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ABSTRACT 
 
The objectives of this research include: (1) analyze the direct effect of profitability on capital 
structure (2) analyze the direct effect of profitability on company value. (3) analyze the direct effect 
of capital structure on company value. (4) analyze the indirect effect of profitability on company 
value through the capital structure. This research is a type of causal associative research. The 
population of this research is entire Pharmaceutical Sector Companies Listed on the Indonesia 
Stock Exchange 2016 to 2019 period. Data analysis and hypothesis testing of this study were 
carried out using Path Analysis. Result research show (1) Profitability (ROE) has a positive and 
significant effect on Capital Structure (DER) (2) Profitability (ROE) has a negative and 
insignificant effect on Company value (PBV) (3) Capital Structure (DER) has a positive and 
significant effect on Company value (PBV) (4) Profitability (ROE) through mediation Capital 
Structure (DER) has a significant effect on Company value (PBV). 
 
Keywords: Profitability (ROE), Capital Structure (DER), Company value (PBV) 
 
 
INTRODUCTION 
 

Basically, every investor who invests their funds by buying company shares hopes to get 
maximum prosperity. The prosperity of these shareholders is reflected in the value of the company. 
The value of the company is the value given by stock market players to company performance 
(Tarjo, 2005). Company value is very important for investors as a reference for investing in the 
company. The value of the company that is formed through the stock market value indicator is 
influenced by several factors, one of which is profitability (Agnes, 2013). 

Profitability is the company's ability to earn profits with sales, total assets, and own capital 
(Sartono, in Mahpudin and Suparno, 2016: 59). Thus, long-term investors will be very interested in 
this profitability analysis. Profitability shows the company's ability to generate profits from the 
assets used. Profitability analysis provides supporting evidence regarding the company's ability to 
earn profits and the extent to which the company's management is effective (Smith and Skousen, in 
Mahpudin and Suparno, 2016: 59). 

The resulting profitability can affect company value. Profitability is the company's ability to 
generate profits (profitability) at the level of sales, assets, and share capital of the company (Hanafi, 
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2014). Company profitability is an important variable that companies consider when investing 
(Sujoko & Soebiantoro, 2007). A high level of profitability indicates that the company is 
performing well and has prospects in the future. Investors catch this as a positive signal and respond 
by buying the company's shares. The more investors who are interested in buying the company's 
shares, the impact on the increase in the company's stock price and the company's value will also 
increase. 

The results of research conducted by Anisyah and Purwohandoko (2017) found that 
profitability has a significant positive effect on company value. Research conducted by Mayogi and 
Fidiana (2016) found that profitability has a significant positive effect on company value. research 
conducted by Dhani and Utama (2017) found that Profitability has a significant positive effect on 
company value. research conducted by Suffah and Riduwan (2016) found that Profitability has a 
significant positive effect on company value. Other than that, research conducted by Muvidha and 
Suryono (2017) found that profitability has a significant positive effect on company value. Different 
findings made by Repi, Murni, and Adare (2016)found that Profitability has no significant effect on 
company value. 

Apart from profitability, capital structure is also one of the factors that can affect company 
value. According to Brigham and Houston (in Anisyah and Purwohandoko, 2017: 37), the use of 
debt at a certain level will be able to reduce the company's capital costs because the cost of debt is a 
reduction in corporate taxes and can increase the share price. Additional debt in the right proportion 
can achieve an optimal level of capital structure and will be able to increase company value. To be 
able to increase company value, management must be able to determine the optimal capital 
structure that can be used by the company. Because each source of funds has a capital cost, the 
optimal capital structure is a capital structure that minimizes the company's capital costs. 

The results of previous research conducted by Pratiwi, Yudiaatmaja, and Suwendra (2016) 
found that Capital structure has a positive and significant effect on company value. There are also 
results from research conducted by Rumondor, Mangantar, and Sumarauw (2015) that found that 
Capital structure has a significant positive effect on company value. 

While the opposite findings were made by Anisyah and Purwohandoko (2017) who found 
that Capital structure does not affect company value. Research conducted by Dhani and Utama 
(2017) Capital structure has a negative and insignificant effect on company value. Research 
conducted by Yuniyanti, Topowijono, and Sulasmiyati (2016) found that Capital structure has a 
significant effect with a negative value on company value. 

In practice, apart from affecting company value, profitability can also affect the company's 
capital structure. Research results from Thaib and Dewantoro (2017) found that Profitability has a 
positive and significant effect on Capital Structure. In addition, research from Musabbihan and 
Purnawati (2018) found that profitability has a positive and significant effect on capital structure. 
The findings differ from research conducted by Hermuningsih (2012) that profitability has a 
negative and significant effect on capital structure. Research conducted by Astohar (2017) found 
that profitability does not have a significant effect on capital structure. Likewise, research findings 
from Agustia (2012) Profitability have no significant effect on capital structure. 

