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    ABSTRACT

    This study aims to analyze and compare the effectiveness of the Residual Income Valuation (RIV) model and the Dividend Discount Model (DDM) in predicting stock prices for companies listed on the LQ45 index of the Indonesia Stock Exchange. Changes in dividend policies and market uncertainty in Indonesia necessitate the use of accurate valuation models for investors and regulators. The research method used is a quantitative comparative study employing a multiple linear regression approach. The sample was determined using purposive sampling, which included LQ45 index companies with complete financial statement data available during the observation period. The effectiveness of the models was measured using statistical instruments and prediction accuracy measures such as Mean Absolute Percentage Error (MAPE) and Root Mean Square Error (RMSE). The results of the study indicate that, taken together, net income, book value of equity, and dividends have a significant impact on stock prices, explaining 65.8% of the variance. However, when considered individually, dividends per share were found to be the most dominant and significant variable influencing stock prices (Sig. 0.000). Conversely, net income and book value of equity did not show a significant independent effect. Thus, this study indicates that in the context of LQ45 companies, the Dividend Discount Model (DDM) proves to be more relevant and has stronger predictive power compared to the RIV model. These findings suggest that investors in the Indonesian capital market still heavily rely on dividends as the primary signal of a company’s stability and quality.
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INTRODUCTION


Capital markets in emerging
economies, including Indonesia, are currently facing significant challenges.
Changes in corporate policies regarding profit management—such as the
withholding of dividends or the implementation of share buybacks—create
uncertainty for investors in assessing a company’s intrinsic value. In the
context of the LQ45 index, which represents large and liquid companies on the
Indonesia Stock Exchange, the need for a relevant and accurate stock valuation
model has become increasingly urgent. This phenomenon underscores the importance
of research on stock valuation models capable of explaining market prices more
accurately amid the dynamics of changing dividend policies.


The
classical literature in developed markets has long examined the relevance of
accounting information to stock prices. Ball and Brown (1968) demonstrated that
accounting earnings contain significant information regarding stock price
movements. Lev and Thiagarajan (1993) and Abarbanell and Bushee (1997)
emphasized the importance of fundamental analysis in predicting future
performance. Ohlson (1995) developed Residual Income Valuation (RIV) as a
theoretical framework linking net income, book value of equity, and cost of
capital to firm value. Meanwhile, the Dividend Discounting Model (DDM) has long
been used as a traditional approach emphasizing dividends as the primary source
of investor returns. However, most of this research focuses on developed
markets with relatively stable investor structures and regulations.


In
Indonesia, particularly regarding the LQ45 index, many large companies choose
to retain earnings or conduct share buybacks rather than pay regular dividends.
This raises the question of whether the DDM model remains relevant, or whether
the RIV model is better suited to explaining stock prices in a market
characterized by high volatility and investor protection that is not yet as
robust as in developed markets. Recent research indicates that RIV has a
positive and significant impact on the stock prices of retail companies in
Indonesia, while the DDM shows no significant effect (Malau, 2024). This
reinforces the hypothesis that residual income is more relevant than dividends
in market conditions marked by uncertainty.


Furthermore,
a study by Purnawan and Sartono (2024) on LQ45 companies found that most stocks
were undervalued, and that the Price-Earnings Ratio method was more accurate
than the Dividend Discount Model (DDM) in valuing stock prices. These findings
suggest that dividend-based approaches are increasingly losing their relevance
in the Indonesian market, particularly when dividend distributions are
inconsistent. On the other hand, an international study by Haboub et al. (2025)
confirms that a value-to-price (V/P) ratio-based portfolio from RIV is capable
of generating significant excess returns, thereby reinforcing the relevance of
this model in explaining stock prices in various market contexts.


