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Abstract - The aims of this research is to find evidence on Indenesian Defensive sector shares behaviour regarding Firm 

Size, Cash Flow Performance and their effect to stock returns. Firms Size is measured by Log Total Asset, whilst Financial 

Performance is proxied with Devidend Payout Ratio. This research took samples from consumer goods subsector in 

Indonesian Stock Exchange for the period 2013 to 2016. Multiple Linear Regression Analysis is used to investigate the 

relationship among those variables. Findings on this research shows that there is no significant influence of Firm Size and 

Dividend Payout Ratio overStock Returns. 
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I. INTRODUCTION 

 

Understanding stock returns and the affecting factors 

is important for investors in considering investment 

decisions. Jogiyanto Hartono (2008: 196) said that 

return is the expected return (profit) from investment 

in shares originating from yield and capital gain 

(loss). Stock return is a reflection of the level of 

market confidence on company's ability to increase 

the wealth invested by investors. The measure of the 

company's capability is proxied through a number of 

measures ranging from the ability to generate cash 

flow in the future, accounting profit, including other 

measures such as economic value added (EVA). 

"Cash is King, Not Profit" axiom in finance strongly 

suggests that the ability to generate cash in the future 

is first and foremost for investors. 

 

The ability to generate general cash flow is proxy 

through growth in operating cash flow, the dividend 

payout ratio, the free cash flow approach, as well as 

the net cash flow from investment and financing cash 

flows. In addition to measures related to the 

company's cash flow performance, company 

characteristics are also thought to have a strong 

relationship with stock returns. Company 

characteristics, one of which is proxy through 

company size, is generally considered by investors in 

investment decisions. Investors generally view that 

the larger the size of the company, generally have 

better financial reporting and operational 

management. Tandelilin (2007: 125) states that there 

have been many studies that found an association 

between company characteristics and stock returns. 

Company characteristics can be measured through 

firm size, market to book value ratio, and earnings 

price ratio. A number of studies have shown that cash 

flow has a positive effect on stock returns. 

Kusumaningtyas, Mildawati (2016), Arlina, 

Sinarwati, Musmini (2014) found that the results of 

the company's operating cash flow had a positive 

effect on the stock returns. Other studies have found 

that cash flows from investment activities affect stock 

returns, as found by Nur Aini (2009), Suwetja (2014), 

Daniati and Suhairi (2006) and Arlina, Sinarwati, 

Musmini (2014). The positive influence of cash flow 

from corporate financing activities was also found by 

Nur Aini (2009), Adiwiratama (2012) and Arlina, 

Sinarwati, Musmini (2014). 

 

Meanwhile, the positive influence of company 

characteristics on stock returns through company size 

as the proxy was found by Rizal and Ana (2016), 

Kusumaningtyas, Mildawati (2016), Arlina, 

Sinarwati, Musmini (2014). This research interest is 

to find evidence that stocks in defensive sectors in 

indonesian stock market are stable of any market 

turmoil hence their stock returns are not sensititive or 

affected by company's cash flow and the size of the 

company. Cash flow performance in this study is 

proxied through the Dividend Payout Ratio. This 

measure is used to see the extent to which the portion 

of income distributed as cash dividends for 

companies affects stocks return. The company size in 

this study is prixied by Log Total Asset. 

 

II. THEORETICAL REVIEW AND 

HYPOTHESESDEVELOPMENT 

 

Agency Theory 

 

Agency theory describes the relationship between 

principal and its agent. The principal is the party that 

gives the task to the agent making decisions (Jensen 

and Smith, 1984). Managers who act as agents will 

certainly try to maximize the company's financial 

performance by presenting financial reports that can 

attract the attention of principals. Watts and 

Zimmerman (1986) in Kabir (2011) states that 

principals and agents relationship are determined by 

accounting numbers so that they triggers agents 

to think about how accounting can be used as a means 

to maximize their interest. One form of action that 
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agent does to maximize their interest is through 

earnings management. 

 

Cash Flow Information 

The Indonesian Institute of Accountants defines cash 

flows in the Financial Accounting Standards (2017) 

as inflows and outflows of cash or cash equivalents. 

Cash consists of cash on hand (cash on hand) and 

checking accounts. Whereas cash equivalents are 

investments that are highly liquid, short-term, and 

which can quickly be turned into cash in a certain 

amount without facing the risk of significant value 

changes. The Cash Flow Statement contains the cash 

the company has acquired or spent on three aspects; 

(1) Operational 

(2) Investment 

(3) Financing. 

 

Stock returns 

Stock returns are the results obtained from 

investments. Returns can be either realized returns 

that have already occurred or expected expectations 

that have not yet occurred but are expected to occur 

in the future (Hartono, 2007: 195). Realized return is 

a return that has occurred. Realized returns are used 

as a measure of the company's performance. Realized 

return or historical return is also useful as a basis for 

determining expected returns and future risks. The 

expected return is the return expected by investors in 

the future. Expected  returns have not occurred. Some 

measurements of realized returns that are widely used 

are total return, relative return, cumulative return, and 

adjusted return. Total return is often referred to as 

return only. 