Capital structure is known as a way to show outsiders or potential investors stability and 
growth prospects, especially at the level of profitability that the company will achieve in the future. 
Capital structure is important because it can affect company value either directly or indirectly 
(Ross, 1977). Thus, the capital structure has a role in influencing the relationship between 
profitability and company value. The capital structure will strengthen this relationship if the capital 
structure decision is responded to as a positive signal by the public, especially investors. 

One way to measure the capital structure is by using the Debt Equity Ratio (DER). 
According to Harahap (2009), "Debt to equity ratio is a ratio that describes the extent to which 
owner's capital can cover debts to outsiders, so the smaller this ratio the better". The capital 
structure decision will have a big impact on the company, whether the capital structure succeeds in 
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being a lever (leverage) or will it actually increase the company's burden from the risks it causes. 
The trade-off model explains that the optimal capital structure is determined by balancing tax 
advantages with the cost of financial distress from additional debt so that the costs and benefits of 
additional debt are traded off with each other. (Brealey and Myers in Husnan, 2004). 

Previous research that positions capital structure as an intervening variable on the 
relationship between the effect of oversight and company value shows different results. Research 
conducted byNopiyanti and Darmayanti (2016) with the results of research that profitability has a 
positive effect on company value, capital structure has the potential to strengthen the relationship 
between the effect of profitability on company value (Homologizer Moderator). Anggraini (2017) 
with the results of research on profitability and capital structure harms company value, capital 
structure strengthens the relationship between the effect of profitability on company value (Pure 
Moderator). Berliani (2018) with the results of research on profitability has a positive effect on 
company value and capital structure does not affect company value, capital structure acts as a 
predictor variable. Munthe (2018) with the results of research that profitability has a positive effect 
on company value, capital structure has a positive effect on company value, 

Based on the formulation of the problem above, the objectives of this study include: 
1) Analyze the direct effect of profitability on the capital structure 
2) Analyze the direct effect of profitability on company value 
3) Analyze the direct effect of capital structure on company value 
4) To analyze the indirect effect of profitability on company value through the capital structure of 

Pharmaceutical Sector Companies Listed on the Indonesian Stock Exchange. 
 
THEORITICAL 
Profitability 

Profitability is an important factor that must be considered for the continuity of the company 
because to carry out its operational activities the company must be in a profitable state. According 
to Sudana (2009: 25), the profitability ratio measures the company's ability to generate profits by 
using the sources owned by the company, such as assets, capital, or company sales. 
Kasmin (2010: 198) explains the goals and benefits of profitability ratios not only for business 
owners (management) but also for parties outside the company: 

The profitability objectives include the following: 
1) Measuring or calculating the profit earned by the company in one period. 
2) Assess the company's profit position from the previous year to the current year. 
3) Assess the progress of profit over time. 
4) Assessing the amount of net profit after tax with your own capital. 
5) Measuring the productivity of all company funds that are used both for loan capital and for own 

capital. 
6) Measure the productivity of all company funds that are used both for their own capital. 
How to measure the profitability ratio, 
 

Return on Equity (ROE) = Earning after taxes/Total equity 
 

ROE is needed by investors to measure the company's ability to obtain net income related to 
dividends. The choice of ROE as a proxy for profitability is because ROE shows that the higher 
ROE shows the more efficient the company is in using its own capital to generate profits for 
investors invested in the company (Horne and John, 2005). 
 
 
 
 

http://www.ijiset.com/


IJISET - International Journal of Innovative Science, Engineering & Technology, Vol. 8 Issue 7, July 2021  

ISSN (Online) 2348 – 7968 | Impact Factor (2020) – 6.72 

www.ijiset.com  

392 
 

Capital Structure 
Every company in carrying out its activities always strives to maintain its financial balance. 

Capital structure is associated with profitability. The company's capital structure is the composition 
of debt to equity. Funds originating from debt have a cost of capital in the form of interest costs. 
Funds that are of equity origin have a capital cost in the form of dividends. The capital structure 
describes the company's permanent financing consisting of long-term debt and equity. If the actual 
(realized) debt is below the target, the loan needs to be added. However, if the debt ratio exceeds 
the target, the company must sell its shares (Margareta, 2005: 119). 

