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ABSTRAK. Penelitian ini bertujuan untuk memberikan bukti empiris mengenai peran
profitabilitas, ukuran perusahaan serta pertumbuhan perusahaan dalam menjelaskan variabilitas
struktur modal. Pengambilan sampel penelitian menggunakan metode purposive sampling. Sampel
penelitian yang memenubhi kriteria berjumlah 34 perusahaan sektor industri barang konsumsi yang
terdaftar di Bursa Efek Indonesia periode 2015-2018. Variabel independen terdiri dari
profitabilitas, ukuran perusahaan serta pertumbuhan perusahaan. Dalam penelitian ini, pengujian
hipotesis dilakukan dengan menggunakan regresi linear yang diolah melalui soffware SPSS. Nilai
koefisien determinasi sebesar 98,58% artinya variabilitas struktur modal dipengaruhi oleh variabel
profitabilitas, ukuran perusahaan dan pertumbuhan perusahaan. Berdasarkan hasil analisis regresi
linier dengan tingkat signifikansi 5%, hasil penelitian memberikan bukti bahwa terdapat hubungan
negatif dan signifikan antara profitabilitas dengan struktur modal serta terdapat hubungan positif
dan signifikam antara pertumbuhan perusahaan dengan struktur modal. Penelitian ini juga
memberikan bukti bahwa ukuran perusahaan tidak memiliki peran sebagai determinan struktur

modal.
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ABSTRACT. This study aims to provide empirical evidence regarding the role of profitability,
firm size and firm growth in explaining the variability of capital structure. The research sample was
taken using purposive sampling method. The research sample that met the criteria was 34
companies in the consumer goods industry which were listed on the Indonesia Stock Exchange
for the 2015-2018 period. The independent variables consist of profitability, company size and
company growth. In this study, hypothesis testing was carried out using linear regression processed
through SPSS software. The coefficient of determination is 98.58%, meaning that the variability
of the capital structure is influenced by the variables of profitability, company size and company
growth. Based on the results of linear regression analysis with a significance level of 5%, the results
provide evidence that there is a negative and significant relationship between profitability and
capital structure and there is a positive and significant relationship between company growth and
capital structure. This study also provides evidence that firm size has no role as a determinant of

capital structure.
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INTRODUCTION

Capital structure is a fundamental aspect of corporate financial decisions. Ayabe (2015) dan Ullah
et al. (2020) define capital structure as a combination of debt and equity as a source of corporate
financing. Another definition stated by Alipour et al. (2015) stated that capital structure is a critical
financing decision for the company's financial welfare.

As one of the central finance issues, capital structure plays an essential role in financial decisions
and company valuations (Le & Phan, 2017). The optimal capital structure is a capital structure that
maximizes firm value and minimizes capital costs. Based on Bajaj et al. (2020) 's empirical study, a
company's capital structure affects future sources of funds, risk characteristics, liquidity, cost of
capital, investor returns, and company valuation. The capital structure represented by the
proportion of debt and equity used shows the company's ability to meet stakeholder needs and as
a tool to maintain the company's financial balance (Yildirim et al., 2018; Mangesti Rahayu et al.,
2019). Determining the appropriate proportion of debt and equity can minimize the company's
financial difficulties.

Wrong capital structure decisions will harm the company. The use of debt with a high proportion
will increase the financial risk when the company cannot meet its obligations at maturity. When
the company's condition earns low profits, a high proportion of debt use can increase the risk of
financial difficulties (Mangesti Rahayu et al., 2019). A different opinion is stated by Jaisinghani &
Kanjilal (2017) that the optimal level of debt use can minimize the overall cost of capital to increase
the company's profitability.

