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Abstract 

 
The purpose of this study was to determine the effect of capital structure on firm value, 
either directly or indirectly. The population in this study are all wholesale companies listed 
on the Indonesia Stock Exchange (IDX) 2009-2018. While the sample is 22 companies which 
are determined by using the judgment sampling method. The research design uses a causality 
design. Data analysis used descriptive statistics, and inferential statistics included classical 
assumption tests, partial hypothesis tests and mediation tests. The results of the study prove 
that capital structure has no significant positive effect on firm value. Profitability can mediate 
the effect of capital structure on firm value. 
Keywords: Debt Equity Ratio, Return on Equity, Price to Book Value 

 
 

INTRODUCTION 
Research related to company value is still an interesting topic to be 

studied.(Bratamanggala, 2018; Endri & Fathony, 2020) examines the factors that affect the value 
of the company.(Huynh, 2020), examines the relationship of information asymmetry with firm 
value.(Isidro & Sobral, 2015; Min & Verhoeven, 2013; Servaes & Tamayo, 2013), examines the 
relationship between corporate governance and corporate social responsibility with corporate 
values. 

The value of the company is becoming an increasingly important aspect that gets the 
attention of investors and other stakeholders. In the era of globalization, the growing economy 
has encouraged increasingly fierce competition, causing various companies to try to increase the 
value of their companies to increase the interest of investors and other stakeholders. Indonesia 
is one of the countries with the largest population, ranking 4th in the world after China, India, 
and the United States(www.wikipedia.org). Many Indonesians have consequences for the large 
supply of goods and services. In this regard, the wholesaler trade sub-sector is part of the service 
sector that contributes greatly to society in meeting consumer needs. The services sector has 
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helped the Indonesian economy a lot during the recovery period after the Asian financial crisis. 
The service sector is becoming increasingly important in the Indonesian economy, in 2000 the 
service sector contributed 44% of the Gross Domestic Product (GDP). Although there was a slight 
decline due to the 2008-2009 financial crisis. Service sector GDP grew again to 51% in 
2014(www.tpsaproject.com). Different things in the wholesaler sub-sector, the development of 
company value as measured by price to book value (PBV) in the last 10 years has experienced a 
tendency to fluctuate. 

 

 
Source :www.idx.co.id(processed using Ms. Excel) 

Figure 1. 
Development of Price Book Value (PBV) in Trade, Service & Investment companies listed on the 

Indonesia Stock Exchange for the period 2009-2018 
 
Price Book Value(PBV) experienced the lowest value occurred in 2015, the ratio was only 

1.21, much lower than in 2010. Price Book Value (PBV) once reached its highest number, reaching 
2.5 in 2017, but eventually dropped sharply to only 1,81 in 2018. Movement Price Book Value 
(PBV) which tends to fluctuate can be caused by various factors. According to Burhanudin (2018), 
an increase in debt will increase the productivity of the company to encourage an increase in the 
value of the company. Whereas Permatasari (2018), revealed that any increase or decrease in 
capital structure does not affect the value of the company.  

A Gap that occurs in the relationship between capital structure and firm value as 
described above is believed to be a variable that affects the relationship between the two 
variables. According to Pratama et al., (2019), the use of debt can reduce taxes which can cause 
the company's profitability to increase. Manoppo & Arie, (2016)As long as the company is able 
to balance the benefits and costs caused by debt, increasing debt can increase profits. Next 
according to Luciana, (2017), increasing profits from a company will give a positive signal for 
investors because the increased company performance will have an impact on the welfare of 
shareholders. Permatasari (2018), a company that continues to develop has good prospects in 
the future so that it can create an increase in company value. Empirically the mediating role of 
profitability is explained by Hamidy et al (2015), Al-Fisah (2016), and Fatiyah et al (2018), which 
proves that profitability is able to mediate the effect of capital structure on firm value. Based on 

http://www.idx.co.id/
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these various explanations, this research tries to explore; (1) the effect of capital structure on 
firm value, and (2) the mediation of profitability on the effect of capital structure on firm value. 

