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Abstract  

The purpose of this study is to obtain empirical evidence about the effect of size and leverage on the earnings 

response coefficient (ERC) with earnings persistence as an intervening variable in manufacturing companies listed 

on the Indonesia Stock Exchange (IDX). This research uses path analysis. This research uses purposive sampling 

method in selecting samples from manufacturing companies listed on the Indonesia Stock Exchange (IDX) for the 

period 2010 to 2014. The results of the study indicate that size affects earnings persistence. Leverage does not 

affect earnings persistence. Size affects the earnings response coefficient (ERC). Leverage does not affect the 

earnings response coefficient (ERC). And the persistence of earnings does not affect the earnings response 

coefficient (ERC). The results also showed that the effect of Size and leverage on earnings response coefficient 

(ERC) through earnings persistence produced a very weak effect. The author's suggestion is that further research 

can extend the observation period so that better results are expected. In completing research the research time can 

be further extended so as to reduce errors in taking and processing data. 
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Introduction 

Investment in the capital market is increasingly in demand by ordinary people, this can be seen by the increasing 

number of people investing their funds in companies that go public (Tiolemba and Ekawati, 2008). Financial 

statements prepared by the company's management are one source of accounting information that is useful for 

investors. The publication of financial statements through media mass can influence investment decisions for 

investors. This is due to the information contained in the financial statements considered new news about the state 

of the company in the capital market. 

Accounting information that is needed in this case is profit information by investors, this information is used 

to invest in the capital market. Earnings information can describe how a company's performance and predict a risk 

in investment which is certainly very useful to support the right decision making in the selection of companies that 

will be the investment target.    

Earnings information, in general, is a major concern in estimating management performance or accountability. 

Earnings information helps the owner or other parties assess the strength of the company's earnings in the future. 

This shows that profit is something that is most considered by investors to decide whether to invest or not, whether 

to sell the shares they have or not and whether to keep their investments. So important is this that has a lot of 

researchers who research the benefits of the information content of corporate profits, which begins by Ball and 

Brown (1968). 

If in the past, research on accounting earnings was more focused on information content, the next 

development was more on how far the market response to accounting earnings information is better-known 

research Earnings Response Coefficient (ERC). Research in this area is focused on factors that influence the 

earnings response coefficient, which is the correlation between unexpected earnings and abnormal return on shares. 

Earnings Response Coefficient or earnings response coefficient is defined as a measure of the abnormal level 

of stock returns in response to the component unexpected earnings (Scott, 2000). In general, the earnings response 

coefficient is measured by showing the coefficient slope in the regression of abnormal returns of stocks with 

earnings or unexpected earnings. This shows that the earnings response coefficient is a reaction to earnings 

announced by the company. The reaction given depends on the quality of the profits generated by the company. 

The reaction given depends on the quality of the profits generated by the company. Previous studies have shown 

that the earnings response coefficient is influenced by various factors including earnings persistence, capital 

structure, and company size. 

Size (company size) is the size of the company that can be seen through the total assets owned by the company. 

Larger companies tend to have higher public demand for information compared to smaller companies. So that 

large companies will find it easier to innovate by utilizing the assets they have. These innovations will have a 

major effect on company profits. Size (company size) will have a positive effect on ERC. The larger the company, 

the greater the ERC of the company (Jogiyanto, 2009). The results of, Andayani (2007) and Ardila (2012) showed 

a positive influence on the firm size on ERC. This is contrary to Baginski (1999) which states size (company size) 

has a negative influence on ERC. While the research of, Syafrudin (2004), Martini (2007), Rosianawati (2012) 
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found that there was no influence of company size on ERC. 

The capital structure of the company in this study is proxied by the ratio leverage. A company with a level of 

leverage high means having a debt that is greater than capital. Thus if there is an increase in profits, the beneficiary 

is the lender, so the better the condition of the company's earnings, the more negative the shareholder response, 

because shareholders assume that the profit is only profitable for creditors. The results of research by Dhaliwal et 

al. (1991), Fitia (2003), Andayani (2007) showed that leverage affected ERC. While the results of research by 

Respiandi (2011), Ardila (2012) and Rosianawati (2012) show leverage does not affect ERC. 

