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Financial Services Authority (OJK) Policy on Debt
Proportion and Its Impact on the Profitability of DES
Listed Companies in Indonesia
Aida Nurul Hadiah

Islamic Economic Program,
Sekolah Pascasarjana, Universitas Gajah Mada

Abstract
The sharia capital market in Indonesia has different principles and criteria from the
conventional capital market, and focuses on “ethics and justice”. The desired outcomes
of capital market transactions should be in accordance with Islamic ethics and norms
as managed in sharia. OJK (Otoritas Jasa Keuangan/ Financial Services Authority) is
supervisor and manager of financial service activities in the banking sector, the capital
market sector, and the IKNB (Industri Keuangan Non-Bank/ Non-Bank Financial
Industry) sector. The research object is capital structure, leverage, and profit. They are
managed by size, liquidity, growth, and active structure of the listed company at sharia
stock. The research population is 24 companies excluded from the OJK due to a lack of
criteria in their 2013-2015 quarterly financial reports. The data analyses used are descriptive
statistics and inferential statistics. This analysis finds the effect of the independent variable,
dependent variable and control variable simultaneously and partially. The research result
shows that capital structure and leverage do not have significant effect.
Keywords: OJK (Otoritas Jasa Keuangan), debt proportion, DES

The sharia capital market, as clearly seen on OJK website, launched
on March 14th 2003 by the Finance Minister, Boediono, accompanied by
the chief of BAPEPAM (Capital Market Supervisor Office), Herwidayatno,
a MUI (Majelis Ulama Indonesia/Indonesian Council of Ulama)
representative, an SRO Management representative, and organization’s
administrator of social fund profession operator at Indonesia capital
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market. According to Law No. 8 1995, capital market activities are all
activities related to general offers and effects trades, public company relate
to the published effect, and also the institution and profession relate to
effect. The sharia capital market is the financial trade instrument based on
sharia. The sharia capital market needs proper criteria due to its significant
and rapid development and high level of public interest.
The sharia capital market has different principles and criteria to
conventional capital market and emphasizes “ethics and justice.” The goal
is that all capital market transactions be in accordance with Islamic ethics,
managed in sharia (Muhammad, 2014). The capital market description
is efficient, ethical, and fair. Quoting Shefrin and Statman, Muhammad
(2014) states that the capital market has six characteristics: (1) no coercion,
(2) no interpretation element, (3) the right to get similar information, (4)
the right to process similar information, (5) is free from personal thrill,
and (6) the right to transact with efficient price. These activities need an
authority to supervise and manage the risk; while OJK is the referred
institution. OJK (Financial Services Authority), as declared in its website,
is an institution established to manage and supervise the financial service
activities in the banking sector, the capital market sector, and the IKNB
sector. OJK establishes regulations to manage the sharia capital market
following the BAPEPAM’s criteria and sharia stock publishing. It will,
more or less, affect the issuer (emiten) who creates the sharia stock. The
greatest effect for the issuer is profitability.
The regulation affecting the exclusion of the 24 companies is due
to the company’s debt proportion being at the standard limit. According
to OJK, the debt proportion limit for sharia stock producing companies
is 10%. The regulation is stricter than before with maximum company
debt proportion of 45%. OJK considers high debt proportion will increase
public risk. This is contrary to sharia economic principles in terms of
Vol. 1 No. 3, September - December 2016
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personal thrill. The emitten who is producing stock should provide security
and trust to the public.
Profitability is described by Riyanto (2011) as a company’s
ability to gain profit from its ability and available sources, such as selling,
cash, capital, staff, branches, and others. These recent studies show how
capital effect on profitability. Yuliati (2013) has said that working capital
simultaneously has significant effect on profitability. This differs from the
findings of Danuletio (2010) and Mathuva (2010) which suggest that debt
structure has significant negative effect on profitability. This is supported
by Nugrahara’s (2009) finding that working capital financing variable has
a negative significant correlation on profitability. As Chhaochharia and
Grinstein (2007) state, the Sarbanes-Oxley law and several changes in the
USA stock exchange regulations affect a company’s value.
The result shows that there is the existence of a gap in the research
in relation to the profitability effect of the debt proportion policy stated
by the OJK for the sharia stock listed companies. OJK’s policy affects
company profitability, and one of the researcher’s aims was to find out the
differences on company profitability before and the after the regulation
was launched.
Pecking Order Theory
This theory discusses company financing and prefers funds from
a company operation’s holding profit (internal financing), however, when
internal financing is insufficient external financing (external financing)
is needed through initially launching saver securities. It operates with a
company publishing bonds and then follows with securities with option
characteristics (such as conversion bonds). While it does not solve the
problem, the company should publish new stocks (Husnan, 2004).
Therefore, there will not be a debt to equity ratio target; due to the use
Vol. 1 No. 3, September - December 2016
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of internal and external financing types. Companies generally prefer to
finance using internal capital, such as financing from cash flow, holding
profits, and depreciation cost.
Kahle and Shastri (2004) developed pecking order theory which
states that a company should perform three stages in financing: first,
financing from retained earnings; second, from debt; and third, from equity.
These stages enable profitable companies to have lower capital structure
than less profitable companies due to the profitable company’s ability to
finance its investment with retained earnings. The theory highlights that
profitability has a negative effect on capital structure (Muhammad, 2014,
p. 552). Riyanto (2005) suggest a company’s changing nature depends on
the term – the short term company will have a pecking order nature and
long term company will show a trade-off framework. The first hypothesis
(H1) capital structure has a positive significant effect on profitability.
Leverage is a company determinant to gain debt due its ability
to describe capital holders’ ability to repay or close the debt from debt
providers. Leverage also means activa or finance use with the company
paying permanent costs or permanent burden (Riyanto, 2008). Leverage
has various ratios; one of them is Total Debt to Equity Ratio. The ratio
is a measurement of the company’s ability to pay its long term debt. The
description is:
Total debt to equity ratio =
(short – term debt + long – term debt)
individual capital
The conclusion based on the statement above is total debt to capital
ratio is not only able to be used by a company to fund activa (assets),
capital, and bear the permanent burden, but also can be used to increase
the income. Thus, the second hypothesis (H2): leverage has a significant
negative effect on profitability.
Vol. 1 No. 3, September - December 2016
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Profitability is the reflection of company performance. A company’s
profitability is the result of its production and achievement. It has various
measurements; one of them is ROE (Return on Equity) which is gained
from comparison of net profit (EAT) with total equity (Sudana, 2011).
ROE =

