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Abstract: This research has a purpose to reveal and evaluate the significant impact from firm 

size to capital structure; Profitability to capital structure; capital structure to firm value; firm 

size to firm value; profitability to firm value; and those indirect effects of firm size and 

capital structure towards firm value; and those indirect effects of profitability along with 

capital structure to firm value. This research population was 178 manufacturing companies, 

while the research sample was 13 automotive subsector companies and its components which 

registered on the IDX by the sampling technique were purposive sampling methods. The 

research method that was used was quantitative methods, while the analysis model used 

regression analysis model with t-test and sobel test. These research results illustrated that firm 

size had a significant affect on capital structure; profitability had a negative and significant 

affect on capital structure; capital structure has no significant affect on firm value. firm size 

had a significant affect on firm value; profitability has no effect and is insignificant to firm 

value; there is no indirect and insignificant affect occurred between firm size, capital 

structure and firm value; There is no indirect and insignificant affect that occurs between 

profitability, capital structure and firm value. 
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INTRODUCTION 

High mobility from the Indonesian citizens has demand fast and efficient movement. 

This could be a signal for automotive manufacturers in order to support the mobility of 

residents, especially those who do business in big cities such as Jakarta, Bandung, Surabaya 

and so on. The Automotive producers, especially the automotive and component 

manufacturing industries should need to prepare for an increased in production, so it means 

that it will require the capital and the need of change in the firm value and the company's 

capital structure which could be done by increasing the profitability and its firm size. 
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Capital structure or it is often called as leverage is an important tool in estimating the 

effectiveness of the use of corporate debt. Through the leverage, the companies will not only 

gain profits but also it could be something that causing losses in the company, because the 

financial leverage means that the company will imposes risks to shareholders, thereby it 

would affecting the stock returns (Weston and Copeland, 1999). This capital structure could 

be estimated through the use of the Debt Equity Ratio (DER) proxy where this ratio often 

used to calculate the proportion of company funds from debt to finance company assets 

(Sudana, 2009:23). The research results from Sinha (2017), Osazuwa and Che-Ahmad 

(2015), Aggarwal and Padhan (2017) revealed that capital structure has a negative affect on 

firm value. 

Firm value is the amount of price that potential buyers (investors) are willing to pay if 

the company is sold. The normative goal of the company is to maximize the shareholder 

wealth (Sudana, 2009:7). Those Shareholders intend to earned wealthy from the results in 

maximizing firm value (Atmaja, 2008:4). Firm value could be estimate by Price to Book 

Value (PBV) analysis. Tobin's Q analysis is also known as the Tobin's Q ratio. This ratio is a 

valuable concept because it shows the current of financial market estimation of the return 

value of each dollar of investment in the future. According to Smithers and Wright (2007:37), 

Tobin's Q could be estimated through the ratio of the company's stock market value plus debt 

then compare to the company's total assets. The firm value which mentioned above could be 

influenced by the capital structure. 

The company size (firm size) is the size of the company which aimed at or valued by 

total assets, total sales, total profit, tax expense and others (Brigham & Houston, 2010:4). 

Seeing from the total assets, total sales, the amount of profit which could determine the 

capital structure and the firm value of the company. The result of the research by Hasan and 

Zaki (2005), Harc (2011), Krisnanda and Wisuana (2015), Karadenisz et al (2011) revealed 

that firm size has an affect towards the capital structure. Meanwhile, the research results from 

Hamyat et al (2017), Wahome et al (2015), Armelia (2016) explained that firm size has no 

affect on capital structure. Besides those things above, the research from Yuniarti et al (2017) 

and Nuraina (2012) defined that firm size could affect the firm value. 

