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Abstract— This study aims to analyze the effect of profitability, liquidity,
asset structure on capital structure with company size as a moderating
variable in Manufacturing companies on the Indonesia Stock Exchange
2019-2021. The population in this study are Manufacturing companies
on the Indonesia Stock Exchange 2019-2021 which have complete
financial reports. Meanwhile, the sample in this study is a manufacturing
company that has published financial reports for three years, namely
2019 to 2021. The analytical technique used is moderation of regression
analysis. The results of this study indicate that Profitability, Liquidity
and Asset Structure affect Capital Structure, and Company Size can
moderate Profitability, Liquidity and Asset Structure on Capital
Structure, with a contribution of 56.2% to Capital Structure.

Keywords— Profitability, Liquidity, Asset Structure, Company Size,
Capital Structure.

. INTRODUCTION

The development of globalization today has changed the
competition between businesses that do not have national borders
but are connected with each other. Advances in information
technology have successfully changed the way business is done
(Mukaromah & Suwarti, 2022). Companies on a global scale have
the power to dominate a country's market share. Increasing global
competition forces business leaders to increase productivity and
define business strategies to deal with global competition in order
for businesses to achieve optimal profits (Mukaromah & Suwarti,
2022). The development and competition in today's business
world are getting more and more intense. Businesses need much
effort and a precise strategy to win the business competition. This
competition requires companies to be able to operate better and
produce good products (Dewi, 2018). This condition is a
challenge that the company has to face in the process of carrying
out its operational activities. Therefore, businesses need to be able
to manage their finances to be able to continue to compete with
other businesses (Dewi, 2018).

Capital mobility is essential to broader economic growth,
which requires sustainable and successful business operations.
Profitable companies that need additional capital are often funded
by the owners (equity) of the company; however, companies often
borrow funds from a variety of sources to finance short- and long-
term projects. term. As a result, cash flows, reallocated from
claimants to equity, divide cash flows by allocating relatively
safer cash flows to creditors and riskier flows to creditors.
shareholders. The combination of debt and equity in a firm's
sources of capital is known as the firm's capital structure (Khaki

and Akin, 2020). External sources (external finance), i.e., funds
from additional equity investments or new stock issuance, bond
sales, and bank loans (Bambang, 2015:5 in Mukaromah and
Suwarti, 2022). The right combination in choosing the selected
capital source will be able to create an optimal capital structure,
which can become a solid foundation for the company to conduct
production and business activities and bring profits. optimal for the
company and its shareholders. By optimal capital structure, we
mean the capital structure that optimizes the balance between risk
and return in order to maximize the stock price (Mukaromah and
Suwarti, 2022). Capital structure is important in financing
industrial operations. The size of the capital structure is highly
dependent on the composition of the energy sources obtained from
outside or the internal industry, in the form of debt and equity. The
larger the capital deposited by the shareholders, the more freedom
it has to manage its operating needs since there are no obligations
to creditors. The components of equity or shareholder equity in the
industry in the form of a limited liability company (PT) include
contributed capital, share premium, retained earnings, and profit
for the year. The desire to achieve maximum capital structure has
been at the heart of scholars and experts (Nasar & Krisnando,
2020). According to Infantri (2016), capital needs are very
important in the construction and sustainable development of the
company, so financial managers must be very accurate and careful
in determining the capital structure. The way managers can do this
is to optimize the internal workings of the business and effectively
seek additional external capital, which allows the business to
reduce the cost of capital that it incurs. The company's internal
capital (internal financing) is the capital that the company obtains
from its operations in the form of retained earnings, while external
sources (internal financing) are the source of the company's
internal capital. principal provided by creditors or investors, so that
these funds can be said to be corporate debt or foreign capital.
Factors that need to be considered by companies that affect
capital structure, such as profitability, liquidity, and asset structure,
with firm size as a moderating variable, The first factor affecting
the capital structure is profitability. According to Mukaromah and
Suwarti (2022), profitability represents the company's ability to
profit from the results of its operations. Managers work efficiently
and effectively to reduce the cost of capital and minimize risk,
which can ultimately lead to increased profits. Businesses that
generate large profits will depend on retained earnings to finance
the business rather than using outside funds. This means that the
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higher a company's profitability is, the more likely it is not to use
debt to finance its operations. Therefore, companies prefer to use
retained earnings. Meanwhile, according to Gill et al. (2020), The
relationship between capital structure and profitability cannot be
ignored because an increase in profitability is necessary for the
long-term viability of a business. Since interest payments on debt
are tax deductible, additional debt in the capital structure will
increase the profits of the business. Therefore, it is important to
examine the relationship between capital structure and company
profitability in order to make the right capital structure decision.