The
novelty of this study lies in the comparative testing of the RIV and DDM models
in the context of emerging markets such as Indonesia, with a focus on the
phenomenon of post-pandemic changes in dividend policy. Unlike previous
studies, which generally emphasize dividends as the primary indicator, this
study focuses on the relevance of residual income as a stronger alternative for
explaining stock prices when dividend distributions are inconsistent. Using
data from LQ45 companies, this study is expected to provide significant
empirical contributions while enriching the literature on the value relevance
of accounting information in emerging markets.


This
research is of great urgency because, in addition to the needs of academics and
practitioners, investors also require a more accurate valuation model to
mitigate investment decision risks amid market fluctuations. Regulators can use
the findings of this study to strengthen investor protection policies, while
companies can understand how profit distribution strategies influence market
perceptions of their stock value. Thus, this study is expected to serve as an
important reference in the development of stock valuation theory and practice
in Indonesia, particularly in the face of an era of dividend policy
uncertainty.


Research Questions


Based
on the background described above, the research questions for this study can be
formulated as follows:


1.         
Do net income and book value of equity have a significant effect
on the stock prices of companies included in the LQ45 index? 


2.         
Do earnings per share have a significant effect on the stock
prices of LQ45 companies?


3.         
Which model is more effective in predicting the stock prices of
LQ45 companies: the Residual Income Valuation (RIV) or the Dividend Discount
Model (DDM)? 


Research Objectives


Based on the research questions outlined above, this study aims
to:


1.          
Analyze the impact of net income and book value of equity on the
stock prices of LQ45 companies. 


2.          
Identify the effect of dividends per share on the stock prices of
LQ45 companies. 


3.          
Compare the effectiveness of the Residual Income Valuation (RIV)
and the Dividend Discount Model (DDM) in predicting the stock prices of LQ45 companies.



4.          
Provide empirical and practical contributions to investors,
regulators, and companies. 


Research Benefits


This study is expected to
provide both theoretical and practical benefits.



 	Theoretical Benefits




a.     
This study enriches the literature on the relevance of accounting
information in stock valuation, particularly in emerging markets such as
Indonesia.


b.     
It provides the latest empirical evidence regarding the
effectiveness of the Residual Income Valuation (RIV) compared to the Dividend
Discount Model (DDM) in predicting stock prices.


c.      
It serves as an academic reference for future research aiming to
examine the relationship between net income, book value of equity, dividends
per share, and stock prices within the context of a dynamic capital market.



 	Practical Benefits




a.     
For Investors: This study is beneficial to investors as it serves
as a reference for selecting a more relevant and accurate stock valuation
model, thereby aiding in making more informed investment decisions.


b.     
For Regulators: The benefit for regulators is that it can be used
as input in formulating investor protection policies, particularly regarding
the transparency of accounting information and profit distribution policies.


c.      
For Companies: This study provides companies with insights into
how profit distribution strategies (dividends or buybacks) influence market
perceptions of stock value, thereby serving as a basis for managerial
decision-making.



 	Socioeconomic Benefits




a.     
This study contributes to improving the public’s financial
literacy, particularly in understanding stock valuation models.


b.     
It provides MSMEs and other companies with insight into the
importance of financial statement transparency in building investor confidence.


Thus, this study not only makes an academic contribution to the
development of accounting and finance theory but also offers practical benefits
to various stakeholders in the Indonesian capital market.


 


LITERATURE
REVIEW


In a study
on the Comparative Analysis of the Residual Income Valuation Model and the
Dividend Discount Model in Predicting Stock Prices of LQ45 Companies, the
capital market is viewed as the primary mechanism that determines a company’s
value through the interaction between accounting information, managerial
policies, and investor expectations. Stock prices formed in the market are
influenced not only by macroeconomic conditions but also by the quality of
financial statements and the profit distribution strategies implemented by
companies. Within this framework, the concept of intrinsic value serves as a
crucial foundation because it reflects an estimate of a stock’s real value
based on corporate fundamentals, rather than merely the market price resulting
from the interaction of supply and demand. Therefore, accounting variables such
as net income, book value of equity, and earnings per share play a crucial role
in explaining stock price dynamics. As academic research has evolved, various
stock valuation models have been developed to measure intrinsic value more
accurately, including the Residual Income Valuation (RIV) and the Dividend
Discounting Model (DDM), each of which has its own assumptions, strengths, and
limitations in explaining the relationship between accounting information and
stock prices in the capital market.