Meanwhile, the profitability or which could be referred as the company's ability to 

earned the profits from its sales or in other words a measure of how far the company's ability 

to generate profits (Husnan and Pujiastuti, 2015: 76). Profitability could be measured through 

various ratios, including Return On Equity. Whereas ROE is an estimate tool to check of how 

much profit belongs to the owner. Some of the research results which explain that 

profitability had an impact towards capital structure, among those are from Datangvci (2015), 

D'Arcy and Lwin (2012), Prabansari and Kusuma (2005). Meanwhile, the research from 

Singh and Singh (2018) shows that profitability has no effect on capital structure. In another 

case, the profitability will affect the firm value, this was in accordance with the research from 

Mahendra et al (2012) and Dewi and Wirajaya (2013). 

Generally speaking, this research aims to discover and learn further about the 

significant influence from firm size and profitability on capital structure and its impact on 

firm value. Therefore, this research hadls includes with these following questions, such as: 1) 

Does the firm size have a significant affect on capital structure?; 2) Does the profitability 

have a significant affect on capital structure?; 3) Does the capital structure have a significant 
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affect on firm value?; 4) Does the firm size have a significant affect on firm value?; 5) Does 

the profitability have a significant affect on firm value ?; 6) Does the firm size and capital 

structure have a significant indirect effects on firm value?; 6) Does the profitability and 

capital structure have a significant indirect effects on firm value?. 

 

LITERATURE REVIEW 

Agency Theory 

Brigham and Houston (2012) were explained that agency theory could be viewed from 

the correlations between shareholders and parties which acts as agents, namely management 

in a company, therefore there has a separation of company ownership. It could be concluded 

that agency relations would occurred when there is one or more of the individuals called the 

principal of hiring another individual or organization called as an agent to perform a number 

of jobs or services which could delegate in order to create authority or decisions towards that 

agent. 

 

Pecking Order Theory 

Myers (1978) were explained that the funding structure according to the pecking order 

theory is: a) Companies prefers the internal funding; b) The company has target on dividend 

payout ratio for the company's investment opportunities and seeks to avoid sudden changes in 

dividends; c) Sticky dividend policy and unpredictable fluctuations in profit and investment 

opportunities where the internal cash flow sometimes exceeds the capital spending and in 

certain times the amount of internal cash is insufficient; d) If the company needs external 

funding sources, the company will first choose a safer source, namely debt, then the securities 

or perhaps both mixed securities such as convertible bonds and equity as the last options. 

 

Trade Off Theory 

Trade off theory argues that there are tax benefits due to the use of debt, Therefore the 

companies will use debt in a certain level to extent the maximize firm value. The essence of 

trade off theory in capital structure is to balance the benefits and tradeoffs which arise as a 

result of using debt. As long as the benefits are greater than debt, The additional debt is still 

allows then If the sacrifice cause of the debt use is already greater, then the additional debt is 

not allowed. 

       

Firm Value 

The maximum increase in the company stock price will increase the wealth to 

shareholders aswell. Those Various policies and decisions which taken by management in an 

effort to increase the firm value by increasing the prosperity of its owners and shareholders as 

well as investors which are reflected in stocks prices. (Bringham & Houston, 2006: 19). The 

company ability to pay dividends to shareholders is a real portrait of the firm value which 

created in a company (Mahendra et al, 2012). Price to Book Value (PBV) is an illustration of 

how much the market gives the price to book value of a companies stocks. The higher the 

ratio, meaning that the market believes in the company's future (Afzal, 2012). PBV has 

shown how far the company creating the firm value which relevance to the amount of capital 

that invested. PBV is also the ratio which shows whether the price of the stocks traded is 
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overvalued (above) or undervalued (below) the book value of the stocka (Fahrudin and 

Hadianto, 2001). Systematically, the PBV formulation could be estimated through the 

formula (Setiadharma and Machali, 2017).   

 

Capital Structure 

Capital structure is a balance or comparison between foreign capital and own capital. 

Foreign capital, in this case, both long-term and short-term debt. Meanwhile, capital itself is 

divided into retained earnings and company ownership. The optimal capital structure is an 

optimize capital structure in its balance between risk and return so it would produced a 

maximum stocks prices. Thats why, in determining the capital structure of a company, it is 

necessary to consider those various variables which have an impact on it. 

