LJEMA

E-ISSN: 3046-9376

International Journal of Economics,
P-ISSN: 3048-0396

Management and Accounting

Research Article

The Relationship Between Capital Structure and Profitability with
Firm Value (A Study of LQ45 Index Companies Listed on the
Indonesia Stock Exchange (IDX) for the 2021-2023 Period)

Ni Putu Lilis Febriyanti', Henny Triyana Hasibuan?

Received: May, 16 2025
Revised: May, 31 2025
Accepted: June, 29 2025
Online Available: July, 03 2025
Curr. Ver.: July, 03 2025

[oNolel

Copyright: © 2025 by the
authors. Submitted for
possible open access

publication under the terms
and conditions of the Creative
CommonsAttribution (CC BY
SA) license
(https:/ /creativecommons.or
o/licenses/by-sa/4.0/)

! Faculty of Economics and Business, Udayana University; Indonesia, e-mail:
febrivanti1260@gmail.com

2 Faculty of Economics and Business, Udayana University; Indonesia, e-mail:
henny trivana@unud.ac.id
*Corresponding Author: Ni Putu Lilis Febriyanti

Abstract: Firm value is a fundamental indicator of a company's success in generating shareholder
wealth and is often presumed to be influenced by various internal factors, including capital structure
and profitability. This study aims to empirically examine the relationship between capital structure and
profitability with firm value. A quantitative approach was employed using an associative research
design. The study population included all companies listed in the LQQ45 Index on the Indonesia Stock
Exchange (IDX) during the 2021-2023 period. Using a saturated sampling technique, a total of 135
observational data points were initially obtained. After eliminating 12 outlier data points, the final
sample consisted of 123 observations. The research utilized secondary data in the form of annual
financial statements of the sample companies, which were downloaded from the official IDX website
(www.idx.co.id). To test the proposed hypotheses, the data were analyzed using multiple linear
regression with the SPSS application. The results show that capital structure does not have a significant
relationship with firm value (p-value = 0.064). This finding indicates that, in the context of this study,
the company's debt-to-equity composition does not significantly affect its perceived value in the
market. However, profitability was found to have a positive and significant relationship with firm value
(p-value = 0.003). This suggests that profitability serves as an effective signal for investors in
determining firm value, while capital structure does not. In practical terms, company management is
advised to focus on enhancing profitability and strengthening business fundamentals, innovation, and
good corporate governance as value drivers. Meanwhile, investors are encouraged to conduct a more

comprehensive analysis, placing greater emphasis on profitability.
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1. INTRODUCTION
In general, every established company aims to achieve both immediate and

strategic objectives. The immediate goal of a company is to generate maximum profit
by utilizing its available resources. Meanwhile, its strategic objective is to ensure
business sustainability and increase firm value (Oktaviarni et al., 2018). However, with
the rapid advancement of technology, competition among companies has intensified,
making it more dynamic and competitive. This condition pushes companies to
continually adapt and grow in a liberalized market economy amid rising economic
activity.

In such a dynamic competitive environment, companies must optimize their

resources to achieve their primary goals (Purwohandoko, 2017). Enhancing firm value
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should become a priority to support the development of competitive advantages.
Firms with high value tend to be more attractive to investors and other stakeholders
interested in collaboration (Dewi & Abundanti, 2020). Therefore, understanding and
managing firm value is crucial within a company’s strategic planning.

Firm value is essentially the price a potential buyer is willing to pay for a
company, reflecting both current performance and future prospects (Kasmir, 2019).
Sartono (2016) defines firm value as the value expected by investors, reflected in the
market price of the company’s shares, which in turn portrays the company's
performance and outlook. A higher share price is positively correlated with a higher
firm value (Clarinda et al., 2023). Thus, firm value can be interpreted as the measure
of a company’s performance and growth potential as seen through its stock price in
the capital market. Firm value is important because it reflects the company’s
performance, which directly shapes investor perception (Marcelina et al., 2019). It also
serves as an indicator of how effectively a company generates profit and manages its
assets.