 
LITERATURE REVIEW AND HYPOTHESIS DEVELOPMENT 

 
Trade Off Theory 

Trade-off theory defines that the company will owe up to a certain level of debt, where 
the tax shields from additional debt equal the cost of financial distress (financial distress). The 
costs of financial distress are the costs of bankruptcy or reorganization, and agency costs that 
increase as a result of the decline in the credibility of a company (Myers, 2001, Sulindawati et al., 
2017). 
 
Signaling Theory 

Companies with good performance tend to make voluntary disclosure easier because 
doing so is considered an easy way to differentiate themselves from others in the market. (Naseri 
et al 2015). A company will provide information signals relating to management's efforts to 
realize what investors need, or other information that can show that their company is better than 
other companies. (Fajaria & Isnalita, 2018). A company can send a signal to investors through the 
disclosure of company-owned information to reduce the uncertainty of the company's prospects 
in the future, (Ningsih & Paramitha, 2019). 
 
Capital Structure 

Capital structure is an illustration of the proportional form of the company's finances, 
namely between owned capital which comes from long-term debt (long-term liabilities), and own 
capital (shareholders' equity) which is a source of financing for a company, (Fahmi, 2017). Capital 
structure is a management decision related to company finances that will be used for company 
operations for company investment activities, (Hidayah & Rahmawati, 2019). 
 
Profitability 

Profitability is a ratio that measures the effectiveness of management as a whole, which 
is indicated by the size of the level of profits obtained in relation to sales and investment, (Fahmi, 
2014: 80). Profitability is an indicator of the company's operational success, high profitability will 
spur the company to grow and develop. Iswajuni et al., (2018). 
 
Firm Value 
Firm value is a market perception that comes from investors, creditors, and other stakeholders 
on the company's condition (Fahmi, 2017: 138). Company value is a value that can be used to 
measure how big a company is from an investor's point of view, which relates the value of a 
company to its share price. The higher the value of the company, the more prosperous the 
shareholders are (Wijoyo, 2018). 
 
Hypothesis Development 
 
Effect of Capital Structure on Firm Value 
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In the trade-off theory, it is explained that the addition of debt made by the company to 
expand its business will increase the stock price of the company so that the price book value of 
the sample company will increase, (Hamidy et al, 2015). Empirically (Widyastuti 2018), proves 
that if the position of the debt to equity ratio is below the optimal point, each additional debt 
will increase the price to book value. (Erawati & Dewi 2019), proves that the greater the ratio of 
the company's capital structure, the better the value of the company. Based on the explanation 
above, the next research hypothesis 1 is formulated, namely: 
H1: The larger the capital structure, the higher the firm value 

 
Effect of Capital Structure on Profitability 

In the trade-off theory, it is explained that the company is able to generate large net 
profits because of the large debt drive. This large debt is guaranteed by a large 
company's own capital so that the level of profit that will be obtained by the company will 
increase, (Bonatua 2013). Empirically (Amanda et al., 2018), companies that earn greater than 
the burden of borrowed funds must be repaid, resulting in increased profits. (Pratama et al., 
2019), prove that companies that tend to use debt to fund assets proportionally to support the 
company's operational activities are able to increase company profits. Based on the explanation 
above, further research hypothesis 2 is formulated, namely: 
H2: The larger the capital structure, the higher the company's profitability 
 
Effect of Profitability on Firm Value 

In signaling theory, it is explained that an increase in net profit can increase the value of 
the company as measured by the price book value. The increase in profitability will have an 
impact on increasing the value of the company(Hamidy et al., 2015). Empirically (Manurung et 
al., 2014), prove that a high return on equity indicates the success of a company, thus pushing 
the price to book value also increases. (Pratama et al., 2019) that companies that are able to earn 
high profits every year show good performance in the eyes of investors so that they attract 
investors to invest. This encourages increased value. Based on the explanation above, the next 
research hypothesis 3 is formulated, namely: 
H3: The higher the profitability, the higher the firm value 
 
Effect of Profitability Mediation on the Relationship between Capital Structure and Firm Value. 

