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Abstract

This study aims to evaluate and analyze the impact of growth and the relationship between capital
structure and company growth with profitability and company value in the context of manufacturing
companies listed on the Indonesia Stock Exchange. The data used are secondary in the form of debt-to-
equity ratio, return on equity, and price book value. The data is sourced from the financial statements of
manufacturing companies listed on the Indonesia Stock Exchange for 2019-2022 with a sample of 28
manufacturing companies. Data analyzed using a path analysis model is used to analyze the pattern of
relationships between variables to determine the influence of the independent variable on the dependent
variable. The results showed that the influence of the variable debt to equity ratio on return on equity
was significant, the effect of the variable of company growth on profitability return on equity was
significant, the influence of the variable capital structure debt to equity ratio to the value of the company
price book value was insignificant, the influence of the variable of company growth on the value of the
company was not significant, and the effect of profitability variables on company value is significant.
The originality lies in the comprehensive merging of two important aspects in the management of the
enterprise: factors that affect profitability and factors that affect the value of the company. It not only
identifies problems and challenges that the company may face but also provides a set of concrete
solutions and actions to be taken to address those problems. In addition, it emphasizes the importance
of integrating financial and operational aspects in growth planning and risk management. Thus, it can
create a balanced framework to help companies achieve sustainable profitability and optimal long-term
value.
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INTRODUCTION

The use of appropriate capital structures can help a company significantly increase its profitability
(Hamid et al., 2015) (Serghiescu &; Vaidean, 2014) . Good management in managing debt and equity
can be the key to increasing profitability through an efficient capital structure (Cuevas-Vargas et al.,
2021). A balanced capital structure between debt and equity can open up opportunities for cost savings
and increased net profit (Kruk, 2021). The selection of good funding sources in the capital structure can
provide a strong competitive advantage in generating profits (Ronoowah &; Seetanah, 2022).
Companies that understand well the risks and returns of their capital structure can achieve sustainable
profitability (Kulikov et al., 2023). By optimizing the capital structure, the company can experience
stable and sustainable profit growth (Alam &; Zeesha, 2021).

A good capital structure can significantly increase the value of a company by optimizing the use
of financial resources (Ahmed et al., 2023). By choosing the right combination of debt and equity, a
company can increase the value of its assets sustainably (Hermundsdottir &; Aspelund, 2021). A
balanced capital structure can help companies reduce capital costs and improve operational efficiency,
which has a positive impact on company value (Luo &; Jiang, 2022)(Bui &; Nguyen, 2023). The use
of a good capital structure can increase a company's attractiveness in the eyes of investors and
shareholders, which in turn increases stock price and market value (Bui &; Nguyen, 2023). Companies
that understand the risks and returns of their choice of capital structure can create strong long-term value
(Dao & Ta, 2020). A flexible capital structure can also allow companies to adapt to market and economic
changes, which can increase the overall value of the company (Nenu et al., 2018).

Sustainable growth can open up new opportunities and increase revenue, which in turn increases
the profitability of the company (Bhattacharya et al., 2023). Companies that successfully expand their
market share and products tend to experience a significant increase in profits (Islami et al., 2020). With
growth, companies can gain greater operational efficiencies, leading to increased profit margins
(Handoyo et al., 2023). Growth can also assist companies in achieving higher economies of scale, which
often have a positive impact on profitability (Mansikkaméki, 2023 ) (Tippmann et al., 2023). Investment
in research and development and expansion into new markets can improve a company's long-term
profitability (Tippmann et al., 2023). The growth of a company can attract the interest of investors and
potential shareholders, which can have a positive impact on the stock price and valuation of the
company.

Sustainable company growth can significantly increase company value by increasing assets,
revenue, and market share (Aydogmus et al., 2022). Investment in the expansion of new products or
services can create sustainable growth opportunities, which has a positive impact on a company's
valuation. Companies that successfully expand into new regions or markets often see a significant
increase in company value (Farida &; Setiawan, 2022). Growth can strengthen a firm's bargaining power
in the market, increase profitability, and ultimately lift the value of the firm (Cronqgvist et al., 2015).
Companies that successfully attract new customers and retain old customers usually experience an
increase in company value due to stable cash flow (Alkitbi et al., 2021). Growth can be an attraction for
potential investors and shareholders, which can drive up share prices and company valuations (Cronqvist
etal., 2015).