In academic literature, firm value can be measured using several indicators,
such as Price Earning Ratio (PER), Tobin’s Q, and Price to Book Value (PBV) (Rasyid
et al., 2022). This study employs PBV as the primary indicator of firm value. PBV is
widely used by investors to assess company value and guide investment strategies, as
it helps predict whether a stock is overvalued or undervalued (Sutisna & Suteja, 2020).
According to Brigham and Houston (2018), PBV is a financial ratio comparing the
market price per share with its book value. Fitria & Bintara (2023) note that a higher
PBV indicates stronger investor confidence in the company’s future prospects.
Moreover, PBV reflects a firm’s ability to create value relative to the capital invested
(Purwohandoko, 2017).

However, among non-banking companies listed in the 1Q45 index—such as
Astra International Tbk, United Tractors Tbk, and Semen Indonesia (Persero) Thk—
PBV declined during the 2021-2023 period. According to CNBC Indonesia, the main
factor hindering Astra International Tbk’s stock price growth was the weakened
performance in its automotive segment. Based on Astra’s financial report for the first
nine months of 2024, the company experienced a 4.36% decline in net income. As
reported by Katadata.com, United Tractors Tbk saw a 1.87% decrease in net income
in 2023 compared to the same period the previous year. Similarly, Semen Indonesia
(Persero) Tbk reported an 8.22% drop in net income in 2023.

These fluctuations in PBV across different sectors highlight the critical role of
corporate disclosures as signals to investors. Signaling theory posits that information
conveyed by companies can be interpreted as either positive or negative signals by
investors (Fridayanti et al., 2023). In this context, declining net income—as seen in the
aforementioned companies—may be perceived as a negative signal, potentially
lowering stock prices and, consequently, firm value. Conversely, rising net income—
such as in the cases of PT Bank Central Asia Tbk and PT Bank Rakyat Indonesia
(Persero) Tbk—can be viewed as a positive signal, potentially boosting stock prices

and firm value.
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Beyond earnings signals, firm value is influenced by a variety of internal and
external factors. Prior studies suggest that firm value may relate to factors such as firm
size, leverage, profitability, liquidity, capital structure, dividend policy, intellectual
capital, financial performance, investment opportunity set, asset structure, earnings
management, and firm age. However, this study focuses on two key internal factors:
capital structure and profitability.

These two variables were chosen based on several considerations. First,
previous studies present mixed findings regarding the relationship between these
factors and firm wvalue, indicating a research gap. Such inconsistencies offer an
opportunity for further investigation, especially within the context of LQ45 companies
in Indonesia. Additionally, capital structure reflects a company’s debt management
capability, while profitability measures operational efficiency in generating income.
Together, these variables provide a comprehensive understanding of how internal
company characteristics influence firm value.

Capital structure plays a pivotal role in a firm’s growth and resilience. It is
defined as the ratio of debt to equity recorded in the firm’s year-end financial
statements (Alghifari et al., 2022). It can also be seen as the proportion of debt, equity,
and assets used to determine an optimal financing mix that enhances firm value
(Uzliawati et al., 2018). A sound capital structure is key to improving corporate
performance and overall productivity (Meliani & Ariyanto, 2021; Doorasamy, 2021).

Historical perspectives, such as Durand (1952) in Ngoc Hung et al. (2018),
suggest that debt financing is generally cheaper than equity, prompting firms to use
more debt to increase firm value. Similarly, Modigliani and Miller (1958, 1963)
proposed a positive relationship between debt ratios and firm value. However,
excessive debt can lead to financial distress and bankruptcy, prompting creditors and
shareholders to demand risk management strategies.

Previous studies provide varied conclusions regarding capital structure’s
influence on firm value. Research by Pradnyawati & Putri (2024), Alifian & Susilo
(2024), Harsono & Susanto (2023), Dat Dang & Van Trang Do (2021), Indasari &
Yadnyana (2018), I. Utami (2019), and Natsir & Yusbardini (2020) found a significant
positive relationship. Conversely, Zulkifli A.F. (2025), Rahma & Lastanti (2023), and
Rasyid et al. (2022) reported a negative relationship, while Meliani & Ariyanto (2021),
Sintyana & Artini (2019), Santiani (2019), and Purba & Africa (2019) found no
significant influence.