Earnings persistence is the effect of innovation on expected accounting earnings in the future (Kormedi and 

Lipe, 1987). The definition of earnings persistence by Penman (1992) is a revision of expected profit in the 

future(expected future earnings)is applied by innovation profit for the year(current earnings)so that the persistence 

of earnings views from the innovations in earnings associated with changes in stock prices. In some previous 

studies it was stated that earnings persistence was positively related to ERC (Andayani, 2007; Ardila, 2007; 2012). 

Research Respiandi (2011) gives the results of earnings persistence does not affect ERC. 

This study aims to test the following: (1)  direct effect of size on earnings response coefficient, (2) direct 

effect of size on earnings persistence, (3) direct effect of leverage on earnings response coefficient, (4) direct effect 

of leverage on earnings persistence, (5)  the direct effect of persistence on  earnings response coefficient, (6)  

indirect effect of size on earnings response coefficient through earnings persistence, (7) the indirect effect of 

leverage  on earnings response coefficient through earnings persistence. 

 

Literature review and hypothesis development 

Effect of Size on Earnings Persistence 

Based on relevance theory, financial statements are a communication medium that can be used to evaluate past, 

present, and predict future events. Total assets as a proxy of company size are part of the financial statements. 

IFRS (2012) defines assets as resources controlled by an entity as a result of past events and from which future 

economic benefits are expected to be obtained by the entity. 

The amount of total assets reflects the number of resources owned by a company in the company's main 

activities, where these activities tend to be used to make a profit (Yustiana, 2011). Large companies will also 

produce high-quality financial statements because large companies will have stability and operations that can be 

predicted better. So the estimation error caused is small (Dechow and Dichev, 2002).  From the description above 

formulated the following hypotheses: 

H1: Size a positive effect on earnings persistence. 

 

Effect of leverage on earnings persistence 

The level of debt will be greater if the more long-term debt is owned by the company. Shareholders benefit from 

financial solvency to the extent that the profits generated on borrowed money exceed the interest costs and also if 

there is an increase in the value of the stock market. Debt contains the consequence the company must pay interest 

and principal when due. If the profit condition cannot cover interest and the company cannot allocate funds to pay 

the principal, there will be a risk of failure. Therefore how much the desired level of debt, depends on the stability 

of the company.  

Therefore, a high level of debt can provide a stronger incentive for managers to manage earnings in an 

acceptable procedure. The large level of corporate debt will cause the company to increase earnings persistence to 

maintain good performance in the eyes of investors and auditors. With this good performance, it is expected that 

creditors will continue to have trust in the company, remain easy to disburse funds, and the company will get ease 

in the payment process. 

Fanani's research results (2010) show that the higher the level of debt, the higher the percentage. The results 

of the study Gu et al. (2002), Cohen (2003), and Pagalung (2006) show there is a positive influence between the 

level of debt on earnings persistence. From the description above, the hypothesis is formulated as follows: 

H2: Leverage has a positive effect on earnings persistence 

 

Effect of Size on Earnings Response Coefficient (ERC) 

Companies that have large total assets indicate that the company has reached the stage of maturity. In this stage, 

the company's cash flow is positive and is considered to have good prospects in a relatively long period time, while 

also reflecting that the company is relatively more stable and more capable of generating profits compared to 

companies with small total assets (Indriani, 2005 in Zahroh and Utama, 2006).   

Large companies have good performance and systems to control, manage, manage all assets owned by the 

company. This effective and efficient control, management and regulation of company assets has the potential to 

bring in profits. That is what causes investors to have more trust in large companies because large companies are 

considered able to continue to improve the performance of their companies by trying to improve the quality of 

their profits. Thus the greater the size of the company seen from the total assets, it will make investors increasingly 
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respond positively to the announced earnings.  

This is reinforced by the results of research Jang et al, (2007) which states that company size has a positive 

effect on earnings response coefficients. In line with research conducted by Zahroh and Utama (2006) which states 

that large companies will have a high earnings response coefficient. Easton and Zmijewski (1989) found variable 

size was not significant in explaining ERC. However, this variable can be used as a control variable for large and 

small companies.  