Amanda et al., (2018), prove that the higher the use of the capital structure and the 
company gets a greater return from its financial burdens and obligations that must be paid 
because of the debt, the greater the profitability. (Pratama et al., 2019), prove that companies 
that use debt proportionally in funding their assets for company operations are able to increase 
company profits. Lubis et al., (2017), high profitability gives a positive signal to investors so as 
to encourage increased demand for shares and directly increase the value of the company. 
(Burhanudin, 2018), high profitability indicates that the company's prospects are very good so 
that it attracts investors to increase the demand for their shares which encourages an increase 
in the value of the company. (Putra & Sedana, 2019), a company that has high profitability shows 
the prospect of good company performance so as to increase the value of the company. Based 
on the explanation above, further research hypothesis 4 is formulated, namely: 
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H4: Profitability mediates the relationship between capital structure and firm value 
 

RESEARCH METHODS 
 
Population and Sample. 

The population in this study are wholesale sub-sector companies listed on the Indonesia 
Stock Exchange (IDX) for the 2009-2018 period, totaling 26 companies. While the sample of this 
study was 22 Wholesale Durable goods & non-durable good companies listed on the Indonesia 
Stock Exchange for the 2009-2018 period which were determined using the judgment sampling 
technique. The source of data used in this study is secondary data in the form of annual financial 
reports of wholesale sub-sector companies published on the Indonesia Stock Exchange during 
the 2009-2018 period. In this study, data can be obtained from the financial and annual reports 
of the wholesale sub-sector for the period 2009-2018 published by the Indonesia Stock Exchange 
which is accessed through the Indonesia Capital Market Directory (ICMD). 
 
Variable Operation. 
As the dependent variable is the value of the company as measured by price to book value (PBV), 
namely the ratio between the price per share and the book value of shares, (Hamidy et al., 2015), 
(Erawati & Dewi 2018) and (Pratama et al., 2019). The dependent variable uses the capital 
structure as measured by the debt to equity ratio (DER), namely the ratio between total debt and 
equity, (Widyastuti, 2017) and (Amanda et al., 2018). Profitability as an intervening variable is 
measured by return on equity (ROE), namely the ratio between net profit and total equity, 
(Manurung et al., 2014) and (Hamidy et al., 2015) 
 
Data analysis. 
Descriptive statistics provide an overview or description of data seen from the mean (average 
value), standard deviation, variance, maximum, minimum, sum, range, kurtosis, and skewness 
(Ghozali, 2018). The classical assumption test is shown to test the feasibility of the regression 
model to be used in this study. The classical assumption test used includes; the normality test, 
multicollinearity test, heteroscedasticity test, as well as autocorrelation test, and linearity test, 
(Ghozali, 2018). The hypothesis test includes a partial test or t-test, and a mediation test on the 
regression equation as follows: 
PBV=α+β1DER+ε…………………………(1) 
ROE=α+β2DER+ε…………………………(2) 
PBV=α+β1DER+β2ROE+ε………………..(3) 
 

RESULTS AND DISCUSSION 
 
Classic assumption test 
Normality test 

To test whether, in the regression model, the confounding variable or residual has a 
normal distribution, a normality test is performed. The test was carried out using the 
Kolmogorov-Smirnov test. The results of the normality test are presented in the following table: 



 
185 Akhmadi, Ana Susi Mulyani, Naufal Noviansyah  

  

 
 

Table 1. 

One-Sample Kolmogorov-Smirnov Test 

 

Unstandardized 

Residual 

Regression Model 1 

Unstandardized 

Residual 

Sub Structural 2 

Unstandardized 

Residual 

Sub Structural 3 

N 220 220 220 

Normal Parameters, b mean ,0000000 ,0000000 ,0000000 

Std. 

Deviation 

1.68444786 40,79237870 1.64956409 

Most Extreme Differences Absolute ,137 ,212 ,126 

Positive ,137 ,173 ,126 

negative -,110 -,212 -,102 

Kolmogorov-Smirnov Z 2.025 3.144 1,863 

asymp. Sig. (2-tailed) .001 ,000 ,002 

a. Test distribution is Normal. 

b. Calculated from data. 

