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ABSTRACT: The aim of this research is to examine the influence of corporate governance 
mechanism (institutional ownership, managerial ownership, independence of commissioner, 
and the audit committee), the dividend payment, earnings and growth opportunities toward 
quality. Earnings quality was measured with earnings response coefficients (ERC). This research 
used samples from manufacturing companies that listed on Indonesia Stock Exchange (IDX) 
during 2011-2015. Based on purposive sampling technique, it got 23 companies as research 
samples from a total population 146 companies, there were 115 annual reports were Analyzed. 
there were 115 annual reports were Analyzed. The result of research Showed that the variable 
growth opportunities has significant influence to earnings quality, meanwhile the other variables 
does not have significant influence to earnings quality, that are corporate governance 
mechanism and dividend payment ratio. Based on the result of research, it can be concluded 
that the market response to earnings information reflected from earnings response coefficients 
not only effected by profit size. However, there were other components where Considered by 
the market of participants in interpreting profits, such as growth opportunities, and the other 
information was Announced by companies. 
 
Keywords: earnings response coefficients (ERC), corporate governance mechanism, dividend payment ratio, growth 

opportunities. 
 

1. INTRODUCTION  
 
Financial statements have become the main tool for companies to submit financial information 
regarding the accountability of management (Schipper and Vincent, 2003). One of the 
information contained in the financial statements is information of profits. Earnings 
information is one of the important components in the financial statements. According Sofian 
et al. (2011) profit is regarded as the most significant information that can guide the decision 
making process by the interested parties. 
 
The importance of earnings reports for decision-making raises the need for investors to 
compare the inter-company profits. To understand the difference in quality that is used as an 
assessment that is based on profit, the necessary measurement of the quality of earnings. This 
study uses earnings response coefficients (ERC) as an alternative for measuring the value 
relevance of information gain (Lev and Zarowin, 1999). Beaver (1968) in Setiati and Wijaya 
(2004) suggested that the ERC is the sensitivity of the stock price changes to changes in 
accounting profit. Scott (2000) says there are several factors that affect earnings response 
coefficients (ERC) including the persistence of earnings, capital structure, beta, growth 
opportunities, and the size of the company (Nofianti, 2014). Unlike the Dechow et.al (2010) 
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identified the discovery of the most affecting earnings response coefficients, the method of 
accounting, quality auditors and corporate governance, firm fundamentals, and leverage. 
 
The assumption underlying the use ERC research is that investors respond differently to the 
earnings information in accordance with the credibility or quality of the accounting earnings 
information (Syafrudin 2004 in Hidayati & Murni, 2009). Given that not all accounting profit 
reported by the company a profit quality information. Some reporting accounting scandal that 
originated from undetected manipulation; Enron, Merck, World Com and the majority of other 
companies in the United States and companies in Indonesia such as PT. Lippo Tbk and PT. 
Kimia Farma Tbk (Boediono, 2005), PT Great River International Tbk. have involved financial 
reporting originated from undetected manipulation. In addition, the recent cases of financial 
scandal in 2015 involving a large global company from Japan Thosiba Corp., also proved to be 
inflated profits in the financial statements until overstated profit of 1.2 billion US Dollars since 
2008 (Bisnis Indonesia; CNN Indonesia; Kompas; Liputan6, 2015). 
 
The number of cases of financial scandals that provide information that companies deliver 
compelling financial statements that are not actually in the financial statements. Profit 
information that should help the parties concerned in decision-making, for their moral conduct 
hazard and adverse selection in the lead managers of this information can not be used as a 
decision maker as it may mislead users of financial statements (Abdullah, 2002). This will 
negatively affect the quality of earnings because it distorts the information contained in the 
statements of income. 
 
