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Abstract. This study aimed to investigate the effect of economic value
added and profitability on created shareholders value Fernandez model and
market value added model in manufacturing companies listed on the
Indonesia Stock Exchange period year 2013 to 2018. The samples are fifty
Manufacturing companies enterprises listed on the IDX period year 2013
to 2018. Methods of data analysis were performed using panel data
regression with pooled OLS model. The results of this analysis showed
profitability has a significant effect on created shareholders value
Fernandez model and market value-added model in manufacturing
companies listed on the IDX period 2013 to 2018.
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1 Introduction
Created shareholders value is a business term that implies that the measure of a company's
success is the extent to which the company can provide returns to its shareholders [1]. In
today's business world, created shareholder value has become a goal that has begun to be
widely accepted and applied by many companies in various countries. This is evidenced by
the many companies in the global market that begin to compete to create value for their
shareholders [2]. Companies that fail to create sufficient wealth for shareholders will not be
able to survive for a long time and will be the object of acquisition or liquidation of other
companies [3]. In Indonesia, this goal is also important to be achieved given the positive
support from the Indonesian capital market that continues to show improved performance
from year to year. This is reflected in an increase in the number of investors which
increased 44 % from 2015 to 2017 with an increase in the value of domestic investor
investment of IDR 340 × 1012 throughout 2017 [4].
The positive trend of the Indonesian capital market was also evidenced by the growth of
the Composite Stock Price Index (CSPI) which experienced growth of around 7 % yr–1
from 2013 to 2018. During these 6 yr, the highest IHSG closing was in 2017 & 2018 with
the success of the CSPI touched the numbers 6 355.654 & 6 194.498. The rapid
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development of the Indonesian capital market shows that in today's business world, the
value of a company is determined by how a company's investment runs and how much
value it can create for the company [5]. In other words, the value of a company is
determined by the company's ability to create value for its shareholders.
Seeing the importance of created shareholders' value, Fernandez [6] introduced a model
to measure the created shareholder's value known as the Fernandez model (CSV-F). In the
Fernandez model, a company can be said to succeed in creating shareholder value when
shareholders return exceeds the cost of capital. Besides Pablo Fernandez, in 1991, Steward
also introduced a measure of shareholder value known as market value added. Market value
added is an indicator that focuses on measuring the creation of value for shareholders by
maximizing market equity compared to the company's total equity. Market value added is
one indicator that can be used to measure the created shareholder value because through
market value-added investors would be able to see how much wealth the company has
created on the investment they have made [7]. The success of a company in achieving
created shareholder value will certainly be influenced by several variables that investors
take into account when investing in a company.
Research in 2018 with a sample of commercial banks in Jordan from 2010 to 2016, it
was found that profitability variables had a significant effect on created shareholders value
[8]. This makes profitability used as one of the independent variables in this study.
Profitability is the company's ability to earn profits related to sales, total assets, and own
capital. High profitability growth indicates that the company has good prospects in the
future and will affect investors' valuation of the company's shares.
In addition to profitability, EVA is also one of the important indicators that investors
also pay attention to when investing in a company's stock. EVA is a value-based
performance measurement developed by the Stern Stewart company, a consulting firm in
the United States in 1991. EVA is a financial performance measurement based on the value
that reflects the absolute amount of shareholder wealth generated both increasing and
decreasing each year [9]. In other words, EVA can measure the extent to which a company
has increased shareholder value.
From the explanation above, it can be seen that in this study, there are two independent
variables namely profitability and economic value-added. If seen from several previous
studies that have been done, it turns out that the two independent variables used in this
study are often used as a debate among researchers when they want to test which variable
between profitability and economic value added is greater in giving effect to created
shareholders value. The biggest cause is often the difference of opinion because
profitability is a traditional measurement tool that does not consider the cost of capital, so it
is difficult for investors to know whether a company is able to produce value for
shareholders or not, while economic value added is a more modern performance measure
that takes into account the entire financing burden of the company both through debt and
equity so that investors can better take into account the shareholder value that has been
achieved by the company [10]. In addition, the test has never been done in Indonesia, and it
is also one of the supporters of the need for such testing.
In Indonesia, all publicly listed companies listed on the IDX are classified into three
major sectors, namely the main sector, the manufacturing sector, and the service sector.
From these three sectors, the manufacturing sector was chosen as the object of research
because the sector has a tendency to provide a greater return compared to other sectors.
This can be seen from the average return owned by each large sector recorded on the Stock
Exchange during the last 6 yr from 2013 to 2018. Of the three large sectors available, the
manufacturing sector has the highest average return of 7.26 %. Through this, the researcher
is interested in examining whether with the highest return, the manufacturing sector has
been able to achieve created shareholders value or not.
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The selection of the research period began in 2013 to 2018 because in 2013 the
Indonesian Composite Stock Price Index (CSPI) has decreased. This can be seen from the
closing price of the Jakarta Composite Index which closed at 4 274.177 or decreased by
0.98 % from the previous year. However, in 2018 Indonesian CSPI actually experienced a
rapid increase, where the price of CSPI in that year closed at a price of 6 194.498 or an
increase in return of 45 % compared to the previous 2013. This fact shows that research in
2013 to 2018 needs to be done to see how the performance of shares in Indonesia related to
the created shareholder value since the CSPI has decreased until the CSPI has experienced
a rapid increase. In addition, 2018 was chosen as the end of the research period due to
limited data in 2019.
By seeing that in investing there is a funding and growth structure which is often taken
into account by investors, this research uses two control variables, capital structure, and
growth. The capital structure is used as a control variable because through the capital
structure investors can see the funding structure owned by a company so that it can affect
the courage / doubts of investors in investing in company shares. Meanwhile, growth was
chosen as a control variable because company growth is often seen by investors as a
reflection of past successes that can be used as predictions of future growth that will have
an impact on investor valuations [11].