The second factor affecting the capital structure is liquidity.
According to Dewi and Fachrurrozie (2021), liquidity is the
ability of a company to pay its obligations. This capacity is the
ability of the company to continue operating when it has to repay
its obligations, which will reduce the operating fund of the
company. This is measured by the amount of liquid assets held.
Companies with high liquidity will not use debt or issue new
shares, but will use internal funds in 2020 and 2021. As a result,
companies with high liquidity tend to finance their operations
using their internal funds. Meanwhile, according to Salam and
Sunarto (2022), liquidity is a ratio used as a benchmark to
measure a company's ability to meet its short-term obligations. A
high liquidity ratio indicates a better ability to meet the short-term
obligations of the company. So investors are not afraid that the
company will have difficulty fulfilling its obligations, and the
company will gain the confidence of investors to invest money in
the company. According to Mukaromah & Suwarti (2022),
liquidity affects capital structure. This is because firms that are
highly liquid have the ability to repay debt in the short term, so
they tend to decrease total debt, thereby reducing capital
structure. The higher a company's liquidity, the more likely it is
to pay its debts.

The third factor that affects capital structure is asset structure.
According to Nasar and Krisnando (2020), asset structure is the
determination of the amount to be allocated to each component of
an asset, both liquid and fixed assets. Companies with suitable
assets as credit collateral tend to rely more heavily on debt. The
measurement of asset structure can be done by looking at the ratio
of a company's fixed assets to the total assets of the company as
a whole. According to Mukaromah and Suwarti (2022), asset
structure affects capital structure because if a company has
financial difficulties in financing its business activities, the
company's managers can overcome the financial difficulties.
mutual support by using pledged fixed assets to borrow capital
from third parties. The higher the asset structure, the more debt
the company has to pay, so if the company's fixed assets increase,
the debt utilization efficiency is also higher. Furthermore, the
higher the level of security a company offers to its creditors, the
greater the amount of debt that creditors can grant to the company.

The fourth factor affecting capital structure is firm size. Firm
size is a moderately important variable in this study. Firm size is
a moderately important variable in this study. According to Nasar
and Krisnando (2020), firm size is the scale by which business
size can be classified. Companies with large total assets indicate
that the company has reached a stage of maturity; at this stage,
the company's cash flow is positive and is considered to have
good prospects for a relatively long time, and at the same time, its
business performance is relatively better. more stable and capable
of generating higher profits than firms with low total assets (Alber
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and Youssef, 2020). In this case, firm size can be a moderating
variable because the larger the firm, the more profitable it is
compared to the previous year. This means that the company's
profitability, liquidity, and asset structure increase. A business's
high breakeven value will reduce its use of debt so that it holds less
debt. Large companies have large assets, which means that they
can finance their operations using more internal funding sources
than external funding sources (Alber et al., Youssef, 2020).

Il.  LITERATURE REVIEW
Pecking Order Theory

The pecking order theory was discovered by Professor
Donaldson in 1961. The pecking order theory was then proposed
by Myers and Majluf in 1984. In a nutshell, pecking order theory
is a business based on the funding decision hierarchy. Companies
will tend to use internal funds first rather than external ones. If the
company's internal funds are insufficient, it will use external funds
as a source of financing. When a company's management needs
financing, it will tend to prioritize internal funding or its own funds.
If these options cannot be exercised, the company will resort to
external financing, namely issuing debt, a convertible bond, and
the final option that can be exercised, stock. popular vote (Dewi,
2018)