The research on earnings quality as measured by the ERC already done some research 
beforehand. Kartikasari and Setiawan (2008) found that the mechanism of corporate 
governance (managerial ownership, institutional ownership, and the board of commissioners) 
have a positive influence on the quality. Susanti et al (2010) proved that the audit committee 
managerial ownership and positive effect on the quality of earnings, but the institutional 
ownership and board of commissioners has no effect. Tuwentina and Wirama (2014) found 
empirical evidence that GCG has no effect on the ERC. Uyara (2001) found a positive effect of 
the dividend payout ratio to ERC (Abdullah, 2002). Results Tong and Miao (2011) shows the 
company making the distribution has a relatively better earnings quality than companies that do 
not distribute dividends. Wijayanti, and Supatmi (2008), and Nofianti (2014) proved that there 
was no market reaction to the announcement of changes to the payment of dividends. Arfan & 
Antasari (2008), Murwaningsari (2008), and Naimah & Utama (2006) found evidence that the 
company's growth positive significant effect on the ERC. In contrast to Hidayati & Murni 
(2009) who found that there was no effect on the growth opportunities ERC.  
 
Based on the theory gap and research gap above, research is needed back on the factors related 
to the quality of earnings. This study aimed to determine the effect of mechanisms, corporate 
governance payment of dividends and growth opportunities to the quality of earnings. Object 
of this research is manufacturing companies listed in Indonesia Stock Exchange (BEI) during 
the period 2011 to 2015. 

 
2. LITERATUR REVIEW AND HYPOTHESIS DEVELOPMENT 
 
Agency theory is a theory that examines the relationship of principal and agent. Based on agency 
theory of the separation of ownership and management company called the potential conflict 
with the agency conflict. Agency conflict that gave rise to the opportunistic nature of 
management will encourage managers to manipulate earnings. This would result in lower 
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earnings quality.  Signaling Theory discusses how should the management (agent) is obliged to 
give a signal about the state of the company to the owner as a form of responsibility for the 
management of the company. Asymmetry of information between agents and principals will 
encourage companies to provide information on external financial reports. Furthermore, the 
manager will be motivated to deliver good information about the company to the owner. Such 
situations that encourage managers to act in its own interests to manipulate earnings in order to 
maintain the credibility of the company in the stock market. 
 
Mechanism Corporate governance has the ability in terms of generating a financial report that 
contains information about the income (Boediono, 2005). There are four mechanism corporate 
governance that is often used in a variety of research aimed at reducing the agency conflict, 
namely institutional ownership, managerial ownership, the audit committee and independent 
board (Rachmawati & Triatmoko, 2007). The existence of mechanisms corporate good 
governance within the company, expected earnings quality will be responded positively by 
stakeholders in decision-making as investors and creditors. The market response indicated in 
the stock price changes will affect the ERC. The strong market reaction to the earnings 
information is shown by the high ERC showed that more quality of reported earnings (Indrawati 
& Yulianti, 2010).  
 
Dividends are consequences that arise because companies choose to use external funding 
through the issuance of shares (Budiyanto 2010 in Simanjuntak & Kiswanto, 2015). Signaling 
theory states that dividend announcements regarded by investors as a good signal that indicates 
the condition of the company. When investors need information to evaluate the quality of a 
company report, this information is used by investors as a decision-making tool. Furthermore, 
it is declared in the response by the market, reflected in the stock price.  
 
Investors in determining investment decisions will be interested in the company's ability to 
generate consistent profits. The company's profit increased stably show good growth 
opportunities that could potentially generate earnings in the future. Conversely, a decrease in 
income from year to year showed earnings growth is less good. Collins and Khotari (1989) 
found that the higher the chance a company to grow, the higher the ERC. Jensen and Meckling 
(1976) in the agency theory says that institutional ownership is one tool that can be used to 
reduce the agency conflict. Institutional investors believed to be able to monitor managerial 
actions better than individual investors, so that the higher the level of institutional ownership, 
the stronger the degree of control which is carried out by external parties against the company.  
 
Their institutional ownership in the company boosted investor confidence and stakeholders 
resulted in reported earnings quality or information reported earnings strength earnings 
response. Boediono (2005), Kartikasari and Setiawan (2008) and Indrawati & Yulianti (2010) 
found empirical evidence that institutional ownership positively affects the ERC. 
H1:Institutional Ownership positively affects Earnings Quality (ERC) 
 
Jensen and Meckling (1976), stating that the ownership of managerial can help align the interests 
between shareholders and managers, as managers come to feel the direct benefits of the decision 
and bear the losses as a consequence faulty decision making and improve management 
performance is optimal. This will minimize the actions of managers to manipulate earnings and 
encourage managers to produce financial statements that reflect the actual state of the company 
and contribute to improving the quality of corporate financial reporting. Boediono (2005), 
Kartikasari and Setiawan (2008), and Susanti et al, (2010) found evidence that managerial 
ownership has positive influence on the quality of earnings (ERC).  
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H2:Managerial Ownership positively affects Earnings Quality (ERC) 
 
