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ABSTRACT  

 

The purpose of this study is to obtain empirical evidence regarding the effect of firm size, leverage, liquidity, dividend policy, 

company growth, and institutional ownership on firm value. This study also aims to determine the indirect effect of firm size and 

leverage on firm value through profitability. This study uses 33 manufacturing companies listed on the Indonesia Stock Exchange. 

This study uses the last three years from 2019 to 2021 and was selected using a method of purposive sampling. In order to conduct 

the analysis, multiple regression methods were used. The results of this study prove that profitability has a positive effect on firm 

value. Firm size, leverage, liquidity, dividend policy, company growth, and institutional ownership do not affect firm value. 

Profitability can mediate the influence of leverage on firm value, but profitability is unable to mediate the effect of firm size on 

firm value. 
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INTRODUCTION 

 

For companies, maintaining and improving financial performance is a must so that these shares remain in demand by investors. To 

assist investors in making investment decisions, companies need to carry out accounting financial reports that provide information 

about the company's financial performance which can be seen from the results of financial reports. The financial statements issued 

by the company are a reflection of the company's financial performance. In maintaining its business development, a company tries 

to always increase the value of the company. Where the value of the company is explained by the value determined by the price of 

shares bought and sold on the capital market. The value of the company is measured from several aspects, one of which is the 

market price of the company's shares because the market price of the company's shares reflects investors' assessment of the overall 

equity owned (Lucky Wahyudi and Pawestri 2006). An important aspect that must be considered by company management is the 

firm value, which is one of the objectives of establishing a corporation, which is reflected in the stock price of the company.  

 

In general, the higher the value of the company, the higher the share price and the greater the prosperity of shareholders (Hidayah 

and Rahmawati 2019). Firm value in this study is measured using Tobin's Q. In general, Tobin's Q is a ratio in measuring firm 

value. Tobin's Q is a ratio measuring tool that defines firm value as a form of tangible asset value and intangible asset value. Tobin's 

Q can also describe the effectiveness and efficiency of the company in utilizing all resources in the form of assets owned by the 

company (Dzahabiyya et al. 2020). Profitability is also very important for companies to maintain business continuity in the long 

term, this is because profitability shows whether the company has good prospects in the future or not. Susilawati (2012) also 

explained that high company profitability can affect firm value and it depends on how investors perceive the increase in company 

profitability. Profitability is an indicator that investors often use to see the value of a company. The rise and fall of share prices can 

show the value of the company. The higher the share price, the higher the firm value, and vice versa. Various factors influence 

firm value, including firm size, leverage, liquidity, dividend policy, company growth, and institutional ownership. These factors 

are evaluated so that their suitability for use can be measured and It will allow the company to determine the right decision through 

profitability in order to increase the value of the company. 

 

This research is a development of research conducted by Budiharjo (2020) with some differences. Study Budiharjo (2020) used 

two independent variables leverage and firm size as well as profitability as intervening variables, while this study was conducted 

by adding four variables including liquidity taken from research Hapsoro and Falih (2020), dividend policy, company growth taken 

from research Endri and Fathony (2020) and institutional ownership taken from the study Suhandi (2021). 

 

The addition of 4 variables there are liquidity, dividend policy, company growth and institutional ownership in this study is because 

previous researchers have not examined these variables. The addition of the liquidity variable, because we want to see if the cash 

capacity is high, will have an impact on the ability of the company's short-term liabilities and will have a positive or negative 

impact on the value of the company. The addition of the dividend policy variable because we want to know whether dividend 

policy can increase firm value because the greater the dividend distributed to shareholders, the better the performance of the issuer 

or company will be considered which can directly increase firm value. The difference with previous research also in the research 

object and the research period used. Budiharjo (2020) used research objects from companies listed on the Indonesia Stock Exchange 

in the Food and Beverage Industry Subsector in 2015 - 2018, while this research uses manufacturing companies listed on the 

Indonesia Stock Exchange in 2019 - 2021. 

 

 

 

 

 

 



South East Asia Journal of Contemporary Business, Economics and Law, Vol. 30, Issue 1 (Dec)                                                                               

ISSN 2289-1560 
 2023 

 

 2 

 

 

SIGNAL THEORY 

 

Signaling theory or signal theory was first put forward by (Spence 1973) in his research entitled Job Market Signaling. This theory 

involves two parties, there are insiders such as management who act as signalers, and outsiders such as investors or creditors who 

act as signal receivers.  