 
In table 1 the Kolmogorov-Smirnov (KS) test shows the Asymp value. Sig= 0.001; 0,000 

and 0,002< 0.05.The residual has a normal distribution if asymp value. Sig 0.000<0.05 (Ghozali, 
2018). Based on those results in the regression model, the residuals are not normally distributed 
(table 1.1). The data is then transformed into a Square Root (SQRT) form, and a return normality 
test is carried out. The results are presented in the following table: 
 

Table 2 
One-Sample Kolmogorov-Smirnov Test 

 
Unstandardized 

Residual 
Sub Structural 1 

Unstandardized 
Residual 

Sub Structural 2 

Unstandardized 
Residual 

Sub Structural 3 

N 220 220 220 
Normal Parameters, b  ,0000000 ,0000000 ,0000000 

 ,44075527 ,20492550 ,22858675 
Most Extreme Differences  ,102 0.045 ,084 

 0.060 0.045 ,084 
 -,102 -,041 -,049 

Kolmogorov-Smirnov Z 1,298 ,574 1,231 
asymp. Sig. (2-tailed) 0.069 ,896 ,097 

a. Test distribution is Normal. 
b. Calculated from data. 

After the transformation of the data, the results of the normality test get the Asymp 
results. Sig= 0.069; 0,896 and 0,097> 0.05. This shows that in the regression model the data is 
normally distributed  (table 1.2). 
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Multicollinearity Test 
To test whether in the regression model there is an indication of a strong relationship 

between independent variables, it is necessary to do a multicollinearity test. A good regression 
model is that there is no strong relationship between the independent variables. The 
multicollinearity test uses the Tolerance and Variance Inflation Factor (VIF) parameters. The test 
results are presented in the following table: 
 

Table 3. 
Coefficientsa 

Model Unstandardized 
Coefficients 

Standardized 
Coefficients 

t Sig. 
Collinearity Statistics 

B Std. Error Beta Tolerance VIF 

1 (Constant) ,792 0.080  9,917 ,000   
Sqrt_DER -,081 ,067 -,092 -1,208 ,229 ,875 1,143 
Sqrt_ROE ,224 0.037 ,462 6,087 ,000 ,875 1,143 

a. Dependent Variable: Sqrt_PBV 

Source: SPSS 25 Output Results (data has been processed) 

 
The test results produce a tolerance value of 0.875 > 0.10 and a VIF value of 1.143 < 10. 

If the Tolerance value > 0.10 and VIF < 10, it can be said that there is no multicollinearity in the 
research data, (Ghozali, 2018). Based on these results, in the resulting regression model, there 
are no symptoms of multicollinearity. 
 

Heteroscedasticity Test 
To test whether the regression model has inequality of variance from the residuals of one 

observation to another observation, it is necessary to do a heteroscedasticity test. 
Heteroscedasticity testing can be done with the white test. The results of the heteroscedasticity 
test are presented in the following table: 

 
Table 4. 

Model Summary 

Model R R Square Adjusted R Square 

Std. Error of the 

Estimate 

1 ,119a 0.014 ,010 ,22912 

a. Predictors: (Constant), Sqrt_ROE, Sqrt_DER 

Source: SPSS 25 Output Results (data has been processed) 

The results of the heteroscedasticity test resulted in the value ofc2count which is 3.08 
smaller than the value of c2table which is 255.60. In the white test if c2 count < c2 table, it can 
be concluded that in the regression model there are no symptoms of heteroscedasticity, (Ghozali, 
2018). Based on those results can be concluded that the resulting regression model does not 
occur heteroscedasticity symptoms. 
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Autocorrelation Test 
To test whether in the regression model there is a relationship between the confounding 

error in period t and the confounding error in period t-1 (previous), it is necessary to perform an 
autocorrelation test. autocorrelation test can be done with Durbin-Watson Test (DW-Test). The 
autocorrelation test was performed using the Durbin-Watson Test (DW-Test). 