Collins and Kothari (1989), found that firm size is negatively related to ERC. Negative relationship due to a 

large amount of information available throughout the year on the company, when the announcement of market 

earnings did not react. From the description above, the hypothesis is formulated as follows: 

H3: Size has a positive effect on ERC 

 

The Effect of Leverage on Earnings Response Coefficient  

Companies that have a degree of leverage high tend to value the quality of earnings that are proxied with a low 

ERC because the profits reported by the company are profitable profits for creditors. Due to high debt, most of the 

profits will be distributed to creditors in the form of interest and principal payments, not to shareholders.  

Dhaliwal, Lee, and Farger (1991) prove that leverage negatively affects the earnings response coefficient, 

namely ERC. A company with a high degree of leverage means having a debt that is greater than capital. Thus, if 

there is an increase in profits, the beneficiaries will be debtholders, so the better the company's earnings condition, 

the more negative the shareholder response will be because shareholders assume that the profit depends only on 

creditors. From the description above, the hypothesis is formulated as follows: 

H4:  Leverage harms Earnings Response Coefficient. 

 

Effect of Persistence on Earnings Response Coefficient 

persistence is a revision of expected earnings in the future which is applied by current year earnings so that earnings 

persistence is seen from current year earnings associated with changes in stock prices (Pennman in Palupi, 2006). 

Companies as financial statement makers expect accounting profit to approach economic profit or at least a good 

estimator. So that accounting profits remain beneficial for investors to determine economic profit according to its 

perception. The difference between accounting profit and economic profit will lead to unexpected earnings.  

The definition of earnings persistence according to Scott (2003) is a revision of expected future earnings that 

are applied by current year's earnings innovation so that earnings persistence is seen from the earnings innovations 

of the year that are associated with changes in stock prices. The higher the persistence of earnings, the higher the 

ERC, this is related to earnings strength.  

Earnings persistence reflects the quality of the company's earnings and shows that the company can maintain 

profits over time. Kormendi and Lipe (1987) show that earnings persistence is positively related to ERC. Collins 

and Kothari (1989) also found a positive relationship between ERC estimation and persistence by using earnings 

changes as a proxy for unexpected earnings.  

If the value of the company's surprise profit is low, the profit expected by the investor will be close to the 

actual return. In other words, the accounting profit is persistent because it can be used as an indicator to measure 

earnings for the next period so that it can be useful for investors to make investment decisions (Ambarwati, 2008). 

It can be concluded that the more persistent a profit is, the investor will respond well to the earnings information 

marked by rising company stock prices. So the higher the persistence of earnings the higher the value of earnings 

quality proxied by ERC. Palupi research (2006) concludes that earnings persistence is positively correlated with 

the earnings response coefficient. The statement was corroborated by research Mulyani et al. (2007) with results 

consistent with Ambarwati (2008). From the description above, the hypothesis is formulated as follows: 

H5: Earnings persistence has a positive effect on the Earnings Response                                 Coefficient. 

 

Research methodology 

This study was designed to examine the direct effect of variable size and leverage on earnings response coefficient 

(ERC), as well as the indirect effect of size and leverage through earnings persistence on earnings response 

coefficient (ERC). The variable control included in this test is Growth to control variables earnings response 

coefficient (ERC). 

 

Sample selection 

The population in this study was 131 manufacturing companies listed on the IDX in 2010-2014. The sampling 

technique was purposive sampling technique through the following criteria, namely: (1) Manufacturing sector 

companies consumption goods industry listed on the Indonesia Stock Exchange from 2010-2014 (2) 

Manufacturing companies that were not delisted during the observation period (3) Audited financial statements of 

companies ending as of December 31. (4) Financial statements are expressed in rupiah because research is done 

in Indonesia. (5) The company did not experience a loss in the financial statements. 
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From the results of the sample selection process based on established criteria, the number of research samples 

was obtained, namely, 64 manufacturing companies studied during the 5-year observation period, namely during 

2010-2014 totaling 260. This research is research documents because the data examined are secondary, namely 

the financial statements of manufacturing companies listed on the IDX by downloading financial reports via 

www.idx.co.id and www.finance.yahoo.com. 