 

Firm Size 

Brigham & Houston (2010: 4) defined the company size or Firm size as follows: " Firm 

size is the size of a company which reflected or valued by total assets, total sales, total profit, 

tax expense and others". Hartono (2008: 14) company size (firm size) are : "the size of the 

company which could be measured by the total assets / size of the company's assets trough 

the logarithmic value of total assets". Then the size of the company according to Torang 

(2012: 93) is: "The size of the organization is to determine the number of members associated 

in choosing how to control activities in an effort to achieve goals". 

 

Profitability 

 Return on Equity (ROE) this ratio shows the success or failure of the management in 

maximizing the return to shareholder investment. It is emphasizes on return on investment. 

According to Sartono (2001), ROE is a return on yield or equity which those amount is refers 

as a parameter and earned from an investment in the company's common shares during 

certain period of time. The amount of ROE is strongly influenced by the amount of profit 

which received by the company, the higher the profit, then The ROE will be highly increased. 

Meanwhile, ROE is the ratio between profit after tax to total own capital (equity) which 

comes from owner's deposit, undivided profit and other resources owned by the company. 

 

Conceptual Framework 

The Affect of Firm Size on Capital Structure 

Firm size is often used as an indicator of the possibility of bankruptcy for a company, 

where a company with a larger size is considered would be more capable in facing a crisis 

when running its business. According to research results by Singh (2016); Singh and Kaur 

(2015); Javad et al (2017); Hermuningsih (2012); Irawati (2012) Based on these five research 

which stated that firm size has a direct effects on the company's capital structure. In 

responses to this thought, the authors have other thing to urges which stated that the firm size 

of the company will have an affect to the capital structure of a company. 

 

The Affect of Profitability in Capital Structure 

Companies during their activities have one thing which remain as the main object, 

namely gained profit or maximum profit. With this aim, all company activities have a main 
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focus point in how the company could earned big profits and equity. In packing order theory 

it is already explains that the companies with large profit levels tend to have small levels in 

debt. This is according to research results from Pandey & Nahu (2017); Alipour et al (2015); 

Kumar & Babu (2016); Azlina (2009); Mardiyati et al (2012) revealed that profitability could 

be viewed by ROA and ROE which has an impact towards capital structure. 

 

The Affect of Capital Structure on Firm Value 

Firm value is a perception or description from investors regarding the company's 

success rate which tightly related to stocks prices. The higher the stock value of a company, 

the higher the firm value of the company, and that sort of thing could increase the market 

trust not only in company's current performance but hopefully in the future. Fakhrudin and 

Hadianto (2001) suggest that the stocks which generally used will always use the closing 

stock prices as reference and those price often occurs when the stocks are traded on the 

market. In research which conducted by Sinha (2017); Baek et al (2016); Taqi et al (2016); 

Moniaga (2013); Kesuma (2009) argues if the capital structure could affect the firm value. 

 

The Affect of Firm Size on Firm Value 

Based on Consoladi et al.research in Oktaviani (2014) which stated that: "The firm size 

could affect the social performance of the company because large companies often have 

broadly vision, so surely they would participate lots in advancing the company's social 

performance". Sujoko and Soebiantoro (2007) in Hermuningsih (2009) stated that firm value 

is a perception or description from investors towards company's success rate which tightly 

related to stock prices. The research by Singh & Kaur (2014); Sia et al (2017); Kouki & Said 

(2011); Main & Main (2013); Nuraina (2012) who found regarding these five research which 

stated that the firm size could affect the firm value. 

 

The Affect of Profitability on Firm Value 

The advantage of profit/benefits is an result from management policies, therefore the 

company performance could be measured by its profits. The company's ability to earned 

profits in a certain period through the use of all capital owned by the company. The basic 

concept of this statement are when the profitability increases, the firm value would also 

increases. The Research conducted by Shirzad et al (2015); Eventsvci (2018); Kumar & Sujit 

(2018); Taufik et al (2010); Kusumadilag (2010) argues that profitability affects firm value. 