According to Riyanto (2008: 189), capital structure is a demonstration or comparison 
between foreign (long-term) capital and its own capital. The capital structure reflects the company's 
policy in determining the type of securities to be determined. Meanwhile, according to Margaretha 
(2005: 119), the capital structure describes the company's permanent financing consisting of long-
term debt and equity.  According to Sartono (1996: 295), the debt to equity ratio (DER) emphasizes 
the percentage of provision of funds by shareholders to lenders, the higher the DER ratio, the lower 
the company's funding provided by shareholders. Debt to Equity Ratio is a ratio that describes debt 
with equity in company funding and shows the ability of the company's own capital to meet its 
obligations. Debt to Equity Ratio is one of the leverage ratios which aims to measure the ability of 
own capital which is used as collateral for the overall debt of the company. 

Trade-off theory (Myers, 1984) states that a proper capital structure is beneficial for 
increasing capital from liabilities as a tax shield and reducing agency costs from the director's 
prudent operations because the company has an obligation to pay principal and interest. If the 
company cannot pay its debts, it may be forced to go bankrupt. This situation means reducing free 
cash flow for the directors without increasing the firm's value. Trade-Off Theory explains that the 
increase in company value is caused by the position of the capital structure being below the optimal 
point and increasing debt. Conversely, the decline in company value is caused by the position of the 
capital structure being above the optimal point. Therefore, if the target point for optimal capital 
structure has not been met. 

Myers and Majluf (1984) put forward the pecking order theory for the first time, they 
establish a sequence of funding decisions where managers will first choose to use their own capital, 
retained earnings, then debt, and external as the last option. The pecking order theory explains why 
companies have a preference order in choosing funding sources. Profitable companies generally 
borrow in small amounts, this is mentioned because they require little external financing. Less 
profitable companies tend to have greater debt because internal funds do not cover their needs and 
because debt is the preferred external source. 
 
Company Value 

The purpose of the company according to Sudana (2009) has the aim of maximizing profits, 
but the goal of maximizing profit is considered inappropriate as a basis for decision-making in the 
financial sector, finance experts formulate the normative goal of a company is to maximize 
company value. Therefore, company value is very important because it reflects the company's 
performance which can affect investors' perceptions of the company. If the company value is good, 
then the company's performance is good because the company value reflects a company's condition. 

Company value is the market value of debt plus equity market value. Debt is a promise from 
the borrowing company to pay back an amount of money on a certain date. Claims of shareholder 
rights to company value are the residual value after the rights of the debt securities holders have 
been paid. If the company value is of the amount promised to the debt securities holders, the 
shareholders will not get anything. The higher the stock price, the higher the company value. A high 
company value is the desire of company owners because a high value indicates that the 
shareholder's prosperity is also high. The wealth of shareholders and the company is represented by 
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the market price of the shares which is a reflection of investment, financing, and asset management 
decisions (Rodoni, A, et al. 

In this study, the author's measure company value using Price Book Value (PBV) because 
Price Book Value (PBV) is widely used in making investment decisions. Based on the approach to 
the concept of market value or Price to Book Value, stock prices can be found to be above or below 
their book value. Basically, buying shares means buying the prospect of the company. A high PBV 
will make investors confident about the company's prospects. Therefore, the existence of the PBV 
ratio is very important for investors and potential investors to make investment decisions (Septia, 
2015: 10). 
 
Hypothesis Development 

According to Sugiyarso and Winarni (2005) profitability is the company's ability to earn 
profits concerning the sale of total assets and its own capital. A profitable company will allow it to 
have more retained earnings. Profitable companies do not need excessive external funding (Myers 
in Atiyet, 2012). Research conducted by Al-Sakran (2001) shows that profitability harms capital 
structure. Likewise, research conducted by Indrajaya et al. (2011) concluded that profitability has a 
negative and significant effect on capital structure. 
H1: Profitability has a negative and significant effect on capital structure in Pharmaceutical Sector 
Companies Listed on the Indonesian Stock Exchange. 

In the signal theory framework, it is stated that the company's incentive to provide 
information is due to information asymmetry between company managers and outsiders because 
company managers know more about the company and its prospects than outsiders (Wolk et al., 
2000). The signaling theory states that investment spending provides a positive signal about the 
company's future growth, thereby increasing stock prices as an indicator of company value 
(Hasnawati, 2005). An increase in debt is interpreted by outsiders as the company's ability to pay 
future obligations or there is a low business risk, this will be responded to positively by the market 
(Brigham and Houston, 2011). 

This concept is supported by research conducted by Anisyah and Purwohandoko (2017:42), 
which shows that profitability has a significant positive effect on company value. Dhani and Utama 
(2017: 143), results show that profitability has a significant positive effect on company value.  
H2: Profitability has a positive and significant effect on company value in Pharmaceutical Sector 
Companies Listed on the Indonesian Stock Exchange. 