2

Supporting theory

2.1 Signaling theory
Signaling theory is an action taken by company management to provide instructions to
investors about how management views the company's prospects. The instructions given by
companies can be in the form of financial reports or through the distribution of dividends
(dividend signaling theory) [12]. Dividend signaling theory is a theory that explains that
when a company announces an increase in dividend payments, it indicates the company has
good future prospects. Giving signals or information is an important element for investors
who will provide an overview of the state of the company, both past, present and future of
the company. Accurate, complete, timely and relevant information will be needed by
investors as a guide in making investment decisions. If the signal or information given to
investors contains a positive value, it is expected that the market will respond to these
signals and the market will react to support the company. However, if the signal given
contains a negative value, it is also very likely that the market will prefer to leave the
company and move on to other companies.
2.2 Created shareholders value
Created shareholder value is recognized as one of the most important aspects in evaluating
company performance. When a company succeeds in creating shareholder value it means
that the company has also been successful in increasing shareholder welfare and
maximizing company value [13]. Created shareholder value is a business term that implies
that the final measure of a company's success is the extent to which the company can enrich
its shareholders. In this study created shareholder value is measured by two models, namely
the Fernandez model and the market value added model [8].
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2.3 Fernandez model
In 2001 Pablo Fernandez introduced a measure for the created shareholder value known as
the Fernandez model (CSV-F). CSV-F is obtained by multiplying the company's equity
market value with the returns obtained by shareholders after deducting the cost of equity.
According to Fernandez [6], a company can be said to succeed in CSV-F when shareholder
returns exceed the cost of equity (the required return to equity). In other words, a company
that has a positive CSV-F indicates that the company has succeeded in creating shareholder
value, while a company that has a negative CSV-F indicates that the company has failed in
creating shareholder value. Three important indicators that need to be considered in the
Fernandez model are equity market value, shareholders return, and cost of equity.
2.4 Market Value Added Model (MVA)
MVA has been classified as the best external performance index in measuring created
shareholder value [14]. MVA as the difference between a company's market value and the
overall capital invested in a company. A positive MVA shows that management has been
able to achieve created shareholder value, while a negative MVA indicates that the
company failed to create shareholder value because it has reduced shareholder capital value
[15].
2.5 Profitability
Profitability is the company's ability to generate profits in operating activities which is the
main focus in assessing company performance (fundamental analysis of the company)
because corporate profits are an indicator of the company's ability to meet obligations for
funders as well as an important element in creating corporate value which shows the
company's prospects in the future [16]. The profitability of a company can be measured by
linking the profits or net profits obtained from the company's main activities with the equity
owned by the company to generate corporate profits called return on equity [12]. Return on
equity is the net income derived from the total equity that has been invested by shareholders
in the company. The greater return on equity shows the greater ability of companies to
provide profits for the company's shareholders.
2.6 Economic value added
EVA is a financial management method to measure the added value or value creation
generated by a company by reducing the net operating income after tax obtained by the
company during a certain period with the burden of capital costs and debt costs that arise as