Capital structure theory was first proposed by Modigliani & Miller (1958; 1963), who assumed that
capital structure decisions could affect firm value by considering the tax element ((Buvanendra et
al., 2017). Mangesti Rahayu et al. (2019) stated that when the company's profit or loss is low,
companies with a higher proportion of equity are prone to face problems regarding cash flow,
delayed dividend payments, and even experiencing dividend default. In the opposite condition,
debt financing is more effective because it has a stable interest without being affected by an increase
in profit. The right proportion between debt and equity will create an optimal capital structure for
increasing firm value. In explaining the determinants of capital structure, the theoretical approaches
used include trade-off theory and pecking order theory (Le & Phan (2017); Mishra & Dasgupta
(2019); Orlova et al. (2020); Rani et al. (2019); Stamou et al. (2020)). Trade-off theory assumes that
an optimal capital structure can maximize shareholder wealth, minimize bankruptcy risk, and
increase firm value (Neves et al., 2020). Trade-off theory explains how companies determine the
optimal proportion of debt to maximize the benefits of tax savings obtained by the company
(Detthamrong et al., 2017). Pecking order theory theoretically assumes that in determining financial
decisions, companies follow a hierarchical level in determining financial sources in order to
minimize the problem of asymmetric information (Myer, 1984; Myers & Majluf, 1984).

The urgency of the determinants of capital structure is an interesting topic to debate in the financial
literature. Much of the financial literature investigates determinants of capital structure such as
profitability, firm size, and firm growth (Moradi & Paulet (2019); Matias & Serrasqueiro (2017))
but has not with consistent empirical evidence. Empirical studies conducted by Sofat & Singh
(2017) dan Bolarinwa & Adegboye (2020) state a positive and significant relationship between
profitability and capital structure. Judging from the trade-off theory, companies with relatively large
profitability tend to have larger debt ratios because companies with enormous profitability have a
low probability of bankruptcy. Another opinion expressed by Ahmed Sheikh et al. (2018), who
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examined the determinants of capital structure in consumer goods sector companies listed on the
Indonesia Stock Exchange from 2000 to 2009, stated that profitability proxied through return on
assets (ROA) has a negative and significant relationship to capital structure. This opinion is in line
with the results of research by Mangesti Rahayu et al. (2019), Lemma & Negash (2014), dan Saif-
Alyousfi et al. (2020), which states that profitability has a negative and significant effect on capital
structure. Pecking order theory assumes that there is a negative relationship between profitability
and capital structure. Companies with a high level of profitability indicate a lower dependence on
external funding so that the proportion of debt in the capital structure is relatively low (Mangesti
Rahayu et al,, 2019). Therefore, companies with enormous profitability will determine investment
financing with retained earnings instead of using external financing. In this study, the first
alternative hypothesis proposed is:

H1: Profitability has a negative and significant relationship to capital structure.

Based on an empirical study conducted by Sofat & Singh (2017) and Panda & Nanda (2020), firm
size has a negative relationship to capital structure. These results are in line with the pecking order
theory, which assumes that large companies have the advantage of being able to issue securities
rather than using debt. Meanwhile, the results of research by Neves et al. (2020) stated that there
is a positive relationship between firm size and capital structure. Meanwhile, an empirical study
conducted by Lemma & Negash (2014) states that firm size has a significant positive relationship
to capital structure. A trade-off theory strengthens the positive relationship between company size
and capital structure decisions. Large companies are assumed to be more diversified and have
relatively stable cash flows and higher profitability levels. A relatively large company has a relatively
lower risk of bankruptcy, so that large companies tend to use high levels of debt. Thus, the second
alternative hypothesis proposed in this study is:

H2: Firm size has a positive and significant relationship to capital structure.

The study of the determinants of capital structure was also disclosed by Daskalakis et al. (2014)
and Bolarinwa & Adegboye (2020), which state a positive and significant relationship between
company growth and capital structure. Another opinion expressed by Alipour et al. (2015) stated
that company growth has a negative and significant relationship to capital structure. Panda &
Nanda (2020) and Neves et al. (2020) state that company growth has a negative and significant
effect on capital structure. Based on the trade-off theory, it shows a negative relationship between
growth and debt. Higher company growth means more likely costs of financial difficulties.

On the other hand, according to the pecking order theory, growth positively impacts debt.
Companies with substantial growth opportunities have access to external financing to meet their
capital investment needs (Khémiri & Noubbigh, 2018). In this study, the third alternative
hypothesis proposed is:

H3: Firm growth has a positive and significant relationship to capital structure.