Table 5. 
Model Summaryb 

Model R R Square 
Adjusted R 

Square 
Std. Error of the 

Estimate Durbin-Watson 

1 ,119a 0.014 ,010 ,22912 2,304 

a. Predictors: (Constant), Sqrt_DER 
b. Dependent Variable: Sqrt_PBV 
Source: SPSS 25 Output Results (data has been processed) 

The results of the autocorrelation test above with dL = 1.7698; dU=1.7880. With the 
results DW = 2.003 in the area dU < 4 – dU (1.7880 < 2.304 < 2.3143. A good regression model is 
a regression that is free from autocorrelation, ie when DW is at 0<d<dL or dU,d< 4-dU, (Ghozali, 
2018) Based on these results, it can be concluded that the regression model there is no 
autocorrelation symptom. 
 

Linearity Test 
To test whether the regression model is linear or not, it is necessary to do a linearity test. 

The linearity test can be performed using the Lagrange Multiplier (LM-Test) parameter. The test 
results are presented in the following table: 

Table 6. 
Model Summary 

Model R R Square Adjusted R Square 

Std. Error of the 

Estimate 

1 ,119a 0.014 ,010 ,22912 

a. Predictors: (Constant),Sqrt_ROE, Sqrt_PBV 

Source: SPSS 25 Output Results (data has been processed) 

The test results produce C2 count = nx R2 = 220 x 0.0142 = 0.04312. While C2 table df = 
220 – 1 = 219 is 254,52322. If C2 count is smaller than table C2, it can be concluded that the 
model is linear, (Ghazali, 2018). Based on these results it can be concluded resulting regression 
model is linear. 

 
Partial Hypothesis Test (T-Statistical Test) 
 
Test the Effect of Capital Structure on Firm Value 
Test the effect of capital structure on firm value using a significant level of 5% (0.05) with df = nk, 
the results are presented in the following table: 
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Table 7. 
Coefficientsa 

Model 

Unstandardized 
Coefficients 

Standardized 
Coefficients 

T Sig. B Std. Error Beta 

1 (Constant) .993 .053  18,608 .000 

SQRT_DER .083 .047 .119 1,749 .082 

a. Dependent Variable: SQRT_PBV 

Source: Data processed 

Based on hypothesis testing 1, the coefficient value is 0.083 with a significance value of 
0.082 which is greater than = 0.05, and the t-count value = 1.749 < t-table = 1.971 at 5% 
significance level (α = 0.05) with degrees of freedom (df) = 220 – 1 = 219. These results show that 
the capital structure proxied by the debt to equity ratio has a positive and insignificant effect on 
the firm value as proxied by the price book value. Thus Ho is accepted, or H1 is rejected. 

The results of this study are not in accordance with the first hypothesis which states that 
capital structure (DER) has a positive and significant effect on firm value (PBV). The results of this 
study are not in accordance with the trade-off theory which states that the benefits of increasing 
debt are still greater than the sacrifices incurred, so the use of debt increases the value of the 
company. However, the results of the study are in accordance with (Suastini et al., 2016)and 
(Pratama et al., 2019)which prove that the increase in debt at a certain point, where the tax shield 
is equal to financial distress, does not affect the value of the company. This result implies that 
management's policy to increase its debt ratio will not have an impact on increasing or decreasing 
investor confidence. The position of the existing debt ratio shows a balance between the 
resulting tax savings with the risk of financial bankruptcy from the policy of increasing the debt 
in question. In the debt ratio position, investors do not feel the need to respond significantly, 
either through buying shares or selling shares they own. This insignificant response is based on 
the expectation that there is no potential risk or a very large increase in return from the 
company's debt policy. 
 