a result from funding obtained by the company [15]. Positive EVA (EVA> 0) indicates that
the company succeeded in creating value for the owners of capital because it has
maximized the value of the company. If EVA is equal to zero (EVA = 0), it means that the
company's management is in the break-even point because all profits have been used to pay
the company's obligations to funders, both creditors and shareholders. If EVA is negative
(EVA < 0), then this indicates that the economic value of the company is reduced as a result
of the company's profits are lower than the cost burden that must be borne by the company
[8].
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2.7 Relationship among Concepts
2.7.1 Profitability to created shareholders value
Companies with high net income will certainly have higher profitability as well. Based on
the dividend signaling theory put forward, when a company has a high level of profitability,
then one of the ways companies can do to give a positive signal to external parties is
through increasing the distribution of dividends to shareholders [13]. Increased dividend
payments to shareholders will make the company's image rise in the eyes of the public and
will significantly affect the company's stock price increase [17]. The higher the rise in the
company's stock price, the higher the return that the company is able to give to
shareholders, so that it will have an impact on increasing Fernandez company's shareholder.
The company's ability to obtain profitability will certainly also affect people's trust in
the company. The higher the level of market trust in the company, the higher the
shareholder value market value added model created by the company [18]. However, this
result contradicts Panigrahi's [3] which found that profitability had no significant effect on
created shareholder value in 43 construction companies in Malaysia from 2003 to 2012.
2.7.2 Economic value added to created shareholders value
Economic value added (EVA) is one of the important variables that will affect the
company's shareholder value [19]. Positive EVA indicates that the company has succeeded
in creating value, while a negative EVA indicates that the company failed to create value
[18]. Based on signaling theory, when a company achieves a positive EVA, then the
company can use this to give a signal to investors. The signal will be immediately analyzed
by investors as a good signal, where the signal will be able to attract investors to trade
company shares which will have an impact on increasing the company's stock returns [20].
The greater the stock return that is able to give the company exceeds the cost of capital, the
greater the shareholder value of Fernandez the model that is able to produce.
EVA is an excellent measurement tool in measuring the company's past performance in
terms of creating shareholder value [15]. The good performance of a company in the past,
of course, will be expected to continue in the future by shareholders. The relevant thing to
connect past performance and future expectations is to link the past performance
represented by EVA and the market price of the company's shares represented by market
value added. EVA principle provides a good measurement to assess a company's financial
performance and achievement because EVA tends to be positively related to the company's
market value added [9].

2.1 Research Framework
2.8 Research framework

Created Shareholders
Value

Profitability
Economic Value Added
(EVA)

Fernandez Model
(CSV-F)

Structural Capital

Market Value Added
Model (MVA)

Growth
Fig. 1. Research framework

Graph 1. Research Framework
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2.9 Hypothesis
The hypothesis is a temporary conjecture of the problem under discussion, the truth of
which remains to be tested. The hypotheses in this study are:
H1: Profitability has a significant effect on the created shareholders value (Fernandez
model and market value added model)
H2: Economic value added (EVA) has a significant effect on created shareholder value
(Fernandez models and market value added models).
H3: Economic value added (EVA) is greater in influencing the created shareholder value
(Fernandez model and market value added model) than profitability.