Based on the results of the empirical study it shows inconsistent results. Therefore, further study
regarding the determinants of capital structure is needed. The purpose of this study is to re-
examine several differences in previous studies regarding the determinants of capital structure.
Furthermore, this study extends previous research by combining three aspects: profitability,
company characteristics, and company growth.
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METHOD

This research belongs to the category of associative research. This type of associative research aims
to identify the relationship between one variable and another (Setiawan, 2016). The study
population consisted of all consumer goods sectors listed on the Indonesia Stock Exchange (IDX)
in the 2015-2018 period. The research using a non-random sampling method with a purposive
sampling technique. This sampling technique aims to obtain research samples according to the
specified criteria. The sampling criteria are as follows: 1) All companies in the consumer goods
sector listed on the IDX during the 2015-2018 period, respectively. 2) The company publishes
audited financial statements or financial reports for the 2015-2018 period. 3) The company has
completed financial data regarding profitability, firms’ size, and firm growth during the 2015-2018
period. Based on these criteria, 34 companies were obtained as research samples.

The dependent variable in this study is the capital structure. Capital structure the optimal
combination of the proportion of debt and company equity (Khémiri & Noubbigh, 2018). One of
the essential indicators for proxies for the capital structure is debt to assets. Debt to an asset is a
ratio that measures the percentage of debt to total assets. The higher the debt to asset value, the
higher the business risk because asset funding uses more considerable debt (Sukamulja, 2019). In
this study, capital structure is proxied using debt to assets (Alipour et al. (2015), Sofat & Singh
(2017)). Debt to an asset is measured by comparing total debt to total assets.

The independent variables in this study are profitability, firm size, and firm growth. Profitability is
an important determinant factor in capital structure decisions (Zhang & Liu, 2017). In this study,
profitability is proxied by return on assets (Sofat & Singh (2017); Sohrabi & Movaghari (2020)).
Return on assets shows the company's ability to generate net income using assets owned by the
company. Return on assets can be defined as a comparison between net income and the company's
total assets. Firm Size is a relevant factor in explaining the determinants of capital structure. Large
company size will increase the company's capacity to use debt (Moradi & Paulet, 2019). In this
study, firm size is measured through the natural logarithm of total assets (Neves et al. (2020); Panda
& Nanda (2020)). Firm growth is an important aspect that must be considered in capital structure
decisions (Sikveland & Zhang, 2020). In this study, firm growth is proxied using sales growth
(Alipour et al. (2015); Pacheco & Tavares (2015). Sales growth shows the development of
performance from year to year. The company's performance is assumed to be reflected in the
company's net sales value.

The independent variables in this study are profitability, firm size, and firm growth. Profitability is
an important determinant factor in capital structure decisions (Zhang & Liu, 2017). In this study,
profitability is proxied by return on assets (Sofat & Singh (2017); Sohrabi & Movaghari (2020)).
Return on assets shows the company's ability to generate net income using assets owned by the
company. Return on assets defines as the ratio between net income and the company's total assets.
Firm Size is a relevant factor in explaining the determinants of capital structure. Large company
size will increase the company's capacity to use debt (Moradi & Paulet, 2019). In this study, firm
size i1s measure using the natural logarithm of total assets (Neves et al. (2020),; Panda & Nanda
(2020)). Firm growth is an important aspect that must be considered in capital structure decisions
(Sikveland & Zhang, 2020). In this study, firm growth is proxied using sales growth (Alipour et al.
(2015); Pacheco & Tavares (2015). Sales growth shows the development of performance from year
to year. The company's performance is assumed to be reflected by the company's net sales value.
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The data used in this study are secondary provided by data providers, including debt to assets,
return on assets, firm size, and sales growth. The secondary data was obtained through a review
of financial reports published on the company website. The data collection technique is obtained
through documentary studies that are sourced from relevant literature regarding capital structure.
This research uses a linear regression analysis method, which is processed using SPSS software

version 25. The regression model built is as follows:

DebtTA = By + B1ROA + B,FSize + B3FGrowth + ¢

DebtTA = Debt to Total Asset
Bo = Intercept

Bis = Regression coefficient
ROA = Return on asset

FSize = Firm Size

FGrowth = Firm growth

€ = Error

RESULT AND DISCUSSION

This study uses a robust standard error procedure to solve heteroscedasticity and autocorrelation
in the regression model. The robust standard error is a valid procedure in regression analysis that
aims to solve autocorrelation and heteroscedasticity without eliminating the presence of
autocorrelation and heteroscedasticity in regression models (Gujarati and Porter, 2009). The robust
standard error is used to correct or make adjustments to the regression model's standard errors so
that statistical conclusions can still be made. The results of the regression model estimation are
presented in the following table:

Table 1. Final Estimatation of the Regression Model

Variable Predictors Coefficient Standard Error tvalue P>/t/
Profitabilitas (X1) ROA -7.7740 0.8677 -8.9598  0.000*
Firm size (X2) Fize 1.4194 0.7841 1.8101  0.0726
Firm growth (X3) FGrowth 20.1174 4.2017 47880  0.000*

Constant 7120.9189 980.5594 3.5954  0.005*
Prob > F 0.0000
R’ 0.9858

Source: Data processed by the anthor (2020)
Information: * means significant at the assumption of a significance level of 5%

Goodness of Fit Model Regresi

Coefficient of Determination

Based on the results of the regression model estimation in table 2, the coefficient of determination
1s 0.9858 or 98.58%. So, it can be concluded that 98.58% of the determinants of capital structure
can be explained through the variables of profitability, firm size and firm growth. Meanwhile,
1.42% capital structure is influenced by other variables outside the model.

85



Jurnal REKOMEN (Riset Ekonomi Manajemen) Vol 4 No 1 2020

Statistical Test F

From the results of data processing in the F Statistical Test, it is concluded that the variables of
profitability, firm size, and firm growth simultaneously have an influence on the capital structure.
This is evidenced by the value Prob> F (0.0000) lower than the significance level (x = 5%). Based
on the results of the I statistical test, the regression model has been correctly specified.

Statistical Test t

Based on the results of the t statistical test, it proves that the profitability and firm growth variables
have a significant effect on the capital structure. Meanwhile, the firm size variable is not proven to
have a significant effect on capital structure. The following is a summary table of the results of the
t statistical test:

Table 2. Summary of Statistical Test Results t

Variable Predictors ¢ value P>/t information
Profitabilitas (X1) ROA -8.9598 0.000* Significant
Firm size (X2) Fisize 1.8101 0.0726 Not significant
Firm growth (X3) FGrowth 4.7880 0.000* Significant

Source: Data processed by the author (2020)
Information: * means significant at the assumption of a significance level of 5%

In a quantitative approach, t-test analysis analyzes the significance of the independent variables
and considers the suitability of the hypothesis with the literature review. Based on the results of
the t statistical estimation test, the analysis of alternative hypothesis testing can be explained as
follows:

Hypothesis 1

In table 3, the t statistical test results show the value of P> | t | the profitability variable is 0.0000
with the t value of -8.9598. The t value of -8.9598 indicates that the direction of the coefficient of
the profitability variable is negative. P value> | t | of 0.0000 <the assumption of significance level
(e = 5%) means that the first hypothesis in this study is accepted. The results of the interpretation
of the first hypothesis are proven that the profitability variable partially has a negative and
significant relationship with the capital structure represented by debt to assets.

Hypothesis 2

In table 3, the t statistical test results show the value of P> | t | the firm size variable is 0.0726
with a t-count value of 1.8101. The t value of 1.8101 states that the direction of the coefficient of
the firm size variable is positive. At the value of P> | t | The t statistical test shows the value of
0.0726> the assumption of the significance level (« = 5%) means that the second hypothesis in
this study is rejected. The results of the second hypothesis interpretation are not proven that the
firm size variable partially has a positive and significant relationship to the capital structure variable.
Hypothesis 3

In table 3, the t statistical test results show the value of P> | t | obtained from the firm growth
variable of 0.0000 with a t value of 4.7880. The t value of 4.7880 states that the direction of the
coefficient of the firm growth variable is positive. At the value of P> | t | The t statistical test
shows a value of 0.0000 <the assumption of significance level (x = 5%), meaning that the third
hypothesis in this study is accepted. Meanwhile, the interpretation of the third hypothesis is
proven that the independent variable firm growth partially has a positive and significant
relationship with the company's capital structure.
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Profitability and Capital Structure

The regression model estimation results and the T test results indicate that profitability and capital
structure have a negative and significant relationship. This can be proven by the value of P> | t |
of 0.000 which indicates that it has a significant effect. The regression coefficient value of -7.7740
states that the profitability variable has a negative influence on the capital structure. significant
relationship indicates that this study has sufficient evidence of profitability proxied through return
on assets as a determinant of capital structure represented by debt to assets.