The presence of independent board is the concept of corporate governance that is used as a 
tool to reduce agency conflict and managers are expected to act in the interests of the owners. 
Through its role in oversight by monitoring over financial reporting, independent board is 
believed to affect the management in preparing the financial statements in order to obtain a 
quality report. Independent board that comes from outside the company are expected to be 
reacted positively by the market (investors), because the interests of investors are protected 
Kartikasari and Setiawan (2008), Boediono(2005), Siallagan and Machfoedz (2006), and Siagian 
and Tresnaningsih (2011) found evidence that the independent board effect on the quality of 
earnings.  
H3:Board of Independent Commissioners positively affects Earnings Quality (ERC) 
 
In line with the agency theory that mechanism corporate governance through supervision and 
monitoring of management performance will improve management performance in generating 
reliable financial reports. mechanism Corporate governance through the audit committee is 
expected to carry out its role well, especially in monitoring the financial reporting process  

Same existence of independent audit committees that have expertise in accounting and 
finance is a signal of the credibility and quality perception of better corporate earnings. Profit 
credible and good quality will be responded more strongly. This thinking is supported by the 
results of research Suaryana (2005), Siallagan and Machfoedz (2006), and Siagian and 
Tresnaningsih (2011) which shows the difference in earnings response coefficients companies 
that make up the audit committee and the company does not establish an audit committee.  
H4:The Audit Committee positively affects Earnings Quality (ERC)  
 
Based on the signaling theory, where the dividend announcement regarded by investors as a 
good signal that indicates the condition of the company. When investors need information to 
evaluate the quality of a company report, this information is used by investors as a decision-
making tool. This will cause the market response is reflected in the share price on the dividend 
announcement. The market response will be higher if the reported accounting earnings quality 
is reflected in the sensitivity of the stock price change is called the earnings response coefficients 
(ERC) (Beaver et al. 1979, in Setiati and Wijaya, 2004). Research results Tong and Miao (2011) 
found that the company making the distribution has a relatively better earnings quality than 
companies that do not distribute dividends.  
H5:Dividend Payout Ratio positively affects Earnings Quality (ERC) 
 
The investment decision by investors not only see and assess the company's ability to generate 
profits at a certain time, but also assess the company's prospects in generating sustainable 
profits. This is done to assure the investment decision is correct. If the greater the opportunity 
to grow the company, the higher the chance of Companies gain or increase profits from the 
company in the future. Arfan & Antasari (2008) find evidence that the growth of the company 
positive significant effect on earnings response coefficients. These results are supported by a 
study by Collins and Kothari (1989) and Naimah and Main (2006) who found that the company's 
growth affect earnings response coefficients.  
H6:Growth Opportunities positive and significant effect on the Earnings Quality (ERC) 
 
Based on the description above, there are six variables are supposed to influence the ERC, such 
as mechanisms corporate governance (institutional ownership, managerial ownership, 
independent board, audit committee), the dividend payout ratio and growth opportunities. 
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H7: Mechanism of Corporate Governance, Dividend Payout Ratio and Growth 
Opportunities positive influence jointly on the Earnings Quality (ERC). 
 

 
3. RESEARCH METHODS 

This study uses a quantitative approach to research design study hypothesis to test the 
effect among variables hypothesized. The population in this study are all manufacturing 
companies with shares listed on the Indonesia Stock Exchange (BEI) in the period 2011 to 
2015, amounting to 146 companies. Sampling technique used is purposive sampling. The 
sampling criteria are as follows:  
1). Manufacturing companies listed in Indonesia Stock Exchange (BEI) and cash dividends 
consecutively the period 2011 to 2015. 2) The company publishes an annual report ending 
December 31. 3) The financial statements are presented in rupiah. 4) The company has data 
completeness corporate governance and returns. stock  Based on these criteria then obtained 
by 23 companies manufacturing. 
 