According to Brigham and Houston (2011), business risk is the uncertainty regarding the 
projected return on assets in the future. Companies that have high business risk because the funding 
decision they choose causes the value of the company to fall in the eyes of investors who consider 
when there is a risk of bankruptcy, most of the company's assets will be sold to pay off large debts 
rather than to return the value of shares invested by investors. 

Based on research results from Efni (2011), and Pagach and Warr (2010), business risk 
harms company value. This means that the more the company's business risk increases, the 
company's value will decrease.  
H3: Capital structure has a negative and significant effect on company value in Pharmaceutical 
Sector Companies Listed on the Indonesian Stock Exchange. 

Increased profitability show there is a company prospect from the company so that creditors 
and investors will respond as a positive signal and the value of the company will increase (Sujoko, 
in Astohar, 2017: 24). Supported by research conducted by Musabbihan and Purnawati (2018 :), 
and Hermuningsih (2012), state that capital structure can mediate the effect of profitability on 
company value. 
H4: Capital structure can mediate the effect of profitability on company value in Pharmaceutical 
Sector Companies Listed on the Indonesia Stock Exchange. 
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Conceptual Framework 
 

The following is a conceptual framework for research 
 
 
 
 
 
 

Figure 1. Conceptual Framework 
 
METHODS 

This research is a type of quantitative research. In terms of the level of explanation, this 
research is causal associative research. The population of this research is entire pharmaceutical 
Sector Companies Listed on the Indonesia Stock Exchange 2016 to 2019 period. Profitability is a 
measure of a company's ability to generate profits with its own total capital used. Profitability is 
measured by return on equity (ROE) where this ratio shows the level of investment efficiency that 
appears in the effectiveness of capital management itself (Mayogi and Fidiana, 2016). 

In this study, the measurement of capital structure used is the debt to equity ratio (DER). 
DER is a ratio that shows the relationship between the number of long-term loans provided by 
creditors and the amount of equity provided by shareholders. This usually measures the financial 
leverage of a company (Syamsuddin in Pasaribu, et al, 2016). Company Value is proxied by Price 
Book Value (PBV), where this ratio shows the comparison between the market price per share, 
book value per share (Suroto, 2016). Data analysis and hypothesis testing of this study were carried 
out using Path Analysis. In this study, data analysis tools used path analysis, according to Ghozali 
(2018) which is an extension of multiple linear regression analysis, or Path analysis is an extension 
of regression analysis to estimate the quality relationship between predefined variables based on 
theory. 

 
RESULTS  

Based on the results of statistical analysis with Path Analysis with SPSS, The results of 
hypothesis testing can be formulated as follows: 
 

Table 1. Results of the Research Model Hypothesis 

Model Coefficient T-Statistic P-Value Information 

ROE -> DER 0.497 3.534 0.001 Accepted 

ROE -> PBV -0.337 -2.203 0.034 Rejected 

DER -> PBV 0.134 2.693 0.455 Rejected 

ROE_DER -> PBV 0.0059 -0.716 0.366 Accepted 
 

Based on the results of the calculation table 4.6. above, the variable estimation results are 
obtained profitability has a positive path coefficient of 0.497, so any increase in ROE tends to 
increase DER with a significance value of 0.001 which is smaller than the significance of 0.05 
which means significant. This means that hypothesis 1 is accepted. The results show that RoE has a 
positive and significant effect on DER. 

Company Value 
(PBV) 

 

Capital Structure 
(DER) 

Profitability  
(ROE) 
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The result of the variable estimate that Profitability has a negative path coefficient of -0.337, 
so any increase in ROE tends to increase PBV with a significance value of 0.034 which is lower 
than the significance of 0.05. This means that hypothesis 2 is rejected. The results showed that RoE 
had a negative effect on PBV. 

Variable estimation result that profitability has a positive path coefficient of 0.123, so each 
increase in DER tends to increase PBV with a significance value of 0.455 which is biger than the 
significance of 0.05 which means not significant. This means that hypothesis 3 is rejected. The 
results showed that DER had a positive and no significant effect on PBV. 

Variable estimation result profitability has a negative path coefficient of 0.0059, so any 
increase in ROE tends to decrease PBV because of the effect DER that weakens that influence. As 
for the significance value of 0.366 is higher than the significance of 0.05 which means not 
significant. This means that hypothesis 4 is rejected. The results show that DER could not mediate 
the effect of RoE on PBV. 