 

Variables and Measurement  

Dependent variable (Dependent Variable) 

The dependent variable in this study is the Earnings Response Coefficient (ERC).  Earnings Response Coefficient 

(ERC) is measured as follows: 

 
Where: 

- CARi.t = Cumulative Abnormal Return (Accumulation of Returns Not Normal) securities i at time t, 

accumulated from the abnormal return (AR) of the i-securities starting from the beginning of the event 

period (t3) to the t-day 

- ARhe   = Abnormal return (return normal) for i-securities on the a-day, i.e., starting at t3 (day beginning 

of window period) until t-day 

 

ARit = Rit  Rmt 

Where: 

- ARit  = Abnormal Return (abnormal return ) i securities in the t-event period.  

- Rit    = return actually happens for securities i-th in the event period to t 

- Rmt    = Return market index(market)in the event period to-t. 

 

 
Where: 

- Rit       = Return of company i shares on day t  

- Pit = closing price of shares i on (days) t  

- Pit-1 = closing price of shares i on (days) before t 

 

 
Where: 

- Rmt = Return of market index in the period ( days) t  

- IHSGit = Composite Stock Price Index in the period (days) t  

- JCIit-1 = Composite Stock Price Index in the period (days) before t 

 

 
Where: 

- EUit = Unexpected earnings of the company i in the period (year) t 

- Eit = Corporate accounting profit i in the period (year) t 

- Eit-1 = Accounting profit of company i in the previous (year) period (t-1) 

 

CARit = a + bueit + εit 

Where: 

- CARit = Cummulative Abnormal Return (accumulated return not normal) company i during theperiod 

observation± 3 days from the publication of thefinancial statements  

- EUit = unexpected earnings  

- Εit = component error in the model of company i in period t 

 

Independent variable (Independent Variable) 

1. Size 

Size in this study was obtained by natural log of total assets each company (Collins and Kothari, 1998 in 

Sri, 200 7:40). In this study the size of the company is measured based on the amount of total assets 

owned by the company with the following measurements: 
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UPit = LnTAit 

 Where: 

- UPit = company size i in the year period t 

- TAit = Total company assets i in the year period t 

2. Leverage 

In this study leverage is measured by calculating the debt ratio by comparing the total debt with the total 

assets of a particular company period (Dhaliwal et al, 1991). 

 

 
           

Where: 

- Debt Ratio = Debt Ratio of company i in period t  

- TU = Total debt of company i in period t  

- TA = Total assets of the company i in period t 

 

Intervening Variables 

In this study, the variable used as an variable interveningis earnings persistence. In this study earnings persistence 

is measured by: 

 

Xit    = a + bXit-1 + Et 

Where: 

- Xit    = company profit i in period t 

- Xit-1  = company profit i in period t-1 

 

Control Variables 

In this study, variable used as a variable control is. Growth. Growth is measured by referring to Prasetiono & 

Praise (2012) research, namely: 

 

Data Analysis Method Data 

The analysis uses path analysis because in this study there are intervening variables that describe the direct and 

indirect effects of a set of variables. In the current development of path analysis techniques can be done in 

framework modeling the equation structural (Structural Equation Model or SEM). Data processing using the 

AMOS (Analysis of Moment Structures) program version 24.0 trial version. The stages according to Hair et al 

(2006) and Ferdinand, (2005) are as follows: (a) Sample size plays an important role in estimating and interpreting 

SEM results. Chi-square figures are susceptible to the number of samples, so the recommended sample ranges 

from 100-200, (b) normality test, (c)Test Multicollinearity Singularity, (d) Test the suitability of the model. 

 

Research 

Models Models for H1 and H2   

To test the effect of variable size and leverage on earnings persistence use the following equation model: 

PERS  = β1SIZE + β2LEV + ε1      (Sub-structural equation 1) 

 

Models for H3, H4 and H5   

To test the effect of variable size and leverage to earnings response coefficient (ERC) using a model equation as 

follows: 

 

ERC = β1 SIZE + β2 LEV + β3 PERS + β4 GROWTH + ε2                    (Eq sub-structural 2) 
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In the case of this: 

ERCit 

SIZEit 

LEVit 

SIZEit 

PRESSit 

GROWTH 

εit  

= Earnings Response Coefficient (ERC) of company i in period t  

= size of company I in period t 

= leverage of company i in period t 

= growth of earnings of company i in period t 

= company profit i in period t 

= company growth i in period t 

= component of error company i in period t 

 

Results and Discussion 

Descriptive Statistics 

Table 1 explains descriptively the variables in this study. Earnings response coefficient (ERC) has an average of 

01148. This means that manufacturing companies in Indonesia have an average ERC of 0.1148. With a positive 

ERC value, it means in making investment decisions in manufacturing companies investors use earnings 

information. The response coefficient highest-earning(maximum) is 0.5481 and the lowest (minimum) is -0.40 and 

the standard deviation is -0.6871. 