Stock Valuation
Theory


The concept
of intrinsic value in stock valuation stems from the idea that the stock price
reflected in the market does not always reflect the company’s true value.
Intrinsic value is calculated based on company fundamentals, such as net
income, book value of equity, and cash flow, making it a crucial benchmark for
investors in determining whether a stock is undervalued or overvalued. Relevant
accounting information serves as a bridge between a company’s fundamental
conditions and market perceptions. Recent research confirms that the relevance
of accounting information, particularly earnings and book value, has a
significant impact on stock prices. For example, a study by Alifiono, Agustini,
and Wardhaningrum (2022) found that net income and book value of equity have a
positive effect on stock prices in the banking sector in Indonesia, although
the implementation of PSAK 71 has not yet been able to strengthen this
relationship. This indicates that the concept of intrinsic value remains a
crucial foundation in stock valuation, particularly in emerging markets like
Indonesia.


In
addition, the relevance of accounting information has also been tested across
various industrial sectors. Sudaryati (2021) studied mining companies listed on
the Indonesia Stock Exchange and found that liquidity is relevant to stock
prices, while profitability and leverage did not show a significant effect.
Another study by Utami and Haryono (2021) on companies listed in the Jakarta
Islamic Index (JII) showed that collectively, accounting variables such as EPS,
book value, ROE, NPM, and current ratio are relevant to stock prices, although
individually only book value and ROE consistently have an
effectmedia.neliti.com. These findings reinforce the view that the relevance of
accounting information is not merely theoretical but also empirical, thereby
serving as a crucial foundation for the development of stock valuation models
such as the Residual Income Valuation (RIV) and the Dividend Discounting Model
(DDM).


Residual Income
Valuation (RIV) Model


The Residual
Income Valuation (RIV) model, also known as the abnormal earnings model, is a
stock valuation method that emphasizes net income and book value of equity as
the primary components in determining a company’s intrinsic value. The basic
RIV formula is:
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Where BVt
is the book value of equity at period t, RIt is residual income, and r is the
cost of equity. Residual income is defined as net income minus the cost of
equity, thus reflecting the economic profit that is actually available to
shareholders. Thus, this model explicitly accounts for the cost of equity,
which is often overlooked in traditional financial statements. Recent research
confirms that RIV is more accurate in valuing companies that do not
consistently pay dividends or have negative free cash flow that is expected to
improve in the future.


Furthermore,
RIV is considered relevant in the context of emerging markets such as
Indonesia, where corporate dividend policies frequently change. Empirical
studies show that a residual income-based approach provides a more realistic
picture of stock value compared to dividend-based models. For example, Malau’s
(2024) research found that residual income has a significant impact on the
stock prices of retail companies in Indonesia, while dividends did not show a
significant effect. This aligns with the findings of Haboub, Kartsaklas, and
Sarafidis (2025), who confirm that a portfolio based on the value-to-price
ratio of RIV generates significant excess returns in international markets.
Thus, RIV is not only theoretically relevant but has also been empirically
proven to be a more effective valuation model in dynamic market conditions.


Dividend Discount
Model (DDM)


The
Dividend Discount Model (DDM) is one of the classic approaches to stock
valuation, based on the assumption that dividends are the sole source of return
for investors. The basic formula for this model is:
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Where P_t
is the stock price at period t, D_t is the expected dividend to be received in
period t, and r is the required rate of return (cost of equity). Thus, the
intrinsic value of a stock is determined by the present value of all expected
future dividends. This model relies heavily on the consistency of a company’s
dividend policy, making it more suitable for companies with a stable dividend distribution
pattern. In developed markets, the DDM has long been used as the primary tool
for valuing stocks, as dividends are considered a key indicator of
profitability and a company’s commitment to its shareholders.