Test the effect of capital structure on profitability 
Test the effect of capital structure on profitability using a significant level of 5% (0.05) with df 
= nk, the results are presented in the following table: 
 

Table 8. 
Coefficientsa 

Model 
Unstandardized Coefficients 

Standardized 
Coefficients 

T Sig. B Std. Error Beta 

1 (Constant) 1.105 ,147  7,490 ,000 

Sqrt_DER ,646 ,135 ,354 4,805 ,000 

a. Dependent Variable: Sqrt_ROE 
Source: processed data 
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Based on hypothesis testing 2, the resulting coefficient value of 0.646 and sig. 0.000 is 
smaller than = 0.05. The value of t-count = 4.805 > t-table = 1.971 at a significant level of 5% with 
degrees of freedom (df) = 220 – 2 = 218. These results show that the capital structure proxied by 
the debt to equity ratio has a positive and significant effect on company value which is proxied 
by return on equity. Based on these results, Ho is rejected or H2 is accepted. 

The results of this study are in accordance with the hypothesis proposed that capital 
structure has a positive and significant effect on profitability. The results are in accordance 
with the trade-off theory that the use of debt can reduce taxes or tax savings as long as the debt 
ratio is still below the optimal point. The tax savings are an incentive to increase the company's 
profitability. Tax savings occur because companies that have operating profit payable are 
deducted from interest expenses before tax burdens are paid in advance from taxes, so that 
income is taxed, so that the tax burden is saved more because the profit before tax is smaller 
than companies without debt. The results of this study are relevant to the research (Hamidy et 
al., 2015) and (Manoppo & Arie, 2016) which prove that an increase in the debt ratio followed by 
good management encourages an increase in net income thereby increasing the company's 
profitability. return on equity. 

The implication of the results of this study is that the more the company's management 
increases its debt ratio to the optimal debt ratio, the greater the potential for tax savings 
generated by the company, thus encouraging greater company profitability. While the position 
of the company's debt ratio is above optimal, the tendency of company management to increase 
its debt ratio has the potential to increase financial distress which is greater than the resulting 
tax savings. This has the potential to reduce the company's profitability performance, because 
the resulting tax savings are no longer able to offset the increase in interest expenses, debt 
installments and other risks. 
 

Test the Effect of Profitability on Firm Value 
Test the effect of profitability on firm value using a significant level of 5% (0.05) with df 

= nk, the results are presented in the following table: 
 

Table 9. 
Coefficientsa 

Model 
Unstandardized 

Coefficients 
Standardized 
Coefficients 

T Sig. B Std. Error Beta 

1 (Constant) ,792 0.080  9,917 ,000 

Sqrt_DER -,081 ,067 -,092 -1,208 ,229 

Sqrt_ROE ,224 0.037 ,462 6,087 ,000 

a. Dependent Variable: Sqrt_PBV 

Source: processed data 

Based on hypothesis testing 3, the resulting coefficient value of 0.224 with a significance 
value of 0.000 is smaller than = 0.05. The value of t-count = 6,087 > t-table = 1,971 at a significant 
level of 5% (α = 0.05) with degrees of freedom (df) = 220 – 2 = 218. These results indicate that 
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profitability is proxied by the return on equity ratio positive and significant effect on the value of 
the company which is proxied by the price book value of the company. Based on these results, 
Ho is rejected or H3 is accepted. 

The results of this study are in accordance with the proposed hypothesis that profitability 
has a positive and significant effect on firm value.The results are in accordance with the signaling 
theory that companies with high profitability are a good signal for investors because they show 
good company prospects. Results relevant to (Burhanudin, 2018) and (Putra & Sedana, 2019) 
proves that high profitability is a good prospect for the company so as to increase investor 
interest in company shares which is an incentive to increase company value. 

The results of the study imply that the higher the level of profitability, it is evidence that 
the company's management is able to present good information regarding the effectiveness and 
efficiency of the company's operations. It also shows that the company is able to increase 
revenue/sales, and is able to control costs and expenses that occur in operations so as 
to encourage an increase in the company's ability to increase its profitability. The increased 
profitability of the company provides incentives for investors in the form of increasing confidence 
in the security and sustainability of their investment returns. This psychologically will increase 
the interest of investors to increase their stock investment. The actions of investors will also 
encourage potential investors to invest their funds in stocks due to increased expectations of 
returns. Increasing the expectations of investors and potential investors is what drives stock 
prices higher, thereby increasing the value of the company. 