Table 1 Descriptive Statistics 

 Mean Median Maximum Minimum Std. Deviation 

LEVERAGE 0.4112 0.3972 0.8004 -0.0943 0.1734 

SIZE 27.9422   27.7579 33.095 25.3084 1.5689 

ERC 0.1148 0.0135 0.5481 -0.6871 0.2022 

PERSISTENCY 0.4035 0.4699 1.7101 -1.0293 0.5731 

GROWTH 0.1228 0.1259 0.4641 -0.2069 0.1194 

Source: Data processing data 

Variable size companies have an average  27,9422 from this it can be seen that the average size of 

manufacturing companies in Indonesia is included in large companies. The minimum value of the company size 

variable is 25.3084 the maximum value is 33.095 and the standard deviation or data distribution of the average is 

1.5689 

variables Leverage has an average of 0.4112 from this it can be seen that the debt level of manufacturing 

companies in Indonesia is included due to averaging around 41%. The minimum value of the variable leverage 

company'sis -0.0943 The maximum value is 0.8004 and the standard deviation or distribution of data from the 

average is 0.1734 

The earnings persistence variable has an average of 0.4035. The minimum value of the company's earnings 

persistence variable is -1.0293, the maximum value is 1.7101 and the standard deviation or distribution of data 

from the average is 0.5731 

The variable growth has an average of 0.1228. The minimum value of the variable growth company'sis -

0.2069, the maximum value is 0.4641 and the standard deviation or distribution of data from the average is 0.1194. 

 

Hypothesis Testing Results Hypothesis 

Testing is done by comparing the p-value with a significant level (alpha) of 0.05. If the p-value is less than alpha 

0.05 then Ho is rejected, which means there is a significant effect between the two variables. If the p-value is 

greater or equal to alpha 0.05 then Ho is accepted, which means there is no significant effect between the two 

variables. 

Table 2 Test Results of theHypothesis  

 

 
Path  

Std 

Estimate 
p-value 

 

Conclusions 

H1  SIZE � PERS 0.058 0.029 Positive, significant 

H2  LEV � PERS -0.350 0.145 Negative, insignificant 

H3  SIZE � ERC 0.019 0.043 Positive, significant 

H4  LEV � ERC 0.016 0.849 Positive, insignificant 

H5  PERS � ERC 0.021 0.762 Positive, not 

significant 5% 

Hypothesis 1 test results are known to p-value 0.029 <alpha 0.05, then H1 is accepted. The regression 

coefficient of 0.058 indicates the effect between size on persistence is positive. That is, an increasingly large size 

will encourage companies to innovate using their assets. With this innovation, it will affect company profits. 

The test results are known as hypothesis 2 p-value 0.145 > alpha 0.05, H1  is rejected. The regression 



Research Journal of Finance and Accounting                                                                                                                                    www.iiste.org 

ISSN 2222-1697 (Paper) ISSN 2222-2847 (Online)  

Vol.11, No.8, 2020 

 

73 

coefficient of -0.350 indicates the effect of leverage on earnings persistence is negative, meaning that the higher 

the level of debt the higher the persistence of earnings will decrease but in this study the effect is not significant. 

The test results are known as hypothesis 3 p-value 0.043 < alpha 0.05, then H1 is accepted. The regression 

coefficient of 0.019 indicates the effect between size on the earnings response coefficient (ERC) is positive. That 

is, size the larger will encourage companies to use assets to run businesses so it has the opportunity to make a 

profit. 

 The test results are known as hypothesis 4 p-value 0.849 > alpha 0.05, H1  is rejected. The regression 

coefficient of 0.016 shows the effect of leverage on the earnings response coefficient (ERC) is positive, meaning 

that the higher the level of debt, the higher the earnings response coefficient (ERC) and this is contrary to the 

theory that should be negative, and also the result is not a significant effect.  