However, in
practice in emerging markets such as Indonesia, the relevance of the DDM is
often questioned. Many large companies, including those listed on the LQ45
index, choose to retain earnings or conduct share buybacks rather than pay
dividends on a regular basis. Recent research indicates that relying on
dividends as the sole source of return can reduce the model’s accuracy in
explaining stock prices. For instance, a study by Purnawan and Sartono (2024)
found that the Price-Earnings Ratio method is more accurate than the DDM in
valuing LQ45 stocks, as dividend distributions are inconsistent. Furthermore,
international research by Al-Malkawi et al. (2022) confirms that dividend
policies in emerging markets are often influenced by external factors such as
regulations and macroeconomic conditions, thereby reducing the relevance of the
DDM as a standalone stock valuation model. Therefore, while the DDM remains
theoretically important, its application needs to be re-evaluated in the
context of Indonesia’s dynamic market.


Previous Research


Numerous
studies have examined the relevance of accounting information to stock prices,
both in developed and emerging markets. Ball and Brown (1968) pioneered this
field by demonstrating that accounting earnings contain significant information
regarding stock price movements. Subsequently, Ohlson (1995) developed the
Residual Income Valuation (RIV) framework, which links net income, book value
of equity, and cost of capital to firm value. This model subsequently became
one of the primary references in accounting and finance research. On the other
hand, the Dividend Discounting Model (DDM) has long been used as a traditional
approach, emphasizing dividends as the primary source of investor returns.
However, most of these classical studies focused on developed markets with
relatively stable investor structures and regulations.


In the
Indonesian context, recent research shows different results. Malau (2024) found
that residual income has a positive and significant effect on the stock prices
of retail companies in Indonesia, while dividends do not have a significant
impact. Research by Purnawan and Sartono (2024) on LQ45 companies also revealed
that most stocks are undervalued, and the Price-Earnings Ratio method is more
accurate than the Dividend Discount Model (DDM) in valuing stock prices. These
findings reinforce the view that dividend-based approaches are increasingly
losing their relevance in the Indonesian market, especially when dividend
distributions are inconsistent. At the international level, Haboub, Kartsaklas,
and Sarafidis (2025) confirm that a portfolio based on the RIV value-to-price
ratio is capable of generating significant excess returns, thereby reinforcing
the model’s relevance in explaining stock prices across various market
contexts. Thus, prior research indicates a shift in relevance from the DDM to
the RIV, particularly in emerging markets such as Indonesia, which serves as a
crucial foundation for this comparative study.


Conceptual
Framework and Research Hypotheses


This study
is designed to describe the relationship between accounting variables and the
stock prices of LQ45 companies, as well as to compare the effectiveness of two
different stock valuation models. On the one hand, Residual Income Valuation
(RIV) emphasizes net income, book value of equity, and residual income as the
primary determinants of a stock’s intrinsic value, assuming that residual
income after accounting for the cost of equity is more informative in
explaining stock prices. On the other hand, the Dividend Discounting Model (DDM)
is based on the assumption that dividends are the sole source of return for
investors, so that stock value is determined by the present value of future
dividends. These two models are then tested comparatively to determine which is
more effective in predicting the stock prices of LQ45 companies, particularly
in the context of emerging markets like Indonesia, characterized by high
volatility and inconsistent dividend distribution policies. Thus, the
conceptual framework of this study maps the influence of net income, book value
of equity, and dividends per share on stock prices, while also testing the
relative relevance of RIV and DDM as stock valuation models that can provide
empirical insights for investors, regulators, and companies. Based on the above
description, the framework is illustrated below.
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Figure 1.
Conceptual Framework


Research Hypotheses


1.     
Residual
Income Valuation (RIV) Model


H1a: Net income and book value of
equity have a significant positive effect on the stock prices of LQ45
companies. → Testing the relevance of accounting information (earnings
and book value) to stock market value.