3

Research method

In this study, the participation used is all companies in the manufacturing sector that are
recommended on the Indonesia Stock Exchange (IDX). The sampling technique in this
study was purposive sampling with manufacturing sector criteria that had been approved on
the Indonesia Stock Exchange before 2011 and the Company that issued financial
statements and financial statements for 2011 to 2018. The sample used in this study
amounted to 50 companies. Researchers used a type of quantitative quantitative research.
The type of data used is secondary data sourced from bloomberg. The method used is
documentation and study of literature. Data analysis was performed by panel data
regression combining the OLS model with the help of the Stata software.
3.1 Data analysis technique
Techniques used to process data include:
First, descriptive Statistics which aim to provide an overview of the variables
statistically, such as the average (mean), standard deviation (standard deviation), the
maximum value, and the minimum value.
Second, Panel data regression analysis is useful for looking at relationships between
variables over several periods. Following is the regression model used:
ΔCSV-Fit = β0 + β1ROEit-1 + ɛit
(1)
ΔCSV-Fit = β0 + β1EVAit-1 + ɛit
(2)
ΔMVAit
= β0 + β1ROEit-1 + ɛit
(3)
ΔMVAit
= β0 + β1EVAit-1 + ɛit
(4)
ΔCSV-Fit = β0 + β1ROEit-1 + β2DARit-1 + β3GROWit-1 + ɛit
(5)
ΔCSV-Fit = β0 + β1EVAit-1 + β2DARit-1 + β3GROWit-1 + ɛit
(6)
ΔMVAit
= β0 + β1ROEit-1 + β2DARit-1 + β3GROWit-1+ ɛit
(7)
ΔMVAit
= β0 + β1EVAit-1 + β2DARit-1 + β3GROWit-1+ ɛit
(8)
Notes:
ΔCSV-Fit = Fernandez Model
ΔMVAit
= Market Value Added Model
ROEit-1
= Return on Equity Period t-1
EVAit-1
= Economic Value Added Period t-1
DARit-1
= Debt Asset Ratio Period t-1
GROWit-1 = Growth Period t-1
B0
= Constant
B1-3
= Coefficient of Independent Variable Regression
ɛit
= Error
t-1
= the value of the occurance in the last t period
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3.1.1. Classical assumption test
This test is useful to show whether a regression model meets the BLUE (Best, Linear,
Unlimited, and Estimated) criteria or not. There are three classic assumption tests used,
namely multicollinearity test, heteroscedasticity test, and autocorrelation test.
3.1.2 Hypothesis test
This test is useful to find out whether the independent variables individually have a
significant influence on the dependent variable. If the p-value ≤ 0.05, then it is stated to
have a significant effect.
3.1.3 Comparative research
Comparative research is used to compare the return on equity (ROE), and economic value
added (EVA) variables in influencing the created shareholders value (Fernandez model &
market value added model). To compare ROE and EVA, the R-Squared comparison of the
regression results through the regression model in equations 1, 2, 3, & 4 are used.

4

Analysis and discussion

4.1 Classical assumption test
After conducting the classical assumption test, it can be concluded that the initial regression
fulfilled the BLUE (Best, Linear, Unlocked, and Estimated) criteria because the regression
models tested did not experience multicollinearity, autocorrelation, and heteroscedasticity.
Through this, it can be concluded that the results of the initial regression of the t-test
(partial) can be used as the result of the final regression. Here are the results of the final
regression:
4.2 Hypothesis testing
Table 1. Regression Final
Model

Variable

Coefficient

P-value

1 (ΔCSV-F)

C
ROE
C
EVA
C
ROE
C
EVA
C
ROE
DAR
GROW
C
EVA
DAR
GROW
C
ROE
DAR
GROW
C
EVA
DAR
GROW

-6.85
36.68
-4.21
1.19
-0.30
4.39
0.10
2.07
-6.56
46.03
3.20
-15.50
-3.01
9.73
-0.76
-8.91
-0.31
4.53
0.10
-0.19
0.01
2.04
-0.23
0.47

0.002
0.05
0.014
0.730
0.223
0.039
0.931
0.599
0.072
0.020
0.767
0.177
0.374
0.782
0.944
0.353
0.452
0.045
0.937
0.864
0.973
0.612
0.850
0.666

2 (ΔCSV-F)
3 (ΔMVA)
4 (MVA)
5 (CSV-F)

6 (CSV-F)

7 (MVA)