But in reality: Too high a capital structure can result in heavy interest expenses, hurt liquidity,
and ultimately damage the value of the company (Kedzior et al., 2020; Kim et al., 2023); the Higher
capital structure can disrupt a company's profitability due to high-interest payments (Agathokleous,
2022; Dwivedi et al., 2023); Although high company growth can increase company value, unsustainable
or too fast growth can also cause pressure on the company's operations and finances, which can reduce
the long-term value of the company (Bocken &; Short, 2021a); Too fast a company's growth can result
in pressure on a company's resources and operations, which can ultimately hurt its profitability (Struckell
et al., 2022; German-Soto & Sanchez-Hiza, 2021); High profitability does not necessarily mean high
firm value, as other factors such as risk and competition can also affect the assessment of firm value
(Suhadak et al., 2019; Islami et al., 2020).

This research is important because it can provide a better understanding of how capital structure policies
and company growth rates can affect profitability and company value in Indonesia's manufacturing
sector, which in turn can provide valuable guidance for company management, shareholders, and
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regulators to make more effective decisions in managing and growing businesses and designing policies
that support economic development nationally.

The purpose of this study is to identify and analyze the relationship between capital structure, company
growth, profitability, and company value in manufacturing companies listed on the Indonesia Stock
Exchange.

Literature Review

The company's financial management is an important aspect of ensuring operational continuity
and growth. One approach often used by companies to achieve growth is to leverage debt. Although the
use of debt can magnify profitability, it also carries significant risks. Reliance on debt is a financial
strategy used by companies to fund business growth and expansion. It involves the use of debt in the
capital structure of the company to obtain a higher yield than the cost of debt issued. Overleveraging is
a condition that arises when a company uses too much debt for its equity. Overleveraging results in
companies having high-interest expenses, which can reduce net income significantly (C. G. Li et al.,
2014). Large interest expenses can hinder a company's ability to invest or allocate resources to more
productive areas. A heavy debt burden can create financial stress on the company. If revenue is
insufficient to pay interest and principal, the company could face the risk of default or serious liquidity
problems. Overindebted companies may be limited in their ability to plan long-term investments or
business expansion. This can hinder the growth and innovation of the company. Overleveraging can
reduce investor and shareholder confidence, which can result in a decline in share price and a higher
cost of capital in the future (Gross et al., 2018).

To avoid the negative impact of overleverage, companies should look for alternative funding
sources such as equity shares, internal income, or venture capital to reduce dependence on debt. Before
taking on debt, companies should conduct a comprehensive risk analysis to understand its financial
consequences. The company must have an effective debt management strategy, including payment
planning and regular monitoring of its debt structure. Companies must continuously monitor financial
performance and be prepared to take corrective action if there are signs of overleveraging risk (Cingano,
2014).

The use of debt as a tool to achieve the company's growth and development goals is a common
practice in the business world. While it can provide benefits, such as accelerating growth and increasing
profits, keep in mind that excessive use of debt is also risky. The use of excessive debt is the practice of
companies that rely too much on debt as the main source of funding. The goal is to enlarge the capital
available for investment and growth. However, excessive use of debt can result in significant financial
risks (Arhinful &; Radmehr, 2023).

One of the main risks that arise from the overuse of debt is the risk of bankruptcy. If the company
cannot fulfill its debt repayment obligations, risks will occur. The use of high debt results in companies
having high-interest expenses. If the company's revenue is insufficient to pay this interest expense, the
company may experience serious financial difficulties (Yue et al., 2022). High debt repayment
obligations can put significant financial strain on a company. This can hinder a company's ability to
operate smoothly and invest resources in growth. The risk of bankruptcy can result in a decrease in the
company's liquidity, which can make it difficult to meet short-term and day-to-day operational
obligations. Excessive use of debt can limit a company's ability to invest in growth opportunities that
may arise, as most revenue must be allocated to servicing debt (Dwivedi et al., 2023).