 

In the framework of signal theory, it is stated that the company's encouragement to provide information is because there is 

information asymmetry between company managers and outside parties. This is because company managers know more 

information about the company and its prospects than outside parties (Wolk et al. 2013). Companies can increase company value 

by reducing information asymmetry. One way to reduce information asymmetry is to provide signals to external parties, in the 

form of positive and trustworthy financial information which will reduce uncertainty regarding the company's prospects to increase 

the company's credibility and success (Wolk et al. 2013). 

 

Signaling theory suggests how a company should provide signals to users of financial statements. This signal is in the form of 

information about what has been done by management to realize the wishes of the owner. Signals can be in the form of promotions 

or other information stating that the company is better than other companies. 

 

FIRM VALUE 

 

The goal of a company is to have maximum profit or wealth, especially for its shareholders, manifested to increase or maximize 

the market value of the company's share price. These goals are taken in outline because in practice company goals are influenced 

by decisions in the financial sector (Tika 2012) in Sitepu (2015). Company value is very important because high company value 

will be followed by high shareholder prosperity (Bringham Gapensi 1996) in Chairunnisa (2019). The higher the share price, the 

higher the company value. Company owners want a high company value because a high value shows that shareholder prosperity 

is also high. The wealth of shareholders and companies is represented by the market price of shares which is a reflection of 

investment decisions, funding (financing), and asset management.   

 

Investors use financial ratios to determine the company's market value. This ratio can provide an indication for management 

regarding investors' assessment of the company's performance in the past and its prospects in the future. There are several ratios 

to measure a company's market value, one of which is Tobin's Q (Chairunnisa 2019). 

 

Tobin's Q includes all elements of the company's debt and share capital, not only ordinary shares and not only the company's equity 

is included but all of the company's assets. By including all of the company's assets, it means that the company is not only focused 

on one type of investor, namely investors in the form of shares but also creditors because the source of financing for the company's 

operations is not only from its equity but also from loans provided by creditors (Sukamulja 2004). 

 

FIRM SIZE AND FIRM VALUE 

 

Firm size is considered capable of influencing firm value because the larger the size or scale of the company, the easier it is for the 

company to obtain funding sources, both internal and external. Firm size can also determine the level of investor confidence. The 

bigger the company, the more it is known by the public, which means the easier it is to obtain information that will increase the 

value of the company. Meanwhile, large companies that have total assets with a large enough asset value can attract investors to 

invest in the company (Novari and Lestari 2016). According to Lusiana and Agustina (2018), firm size is not an important aspect 

of firm value. This shows that the decision-making by investors in investing does not only look at the size of the assets owned by 

the company, but also looks at other aspects such as financial reports, good company name, and company dividend policy. 

Companies with large total assets mean that the company has reached the maturity stage because at this stage the company's cash 

flow is positive and is considered to have good prospects in the long term. Large companies are also considered to have better 

abilities in managing the company and producing quality financial reports. Research conducted by Hapsoro and Falih (2020) shows 

that firm size has a positive influence on firm value. This is also supported by research conducted by Atiningsih and Izzaty (2021), 

Tui et al. (2017), as well as Husna and Satria (2019). Research by Budiharjo (2020) as well as Luciana and Agustina (2018) shows 

that firm size has a negative influence on firm value. Unlike the research conducted by Endri and Fathony (2020) which states that 

firm size does not affect firm value.  

 

Ha1 Effect of firm size on firm value 

 

LEVERAGE AND FIRM VALUE 

 

The level of leverage is the company's ability to fulfill all its obligations to other parties. Leverage plays an important role in 

maximizing firm value. Companies can use leverage to acquire capital to earn higher profits. According to Setiadewi and 

Purbawangsa (2015), the existence of tax protection makes leverage management very important because the use of high leverage 

can increase firm value. However, the use of higher debt will increase the risk, which means the cost of capital will increase. This 

shows that the use of debt will not increase firm value because the profits derived from the cheap cost of debt are covered by the 

rising cost of own capital (Bernandhi and Muid 2014). Large leverage must coincide with the company's ability to pay off this 

large debt, this can be seen from how large the assets the company has to pay its debts (Kanta et al. 2021). Based on research 

results from Budiharjo (2020) and Nur Hasanah and Lekok (2019), leverage has a positive effect on firm value. However, research 

conducted by Kanta et al. (2021) and Bernandhi and Muid (2014) state that leverage has a negative effect on firm value. According 

to Endri and Fathony (2020) and Jusriani and Rahardjo (2013) stated that leverage does not affect firm value. 
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Ha2 Effect of leverage on firm value. 