Meanwhile, according to Yildinm and Celik (2021), pecking
order theory is one of the structural theories that have been tested
in many different economies over the past 30 years. This theory
predicts the existence of a financial hierarchy and states that a
company will prioritize internal financial sources over external
sources when funding is needed. In terms of pecking order theory,
the firm's internal sources are preferred, or if external sources are
needed to finance the firm's operations, debt is chosen before
equity, so the order of financial resources is classified as retained
earnings, debt, and equity (Myers, 1984; 2001 in Nhung et al.,
2017). Powered by Albert and Youssef (2020). The pecking order
theory explains why debt makes up the majority of external
financing and why fewer loans will go to more profitable
businesses. And according to Mohammadi et al. (2020), owners-
managers prefer to use internal capital rather than external capital
for investment purposes, regardless of the size of the company.
When executives have more retained earnings than their
investment needs, the debt is paid off just to prevent outside
sources from using power over their business, even if In need of
external funding, external equity should be the last resort after
accounting for the effects of debt.

Based on the results of research conducted by several
researchers, there are differences in research results between one
researcher and another which is summarized in the Research Gap
table.

Variabel Variabel Dewi & Mukaromah Nasar & Cahyani Sari &
NO Independen Dependen Fachrurrozie | & Suwarti Krisnando | & Nyale Samin
P P (2021) (2022) (2020) (2022) | (2018)
1 Profitabilitas B B B - B
2 Likuiditas B B B B B
3 Struktur Aset Struktur B B B B B
4 | UPProfitabilitas | MOl ™ ™
5 UP*likuiditas M ™ M M
6 UP*Struktur Aset ™ M ™ ™

Source: Abstracted from various journals, 2022
Information:
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B = Influential

TB = Not Affected

TM = Not Moderating

M = Moderate

- = Not Testing Variables

Based on the descriptions of previous studies, this researcher
is interested in compiling a study with the title: "Effect of
Profitability, Liquidity, Asset Structure on Capital Structure with
Company Size as a Moderation Variable in Manufacturing
Companies in the Indonesia Stock Exchange 2019-2021".

Capital Structure

According to Sartono (2012:225) in the state of Nasar &
Krisnando (2020), capital structure is a balance between fixed
short-term debt, long-term debt, preferred stock, and common
stock. Meanwhile, according to Besley & Brigham (2012:205) in
Nasar & Krisnando (2020), capital structure is measured by
comparing total debt to total assets, reflecting the amount of debt
financing, both short-term and long-term debt, relative to total
assets.

Profitability

According to Mukaromah and Suwarti (2022), profitability
represents the company's ability to profit from the results of its
operations. Managers work efficiently and effectively to reduce
the cost of capital and minimize risk, which can ultimately lead
to increased profits. Businesses that generate substantial profits
will depend on retained earnings to finance the business rather
than using outside funds. This means that the higher a company's
profitability is, the more likely it is not to use debt to finance its
operations. Therefore, companies prefer to use retained earnings.
Liquidity

According to Dewi and Fachrurrozie (2021), liquidity is the
ability of a company to pay its obligations; capacity is the ability
of a company to continue operating when it is required to pay its
obligations, which will reduce the operating fund of the company.
current assets held Companies with high liquidity will not use
debt or issue new shares but will use internal company funds. As
a result, companies with high liquidity tend to finance their
operations using their internal funds.

Asset Structure

According to Nasar and Krisnando (2020), asset structure is
the determination of the amount to be allocated to each
component of an asset, both liquid and fixed assets. Companies
with suitable assets as credit collateral tend to rely more heavily
on debt. The measurement of a company's asset structure is done
by comparing its total long-term liabilities with the total assets
owned by the company. The measurement of asset structure can
be done by looking at the ratio of a company's fixed assets to the
total assets of the company as a whole. Meanwhile, according to
Panggabena et al. (2019), economic resources or assets held by a
company, both in the form of physical objects and powers of
attorney obtained in the past and expected to yield future benefits,
are called assets. Asset structure describes the portion of total
assets that can be used as collateral. In general, firms whose assets
can be used as debt collateral tend to use relatively larger debt.
Companies that have assets that can be used as collateral for loans
tend to be more debt-dependent. General-purpose property that
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can be used by many businesses can be good collateral, and vice
versa for special-purpose property.