Profitability is another key determinant of firm value. Chen (2004), as cited in
Purwanti (2020), defines profitability as a company’s capability to generate profit and
its operational and asset-use efficiency. Similarly, Syahla & Mochtar (2024) describe
profitability as a company’s ability to earn optimal returns from its resources. It reflects
the effectiveness of management in producing profits over a given period (Damayanti
& Sucipto, 2022). Profitability also serves as a signal to investors, influencing their
decision-making (Bon & Hartoko, 2022). A high level of profitability indicates
promising future performance, attracting investors and thereby enhancing firm value
(Tanggo & Taqwa, 2020).
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Empirical studies generally support the positive impact of profitability on firm
value. Research by Ramadhan & Rahayuningsih (2019), Bon & Hartoko (2022),
Wawuru et al. (2019), Alifian & Susilo (2024), Tanggo & Taqwa (2020), Syahla &
Mochtar (2024), Oktaviarni et al. (2018), Indasari & Yadnyana (2018), and Dewi &
Abundanti (2020) all support this view. However, Marcelina et al. (2019), Sudrajat &
Setiyawati (2021), and Hapsoro & Falih (2020) report no significant relationship.

This study focuses on companies listed in the 1.Q45 index for several reasons.
The L.LQ45 comprises 45 companies with high liquidity and large market capitalization
on the Indonesia Stock Exchange (IDX), offering a robust representation of well-
performing firms across various sectors. These companies often provide more reliable
financial data, facilitating easier and more accurate analysis. Additionally, 1.Q45 is
widely referenced by investors and portfolio managers, and the companies within it
typically possess stronger growth potential.

Therefore, this study aims to investigate the relationship between capital
structure and profitability with firm value among L.Q45-listed companies in Indonesia
for the 2021-2023 period. The chosen time frame allows for the analysis of recent data
that reflect the post-COVID-19 market landscape and provides updated insights

compared to earlier studies using pre-2021 data.

2. METHOD

This study adopts a quantitative approach with an associative design, aiming
to examine the relationship between capital structure and profitability with firm value.
The object of the research is companies listed in the LQ45 Index on the Indonesia
Stock Exchange during the 2021-2023 period. The sample was determined using a
saturated sampling technique due to the limited number of population units that met
the research criteria, resulting in a total of 135 observational data points. Data were
collected using a documentation method, with sources derived from annual financial
reports obtained from the official IDX website and the respective company websites
(Sugiyono, 2019).

The independent variables in this study are capital structure, measured using
the Debt to Equity Ratio (DER), and profitability, measured using Return on Assets
(ROA). Meanwhile, the dependent variable is firm value, measured using the Price to
Book Value (PBV) ratio. These three indicators were selected because they are
considered to accurately represent each concept and have been widely used in previous
research (Ramadhanti & Fidiana, 2023; Brigham & Houston, 2018). Clear operational
definitions for each wvariable ensure consistent measurement and scientific
accountability.

The data were analyzed using descriptive statistical tests and multiple linear
regression analysis, assisted by SPSS software. Prior to hypothesis testing, the
regression model was tested for validity using classical assumption tests, including tests
for normality, multicollinearity, heteroscedasticity, and autocorrelation. Hypothesis
testing was conducted using the t-test to examine the partial effect of each independent

variable and the F-test to assess the overall model fit. The coefficient of determination
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(Adjusted R?) was used to measure the extent to which capital structure and
profitability explain variations in firm value (Ghozali, 2018; Utama, 2010).

3. RESULTS AND DISCUSSION
Results of Analysis of Research Data

Classical Assumption Test

1) Normality Test
Table 1. Results of the Kolmogorov-Smirnov Normality Test
Unstandardized Residuals

Number of Observations | 123

Test Statistics 078

b

Significance 062

5

Source: Secondary data processed, 2025
The significance value in table 1 shows a value of 0.062. This value is greater
than 0.05 so it can be concluded that the data has been distributed normally.
2) Heteroscedasticity Test
Table 2. Results of Heteroscedasticity Test

Unstandardized Standardized
Coefficient Coefficient
Model t Significance
B Standard | Beta
Error
1 | (Constant) |,183 ,073 2,514 | 013
DER (X1) |,016 ,030 ,057 534 ,595
ROA (X2) |,016 ,030 ,057 ,533 ,595