To avoid the risk of bankruptcy and reduction in corporate value, the Company sought diverse
sources of funding, including equity, internal revenue, and other alternative approaches. The company
must have a wise debt management strategy, including the management of payment schedules and
regular monitoring of its debt structure. Companies must actively monitor their financial performance
and be ready to take corrective action in case of a decline in the ability to repay debts (Rasheed et al.,
2023)(Gennaro, 2021). In addition to the risk of bankruptcy, excessive use of debt can also reduce the
value of a company significantly. If financial risk or bankruptcy arises, the company's stock price can
drop dramatically. This will hurt shareholders and reduce the market value of the company. Companies
that are too heavily indebted will lose investor and shareholder confidence, which can affect credit
scoring and future borrowing costs (Habermann &; Fischer, 2023).
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METHOD

The location of the research was carried out on the Indonesia Stock Exchange by collecting data
through the Indonesian Capital Market Directory (ICMD) for 2019-2022.

Research Design

The data used are secondary in the form of debt-to-equity ratio (DER), return on equity (ROE),
and price book value (PBV). Data is sourced from the financial statements of manufacturing companies
listed on the Indonesia Stock Exchange.

Population and Sample

The study population is all manufacturing companies listed on the Indonesia Stock Exchange
according to the publication of the Indonesian capital market directory. The total population is 143
manufacturing companies.

The sampling technique used is purposive sampling type judgment sampling. The criteria used in
sampling are as follows:

Table 1.
Character Sample

Sample Characteristics Information
Manufacturing companies listed on the Indonesia Stock Exchange with the classification of the = 143
Indonesian capital market directory (ICMD) for 2019-2022
Manufacturing companies that do not publish complete financial statements from 2019-2022 33
Manufacturing companies that do not have a positive asset change value in 2019-2022 82
Number of samples 28

After using this method, it is known that the research sample is as many as 28 companies. The
companies that became the research sample are:

Table 2.
Nama Perusahaan

No Code No Code

1 AKPI 15 JPFA

2 AMFG 16 KAEF
3 ASII 17 KBLI
4 BATA 18 KBLM
5 BTON 19 KLBF
6 CPIN 20 MYOR
7 FASW 21 NIKL
8 GGRM 22 PBRX
9 HMSP 23 POLY
10 ICBP 24 CICY
11 IMAS 25 ROTI
12 INDF 26 ACID
13 INKP 27 TFCO
14 INRU 28 ULT]J

Data Analysis Methods

The path analysis model is used to analyze the pattern of relationships between variables to
determine the direct or indirect influence of a set of independent variables on the dependent variable.
The path analysis model is a set of hypothesized asymmetric relations among the variables (Parrefio et
al., 2021).
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RESULT AND DISCUSSION

Model the relationship between variables as shown below:

Capital Structure

Company Growth /21

Goodness of fit Chisquare: ,002
Sig: .964

Cmindf: .002

RMSEA: 000

TLI: 1,033

GFI: 1,000

AGFI: 1.000

Figure 1.
Model the relationship between variables

Company Value

Analysis Goodness of Fit

Based on the test criteria, Chi-square (x2), relative Chi-square (x2/pdf), RMSEA, GFI, AGFI,
TLI, and CFI above and the goodness of fit value of Amos for version 20 processing results can be
shown in the following table:

Table 3.
Evaluasi Goodness of Fit
Good fit Index Cut-off Value Model Results Information
Chi-square (X2) 0,002 good
Ralative Chi-square(X2/df <3,0 0,002 good
Probability > 0,05 0,964 good
RMSEA <0,08 0,000 good
GFI >0,90 1,000 good
AGFI >0,90 1,000 good
TLI >0,95 1,033 good
CFI >0,95 1,000 good

The cut-of-value and goodness of fit look all good criteria.

Model analysis of structural equations
Based on the results of the calculation of the regression coefficient, the following table is
presented:

Table 4.
Standardized Direct Effects (Group Number 1- Default Model)
PP DER ROE
ROE ,209 -,193 ,000
PBV ,021 ,009 ,893
Table 5.
Standardized Indirect Effects (Group Number 1- Default Model)
PP DER ROE
ROE ,000 ,000 ,000
PBV ,187 -,172 ,000
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Table 6.
Standardized Total Effects (Group Number 1- Default Model)
PP DER ROE
ROE ,209 -,193 ,000
PBV ,208 -,163 ,893
Table 7.
Regression Weights: (Group Number 1- Default Model)
g Estimste S.E. CR. P
ROE < --- DER -,193 -3,921 1,849 -2,121 ,034
ROE < --- PP ,209 22,405 9,738 2,301 ,021
PBV <---ROE ,893 ,285 ,014 20,310 HoEE
PBV < --- DER ,009 ,061 ,279 ,217 ,828
PBV < --- PP ,021 ,723 1,475 ,490 ,624

In Table 6, it can be seen that the influence of the DER variable on ROE has a standardized
estimate of -0.193, probability = 0.034< 0.05 shows that the effect of the DER variable on ROE is
significant.