Total return can be calculated as follows: 

 

Return = Capital gain (loss) + Yield 

 

Capital gain or capital loss is the difference from the 

current investment price relative to the price of the 

previous period. 

 
Yield is a percentage of periodic cash receipts from 

the investment price of a certain period of an 

investment. For stocks, the yield is the percentage of 

dividends to the share price in the previous period. 

For bonds, the yield is the percentage of loan interest 

earned on the previous period's bond price. Thus, the 

total return can also be stated as follows 

 
Returns in this study only measure the effect of price 

changes (capital gains/losses) and do not include 

dividend elements (yields). 

 

Prior Research 

Nuraini (2009) in her research with a sample of 90 

companies on the Indonesian Stock Exchange found 

that Cash Flow from Operating Activities has no 

significant effect on stock returns, whilst Cash Flow 

from Investment Activities and Cash Flow Funding 

activities have a significant positive effect on stock 

returns. Rizal and Ana (2015) in their research found 

Accounting Profit, Financing Cash Flow has a 

significant negative effect on stock returns. Company 

size has a significant positive effect on stock returns. 

While operating and investment cash flows do not 

affect stock returns. 

 

Adiwiratama (2012) in his research found that cash 

flow from investment, accounting profit, cash flow 

from operations, cash flow from investment and 

company size did not affect company stock returns. 

However, the cash flow of financial activity affects 

stock returns. Kusumaningtyas and Mildawati (2016) 

in their research found cash flow from operating 

activities, and company size had a positive effect on 

return on equity (ROE), ownership structure did not 

affect return on equity. Widowati (2013) in his 

research found that accounting earnings have a 

significant effect on stock returns, while total cash 

flow does not affect stock returns. Daniati and Suhairi 

(2006) in their study found that investment cash flow, 

gross profit, and company size significantly 

influenced stock expectations. While the operating 

cash flow variable does not affect stock expectations 

returns. Lycyanda and Hermatika (2013) in their 

study found that accounting earnings affect stock 

returns. Also, the components of cash flow and total 

cash flow moderate the relationship between 

accounting earnings and stock returns. Suwetja 

(2014) in his research looking for the Effect of Cash 

Flow From Operating, Investment and Funding 

Activities, on Expected Return of Shares in 

Companies Listed on the Indonesia Stock Exchange 

found that only investment cash flow affects stock 

expectation returns. Arlina, Sinarwati, Musmini 

(2014) in their study looking for the influence of cash 

flow information, gross profit, company size, and 

return on assets Toward Stock Returns found that all 

of these variables have a positive and significant 

effect on stock returns.  

 

Conceptual Framework and Research Hypothesis 

The variations in the reference studies mentioned 

above that measure the effect of direct cash flows 

from the cash flow statement information show 

several different results. While not all of the above 

studies examine the effect of company size 

simultaneously. This study tries to finds other 

perspectives on the performance of cash flows in the 

form of a percentage of income distributed as cash 

dividends measured by the dividend payout ratio and 

measured together with the influence of company 

characteristics represented by company size. An 

important feature of this research is that samples are 

taken from the consumer goods industry which is 

defensive. For investors, shares included in the sector 
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have resilience to market volatility. Based on the 

above review this research will have a model as 

described as follows: 

 
Figure 1Research model 

 

Referring to the references and frameworks reviewed 

above, this study tries to suspect that in a defensive 

industry, stocks are resistant to market volatility 

hence there should be no influence of cash flows and 

firm size on stock returns. Therefore the hypothesis in 

this study is as follows: 

H1: There is an effect of Firm Size on Stock Returns 

H2: There is an influence of Dividend Payout Ratio 

on Stock Returns. 

 

III. RESEARCH METHODS 

 

The independent variables in this research are Firms 

Size and Cash Flow Performance. Firms Size is proxy 

through the Total Asset Log while Cash Flow 

Performance is proxied by the Dividend Payout 

Ratio. The dependent variable in this research is stock 

returns which are measured by comparing the annual 

price difference with the initial price each year for 4 

years of observation. Multiple regression analysis is 

used to investigate the relationship among the 

variables mentioned. Statistical testing is carried out 

on a sample of the consumer goods sector which was 

listed on the Indonesia Stock Exchange from 2013 to 

2016. From a total of 57 companies, 22 companies 

were selected from the food and beverage and 

cosmetics and household subsectors. 

 

IV. ANALYSIS AND DISCUSSION 

 

Multiple Linear Regression Test 

The following is a the results of the Multiple Linear 

Regression Test. 

 

 
Table 1 Regression Table 

 

Referring to the regression result above we can write 

the equation as follow 

Stock Returns= - 0,750 + 0,134 Firm Size - 0,006 

Devidend Payout Ratio+ ε 

Correlation Test and Determination Coefficient (R 

Square) 

 

The correlation coefficient explains how the direction 

of the relationship between the independent variable 

and the dependent variable. Values range from -1 to 

+1. If the value of r is positive, it means that if the 

independent variable goes up, the dependent variable 

goes up. If the value of r is negative, it means that if 

the independent variable goes up, the dependent 

variable goes down. Pearson correlation test will be 

carried out to find the result. The coefficient of 

determination symbolizes how far an independent 

variable determines changes in the value of the 

dependent variable. The magnitude of the coefficient 

of determination lies between zero and one. The 

closer to the value of 1 means the greater the 

influence of independent variables on the dependent 

variable. The correlation coefficient (R) is used to 

illustrates the magnitude of relationship between the 

independent variable and the dependent variable. 