H1b: Residual income is more
relevant than dividends in explaining the stock prices of LQ45 companies.
→ Testing whether residual income (after capital costs) is more
informative than dividends in the context of emerging markets.


2.     
Dividend
Discount Model (DDM)


H2a: Dividends per share have a
significant positive effect on the stock prices of LQ45 companies. →
Testing whether dividend policy remains a key indicator of firm value in the
Indonesian market.


3.     
Comparative
Hypothesis


H3 (combination of H1a and H2b): The
Residual Income Valuation (RIV) model has greater predictive power for stock
prices than the Dividend Discount Model (DDM) for LQ45 companies. →
Testing the relative effectiveness of the two models in the context of a
high-volatility emerging market.


 


METHODOLOGY


This
study employs a comparative quantitative research design using a multiple
linear regression approach. The quantitative method was chosen because it can
objectively measure relationships between variables using numerical data, while
the comparative nature of the study aims to assess the effectiveness of two
stock valuation models: the Residual Income Valuation (RIV) and the Dividend
Discount Model (DDM). Multiple linear regression is used to examine the
simultaneous influence of independent variables on the dependent variable,
making it suitable for the research objective of testing the relevance of
accounting information to stock prices. According to Sugiyono (2021),
quantitative research using multiple linear regression is effective for
analyzing relationships between variables in both social and economic contexts,
as it provides measurable results that can be statistically tested.


The
population of this study consists of all companies listed on the LQ45 index of
the Indonesia Stock Exchange, which comprises 45 large, liquid companies with
high market capitalization. From this population, the sample was selected using
purposive sampling, which involves selection based on specific criteria,
particularly the availability of complete annual financial statements for the
study period. Thus, the sample consisted of LQ45 companies with complete data
on net income, book value of equity, dividends per share, and stock prices
during the observation period. The purposive sampling technique was chosen
because, according to Nazir (2019), this method allows researchers to obtain a
sample relevant to the research objectives, thereby ensuring that the analysis results
are more valid and appropriate to the research context.


The
data used in this study consists of secondary data obtained from the annual
financial reports of LQ45 companies. The research variables include stock price
(Y) as the dependent variable, and net income (X₁),
book value of equity (X₂), and
dividends per share (X₃) as
independent variables. Data analysis was performed using multiple linear
regression with SPSS (Statistical Package for the Social Sciences) software,
which was selected for its comprehensive statistical analysis capabilities and
practicality in socio-economic research. The analysis was supplemented with a
t-test to examine partial effects, an F-test to examine simultaneous effects,
and the coefficient of determination (R²) to assess the extent to which stock
price variation can be explained by accounting variables. Additionally, to
compare the effectiveness of the RIV and DDM models, prediction accuracy
measures such as the Mean Absolute Percentage Error (MAPE) and Root Mean Square
Error (RMSE) were used. According to Ghozali (2021), the use of SPSS in
regression analysis, along with the MAPE and RMSE measures, can provide a
clearer picture of the accuracy level of the predictive model, so that the
research results can provide empirical contributions to the development of
stock valuation theory as well as practical benefits for investors, regulators,
and companies.


 


RESULT AND DISCUSSION


Description of LQ45 Company Data
Characteristics


Based on descriptive data, the stock
price variable for companies in the LQ45 index exhibits very high volatility.
This volatility reflects the dynamics of Indonesia’s developing capital market,
where accounting information is often met with varying degrees of reaction.
This aligns with Kothari’s (2001) review, which states that in capital market
research, stock price variations are influenced by investors’ expectations
regarding future performance, as reflected in financial statement figures.


 


 


Analysis of the Impact of Accounting
Variables on Stock Prices


The regression results show an
R-squared value of 0.658, indicating that net income, equity, and dividends
simultaneously possess value relevance. The value relevance of accounting
information has been fundamentally established since the research by Ball and
Brown (1968), which confirmed that accounting earnings contain information
capable of significantly influencing stock prices. However, there is an
interesting finding when analyzed partially:



 	Net Income




A significance value of 0.579
indicates that net income alone does not have a significant effect. This can be
explained by the reasoning of Kothari and Sloan (1992), who state that stock
prices often anticipate earnings information long before official reports are
published (prices lead earnings), so that by the time the announcement is made,
the effect becomes statistically insignificant.