The effect of company growth variables on ROE has a standardized estimate of 0.209, with
probability = 0.021 < 0.05 indicating that the effect of company growth variables on profitability (ROE)
is significant;

The effect of the capital structure variable (DER) on company value (PBV) has a standardized
estimate of 0.009 with probability = 0.828 > 0.05 indicating that the effect of the capital structure
variable (DER) on company value (PBV) is not significant;

The effect of the company's growth variable on the company's value has a standardized estimate
of 0.021 with probability = 0.624 > 0.05 shows that the influence of the company's growth variable on
the company's value is not significant; and

The effect of profitability variables has a standardized estimate of 0.893, with probability = 0.000
< 0.05 indicating that the effect of profitability variables (ROE) on company value is significant.

High profitability is not always a high company value, other factors such as risk and competition
affect the valuation of the Company's value. Diversifying a product portfolio can help reduce
dependence on one particular product or market that may be more vulnerable to risk (Arte &; Larimo,
2022). Conduct a careful business risk analysis to identify potential risks that could affect the Company's
profitability and value. Develop strategies to manage and mitigate risk. Need to innovate in products to
maintain competitiveness (Kuncoro &; Suriani, 2018)(Jin &; Choi, 2019). This can help increase market
share and profitability. Understand competitors well and plan effective strategies to deal with
competition that might affect company profitability (Islami et al., 2020) ( Farida &; Setiawan, 2022).
Review your company's operating costs and ways to reduce costs without sacrificing quality or
efficiency. Plan company finances carefully by considering various risks (Islami et al., 2020). Make sure
the company has sufficient reserves of funds to deal with unexpected situations. Review of product
pricing structure to ensure that prices reflect true value to customers and provide good profitability
(Gerpott &; Berends, 2022) (Wu et al., 2022). Know the intrinsic value of the company well, including
assets, debt, and other factors that affect the fundamental value of the company.

A company's growth too fast can result in pressure on resources and operations, which can
ultimately hurt its profitability. It is important to plan the growth of the company carefully, taking into
account the capacity of available resources, capital requirements, and their impact on operations. Ensure
strong financial management by managing cash flow well. This includes close supervision of expenses,
long-term financial planning, and efficient allocation of funds. Review available resources, including
manpower, infrastructure, and technology, and upgrade or modernize resources if needed (Verhoef et
al., 2021) (Kraus et al., 2022) . Growth will be more restrained by taking gradual measures. For example,
opening branches or gradually expanding products. Improve operational efficiency with better
processes, more advanced technology, and cost savings across the Enterprise (Practice, 2021). Ensure
the company has sufficient funding sources to support growth without putting too much strain on its
capital structure. This can be done by looking for suitable investors, loans, or other funding (Wang et
al., 2023) (Q. Li et al., 2023) . Carefully consider the opportunities and risks associated with rapid

INOVASI: Jurnal Ekonomi, Keuangan dan Manajemen = 862



Capital structure and company growth to profitability and
value of manufacturing companies
| Gede Sanica, | Made Suidarma, I. GA. Alit Sumantri, Putu Cita Ayu, | Dewa Nyoman Marsudiana

growth (Mercure et al., 2021). Perform a regular Strengths, Weaknesses, Opportunities, and Threats
(SWOT) analysis. Company management has the necessary experience and skills to effectively manage
rapid growth (Pedraza-Rodriguez et al., 2023)(Santos et al., 2021). Establish clear performance metrics
and continuously monitor company growth and its impact on profitability (Cardona &; Rey, 2008).
Always be ready to adapt and adjust growth plans in case of unexpected changes in market or business
conditions (Weber &; Dholakia, 1998) (Ramos-Hidalgo et al., 2022).