 

The Indirect Effects of firm Size and Capital Structure towards Firm Value 

The scale of the company in carrying out its activities is certainly seen from the firm 

size, a company with a large scale would require lots funding (capital) which is not small 

aswell. In other words, the large of firm size will requires a huge amount of capital. 

According to these thought, it can be defined that firm value commonly with size of the 

company which is large, through an increased of capital structure it will also increase the firm 

value. The research that conducted by Singh & Kaur (2014); Sia et al (2017); Kouki & Said 

(2011); Main & Main (2013); Nuraina (2012) argues that the firm size have an affect on firm 

value through capital structure. 
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The Indirect Effects of Profitability along with Capital Structure towards Firm Value 

The profit/benefits is the result from management policies, so the company 

performance is actually could be measured by profit. The company's ability to earned profits 

in a certain period through the use of all capital owned by the company. A large profits which 

earned from the company's activities will reduce the capital structure which comes from debt 

then it will increase the firm value because the company could maximize the potential for 

increased the profits and same time could reduce the potential in using the debt on company's 

capital structure. The research from Shirzad et al (2015); Eventsvci (2018); Kumar & Sujit 

(2018); Taufik et al (2010); Kusumadilag (2010) suggests that profitability have an affect on 

firm value through capital structure. 

According to these explanation from the theoretical framework that mentioned 

previously, then the writer could drawn the theoretical framework as in these following image 

below: 

 
Fig. 1. Conceptual Framework 

 

Hypothesis 

Referring to the results from the theoretical review and its frameworks which have been 

described previously, the author could suggests several research hypothesis that could be seen 

as follows: 

1) There has a significant affect from firm size to capital structure. 

2) There has a significant affect from profitability to capital structure. 

3) There has a significant affect from capital structure on firm value. 

4) There has a significant affect from firm size towards firm value. 

5) There has a significant affect from profitability on firm value. 

6) There has a significant indirect effects from firm size on firm value through capital 

structure. 

7) There has a significant indirect effects from profitability on firm value through capital 

structure. 

 

RESEARCH METHODS 

This research type was included in quantitative causality research (Sekaran, 2017:76). 

The quantitative causality research means to test those influence through the use of 

independent variables of firm size and profitability as well as the dependent variable of 

capital structure and firm value, both directly or indirectly. These research population was 
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178 from 3 sectors of manufacturing companies and it obtained sample of 13 manufacturing 

companies which are the Automotive Subsectors companies and its Component which have 

been listed on the Stock Exchange during period of 2013-2017 which have been done through 

sampling method which is purposive sampling. Simple regression analysis and path analysis 

with the sobel test is used to examine the research model with assist of SPSS 24.00 as an 

instrument tests. 

 

RESULT AND DISCUSSION 

Descriptive Analysis 

These following table are the results of each variable: 

Table 1. The Descriptive Statistical Analysis 

Variable Min Max Mean Std. Dev. 

PBV .01 4.76 1.2894 1.15817 

DER .09 8.26 1.0983 1.16506 

ROE -124.12 82.94 5.1437 21.01885 

FZ 3.42 7.58 6.1938 .83846 

 

The average value of the firm size variable was 6.1938 percent, which shown that it 

was above 1, meaning that these research sample had consisted with lots of large-scale 

companies. The standard deviation value was 0.8384 percent which is smaller than the 

average value, thus was indicating that the data distribution shows normal. The lowest 

average value of the ROE variable in this research was -124.12%, which means that the 

company suffered a loss in that period so it could not gained net profit from the total equity. 

While the highest value, which is 82.94%, meaning that these company had generates its net 

profit from the total equity during in that period.The average (mean) was 5.1437%, this 

means that the company has the ability to earned net profit from the total shareholder equity. 

In the debt equity ratio (DER) variable, the highest value was 8.26. And the lowest DER 

value, which is 0.09 times, meaning that it is capable to return its obligations properly. With 

an average value of 1.09 times, meaning that the research sample company was 1.09 times. 