The results of this study are in line with the results of the study by Ahmed Sheikh et al. (2018) who
analyzed the determinants of capital structure in consumer goods sector companies listed on the
Indonesia Stock Exchange from 2000 to 2009 stated that profitability proxied through return on
assets (ROA) has a negative and significant relationship to capital structure. This opinion is in line
with the results of research by Mangesti Rahayu et al. (2019), Lemma & Negash (2014), and Saif-
Alyousfi et al. (2020) stated that profitability has a negative and significant effect on capital
structure. The negative relationship between profitability and capital structure is supported by the
pecking order theory which assumes that companies with a high level of profitability indicate a
lower dependence on external funding so that the proportion of debt in the capital structure is
relatively low (Mangesti Rahayu et al., 2019). Therefore, companies with large profitability will
determine investment financing with retained earnings instead of using external financing. Thus,
the higher the company's profitability, the lower the proportion of debt use in the company's
capital structure.

Firm Size and Capital Structure

The regression model estimation results and the T test results indicate that firm size and capital
structure have a positive and insignificant relationship. This can be proven by the value of P> | t
| amounted to 0.0726 which indicates that it has an insignificant effect. The regression coefficient
value of 1.4194 states that the firm size variable has a positive influence on the capital structure.
The insignificant effect indicates that this study does not have sufficient evidence about firm size
as a determinant of capital structure represented by debt to assets.

The positive and insignificant relationship between firm size and capital structure is not in line
with the results of the empirical studies of Sofat & Singh (2017) and Panda & Nanda (2020) which
state that firm size has a negative relationship to capital structure. The direction of the positive
influence between firm size and capital structure is supported by the results of research by Neves
et al. (2020) and Lemma & Negash (2014) which state that firm size has a positive influence on
capital structure. According to Neves et al. (2020) large companies tend to tolerate the use of a
high proportion of debt ratio. From the trade-off theory perspective, large companies are assumed
to be more diversified and have relatively stable cash flows and higher levels of profitability. Large
companies have higher credibility in the debt market so that the possibility of bankruptcy facing
the company is lower (Bilgin & Dinc, 2019). Large companies tend to have a lower cost of debt
than small companies so that companies tend to use more high levels of debt. Thus, the larger the
company size, the greater the level of use of debt in the capital structure. Conversely, the smaller
the size of the company, the relatively low use of debt in the capital structure.

Firm growth and Capital Structure

The regression model estimation results and the T test results indicate that firm growth and capital
structure have a positive and significant relationship. This can be proven by the value of P> | t |
of 0.000 which indicates a significant effect. The regression coefficient value of 20,1174 states that
the firm growth variable has a positive influence on the capital structure. A significant effect
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indicates that this study has sufficient evidence about firm growth as a determinant of capital
structure represented by debt to assets.

This positive relationship between firm growth and capital structure is in line with the results of a
study conducted by Daskalakis et al. (2014) and Bolarinwa & Adegboye (2020) which state that
there is a positive and significant relationship between company growth and capital structure.
Daskalakis et al. (2014) stated that companies with high growth rates are more likely to spend
internal funds and use debt as a good alternative in seeking additional capital. his is because
increasing equity is relatively difficult and takes a relatively long time for small companies. s opinion
is strengthened by the pecking order theory, which states that growth has a positive impact on
debt. In fact, companies with strong growth opportunities have access to external financing to
meet their capital investment needs (Khémiri & Noubbigh, 2018). Thus, the higher the company's
growth rate will increase the proportion of debt use in the company's capital structure.

CONCLUSION

The results of this study provide empirical evidence about the effect of profitability and firm
growth on capital structure, especially in the consumer goods industry sector. These results can be
proven by the existence of a negative and significant estimate between profitability and capital
structure and a significant positive estimate between firm growth and capital structure. This study
also provides evidence that firm size does not have a role as one of the determinants of capital
structure. However, This study only considers the aspects of profitability, firm size and firm
growth as determinants of capital structure. Further research is suggested to consider the
intervention aspect of economic conditions on capital structure decisions.
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