EAT
total equity

The ROE function is a company measurement device to gain profit
for stock holders. ROE is used as an IDX listed company profitability
level measurement in this research. This is due to its ability to measure
a company’s ability to gain profit for stock holders in the form of
capital equity invested by stock holders. The ratio describes a company’s
management affectivity level. Therefore, it will become the central focus
for investors as long term investors are highly concerned with profitability
analysis, for example, stock holders will observe actual profits. The third
hypothesis (H3) there are changes before and after exclusion from DES.
Activity Yields Profit
The research object is capital structure, leverage and profit,
controlled by size of liquidity, growth, and activa structure of the sharia
stock listed companies. The research population is 24 companies excluded
by OJK due to their not fulfilling the required criteria in their quarterly
2013-2015 financial reports. This research is descriptive qualitative and
comparative research. The research purpose is to describe and summarize
information on the effect of capital structure, leverage on profitability, and
profitability difference before and after implementation of the OJK policy.
The dependent variable in this research is profitability level as it
reflects a company’s activities; while the independent variables here are
modal structure and leverage. The control variables are size, liquidity, growth,
Vol. 1 No. 3, September - December 2016
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and activa structure. The purpose of these variables is to avoid the effects of
foreign factors on dependent and independent variables (Sugiyono, 2012).
These variables are assumed to have an effect on profitability. The steps of
research data analysis are: (1) descriptive statistics based on the collected
data from samples and then describing the population characteristics
(Boediono, 2001); (2) inferential statistics with multiple linear regression
model with contribution from SPSS (Statistic Package Linier Regression
Model) version 20.00 for Windows. The function of this analysis is to
find the effect among dependent, independent, and control variables
simultaneously and partially. The formula for this model is:
Profitability = α + b1 capital structure + b2 leverage + b3 size + b4 liquidity +
b5 activa structure +e
It also used t-test, 2 correlated samples, and paired t-test (beforeafter). The next formula will solve the H3 problem on whether there
were differences before and after the introduction of the OJK policy. The
formula is:

Explanation:
D = Score Difference of group 1 and group 2
n = Sample size

Vol. 1 No. 3, September - December 2016
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Table 1: Multiple Linear Regression Model Result
Variable
Constant
Capital Structure
Liquidity
Activa Structure
Size
Leverage
R Square
F
DW

Regression Coefficient
28.749
.002
-.003
-.336
-.994
-.001
.207
10.512
.955

Tolerance

VIF

.110
.997
.982
.979
.110

9.126
1.003
1.018
1.022
9.125

Classical Assumption Test. Table 1 shows DW value is 0.955. This value
is located between -2 and +2 or -2 ≤ DW ≤ +2 meaning the Multiple
Linear Regression Model has no correlation. Picture 1 shows spots
spread above and below the Y axis that do not have a regular pattern.
This means the independent variable does not show homoscedasticity or
heteroscedasticity. Multicollinearity test is performed observing tolerance
value and VIF (table 1). Tolerance value limit is above 5% with VIF value
less than 10, meaning there is no multicollinearity in this model. Picture 2
shows a normal curve line, meaning the data studied above was distributed
normally. The normal probability plots are also normally distributed due
to the line (dots) which is diagonal.

Vol. 1 No. 3, September - December 2016
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Picture 1

Picture 2

Hypothesis Test. The Multiple Linear Regression Model test (table) result
and then the result returned to its previous condition are shown below:
Profitability = 28.749 + 0.002 capital structure – 0.003 liquidity – 0.336
activa structure - 0.994 size - 0.001 leverage + e
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Table 1 shows the determination coefficient (R square) with value
0.207. This means the capital structure variable’s contribution, liquidity,
activa structure, size, and leverage of listed company’s profitability is
20.7%. The rest are affected by other variables not studied in this research.
Table 2: ANOVAb
Model
1 Regression
Residual
Total

F

Sig.
10.512

.000a

a. Predictors: (Constant), Leverage, Liquidity, Activa Structure,
Size, Capital Structure
b. Dependent Variable: Profitability
F value 10.512 with significant level below 0.05. It shows the
model is fit, meaning capital structure, liquidity; activa structure, size, and
leverage affect the profitability.
Table. 3: Coefficientsa
Model
1
(Constant)
Modal Structure
Liquidity
Activa Structure
Size
Leverage

Sig.
.000
.753
.562
.515
.000
.665

Table 3 shows sig value. The capital structure is 0.753, Meaning capital
structure does not have a significant effect. Liquidity as control variable
gains 0.562 sig value. It shows liquidity does not have significant effect.
Activa structure as control variable also does not have significant effect
on profitability. However, size as control variable has significant effect on
Vol. 1 No. 3, September - December 2016
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profitability.

t = -10.08196086
The value gained from t-test calculation is -10.08196086 > t-table,
meaning there is difference in profit before and after the OJK policy on
debt proportion is launched.
The research result shows activa structure does not have significant
positive effect; however, the leverage has significant negative effect. It
shows there is no effect on profitability (ROE) gained by the company.
However, there is difference in profitability of the company before and
after the OJK policy on debt proportion which meant the companies were
excluded from the DES list.
Conclusion
Investor candidates who want to invest in DES listed companies
should focus on the company’s debt proportion limit and size. This research
used tri-monthly financial reports. It is suggested that future research use
annually audited financial reports and add more variables such as SalesPrice, Price Book Value, and Growth. The research conclusion shows the
variables of capital structure, liquidity, activa structure, size, and leverage
have simultaneous effect on stock return which affect the profitability of
companies listed with the DES. Partially, only one variable, size as control
variable, has significant effect. Capital structure and leverage do not have
significant effect on profitability. The difference in profitability before and
after the OJK policy on debt proportion, resulted in the companies above
being excluded from the DES list.
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