The Price Book to Value (PBV) variable has the highest PBV value of 4.76 times, what it 

means by this high PBV value is the company's stock price would be so expensive. With an 

average value (mean) of 1.28 times, it can be said that the average research sample company 

has an expensive stock price because it was more than 1. 

 

Coefficient of Determination (R
2
) 

Table 2. Coefficient of Determination Model 

Model R R Square 

Adjusted R 

Square 

1 .734 .538 .515 

 

The Adjusted R-Square value is 0.515 or 51.5%, which means that this value refers to 

the value of 51.5% that Firm Value (PBV) was influenced by Firm Size, Profitability (ROE) 

and Capital Structure (DER), while the remaining of 48, 5% was influenced by other 

variables (epsilon) outside these research. 
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Fit Test Model (Goodness of Fit Test) 

Table 3. Fit Test model (Goodness of Fit) 

Model Testing Sum of Squares 

First Test 

Second Test 

Third Test 

34.087 

6.110 

.003 

 

From the test results it shows that the Sum of Squares value was in decreased, so 

according to these criteria test the H0 hypothesis was accepted, then hypothesized model 

seems fit with data (goodness of fit). 

 

First Model of Multiple Regression Analysis 

Table 4. First Model of Coefficients 

Model 

 Unstandardized 

Coefficients 

B 

Constant -.704 

ROE -,023 

FS .290 

 

According to the table 4 above, the linear regression equation which obtained could be 

explained as follows:  

Y = -0.704 + 0.290X1 - 0.023X2 

According to the regression coefficient value, it could be said that the value of the Capital 

Structure variable (DER) Could be viewed through its constant value of -0.704 with the noted 

that the variable of Firm Size (FS), Profitability (ROE) is equal to 0 (zero). The regression 

coefficient for the firm size variable (FS) was 0.290, it means that the firm size variable (FS) 

had increased by one unit, so the capital structure variable (DER) will increase by 0.290. The 

regression coefficient for Profitability variable (ROE) was -0.023, it means that the 

profitability variable (ROE) had increases by one unit, so the Capital Structure (DER) 

variable would decrease by 0.023. 

 

Second Model of Multiple Regression Analysis 

Table 5. Second Model of Coefficients 

Model 

 Unstandardized 

Coefficients 

B 

Constant 1.197 

DER ,041 

ROE ,092 

FS -.082 

 

Based on table 5 above, the linear regression equation that obtained could be explained 

as follows: 

Z = 1.197 + 0.041Y + 0.092X2 - 0.082X1 
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According to the analysis of the regression coefficient value, it could be said that the value of 

the dependent variable i.e Firm Value (PBV) that could be seen from its constant value was 

1,197 with noted that the variables of Firm Size (FS), Profitability (ROE) and Capital 

Structure (DER) are equal to 0 (zero). The regression coefficient of firm size (FS) variable 

was -0.082, meaning that the firm size (FS) variable has increased or inclined by one unit, the 

firm size variable (PBV) will decrease by 0.082. The regression coefficient of the 

Profitability variable (ROE) was 0.091, so it could be said if the Profitability variable (ROE) 

has increased or inclined by one unit, the Firm Value variable (PBV) will increase by 0.091. 

The regression coefficient of the capital structure variable (DER) was 0.041, meaning if the 

Capital Structure (DER) variable increases by one unit, the Firm Value (PBV) variable will 

increase by 0.041. 

 

First Model of Hypothesis Tests  

Table 6. First Model of T-test 

Model 
  

T Sig 

ROE -3.463 .001 

FS 5.909 .000 

 

The firm size variable (FS) had a t-count of 5.909 with significance level of 0.000 and 

has a significance level of 0.05 or 0.000 < 0.05, so then the H0 was rejected and Ha was 

accepted. The profitability variable (ROE) has a t-count was -3,463 with significance level of 

0.001 and significance level of 0.05 or 0.001 < 0.05, so H0 was rejected and Ha was 

accepted, which means that there is a negative and significant affect of Profitability (ROE) on 

Capital Structure (DER). 