 
Mediation Test 

The test of the mediating factor of profitability on the relationship between capital 
structure and firm value using the causal step parameter. The results are presented in the 
following table: 

Table 10. 
Intervening Test Results 

  Consequent 

  M (ROE)   Y (PBV) 

Antecedent  coef. SE Sig t  coef. SE Sig t 

X (DER) 
a 0.646 0.135 0.000 4,805 c' -0.081 0.067 0.229 -1,208 

- ----- ----- ----- ----- c 0.083 0.047 0.082 1,749 

M (ROE) - ----- ----- ----- ----- b 0.224 0.037 0.000 6,087 

constant 
eM 1.105 0.147 0.000 7,490 iY' 0.792 0.080 0.000 9,917 

- ----- ----- ----- ----- iY 0.993 0.053 0.000 18,608 

  R2 = 0.125   

R2' = 0.192 
 

     

0699) = 35,858, < .005 
R2 = 0.014F'(3.9182) = 52,957, '< 
.005 

a. Dependent Variable: Sqrt_PBV 

Source: processed data 

Based on the test, the coefficient value of the effect of capital structure (DER) on 
profitability (ROE) is = 0.646 with a sig value of 0.000. The coefficient of the effect of profitability 
(ROE) on firm value (PBV) = 0.224 with a sig. 0.000. Both coefficient values show positive and 
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significant numbers, indicating a unidirectional and strong relationship, so profitability qualifies 
as a mediating factor in the relationship between capital structure (DER) and firm value. Based 
on these results, it can be concluded that profitability can mediate the relationship between 
capital structure (DER) and firm value. 

The results of this study are in accordance with hypothesis 4 that profitability can mediate 
the relationship between capital structure and firm value. The results are in accordance with the 
packing order theory that debt reduces taxes to be paid, (Pratama et al., 2019). As long as it is 
able to balance the benefits and costs incurred, debt can increase the company's 
profitabilityManoppo & Arie, (2016). The results are also in accordance with the signaling theory 
that profitability will have an impact on increasing the value of the company (Hamidy et al., 2015) 
and (Pratama et al., 2019). Results relevant to research (Hamidy et al, 2015), (Al-Fisah , 2016), 
and (Fatiyah et al 2018), that profitability is able to mediate the effect of capital structure on firm 
value. 

The implication of the results of this study is that the higher the debt ratio, the more it 
encourages an increase in company profitability, because debt as long as it is still below the 
optimal point results in greater tax savings than financial distress in the form of increased agency 
costs and other financial risks resulting from the debt. The success of increasing profitability 
indicates the company's ability to increase sales, and control its costs and expenses of the 
company. The company's success in presenting efficiency in company operations is interesting 
information for investors because it shows good company prospects. The estimation of the 
company's prospects that tend to be good encourages investors to increase their stock 
investment. If this trend gets bigger, then the actions of investors will be followed by potential 
investors to invest in the company's shares in question. This will move the value of the company 
higher. 

 
CONCLUSIONS 

 
In the position that the existing debt ratio shows a balance between the resulting tax 

savings and the risk of financial bankruptcy, the increase in the debt ratio will not have a 
significant impact on increasing or decreasing investor confidence. The higher the debt ratio but 
still below the optimal point, the potential for generating tax savings generated by the company 
is greater than the financial distress that occurs, thus pushing the company's profitability to be 
higher.Higher profitability is a good prospect for the company so as to increase investor interest 
in the company's shares which is an incentive for increasing company value. 

This study only uses data from one sub-sector, namely large goods trading sub-sector 
companies as the research sample, so the research results cannot be generalized to other sub-
sectors on the Indonesia Stock Exchange. Only one proxy is used for each of the observed 
variables, so the results may not necessarily remain consistent when the variable is measured 
using other proxies. Future research should expand the sample to all sub-sectors listed on the 
Indonesia Stock Exchange, and use various measurements for each observed variable to 
determine the consistency of the test results. 
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