There are seven variables used in this study consisted of earnings quality (ERC), institutional 
ownership, managerial ownership, independent board, audit committee, payment of dividends, 
and growth opportunities. Here is an operational definition of each variable: 
 

Table 1. Variable Operational Definition 
 

No
. 

Variable  Operational Definition of Measurement 

1. 
Earnings Quality 

(Y) 

The amount that can be consumed in one 
period by keeping the ability of the 
company at the beginning and end of the 
period remained the same (Schipper and 
Vincent in Novianti, 2012) 

Regressed Cumulative 
Abnormal Return 
(CAR) and 
Unexpected Earnings 
(UE), coefficient beta 
is an ERC of each 
company (Boediono, 
2005) 

2. 
Institutional 

Ownership (X1) 

Number of shares owned by institutional 
shareholders such as insurance companies, 
banks, investment companies and other 
holdings except for subsidiaries and other 
institutions that have a special relationship 
(Stice et.al.,2009) 

Percentage of shares 
held by institutional 
investors on the 
number of shares 
outstanding 

3. 
Managerial 

Ownership (X2) 

Number of shares owned by the manager 
(insiderboard) both boards of directors and 
commissioners in a company out of stock 
which is owned by the principal, 
community and institutional (Downes and 
Goodman, 1999) 

Percentage shares 
owned by the 
management company 
to the number of 
shares outstanding 

4. 
Independent 

Commissioner 
Board (X3) 

Total membership from outside the 
company (outside directors) to the overall 
commissioners (Boediono, 2005) 

Membership numbers 
are from outside the 
company (outside 
directors) of the total 
members of the board 
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No
. 

Variable  Operational Definition of Measurement 

5. 
Audit 

Committee (X4) 

A committee within the company 
responsible for overseeing the process of 
preparation and financial reporting, 
external auditors supervise and observe the 
internal control system (including internal 
auditors) (Siallagan and Machfoedz 2006 ) 

Size / number of audit 
committee 

6. 
Payment of 

Dividends (X5) 

Part of the company's net profit after tax 
and net retained profits to holders of equity 
investments in proportion to their 
ownership share (Ang dan Tourani,1997) 

The dividend payout 
ratio is calculated by 
way of cash dividends 
paid divided by net 
income (Wijayanti and 
Supatmi, 2008). 

7. 
Growth 

Opportunities 
(X6) 

Prospects for growth in the future (Scott, 
2000) 

The ratio of market 
value to book value of 
equity (market-to-
book ratio) (Collins 
and Kothari, 1989) 

 
Data collection techniques in this study is documentation techniques. The type of data 

used in this research is secondary data from annual reports (annual report), daily stock price and 
the stock price index (CSPI) is a manufacturing company that published daily by the Indonesia 
Stock Exchange (IDX), Yahoo Finance (finance.yahoo.com) and related literatures specialized 
companies listed on the Stock Exchange in 2011-2015. 
 Testing the hypothesis in this study using multiple regression analysis. Multiple regression 
analysis is used to determine the effect of independent variables on the dependent variable with 
the following equation: 
 
ERCit  = β0+ β1KIit+ β2KMit+ β3DKit + β4KAt+ β5RPDit+ β5PPit+ ... (regression equation 
1) 
 
Description: 
ERCit: the content of the information in profit (slope α) were measured by means of regression 
between cumulative abnormal return (CAR) with unexpected earnings (UE)  
KIit:  Owners institusonal firm i in period t 
KMit:  Managerial ownership company i in period t 
DKit:  BoC Independent firm i in period t 
KAit:  Audit Committee of the company i in period t 
RPDit:  Dividend payout ratio for firm i in period t 
PPit:  Opportunities growth of the company i in period t 
ε: Standard error 
 
4. DISCUSSIONS AND ANALYSIS OF RESULTS 
Classical Assumption Test 
 
As a prerequisite to do regression performed classical assumption to ensure that research data 
is valid, unbiased, consistent, and assessment of coefficients efficient regression (Ghozali, 2011). 
Here's a summary of the results of the classical assumption test: 
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Table 2. Summary of Classical Assumption Test 