Unsustainable company growth can cause pressure on the company's operations and finances,
which can reduce the Company's long-term value (Bocken &; Short, 2021b). Create a measurable and
sustainable growth plan. Consider realistic growth targets that enable the company to manage growth
well (Carp et al., 2020)(Vukovié¢ et al., 2022). Review company resources, including manpower,
equipment, and infrastructure. Ensure the company has sufficient capacity to support planned growth
(Merino &; Carmenado, 2012) (Perifanis &; Kitsios, 2023). Improve operational efficiency by making
process improvements, automating routine tasks, and finding ways to reduce operational costs (Haleem
etal., 2021). Good financial management by carefully managing cash flow, identifying the right sources
of funding, and minimizing interest expenses (Salas-Molina et al., 2023). Consider diversifying products
will help mitigate risk with growth being too dependent on a single product or market. Keep a reserve
fund to deal with emergencies or uncertainties that may arise during the growth period. If growth is too
fast and unsustainable, consider controlling it by scaling operations or focusing on the most profitable
markets or products. The management team must have the experience and skills necessary to effectively
manage rapid growth (Hendry, 1984 )(Pedraza-Rodriguez et al., 2023) (Santos et al., 2021). Conduct
regular evaluations of company performance and establish clear performance metrics to measure the
impact of growth on the company's long-term value (Vuong &; Nguyen, 2022).

High capital structure can result in large interest expenses that disrupt company profitability
(Nguyen et al., 2023). Renegotiate corporate debt with lower interest rates or longer terms (Roberts &
Sufi, 2009). This can reduce the interest burden that the Company must pay (Beckmann et al.,
2022)(Delgado et al., 2023) . Review the company's capital structure and consider shifting the proportion
of share capital if possible to help reduce interest expense pressures (Ahmed et al., 2023). Efficient debt
management by managing interest and principal payment schedules and taking advantage of refinance
opportunities when interest rates fall (To et al., 2013). Looking for alternative sources of funding other
than debt, such as equity investments or funding from venture capitalists, to reduce dependence on debt
(Bollaert et al., 2021). Make efforts to increase the company's profitability through increased sales,
operational efficiency, and good cost management. Review all debt-financed investments (Nazir et al.,
2021). Ensure that the investment generates returns high enough to compensate for interest costs (Hiegel
et al., 2023). Carefully maintain the company's liquidity to ensure it has enough funds to meet interest
payment obligations (Karim et al., 2021). If possible, consider gradually reducing corporate debt by
prioritizing debt repayment ahead of schedule (OECD, 2021). If the capital structure is very complex,
consider consulting a financial expert or financial consultant who can provide more specific advice.
Consider the long-term impact of financial decisions, including the impact of capital structure, in the
Company's financial planning (Anozie et al., 2023 ) (Bui &; Nguyen, 2023).

Too high a capital structure can result in heavy interest expenses, hurt liquidity, and damage
company value (Huang et al., 2023). Consider renegotiating debt at a lower interest rate. Looking for
alternative sources of funding other than debt. This can be obtained capital from equity investors,
venture capitalists, or get funding through stocks. Improve the company's cash management by
optimizing cash flow in and out. This can help reduce liquidity pressure. The company's business plan
needs to be reviewed and ensure the expected growth matches the company's financial capacity.
Evaluate the company's operations to reduce operational costs without sacrificing quality or
productivity. Make sure debt payments are always on time to avoid fines and additional fees that can
increase interest expenses (Hartley &; Kallis, 2021). Identify and manage risks associated with high
capital structure (Nenu et al., 2018). Anticipate possible changes in interest rates or changes in market
conditions. It is important to always plan and manage the capital structure carefully to ensure that the
company remains financially sound and can achieve optimal value (Thi Mai Nguyen et al., 2023).
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CONCLUSION

Profitability is not the only factor that determines a company's value. Risk, competition,
operational efficiency, and management strategy also matter. In the face of rapid growth, careful
planning, good financial management, as well as an understanding of risk. Product diversification, cost
management, and competitor evaluation are also keys to long-term success. In addition, flexibility and
periodic performance monitoring are important for sustainable growth and profitability.

Sustainable company growth requires a measurable growth plan, smart resource management,
operational efficiency, and accurate financial management. Product diversification, reserve funds, and
regular performance monitoring are also important.

A high capital structure can increase interest expenses and disrupt a company's profitability. The
solution is to review debt, review capital structure, and efficient debt management. It is also important
to increase profitability, evaluate investments with debt, and maintain liquidity.

High capital structure can hurt companies with heavy interest expenses, and low liquidity.
Therefore, it must find alternative funding sources, good cash management, operational evaluation to
save costs, timely debt repayment, and manage risks related to capital structure.
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