Firm Size

Firm size is a moderately important variable in this study.
According to Nasar and Krisnando (2020), firm size is the scale by
which business size can be classified. Company size is only divided
into 3 types, which are:big companies, medium-sized companies,
and small companies. Companies with large total assets indicate
that the company has reached a stage of maturity; at this stage, the
company's cash flow is positive and is considered to have good
prospects for a relatively long time, while its business performance
is relatively better. stable and more likely to generate profits than
businesses with low total assets.

I1l. METHODOLOGY

This research uses a quantitative approach method. The
population taken is all manufacturing companies listed on the
Indonesian Stock Exchange (IDX) have published their financial
statements for the years 2019-2021. The method used in taking
samples is the purposive sampling method in accordance with the
sample criteria. The sample criteria used are as follows: 1)
Manufacturing companies listed on the Indonesian Stock Exchange
for 2019-2021. 2) Manufacturing companies have submitted
complete and continuous financial statements for 2019-2021. 3)
Manufacturing companies have submitted financial reports in
rupees for the year 2019-2021.

The data used in this study are the financial statements of the
manufacturing companies listed on the Indonesia Stock Exchange
(IDX) for the period 2019-2021. Financial statement data was
obtained from www.idx.co.id through the Indonesia Stock
Exchange office. The data sources used in this study are secondary.
Secondary data is data obtained indirectly or through an
intermediary (recorded and obtained from other parties). The type
of secondary data in this study is external data.

This study uses the following measurements:

TABLE 1. Measurement of Operational.

Variables Indicators Source
Capital Structure [DER = Total Debt / Total Equity (Nasar & Krisnando,
(DER) 2020)
Profitability (ROA) ROA = Net Profit / Total Assets %gga)tr & Krisnando,
- Current Ratio (CR) = Current Assets/ |(Nasar & Krisnando,
Liquidity (CR) |~ vent Liability 2020)
Asset Strcture IAsset Structure = Fixed Assets / Total |(Nasar & Krisnando,
IAssets 2020)
Firm Size (LN) Size = LN (Total Assets) %ggz;r & Krisnando,

IV. RESULT AND DISCUSSION
TABLE 1. Descriptive Statistic

Variable N Min Max Mean Standard

Deviation
ROA 250 | 0.0004 0.4163 0.78977 0.0814186
CR 250 | 0.0032 1.6285 0.543390 0.3100813
Asset Structure 250 | 0.0006 0.7904 0.372301 0.2095256
LN 250 | 25.0488 | 33.5372 | 29.016017 | 1.7808490
DER 250 | 0.03020 | 3.37130 | 0.8417868 | 0.63221316
Valid N (liswise) | 250

Source: data processed, 2023

From table 1 above, it can be seen that the data analyzed
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consisted of 255 — 5 samples of outlier data into 250 obtained
from the financial reports of 85 Manufacturing Sector
companies listed on the IDX for 3 years (2019-2021).
Profitability has a minimum value of 0.0004, a maximum
value of 0.4163, the average obtained is - 0.78977, and has a
standard deviation of 0.0814186. Liquidity has a minimum
value of 0.0032, a maximum value of 1.6285, an average of
0.543390, and has a standard deviation of 0.3100813. Asset
structure has a minimum value of 0.0006, a maximum value
of 0.7904, an average of 0.372301, and has a standard
deviation of 0.2095256. Firm size has a minimum value of
25.0488, a maximum value of 33.5372, an average of
29.016017, and has a standard deviation of 1.7808490. Capital
Structure has a minimum value of 0.03020, a maximum value
of 3.37130, an average obtained of 0.8417868, and has a
standard deviation of 0.63221316.

TABLE 2. Spearman rank heteroskedasticity Test

Variable Sig. Result
Equality 1
Profitability 0.138 There is no Heteroskedasticity

Liquidity 0.872 There is no Heteroskedasticity
Asset Structure 0.103 There is no Heteroskedasticity
Equality 2
Profitability 0.339 There is no Heteroskedasticity
Liquidity 0.980 There is no Heteroskedasticity
Asset Structure 0.409 There is no Heteroskedasticity
Firm Size 0.603 There is no Heteroskedasticity
Profitability*Firm 0.366 There is no Heteroskedasticity
Size