 	Dividends per Share




This is the most dominant variable
(Sig. 0.000). This finding supports the theory discussed in Dechow, Hutton, and
Sloan (1999) that dividends are a direct component of stock valuation, even
though newer models attempt to shift the focus to residual income.


Comparative Evaluation: RIV vs. DDM


The primary objective of this study
is to compare Residual Income Valuation (RIV) and the Dividend Discount Model
(DDM).



 	Predictive Power of the DDM




The significant dominance of
dividends in this data indicates that, for investors in the LQ45 index,
dividends are still considered the strongest signal. This aligns with the
argument in Lev and Ohlson (1982) regarding the importance of dividend policy
in minimizing information asymmetry between managers and shareholders.



 	Predictive Power of RIV




Although RIV is theoretically
considered superior because it uses accrual data (earnings and book value),
your empirical results show that RIV has lower explanatory power in this
sample. This finding is similar to the results of Dechow, Hutton, and Sloan
(1999), who empirically found that the implementation of the Ohlson model (RIV)
sometimes provides only a minor improvement over traditional dividend-based
models in predicting firm value.


The lack of a direct impact of net
income on stock prices may indicate the presence of anomalies or other risk
factors not captured by simple linear models. Fama and French (1996) explain
that stock price anomalies can often be better explained through multifactor
models (such as firm size and book-to-market ratio). Furthermore, Abarbanell
and Bushee (1997) emphasize that investors may look not only at final profit
figures, but more at fundamental strategies and other operational signals that
are not fully reflected in momentary net income.


 


CONCLUSION AND RECOMMENDATION


This study aims to compare the
effectiveness of the Residual Income Valuation (RIV) and the Dividend Discount
Model (DDM) in predicting stock prices for companies listed in the LQ45 index.
Based on the results of statistical testing and theoretical analysis, the
following key points can be concluded:


The Relevance of Accounting Information


Simultaneously, net income, book
value of equity, and dividends have a significant influence on the stock prices
of LQ45 companies, with an explanatory power of 65.8%. This confirms the basic
theory in capital market research that financial statements remain the primary
reference for investors in evaluating companies (Ball & Brown, 1968;
Kothari, 2001).


Dividend Dominance
Model (DDM)


In
part, dividends per share are the strongest and most significant determinant of
stock prices in the LQ45 index. This finding suggests that despite a global
trend toward dividend retention, investors in the Indonesian capital market
still heavily rely on dividends as a signal of a company’s quality and
stability (Lev & Ohlson, 1982). Therefore, in the context of this study,
the Dividend Discount Model (DDM) proved to be more relevant in predicting
stock market prices compared to other models.


Empirical Limitations
of the RIV Model


The
research results show that the variables comprising the RIV model—namely net
income and equity—do not exhibit a significant partial effect at the 5%
significance level. This indicates that the Residual Income Model (Ohlson
Model) does not provide a significant predictive advantage over traditional
dividend models in the LQ45 sample. This finding aligns with the results of
Dechow, Hutton, and Sloan (1999), who stated that the empirical implementation
of the RIV often provides only minor improvements over conventional valuation
models.


Earnings Anomalies


The
insignificance of net income on its own indicates a phenomenon in which stock
prices have already anticipated earnings information prior to the publication
of financial statements (prices lead earnings), as explained by Kothari and
Sloan (1992), or the presence of other risk factors that investors consider
more heavily than the net income figure (Fama & French, 1996).


 


FURTHER STUDY


1.     
Given the indications that the data are not normally distributed,
future researchers are advised to transform the data or use robust regression
methods.


2.     
Include macroeconomic variables or Fama-French risk factors to
strengthen the model’s explanatory power regarding stock price volatility in
emerging markets.
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