphasizing 

the role of profitability as a key driver of investor behavior. This consistency across studies 

reinforces the robustness of EPS as a fundamental indicator in capital market analysis. However, 

it is important to note that while EPS is a powerful explanatory variable, it does not capture all 

dimensions of firm performance. Factors such as growth opportunities, macroeconomic 

conditions, and investor sentiment may also influence stock prices. Nevertheless, within the 

context of this study, EPS emerges as the most influential factor, highlighting the central role of 

profitability in shaping market valuation. 

 

The Effect of Leverage on Stock Prices 

 Leverage, commonly measured using the Debt-to-Equity Ratio (DER), reflects the extent 

to which a firm relies on debt financing relative to equity. It serves as an indicator of financial risk 

and capital structure, providing insights into the firm’s ability to meet its long-term obligations. 

Theoretically, leverage can have both positive and negative implications. On one hand, debt 

financing can enhance firm value through tax shields and increased investment capacity. On the 

other hand, excessive leverage may increase financial distress risk, thereby discouraging investors. 

The findings of this study reveal that leverage has a positive but statistically insignificant effect on 

stock prices. The p-value of 0.087 exceeds the 5% significance threshold, indicating that the 

relationship is not statistically meaningful. Furthermore, the total effect value of 0.070 suggests 

that the magnitude of the effect is relatively weak. This implies that variations in leverage levels do 

not substantially influence stock price movements within the observed sample. 

 This result provides an interesting contrast to theoretical expectations. While traditional 

capital structure theories, such as the trade-off theory, suggest that optimal leverage can enhance 

firm value, the empirical evidence in this study indicates that leverage is not a primary concern for 

investors in this context. One possible explanation is that investors prioritize profitability over 
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financial structure when making investment decisions. In other words, as long as firms generate 

strong earnings, the level of debt becomes a secondary consideration. Another xplanation relates 

to market characteristics. In emerging markets, such as Indonesia, information asymmetry and 

varying levels of financial literacy among investors may lead to a stronger focus on easily 

observable indicators like EPS, rather than more complex measures such as DER. Additionally, 

investors may perceive debt differently depending on industry conditions and macroeconomic 

stability. For instance, if borrowing costs are relatively stable, higher leverage may not be viewed 

as excessively risky. 

 The findings are consistent with several prior studies that report a positive but insignificant 

relationship between leverage and stock prices. These studies suggest that while leverage may signal 

growth potential, its effect is often overshadowed by other factors, particularly profitability. 

Therefore, the insignificant impact of DER in this study reinforces the notion that leverage is not 

a dominant determinant of stock valuation in the manufacturing sector during the observed period. 

Despite its insignificance, the positive direction of the relationship should not be overlooked. It 

indicates that, under certain conditions, leverage may still contribute to firm value by enabling 

expansion and increasing earnings potential. However, the lack of statistical significance suggests 

that this effect is neither strong nor consistent enough to influence investor behavior in a 

meaningful way. 

 

Overall Interpretation and Theoretical Contribution 

 The overall findings of this study highlight a clear distinction between the roles of 

profitability and capital structure in determining stock prices. EPS emerges as a highly significant 

and influential variable, while DER shows only a marginal and insignificant effect. This suggests 

that investors place greater emphasis on earnings performance than on financial leverage when 

evaluating firms. From a theoretical standpoint, the study contributes to the literature by 

reinforcing the relevance of signaling theory in explaining stock price behavior. The strong impact 

of EPS indicates that investors rely heavily on profitability signals when making investment 

decisions. At the same time, the weak influence of leverage suggests that capital structure theories 

may have limited explanatory power in certain market contexts, particularly in emerging 

economies. 

 The study also provides empirical support for the argument that not all financial indicators 

carry equal weight in investor decision-making. While leverage remains an important aspect of 

financial management, its impact on market valuation may be contingent on other factors, such as 

profitability, risk perception, and market conditions. 

 

Practical Implications 

 From a practical perspective, the findings offer important insights for both corporate 

managers and investors. For managers, the results emphasize the importance of improving 

profitability, as reflected in EPS, to enhance firm value and attract investor interest. Strategies 

aimed at increasing earnings, such as operational efficiency and revenue growth, are likely to have 

a direct and significant impact on stock prices. For investors, the study highlights the importance 

of focusing on fundamental indicators, particularly EPS, when making investment decisions. While 

leverage should not be ignored, it may not be as critical as profitability in determining stock 

performance, especially in the context examined in this study. 
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CONCLUSION 

4.1 Conclusion 

 This study examined the effects of market value and leverage on stock prices among 

manufacturing firms listed on the Indonesia Stock Exchange over the 2019–2023 period. The 

findings demonstrate that Earnings Per Share (EPS), as a proxy for market value, exerts a positive 

and statistically significant influence on stock prices. This result indicates that higher profitability, 

reflected in increased EPS, enhances investor confidence and stimulates demand for shares, 

ultimately driving stock prices upward. The evidence reinforces the central role of profitability as 

a key determinant in investors’ valuation decisions and supports signaling theory, where financial 

performance serves as an important signal to the market.  

 Conversely, leverage, measured by the Debt-to-Equity Ratio (DER), was found to have a 

positive but statistically insignificant effect on stock prices. This suggests that variations in capital 

structure do not substantially influence stock price movements within the observed context. The 

result implies that investors in the manufacturing sector place greater emphasis on a firm’s ability 

to generate earnings rather than its financing structure when making investment decisions. Despite 

these contributions, this study is subject to several limitations. First, it focuses exclusively on 

manufacturing firms, limiting the generalizability of findings to other sectors or broader market 

contexts. Second, the study period coincides with global economic uncertainty, including the 

COVID-19 pandemic, which may have affected market dynamics. Third, leverage was measured 

using a single proxy (DER), which may not fully capture the complexity of capital structure. 

Additionally, other potentially influential variables, such as firm size, liquidity, and macroeconomic 

conditions, were not included in the model. 

 

4.2 Theoretical Implications 

 From a practical perspective, the findings suggest that investors should prioritize 

profitability indicators, particularly EPS, when evaluating investment opportunities in the 

manufacturing sector. For corporate management, the results highlight the importance of 

enhancing operational efficiency and profitability to strengthen firm value and attract investors. 

Meanwhile, regulators may benefit from understanding that fundamental financial performance 

plays a dominant role in stock price formation, which can inform policies aimed at improving 

market transparency and stability. 

 

4.3 Recommendations for Future Research 

 Future research is encouraged to expand the scope by including multiple industry sectors 

and longer observation periods to improve generalizability. Incorporating additional financial 

indicators and control variables—such as firm size, liquidity, growth opportunities, and 

macroeconomic factors—would provide a more comprehensive understanding of stock price 

determinants. Moreover, applying alternative analytical approaches or combining different 

methodologies could offer deeper insights into the causal relationships among financial variables. 
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