Next is the partial hypothesis test between the variable of firm size (FZ/Logn), 

profitability (ROE) and capital structure (DER) with the dependent variable of firm value 

(PBV). The test results could be described as follows: 

Table 7. Second Model of t-test 

Model 
 

T Sig 

ROE .221 .826 

FS 7.436 .000 

DER -.548 .586 

 

The results from hypothesis test shows that the firm size variable (FS) has a t-count of 

7.436 with a significance level of 0.000 and a significance level of 0.05 or 0.000 > 0.05, then 

Ha was accepted and H0 was rejected, meaning that there has a significant affect from Firm 

Size (FS) to Firm Value (PBV). The results from hypothesis test shows that the profitability 

variable (ROE) has a t-count of .221 with a significance level of 0.826 and significance level 

of 0.05 or 0.826 <0.05, so H0 was accepted and Ha was rejected, so it said there has no 

significant affect from Profitability (ROE) on Firm Value (PBV). The results of hypothesis 

test shows that the Capital Structure (DER) variable has a t-count of -.548 with significance 
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level of 0.586 and significance level of 0.05 or 0.586 > 0.05 then Ha was rejected and H0 was 

accepted, so it said there has no affect from Capital Structure (DER) to Firm Value (PBV). 

 

Sobel Test 

Table 8. Sobel Test 

Model 

Unstandardized 

Coefficients  

B Std. Error 

ROE .091 .012 

FS .082 .151 

DER .041 .186 

 

 

 

 
 

Furthermore, to test the significance of the indirect effects from the independent 

variable to dependent variable, it is necessary to estimate the t-value of the ab coefficient 

through these following formula: 

 
By the value of t-count (-0.048), so in accordance with sobel test that H0 was accepted and 

H1 was rejected, that is, there has no indirect affect between firm size (FS) and capital 

structure (DER) on firm value (2.750 > -0.048). 

 

 

 

 
 

Moreover, to examine the significance of the indirect effects from the independent 

variable to the dependent variable, it is necessary to estimate the t-value of the ab coefficient 

with these following formula: 

 
By the t-count value was (0.886), so according to the sobel test results, it is proven that H0 

was accepted and H1 was rejected, namely there has no an indirect effects between 

profitability (ROE) and capital structure (DER) on firm value (2.750> 0.886). 

Table 9. Summary of Hypothesis Test Results 

Hypothesis Testing Result 

There has a significant affect from firm size to capital structure Accepted 

There has a significant affect from profitability to capital structure Accepted 

There has a significant affect from capital structure to firm value Rejected 

There has a significant affect from firm size to firm value Accepted 
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There has a significant affect from profitability to firm value Rejected 

There has a significant indirect affect between firm size and capital 

structure on firm value 
Rejected 

There has a significant indirect affect between profitability and capital 

structure on firm value 
Rejected 

 

Discussion 

Significant affect from Firm Size to Capital Structure 

There has a significant affect from Firm size to capital structure. It means that if the 

firm size has increased, it would followed by an increase in the company's capital structure. 

The results of these research are in line with the pecking order theory which stated that the 

use of internal funds is priority than the use of external funds. These research results were in 

line with the results from Sri Hermuningsih (2012) which has resulted that firm size had a 

positive affect on capital structure and also the research results from Suman Kumar and P. 

Chitti Babu (2016) which stated that firm size has a positive impact towards capital structure. 

 

Significant Affect from Profitability to Capital Structure 

There has a negative and significant affect of profitability towards capital structure. The 

negative affect means that if ROE has increases, the DER will decrease. This is because if the 

profitability increases, the company will use the return as in the form of retained earnings 

instead of using the debt to financing the company. This were in line with the pecking order 

theory which stated that companies prefer internal funding such as the use retained earnings. 

The results were in line with the research from Hermuningsih (2012) which shows that 

profitability has a positive and significant affect on capital structure. This result was contrary 

with the results from Firnanti (2008) which showed that profitability has a negative affect on 

capital structure. 