Liquidity*Firm Size 0.908
Asset Structure*Firm 0.473

Size
Source: data processed, 2023

There is no Heteroskedasticity
There is no Heteroskedasticity

In the test results table of Spearman rank
heteroskedasticity, it can be seen that the calculation results of
Equations 1 and 2 show that there is no heteroskedasticity,
when there is no small significance value (sig.) more than 0.05
(< 0.05). Therefore, we can conclude that there is
heteroskedasticity

TABLE 3. Multicollinearity Test

Variable Tolerance VIF
Profitability 0.973 1.027
Liquidity 0.812 1.231
Asset Structure 0.794 1.260

Source: data processed, 2023

Based on the results of the multicollinearity test, it shows
that there is no multicollinearity because all the generated
VIFs have values less than 10, and the tolerance value is
greater than 0.10. The maximum VIF value is 1.260 and is
always less than or equal to 10> 0.10. From these numbers, it
can be concluded that there is no multicollinearity, so the
equation is usable.

TABLE 4. Autocorelation Durbin-Watson Test

Adverb Durbin-Watson
Equality 1 2,060
Equality 2 2.074

Source: data processed, 2023

Based on Table 4, the results of the regression analysis in
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Formula 1 obtained a Durbin Watson value of 2.060 and
Formula 2 obtained a Durbin Watson value of 2.074. During
this time, the DU value is 1,808. Thus, Equation 1 yields the
value of DW = 2,060 between dU, ie 1.808 and 4 - dU, ie 4 -
1.808 = 2.192, ie 1,808 <; 2060<; 2.192 and Equation 2 the
value of DW = 2,074 is between dU, which is 1.808, and 4 - dU,
ie 4 - 1,808 = 2,192, which is 1,808 <; 2.074<; 2192. Thus, it
shows that the regression model of equations 1 and 2 is in the
non-autocorrelation region.

TABLE 5. Multiple Linear Regression Test Results - Equation |

Variable Regression Coefisient Sig.
Constant 0.467 0.000
Profitability -1.166 0.001
Liquidity 1.604 0.000
Asset Structure -1.088 0.000
Sig.F 0,000
Adjst. R Square 0,508

Source: data processed, 2023

Based on the results of multiple linear regression tests -
equation 1, it can be concluded that the constant value is 0.467.
The coefficient value of the profitability variable is 1.166. The
coefficient value of the liquidity variable is 1.604. The
coefficient value of the asset structure variable is 1.068.

TABLE 6. Moderate Regression Analysis (MRA) - Equation Il

Variable Regression Coeffisient Sig.
Constant -2.057 0.067
Profitability 0.397 0.477
Liquidity 10.086 0.000
Asset Structure -8.952 0.000
Firm Size 0.073 0.060
ROAx.SIZE -0.004 0.003
CR.X.SIZE -0.295 0.000
SAX.SIZE 0.270 0.001
Sig.F 0,000
Adjst. R Square 0,508

Source: data processed, 2023

Based on the results of the Moderate Regression Analysis
(MRA) test - equation 2, it can be concluded that the firm size
variable moderates the profitability variable with a regression
coefficient of 0.004 with a negative value. The variable firm
size moderates the liquidity variable with a regression
coefficient of 0.295 with a negative value. The firm size
variable moderates the asset structure variable with a positive
regression coefficient of 0.270

TABLE 7. Simultaneous F Test — Equation | & 2

Adverb Feount Slg
Equality 1 86.704 0,000
Equality 2 46.599 0,000

Source: data processed, 2023

Based on table 7, the significance value of F calculated in
equation 1 is 0.000 which is smaller than the significant level a
of 0.05. The conclusion is that Ho is rejected and Ha is accepted.
This means that the variables Profitability, Liquidity, Asset
Structure and Company Size, together affect the Capital
Structure. As well as the significance value of F calculated by
equation 2 of 0.000 which is smaller than the significant level a
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of 0.05. The conclusion is that Ho is rejected and Ha is
accepted. This means that the variables Profitability,
Liquidity, Asset Structure, moderated by the variable Firm
Size, together have an effect on Capital Structure.