 
 
DISCUSSION 
Effect of Profitability (ROE) on Capital Structure (DER) 

The results showed that profitability has a positive and significant effect on the Capital 
Structure (DER). The results of this test do not prove the previous hypothesis which states that 
profitability has a significant and negative effect on Capital Structure (DER). 

This finding indicates that pharmaceutical companies are classified as large, well-
established companies so that it is easier to obtain capital in the capital market even though their 
profitability is in a low state. Pharmaceutical companies have more access or an extensive network 
in the capital market, have greater flexibility so that they are more able to obtain funds for company 
operations. 

The results of this study are different from the results of research conducted by Al-Sakran 
(2001) which show that profitability harms capital structure. Similarly, the research conducted by 
Indrajaya, et al (2011) with the conclusion that profitability has a negative and significant effect on 
capital structure. 

 
Effect of Profitability (ROE) on Company Value (PBV) 

The results of the study show that Profitability (ROE) has a negative and insignificant effect 
on Company Value (PBV). The results of this test do not prove the previous hypothesis which states 
that profitability has negative effect on Capital Structure (DER). 

Based on the profitability (ROE) of pharmaceutical companies, the average value is 0.16, 
this means that the company's profitability is still low and has a high-risk premium, so even if it is 
increased it will not judge the company to be good. 

This finding is not in line with research conducted by Anisyah and Purwohandoko 
(2017:42), showing that profitability has a significant positive effect on Company Value. Dhani and 
Utama (2017:143), the results of the study show that profitability has a significant positive effect on 
Company Value. 

 
The Effect of Capital Structure (DER) on Company Value (PBV) 

The results showed that the capital structure (DER) had a positive and significant effect on 
Company Value (PBV). The results of this test do not prove the previous hypothesis which states 
that capital structure (DER) has not significant effect on Company Value (PBV). 

Corporations need capital to grow and develop. Part of the capital can be provided from 
internal company resources such as retained earnings which are derived from company profits and 
are not shared among shareholders. The remaining capital can be borrowed or provided from the 
capital market. Managers must develop efficient debt policies to deal with appropriate financial 
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problems. Debt policy is related to Company Value. In short, the relationship between capital 
structure and corporate value shows a positive relationship. The capital structure, especially long-
term loans and total debt, has a positive relationship with company performance. 

This study is in line with the research of Sukirni (2012), Mardiyati, et al., (2012), and Rizqia 
et al., (2013) which state that debt policy has a significant positive effect on Company Value. In line 
with Asrida (2015) which shows that debt policy has a significant effect on Company Value. 
 
The Effect of Profitability (ROE) on Company Value (PBV) through Capital Structure 
(DER). 

The results showed that the Capital Structure (DER) could not mediate the effect of 
Profitability (ROE) on Company Value (PBV). These results do not prove the previous hypothesis 
which states that Capital Structure (DER) can not mediate the effect of Profitability (ROE) on 
Company Value (PBV). 

These results indicate that shareholders consider that the existing share capital structure has 
not been able to significantly increase the company's ability to generate profits to increase Company 
Value. Although structural capital can increase the company's profit-generating ability, the effect is 
very small, only 0.0576 to increase Company Value. 

The results of the study do not support previous research conducted by Musabbihan and 
Purnawati (2018), and Hermuningsih (2012), which found that capital structure can mediate the 
effect of profitability on Company Value. 
 
CONCLUSIONS 

Based on the results of research and discussions that have been carried out, several 
conclusions can be drawn, namely: 
1) Profitability (ROE) has a positive and significant effect on the Capital Structure (DER)  
2) Profitability (ROE) has a negative and insignificant effect on Company Value (PBV)  
3) Capital Structure (DER) has a positive but insignificant effect on Company Value (PBV)  
4) Capital Structure (DER) does not mediate the effect of Profitability (ROE) on Company Value 
(PBV).  
 
RECOMMENDATION 
 

Related to some research conclusions, the following suggestions can be made: 
1) Research shows that the profitability variable has a significant effect on Company Value. 

Therefore, shareholders must pay attention to this profitability variable because it not only 
provides welfare to shareholders but can also be used by management to reduce agency 
problems. 

2) The next variable that affects the value of the company is the capital structure or debt policy so 
that investors can consider these factors as a measure in making investment decisions. This is 
because the debt policy variable can be used as an indication of the preferences of capital market 
players and investors need to pay attention when they want to become shareholders of these 
companies. 

3) For investors who want to invest, before investing, they should first research the information that 
has been published by the company which will be used as a guide in making investment 
decisions. In this case, potential investors must pay attention to the company's performance 
which can be seen through the development of company value and company profitability from 
year to year so that confidence can be obtained that the company has better prospects and is 
feasible as a place to invest. 
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