 

 
Table 2 Pearson Test Result 

 

 
Table 3 R Determination 

 

Pearson Correlations test as shown in the table above 

shows all significant values> 0.05 which means there 

is no significant correlation between Firm Size with 

Stock Return, Cash Flow Performance with Stock 

Return and Company Size with Cash Flow 

Performance. The correlation coefficient (R) is said to 

have a strong relationship if R> 0.5. Based on the 

above table, it is known that the correlation 

coefficient (R) between Company Size (X.1) and 

Cash Performance (X.2) has a weak relationship 

because R is equal to 0.452 which means it is smaller 

than 0.5. Adjusted R2 number which is 12.1 % 

suggest that only 12,1% that the independent variable 

explains the variations on the dependent variables. 
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Thus the Firm Size (X.1) and Dividend Payout Ratio 

(X.2) only have an effect of 12.1% on Stock Return 

(Y). 

Hypothesis Testing 

 

F test 

The F test or also called the Analysis of Variance 

(ANOVA) test aims to show whether all iindependent 

variables influence the dependent variable in a 

regression model. The expected significant level is 5 

percent. Values from table F with α = 0.05, df1 

(number of independent variables and dependent 

variable - 1) = 3 - 1 = 2, and df2 (number of research 

data - number of independent variables - 1) = 22 - 2 - 

1 = 19, so the F table value obtained for testing is 

3.5209.The following results of calculations with 

SPSS Statistics 23 software for the F Test can be seen 

in the table below: 

 
Table 4ANOVA 

 

F test results show that the Firm Size (X.1) and 

Dividen Payout Ratio (X.2) do not have a 

simultaneous effect on Stock Return (Y). This can be 

seen from the value of F-test of 2.441smaller than F 

table 3.5209. With a significance value of 0.114, 

which means greater than 0.05 

 

T-test 

T-test is used to determine whether each independent 

variable influences the dependent variable. In this 

study, a t-test was conducted to determine whether 

there was an effect of Firm Size and Dividend Payout 

Ratio on Stock Returns. The expected significance 

level is 5 percent. The value of the t distribution with 

α = 0.05 / 2 = 0.025 and df (n - k - 1) = 22 - 2 - 1 = 

19. Where (n) is the amount of data in the study, and 

(k) is the number of independent variables, so we get 

the value of the table for testing of ± 2.093 and the 

acceptance criteria as follows: 

H0is accepted if -2,093 ≤ t-test ≤ 2,093 

H0 is rejected if t-test > 2,093 or t-test <-2,093. 

 

 
Table 5 T-Test 

 

Referring on the table above the t-test shows that 

hypothesis 1 and hypothesis 2 are rejected. Means 

that both Firm size (total assets) and Dividend Payout 

Ratio do not affect stock returns. 

 

V. CONCLUSION 

 

Pearson correlation test shows there is no significant 

relationship among the variables Firm Size, Dividend 

Payout Ratio and Stock Return. Meanwhile, 

Correlation Coefficient Test shows a weak 

relationship of the influence of Firm Size and 

Dividend Payout Ratio on Stock Return. The R 

determination research model shows that there is a 

weak relationship between firm size, Dividend 

Payout Ratio, and stock returns. The adjusted R 

square value of 0.121 indicates that in this model, the 

variation of Stock Return can only be explained by 

12.1% by Firm Size and Dividend Payout Ratio, the 

rest 87.9% is explained by other factors, This fact is 

actually in line with the fact that investors choosing 

stocks in the defensive sector generally uses 

defensive shares as a bumper in their portfolios to 

reduce market turmoil on portfolio returns, this 

perception has led to the selection of defensive stocks 

based on cash flow performance and company size 

not being given much attention. In line with the 

determination number R, the Statistical Test F and the 

Statistical T- Test indicate that the two independent 

variables Firm Size and Dividend Payou Ratio do not 

have a significant effect on Stock Returns, either 

partially or simultaneously. This research is carried 

out specifically in the consumer goods sector in 

Indonesian stock Exchange, if there are any 

similarities in the findings of this study with other 

studies that have different industrial samples it can be 

suspected because the variables used by previous 

researchers in this research reference use the cash 

flow figures from the cash flow statement. This study 

specifically tries to measure investors' perceptions 

and reactions to the portion of income obtained in 

cash as proxied through a dividend payout ratio. 

Other research in this research reference mostly 

shows that size has a positive and significant effect 

on stock returns, the findings of this study show the 

opposite results. This difference can be predicted by 

investors' perceptions of the character of the industry 

or consumer sector that is resistant to volatility so that 

the movement of the stock market tends not to 

influence investors in seeing defensive stocks. 
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