Classical Assumption Test Results Specification 

Normality Test 0713> Sig.0:05 Distributed Normal 

Multicolinearity Tolerance> 0:10 and VIF <10 Non Multicolinearity 

Autocorrelation DW = 1,864 Non autocorrelation 

Heteroskidastisity Sig. > 0.05 (Test Glejser) Non Heteroskidastisity 

Source: Secondary data were processed, 2017 
 
Descriptive Statistics  
 
Descriptive statistical analysis used to determine the value of the average (mean), maximum 
value, minimum value and standard deviation of each variable. This analysis will facilitate 
observation of the variables of the study, because it can be described in broad outline each 
variable in the sample to be studied. Descriptive statistics are presented following table: 
 

Table 3.Statistik Descriptive 
 

Variables N Min Max Mean Std.Deviation 

Institutional Ownership 115 0 99.76 40.9976 34.950656 

Managerial Ownership 115 0 25.62 1.5706 5.332083 

Independent Board of 
Commissioner  

115 0 80 40.2961 13.436144 

Audit Committee 115 3 5 3.2522 0.543599 

Dividend Payout ratio 115 3.49 133.81 44.0588 25.265515 

Growth Opportunities 115 0.34 58.48 5.3734 9.4949 

Earnings Respons Coefficients 115 -5.44 5.97 -0.0127 0.924411 

Valid N 115         

Source: Secondary data were processed, 2017 

 
 Hypothesis testing using multiple regression analysis in this study showed that partially 
only growth opportunity positive significant effect on the quality of earnings. While 
simultaneously all independent variables together a positive significant effect on the quality of 
earnings. Here are presented results of hypothesis testing both Test F and Test t as follows: 
 

Table 4. Summary of Test Results Regression 
 

Model 
Coefficients 
(β) 

Significance  Hypothesis 

Constant 0.719    

Institutional Ownership→ERC -0.047 0.339 0.05 H1 Declined 

Managerial Ownership→ERC 0.041 0.596 0 05 H2 Declined 

Independent Board of 

Commissioner →ERC 
-0.06 0.71 0.05 H3 Declined 

Audit Committee→ERC 1.135 0.314 0.05 H4 Declined 

Dividend Payout Ratio→ERC 2.038 0.409 0.05 H5 Declined 

Growth Opportunities→ERC 0.269 0.012 0.05 H6 Accepted 
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F Statistics 2.378 0.034 0.05 H7 Accepted 

Source: secondary data were processed, 2017  

 
Effect of institutional ownership to earnings response coefficients (ERC) 
 
Based on the regression test results in table 4 show that institutional ownership has no 
significant negative influence on the ERC that institutional ownership has no effect on the ERC. 
Based on data analysis of institutional ownership in this sample of 115 samples 54 samples have 
a stake institutional below 25% and the level of ownership of an average of 41% <50%, which 
indicates that the shareholding institutional remains low and the shareholding structure in the 
sample firms concentrated by large shareholders. This will cause problems in the form of agency 
conflicts between controlling shareholders to minority shareholders.  
 
La Porta. et. al.(1999) showed that the concentrated ownership structure indicates level of 
corporate a weak governance. While the mechanism corporate governance is used as a tool to 
minimize the occurrence of agency conflict. If the level corporate governance is still weak the 
mechanism corporate governance can not be used as a tool to convince investors that the 
managers to act in the interests of shareholders. Therefore, in this study can not affect the 
institutional ownership of a company ERC. 

 
Effect of Managerial Ownership to Earnings Response Coefficients (ERC) 
 
Based on the regression test results in Table 4 show that managerial ownership has a positive 
effect but not significant to the ERC that managerial ownership does not affect the ERC. These 
results are consistent with research Kartikasari and Setiawan (2008) and Indrawati and Yulianti 
(2010) who found that managerial ownership does not affect the quality of earnings (ERC) and 
does not support the agency theory. This is due to lack of managerial ownership as evidenced 
by an average of only managerial ownership of 1.57%.  
 
Indrawati and Yulianti (2010) states that managerial ownership does not significantly influence 
the quality of earnings (ERC), which is caused by a small proportion of managerial ownership. 
Therefore, the mechanism corporate governance through managerial ownership which is 
expected to be used as a tool to reduce agency conflicts and participate align the interests of 
managers and shareholders in accordance with agency theory is not proven that, in this study 
the managerial ownership can not affect the ERC a company. 