The test results are known as hypothesis 5 p-value 0.762 > alpha 0.05, H1  is rejected. The regression 

coefficient of 0.021 indicates the effect between earnings persistence the earnings response coefficient (ERC) is 

positive, meaning that the higher the persistence of earnings, the higher the ERC, this is related to earnings strength 

but these research results are not a significant effect. 

Table 3 Test Results Indirect Effects 

Path Analysis Std Estimate 
 

Conclusion 

SIZE � PRESS �  ERC 0.010 
 

Indirect effect is very weak 

LEV � PRESS �  ERC -0.006 Indirect 
 

effect is very weak 

Source: Results of Data Processing 

In testing the indirect effect involves intervening variables (mediating ) as an intermediate variable. In this 

study, the indirect effect between size on earnings response coefficient (ERC) shows a coefficient indirect effect 

of -0.010. Observed from the coefficient value, it can be concluded that the magnitude of the effect of size on the 

earnings response coefficient (ERC) through earnings persistence is very weak. Meanwhile the results of testing 

the coefficient direct effect between size and earnings response coefficient (ERC) of 0.149 is greater than the 

coefficient indirect effect. Based on the results of tests direct and, the indirect effect it is concluded that size has a 

significant effect on the earnings response coefficient (ERC). 

Furthermore, leverage on the earnings response coefficient (ERC) shows a coefficient of the indirect effect 

of -0.006. Observed from the coefficient value, it can be concluded that the magnitude of the effect of leverage on 

the earnings response coefficient (ERC) through earnings persistence is very weak. Meanwhile, the results of 

testing the coefficient direct effect between leverage against the earnings response coefficient (ERC) of 0.014 is 

greater than the coefficient indirect effect. Based on the results of tests direct and, the indirect effect it is concluded 

that leverage has a significant effect on the earnings response coefficient (ERC). 

Table 4 Testing Results Control Variables 

Path  Std Estimate p-value 

Conclusion 

 GROWTH � ERC 
0.037 0.762 Positive, 

insignificant 

In the model proposed research, there is one control variable, namely Growth   The test results are shown in 

the table above, it is known there is a significant positive effect growth to earnings response coefficient (ERC) 

where (p-value 0.762> 0.05).   

 

Discussion of the  

Effect of Size on Earnings Persistence 

Based on the results of the statistical analysis in this study it was found that the first hypothesis (H1) was accepted. 

From the results of data processing, it was concluded that the size (company size) has a significant effect on 

earnings persistence, which is the prob value. 0.029 <0.05. 

Zahroh (2006) states that the larger a company will be responded positively by investors. This is because 

large companies are in the maturity stage. At this stage, the company's cash flow is positive and is considered to 

have good prospects in the long run. Also, large companies are relatively more stable and able to generate profits 

compared to small companies. Large companies have good performance and systems in controlling, managing and 

managing all of their assets. 

 The size of the company is one of the factors that determine the size of the company's assets. The larger a 

company, the greater the funds owned so that the company will maintain and will develop the company to earn 

profits every year. 
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The results of this study are consistent with the 2011 Yustiana study in which the amount of total assets 

reflects the number of resources owned by a company in the company's main activities, where those activities tend 

to be used to make a profit. 

 

Effect of Leverage on Profit Persistence 

Based on the results of the statistical analysis in this study it was found that the third hypothesis (H2) was rejected. 

From the results of data processing concluded that leverage does not have a significant effect on earnings 

persistence with a sig value of 0.145> 0.05. 

High levels of debt can provide a stronger incentive for managers to manage earnings in an acceptable 

procedure. The large level of corporate debt will cause the company to increase earnings persistence to maintain 

good performance in the eyes of investors and auditors. With this good performance, it is expected that creditors 

will continue to have trust in the company, remain easy to disburse funds, and the company will get ease in the 

payment process. 

The results of this study are not consistent with the study of Gu et al. (2002), Cohen (2003), and Pagalung 

(2006) where their research shows that there is a positive influence on the level of debt with earnings persistence 

 

The effect of size on Earnings Response Coefficient 

Based on the results of the statistical analysis in this study it was found that the third hypothesis (H3) was accepted. 