 

Significant Affect from Capital Structure to Firm Value 

There has no proven that capital structure has an impact on firm value. Meaning that 

there is no impact between capital structure on firm value. This opposite with the trade off 

theory, which stated that companies can use debt if those benefits are great. The results of this 

research were in line with the research results from Riana and Diah Iskandar (2017) which 

said that partially capital structure has no affect on firm value in mining companies which 

have been listed on the Indonesia Stock Exchange during period 2011-2014. However, it is 

contrary to the results from research which conducted by R. Bintara (2018) that defined if the 

Capital Structure have a positive affect on Firm Value. 

 

Significant affect from Firm Size to Firm Value 

There has an impact of Company Size towards Firm Value. Meaning that the greater the 

firm size, the greater the firm value. These results was supported from the signaling theory 

which stated that when a company use an internal funds to finance its business it would 

appear as a positive signal. These research results were in line with the research from 

Prasetyorini (2013) which show that firm size has a positive and significant affect on firm 

value. However, the results of this research were in line with research by Dewi and Wirajaya 
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(2013) which stated that firm size had a significant affect on firm value which was 

unacceptable. 

 

Significant Affect from Profitability to Firm Value 

There has no correlation between Profitability and Firm Value. This result was contrary 

to the trade off theory whereas the companies tends to use internal funding. These results 

were in line with the research results from Dewi and Wirajaya (2013) which has resulted that 

profitability had a positive and significant affect on firm value. This result was opposites to 

the results of research from Firnanti (2008) which showed that profitability has a negative 

affect on firm value. 

 

Significant Indirect Effects of Firm Size and Capital Structure towards Firm Value 

There has no indirect effects between firm size and capital structure on firm value. 

These research results did not support the trade off theory which suggests that companies 

prioritize funding from internal funding. Based on these results, it shows that the firm size 

has no affect on firm value through the capital structure. These research results was contrary 

with the results of research which stated by Hermuningsih (2012) defined that firm size has a 

positive and significant affect on firm value through capital structure. 

 

Significant Indirect Effects Between Profitability and Capital Structure on Firm Value 

There has no significant indirect effects between profitability and capital structure on 

firm value. These results did not support the trade off theory which suggests that companies 

prioritize its funding from internal funding. Based on these research results, it shows that 

profitability did not have an affect on firm value through capital structure. These results were 

opposites with the results from Hermuningsih (2012) which stated that profitability has a 

positive and significant affect on firm value through capital structure. 

 

CONCLUSION AND RECOMMENDATION 

Conclusion 

Firm size has a significant affect on capital structure. The bigger the firm size, the 

bigger the company's capital structure would be; Profitability has a negative and significant 

affect on capital structure. The return which generated by the company has increased or could 

be said that the company tends to use more debt; Capital structure has no significant affect on 

firm value. The firm value will not affected by the use of company debt as a source of 

financing the company's operations; Firm size has a significant affect on firm value. 

Companies with large asset values will increase the firm value ; Profitability has no affect 

and insignificant to the firm value. The return value would not increase the firm value; There 

is no indirect effects between firm size and capital structure on firm value. Assets which has 

source from company debt will not affect the firm value . There is no indirect effects between 

profitability and capital structure on firm value. the return value and the amount of debt 

would have no affect in increasing the firm value. 
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Recommendation 

For further researchers, it is expected that they could carry out more varied research 

such as: a) the REO has a negative affect on DER, it could be done with a longer time gap in 

financial data so perhaps it would give different results; b) By adding another variables as 

independent variables that has an affect to the capital structure and firm value; As For 

automotive and its component manufacturing companies, there has ways that could be done 

in order to increase the firm value and capital structure such as; by increasing the firm size of 

the company (FS) through adding the company's current assets so the company's internal 

funds would increase then the company will use often its internal funds than the debt and also 

by increasing the company's profitability (ROE) through increasing the total equity and net 

income. Therefore it requires an effective and efficient management to manage all equity so it 

would resulted in higher profits. One of the efforts in increasing the net income is by 

increasing the sales. 
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