Source: Secondary data processed, 2025
Based on table 2 above, it can be seen that the capital structure variable proxied
by DER has a significance value of 0.595 which is greater than 0.05 so it can be
concluded that the capital structure variable does not experience symptoms of
heteroscedasticity. The profitability variable proxied by ROA has a significance value
of 0.595 which is greater than 0.05 so it can be concluded that the profitability variable
does not experience symptoms of heteroscedasticity. From the test results it can be

concluded that the regression model meets the assumption of homoscedasticity.
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3) Multicollinearity Test

Table 3. Multicollinearity Test Results

Model Collinearity Statistics
TOLL VIF
1 (Constant)
DER (X1) 717 1,395
ROA (X2) 717 1,395

Source: Secondary data processed, 2025

The capital structure variable (X1) proxied by DER and profitability (X2)
proxied by ROA as seen in table 3 both have a TOL value of 0.717 and a VIF of 1.395.
From these values, it can be seen that each variable has a TOL value = 0.1 and a VIF
value < 10. This means that it can be said that the regression model created is free

from multicollinearity.

4)  Autocorrelation Test

Table 4. Autocorrelation Test Results

Model | R R Customized | Standard Error | Durbin-Watson
Square | R Square of Estimate
1 ,265a ,070 ,055 27213 2,044

Source: Secondary data processed, 2025

Based on table 4 above, it can be seen that the Durbin Watson value is 2.044.
This value will then be compared with the table value using 5% significance, the
number of samples 123 (n) and the number of independent variables 2 (k = 2). The
statistical results show that the DW value of 2.044 is greater than the upper limit (dU),
which is 1.7388 and smaller than the 4-dU value, which is 2.2612. From these results
it can be concluded that in the regression model used there is no autocorrelation
problem.

Multiple Linear Regression Analysis

Table 5. Results of Multiple Linear Regression Analysis

Model Unstandardized Standardized t Significance
Coefficients Coefficient
B Standard | Beta
Error
1 | (Constant) -,155 ,134 -1,151 | ,252
DER (X1) ,103 ,055 ,194 1,870 ,064
ROA (X2) ,165 ,055 311 2,994 ,003

Source: Secondary data processed, 2025

Based on the table5 above, you can see the § value in the unstandardized
coefficient column which is usually used in
regression analysis. The unstandardized coefficient value reflects the
magnitude of the influence of the independent variable on the dependent variable
using the original units of each variable ((Ghozali, 2018).
The following is the regression equation that can be known based on Table 5

as follows.
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Y = -0.155 + 0.103 DER + 0.165 ROAS. ... .vveeeeeeooceeessssceeesssseeenenn(3)

From the multiple linear regression equation above, it can be explained:

1. Constant Value
The constant value (x) of -0.155 can be interpreted that if the capital structure
variables (X1) and profitability (X2) are equal to zero, then the value of the
company value variable decreases by 0.155.

2. Capital Structure
The value of the capital structure regression coefficient (81) of 0.103 can be
interpreted that if the capital structure variable (X1) increases by 1 unit, then the
value of the company value variable (Y) will increase by 0.103 units.

3. Profitability
The profitability regression coefficient value (32) of 0.165 can be interpreted that
if the profitability variable (X2) increases by 1 unit, then the value of the company

value variable (Y) will increase by 0.165 units.

Model Feasibility Test (F Test)
Table 6. Results of Model Feasibility Test (F Test)

Model Sum of | df Mean F Significance
Squares Square
1 Regression | ,672 2 ,336 4,534 | ,013b
Residual 8,887 120 ,074
Total 9,558 122

Source: Secondary data processed, 2025
Based on the table6 above, it can be seen that the calculated F value is 4.534
with a significance of 0.013 which is smaller than 0.05. This indicates that the model
used in this study is feasible to use. The results also reflect that simultaneously there is
a significant relationship between capital structure (X1) and profitability (X2) with
company value (Y).
Coefficient of Determination (R2)
Table 7. Test of Determination Coefficient (R2)

R R Squar Customized R | Standard Error of
Model quare Square Estimate
1 ,265a ,070 ,055 27213