From the results of data processing, it was concluded that size has a significant effect on the earnings response 

coefficient with a sig value of 0.043 <0.05. 

Zahroh (2006) states that the larger a company will be responded positively by investors. This is because 

large companies are in the maturity stage. At this stage, the company's cash flow is positive and is considered to 

have good prospects in the long run. Besides large companies are relatively more stable and able to generate profits 

compared to small companies. Large companies have good performance and systems in controlling, managing and 

managing all of their assets. 

Based on the results of the statistical analysis shows that company size has a significant influence on Earnings 

Response Coefficient (ERC), which means that company size is a reference by investors in making investment 

decisions. Therefore the size of the company is of concern to investors and responds more to the profits generated. 

 

Effect of Leverage on ERC 

Based on the results of the statistical analysis in this study it was found that the third hypothesis (H3) was accepted. 

From the results of data processing, it is concluded that size has a significant effect on earnings persistence with a 

sig value of 0.849> 0.05. 

The results of the test indicate that the first variable (leverage) is a factor that gives a negative influence on 

the earnings response coefficient (ERC) but is not significant. The direction of this test is by the fourth hypothesis 

(H4), which is stated negatively. This study is not by the results of research from Dewi (2010), Murwaningsari 

(2008), Tiolemba and Ekawati (2008), and Mulyani et al (2007). A company with a high level of leverage means 

having a debt that is greater than capital. 

High levels of debt can provide a stronger incentive for managers to manage earnings in an acceptable 

procedure. The large level of corporate debt will cause the company to increase earnings persistence to maintain 

good performance in the eyes of investors and auditors. With this good performance, it is expected that creditors 

will continue to have trust in the company, remain easy to disburse funds, and the company will get ease in the 

payment process. 

The results of this study cannot show conformity with the theory which states that the higher the level of 

corporate leverage, the heavier the financial burden faced by the company, this means the higher the risk faced by 

the company. So, the higher the level of corporate risk means the higher the level of uncertainty of the company's 

survival, so the smaller the earnings response coefficient (ERC). 

 

Effect of Profit Persistence on Earnings Response Coefficient 

Based on the results of the statistical analysis in this study it was found that the third hypothesis (H3) was accepted. 

From the results of data processing, it was concluded that earnings persistence did not have a significant effect on 

the earnings response coefficient, with a sig value of 0.762> 0.05. 

The fourth hypothesis (H5) of this study is earnings persistence influences ERC. From the statistical test 

results obtained a significant value of t is 0.123. This significant value of t is greater than = 0.05. It can be concluded 

that statistically, earnings persistence did not significantly influence ERC. 

Earnings persistence is the effect of innovation on accounting earnings expected in the future that is associated 

with changes in stock prices. This means that with the innovation of accounting earnings is expected to be an 

increase in the company's stock price. An increase in stock prices will increase the value of ERC. But in reality, 

this does not affect the company's stock price. This may be caused by investors not too concerned with the 
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existence of innovation. It may be that investors assess the profit innovation made by the company has a negative 

value for the company. The results of this study are in line with the results of research by Respiandi (2011). 

 

CONCLUSIONS, LIMITATIONS AND SUGGESTIONS 

The results showed that (1) Size had a significant effect on earnings persistence. (2) Leverage does not have a 

significant effect on earnings persistence. (3) Size has a significant effect on Earnings Response Coefficient (ERC). 

(4) Leverage does not have a significant effect on Earnings Response Coefficient (ERC. (5) Earnings response 

does not have a significant effect on Earnings Response Coefficient (ERC) 

The results showed that the indirect effect of variable size and leverage on Earnings Response Coefficient 

(ERC) through earnings persistence variables was very weak. 

The limitation in this study is that the observation year is only five years, so it is likely that the results of the 

study are not as expected. And also the time to complete the research that was devised too short (1 month) caused 

the possibility of an error in retrieving and processing data. 

The author's suggestion is that further research can extend the observation period so that better results are 

expected. In completing research the research time can be further extended so as to reduce errors in taking and 

processing data. It is likely that the results obtained will be more in line with expectations. 
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