TABLE 8. Determination Coefficient Test — Equations 1 and 2

Adverb Adjsted R Square
Equality 1 0,508
Equality 2 0,562

Source: data processed, 2023

Based on table 8, the Adjusted R Square Equation 1 value
is 0.508 (50.8%) which indicates that 50.8% of the Capital
Structure variable can be explained by Profitability, Liquidity,
Asset Structure and Company Size. While the remaining
49.2% is explained by other variables outside the research
model. Meanwhile, the test results for the coefficient of
determination in Equation 2 indicated by the adjusted R square
are 0.562. This can be interpreted that the variable Company
Size can moderate the variables Profitability, Liquidity and
Asset Structure able to explain the Capital Structure of 56.2%,
there is an increase of 5.4% from equation 1 of 50.8%, while
the remaining 43.8% is explained by the variable which were
not observed in this study.

TABLE 9. T Partial Test

Variable Thitung Sig.
Profitability -3.332 0.001
Liquidity 15.947 0.000
Asset Structure -7.224 0.000
Firm Size 1.889 0.060
ROAX.SIZE -3.022 0.003
CR.X.SIZE -4.579 0.000
SAX.SIZE 3.395 0.001

Source: data processed, 2023

In this research equation model is known at a significant
level of 5% or 0.05. Based on Table 9, the first equation model
above shows the results:

1. The statistical test results for the Profitability variable can
be observed with a t value of 3.332 with a significance value
of 0.001 <0.05, so it can be proven that H1 is accepted. This
means that the Profitability variable affects the Capital
Structure variable.

2. The statistical test results for the Liquidity variable can be
observed with a t value of 15.947 with a significance value of
0.000 <0.05, so it can be proven that H2 is accepted. This
means that the Liquidity variable affects the Capital Structure
variable.

3. The statistical test results for the Asset Structure variable
can be observed with a t value of 7.224 with a significance
value of 0.000 <0.05, so it can be proven that H3 is accepted.
This means that the Asset Structure variable affects the Capital
Structure variable.

4. The statistical test results for the Profitability variable can
be observed with a t value of 3.022 with a significance value
of 0.003 <0.05, so it can be proven that H4 is accepted. This
means that the variable Firm Size can moderate Profitability
on Capital Structure.

5. The results of the statistical test for the Liquidity variable
can be observed with a t value of 4.579 with a significance
value of 0.000 <0.05, so it can be proven that H5 is accepted.
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This means that the variable Firm Size moderates the effect of
Liquidity on Capital Structure.

6. The statistical test results for the Asset Structure variable can
be observed with a t value of 3.395 with a significance value of
0.001 <0.05, so it can be proven that H6 is accepted. This means
that the variable Firm Size moderates the influence of Asset
Structure on Capital Structure.

V. CONCLUSION

Based on the results of data analysis, the following conclusion
can be drawn
1. The results of the study state that the Profitability variable has
an effect on Capital Structure. Significant for the variable
Profitability on Capital Structure, amounting to 0.001, so that H1
is accepted. This means that Profitability affects Capital Structure.
2. The results of the study state that the Liquidity variable has an
effect on Capital Structure. Significant for the variable Liquidity to
Capital Structure, amounting to 0.000, so that H2 is accepted. This
means that Liquidity affects the Capital Structure.
3. The results of the study state that the Asset Structure variable
influences Capital Structure. Significant for the Asset Structure
variable to Capital Structure, is 0.000, so H3 is accepted. This
means that the Asset Structure affects the Capital Structure.
4. Company size can moderate the disclosure of Profitability on
Capital Structure. Significant for the variable Profitability with
Firm Size moderating Capital Structure, amounting to 0.003, so
that H4 is accepted. This means that Company Size can moderate
the disclosure of Profitability on Capital Structure.
5. Company size can moderate the disclosure of Liquidity on
Capital Structure. Significant for the variable Liquidity with Firm
Size moderating the Capital Structure, amounting to 0.000, so that
H5 is accepted. This means that Company Size can moderate the
disclosure of Liquidity on Capital Structure
6. Company size can moderate the disclosure of Asset Structure to
Significant Capital Structure for the Asset Structure variable with
Company Size moderating to Capital Structure, amounting to
0.001, so H6 is accepted. This means that Company Size can
moderate the disclosure of Asset Structure to Capital Structure.
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