Source: Secondary data processed, 2025
Based on the table7 above, it can be seen that the Adjusted R Square value
is 0.055. This value means that 5.5% of the variation in company value (Y) can be
explained by capital structure and profitability after considering the number of
predictors. The decrease from R Square to Adjusted R Square indicates that the
addition of independent variables does not provide a significant increase in the model's

clear power. The value of 0.055 also confirms that the strength of the combined
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relationship between the capital structure and profitability variables with the company
value variable is very low or weak.
Hypothesis Testing (t-Test)

Table 8. Hypothesis Test Results (t-Test)

Unstandardized Standardized
Coefficients Coefficient
Model t Significance
B Standard | Beta
Error
1 (Constant) | -,155 ,134 -1,151 | ,252
DER (X1) |,103 ,055 ,194 1,870 | ,064
ROA (X2) |,165 ,055 311 2,994 | ,003

Source: Processed secondary data, 2025

Hypothesis Testing Results
1. Hypothesis Testing 1

Based on Table 8, it can be seen that the capital structure variable has a positive
beta coefficient of 0.103. However, its significance value (p-value) is 0.064, which is
greater than the determined significance level of 0.05. Therefore, Ho is accepted and
H. is rejected, indicating that there is no significant relationship between capital
structure and firm value.
2. Hypothesis Testing 2

Table 8 also shows that the profitability variable has a positive beta coefficient
of 0.165. Its significance value is 0.003, which is less than the determined significance
level of 0.05. Thus, Ho is rejected and Ha is accepted, suggesting that there is a
significant positive relationship between profitability and firm value.

Discussion
The Relationship Between Capital Structure and Firm Value

Based on the analysis results in Table 8, the capital structure variable, as
proxied by the Debt to Equity Ratio (DER), shows a positive regression coefficient of
0.103 with a significance value of 0.064, which is above the 0.05 threshold. This
indicates that there is no statistically significant relationship between capital structure
and firm value.

This result implies that the level of capital structure—i.e., the proportion of
debt to equity—does not significantly influence firm value. Changes in debt-equity
composition do not significantly affect investor perceptions in the capital market. This
suggests that the market may not strongly react to variations in capital structure, or
that other factors play a more dominant role in determining firm value.

According to signaling theory, capital structure—particularly the use of debt—
is often seen as a positive signal to investors. The theory posits that a company’s capital
structure decisions can convey information about its future prospects. For example,
financially healthy firms with positive outlooks are generally more willing to take on
debt, believing in their ability to repay. Such signals are expected to enhance investor

confidence and, consequently, firm value. However, the findings of this study show
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that capital structure does not serve as an effective signal in this context or is not
significantly interpreted by investors. Therefore, the signaling theory, in terms of

capital structure’s effect on firm value, is not fully supported by this research.

The Relationship Between Profitability and Firm Value

The regression analysis in Table 8 reveals that profitability, as proxied by
Return on Assets (ROA), has a positive regression coefficient of 0.165 with a
significance value of 0.003, which is below the 0.05 threshold. This indicates a
significant positive relationship between profitability and firm value.

This result suggests that a company’s level of profitability significantly
influences firm value. Higher profitability reflects the company’s enhanced ability to
generate income from its operational activities, leading to more favorable investor
perceptions. This aligns with expectations that highly profitable firms are considered
to have strong future prospects, the ability to pay dividends, and sustainable growth.
Consequently, investor confidence increases, resulting in higher stock prices and
enhanced firm value. Profitability thus serves as a strong signal of company

performance and outlook.

4. CONCLUSION

There is no significant relationship between capital structure and firm value.
This indicates that the study was unable to establish a significant link between capital
structure and firm value. It suggests that, in the context of this research, the company’s
debt and equity composition does not meaningfully influence market perceptions of
firm value. The market does not appear to interpret changes in capital structure as
significant signals in shaping firm value.

There is a significant positive relationship between profitability and firm value.
This confirms that the study successfully demonstrated a significant positive effect of
profitability on firm value. It implies that the higher the company’s ability to generate
profits, the more positive the investor perception, as reflected in the increased firm

value in the capital market.
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