 
Effect of Independent Board of Commissioner to Earnings Response Coefficients (ERC) 
 
Based on Table 4 shows that the independent board had a positive effect but not significant to 
the ERC independent board that does not affect the ERC, and does not support the agency 
theory. These results are consistent with research Indrawati and Yulianti (2010), Susanti et al. 
(2010), and Kartikasari and Setiawan (2008), who found that the independent board does not 
affect the quality of earnings (ERC). 
 
Based on the data analysis companies sampled in this study, researchers found that as many as 
115 samples obtained an average composition of the independent board which is equal to 40.29 
which indicates that the average sample of companies already have independent board 
composition in accordance with the Stock Exchange regulations at least 30% of the total 
number of commissioners. Minimum conditions commissioners establishment at least 30% is 
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not high enough to be able to dominate the policy adopted by the board of directors (Hidayati 
and Murni, 2009) resulting in a role in monitoring the company has not been effective. 

 
Effect of the Audit Committee to Earnings Response Coefficients (ERC) 
 
Based on the regression test results in table 4 of the audit committee have a positive effect but 
not significant to the ERC. These results indicate that the audit committee has no effect on the 
quality of earnings and in line with the research Susanti et al. (2010) and Indrawati and Yulianti 
(2010). Based on the data analysis companies sampled in this study the researchers found that 
as many as 115 samples obtained an average size of the audit committees of 3.54 which indicates 
that the entire sample companies already have an audit committee in accordance with the Stock 
Exchange regulations. However, given the empirical evidence is not found the size of the audit 
committee significant effect on the ERC.  
 
According Indrawati and Yulianti (2010) the audit committee does not affect the quality of 
earnings (ERC) due to non-fulfillment of the audit committee characteristics such as 
independence, activity and audit committee size. While this research has been to meet the 
characteristics of the audit committee size but still does not have a significant influence on the 
ERC. It can be caused due to the fulfillment of the audit committee size being offset by activity 
and independence of the audit committee did not specify the implementation of an effective 
audit committee role. 

 
Effect of Dividend Payout Ratio to Earnings Response Coefficients (ERC) 
 
Based on the regression test results in table 4 the dividend payout ratio has a positive effect but 
not significant to the ERC that the dividend payout ratio does not affect the ERC. Other 
research has also found similar things (Hill and Hartono, 2000; Wijayanti and Supatmi 2008; 
Nofianti, 2014) showed that there was no market reaction to the announcement of changes to 
the payment of dividends.  
 
Dividend policy theory states that dividend payments can also be interpreted as a negative signal, 
which means that companies are increasing dividend payments may be considered companies 
that are not prospected in the future (Nofianti, 2014). According to Miller and Modigliani (1961) 
in assuming dividends are not relevant to the underlying theory of dividend policy states that 
the dividend payout ratio has no effect on the share price. While the ERC is the market reaction 
is reflected in the sensitivity of changes in stock prices. Therefore, the dividend announcement 
does not affect the ERC. 

 
Effect of Growth Opportunities to Earnings Response Coefficients (ERC) 
 
Based on the results of the regression test Table 4 growth opportunities have a significant 
positive effect on ERC and support agency theory  and supporting research Arfan and Antasari 
(2008), Murwaningsari (2008), and Naimah and Utama (2006).These conditions indicate that 
the greater the chances of growing the company the higher the chances of the company getting 
or adding profits to the company in the future so that earnings response coefficients are also 
higher (M. Nisrina and Herawaty, 2016). 

 
Effect of Mechanism Corporate Governance, Payout Ratio, and Growth Opportunities to 
Earnings Response Coefficients (ERC) 
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Regression test results in Table 2 indicate that together or simultaneous institutional ownership, 
managerial ownership, independent board, audit committee, the dividend payout ratio and 
growth opportunities positive effect on the quality of earnings. 

 
5. CONCLUSIONS 
 
The conclusion of this research is that simultaneously all the variables have a positive effect, 
and partially only growth opportunity variables that positively affect the quality of earnings. 
Suggestions for further research to use windows longer to see more accurate market reactions 
and use other proxies for independent variables to compare with previously used proxies. 
Suggestions for companies to make disclosure more broadly, because the information reported 
by the company to be a medium for market participants in interpreting the profits derived 
company, such as growth opportunities, and other information published by the company. 
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