8 (MVA)
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Regression results show that the independent variable Return on Equity (ROE) partially
has a significant effect on the created Fernandez model shareholders value (SCSV-F) and
Market Value Added Model (ΔMVA) on all existing regression equations, evidenced by the
resulting P-value smaller equal to 0.05, while the independent variable Economic Value
Added (EVA) partially has no significant effect on the Fernandez model created
shareholers value (SCSV-F) and the market value added model (ΔMVA) because the
P-value is more than 0.05. Meanwhile, for the debt asset ratio (DAR) and growth (GROW)
control variables partially do not have a significant effect on Fernandez Model (ΔCSV-F)
and Market Value Added Model (ΔMVA) created on all regression equations due to the
P value -value generated is more than 0.05.
4.3 Comparative research
Table 2. R-Squared Regression Final
Model
1 (ΔCSV-F)
2 (ΔCSV-F)
3 (ΔMVA)
4 (ΔMVA)

Variable
ROE
EVA
ROE
EVA

R-Squared
1.29 %
0.04 %
1.42 %
0.09 %

The R-Squared results above show that the return on equity variable is greater in
influencing the created shareholders value both in the Fernandez model and the market
value added model compared to economic value added.
4.4 Analysis and discussion
The results showed that company profitability had a significant positive effect on the
Fernandez model shareholder value and the market value added model both with the
presence of a debt asset ratio and growth control variable and without a control variable.
High profitability indicates that the company is able to obtain a large amount of net income.
When the company has a greater net income, the company can use this to give a positive
signal to external parties through an increase in the distribution of dividends. This is
supported by the 300 sample data used in this study, where 52.34 % of the sample has a
positive relationship between changes in net income and changes in dividends, 16.33 % of
the sample has a negative relationship between changes in net income and changes in
dividends, and 31.33 % the sample did not change the distribution of dividends even though
the company's net income was changing. Based on the dividend signaling theory, the
increased distribution of dividends provided by companies to shareholders will lead to an
increase in investor valuations and an impact on the rise in the company's model
shareholder value Fernandez
In addition, the higher profitability of manufacturing companies as measured by return
on equity, shows that company management can use capital effectively and the greater the
company's ability to provide profits for the company's shareholders. A good performance of
the company will certainly affect the confidence of investors to place their funds in
company shares. The higher the level of market confidence in the company, the higher the
market value added the company can produce.
The results showed that the economic value-added variable did not have a significant
effect on the Fernandez shareholder value model and the market value added model,
whether or not capital and growth control variables were variable. This is because
companies that go public in the Indonesia Stock Exchange have never issued a Weighted
Average cost of capital (WACC) calculation, which is one of the important components in
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calculating economic value added that will illustrate the amount of capital costs and
operating costs that the company should bear. The absence of WACC calculations issued
by companies, often makes it difficult for investors to calculate accurate capital costs, so
this makes investors in Indonesia rarely use economic value added calculations, so it is
natural that EVA has an insignificant influence on the created shareholders value in
company samples manufacturing on the IDX.
While the comparative research results show that return on equity (ROE) is greater in
influencing created shareholders value, both in Fernandez models and market value added
models compared to economic value added (EVA). This happens, because most investors
and companies in Indonesia still trust traditional performance measurement tools such as
return on equity (ROE) compared to modern performance measurement tools such as
economic value added (EVA) in valuing a company's stock. This is evidenced through the
annual reports of manufacturing companies listed on the IDX, where in the report all
companies listed indicators of return on equity and none of the companies listed economic
value added indicators.

5

Conclusions

Based on the results of hypothesis testing and discussion, the conclusion in this study is that
profitability measured by Return on Equity (ROE) significantly influences the Fernandez
model created shareholders value and market value added models, while Economic value
added has no significant effect on the Created Shareholders Value which is proxied by
Fernandez Model and Market Value Added Model. In addition, the results of the study also
show that the profitability measured by Return on Equity (ROE) is greater in influencing
the Created Shareholders Value, which is proxied by the Fernandez Model and Market
Value Added Model compared to Economic Value Added (EVA).
In this study, suggestions that can be given for the next research is to be able to add
independent variables such as Earning Per Share (EPS), Price to Book Value (PBV), and
Dividend Payout Ratio (DPR) and it is also recommended for future researchers to be able
to change control variables debt to asset ratio and total asset growth in this study becomes
the debt to equity ratio and total sales growth. In addition, it is also recommended that
future researchers consider the use of other control variables in addition to growth and
capital structure, which investors take into account when investing in a company's shares.
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