 

LIQUIDITY AND FIRM VALUE 

 

The company's liquidity describes the level of the company's ability to meet its short-term obligations. A company's liquidity is 

shown by the amount of current assets, namely assets that are easily converted into cash, such as cash, securities, credit, and shares. 

Liquidity is more focused on the company's ability to pay its current obligations so that in this case the company has sufficient 

internal funds to finance its operational costs. Based on the Signaling theory, liquidity shows the company's ability to pay its short-

term obligations so that it will be used as a sign to investors (Zuhroh 2019). According to Widyastuti (2019) the higher the 

company's liquidity, the more funds available to finance operations and investment so that investor perceptions of performance 

will also increase. A company that has high liquidity is not necessarily said to be good since high liquidity may occur due to a lack 

of effective cash and inventory management (Husna and Satria 2019). The study by Hapsoro and Falih (2020) shows that liquidity 

has a positive effect on firm value. This is also supported by research Chairunnisa (2019). In contrast to the results of research 

conducted by Tui et al. (2017) and Hidayah and Rahmawati (2019) which shows that liquidity has a negative effect on firm value. 

However, the results of research conducted by Husna and Satria (2019) as well as Mardhika (2017) show that liquidity does not 

affect firm value. 

 

Ha3 Effect of liquidity on firm value 

 

 

DIVIDEND POLICY AND FIRM VALUE 

 

Dividend policy is an important policy in corporate finance. Dividend policy is related to distribution to shareholders whether it 

will be distributed in the form of dividends or will be retained to increase capital to finance investment in the future. One of the 

company's goals is to grow and survive amid intense competition, the company must be able to manage profits whether distributed 

in the form of dividends or retained. Dividends are a product of the dividend policy that will be received by shareholders. 

Shareholders expect high dividends from the capital invested in the company, but this will have an impact on the company's low 

retained earnings which makes it difficult for companies to invest (Husna and Satria 2019). Based on research results Endri and 

Fathony (2020) as well as Suparno and Pitoyo (2016) show that dividend policy has a positive influence on firm value. Research 

conducted by Martha et al. (2018) shows that dividend policy has a negative effect on firm value. This is also supported by research 

by Kohar and Akramunnas (2018). However, research conducted by Husna and Satria (2019) as well as Luciana and Agustina 

(2018) show that dividend policy does not affect firm value. 

 

Ha4 Effect of dividend policy on firm value 

 

 

COMPANY GROWTH AND FIRM VALUE 

 

Company growth is one of the goals expected from internal and external parties of the company which will have a good influence 

on the company. Company growth is one of the variables that can affect firm value because the higher the company's ability to 

earn profits, the greater the return on investment expected by investors. Therefore, companies that have high growth will demand 

their shares from investors (Gustian 2017). According to (Weston and Brigham 1993) in Febrianti (2012) companies that have fast 

growth rates tend to use more debt than companies that have slower growth rates. According to Ukhriyawati and Dewi (2019), 

high company growth will cause the costs incurred by the company to launch the company's operational activities. Thus, the 

company's profits will also decrease and will reduce the dividends distributed to shareholders. Therefore, high company growth 

will also reduce investor confidence and reduce firm value as well. Researcher Tian Suhandi (2021) and Febrianti (2012) show 

that company growth has a positive effect on firm value. Purwohandoko's research (2017) also shows the same thing, that company 

growth has a positive influence on firm value. Research conducted by Ukhriyawati and Dewi (2019) states that company growth 

has a negative effect on firm value. This research is in line with the research of Muliana and Ikhsani (2019). In contrast to the 

research by Endri and Fathony (2020) and Noviana and Nelliyana (2017), which shows that company growth does not affect firm 

value. 

 

Ha5 Effect of company growth on firm value. 

 

 

INSTITUTIONAL OWNERSHIP AND FIRM VALUE 

 

Institutional ownership (KI) can increase firm value by participating in corporate governance and overseeing corporate actions. 

Investors' assessment of a company is if the company has institutional investors with high ownership then that will increase the 

value of the company. Institutional ownership has an important meaning in monitoring management because institutional 

ownership will encourage more optimal supervision (Silfiani 2010). The greater the institutional ownership, the more efficient use 

of company funds will be and prevent waste by managers. This means that the value of the company also increases (Harsono 2018). 

In a company, there are minority and majority shareholders. There is a phase where the interests of minority shareholders will be 

ignored because the majority of institutional investors tend to compromise or side with management. Research by Suhandi (2021) 

and Pasaribu et al. (2016) showed that institutional ownership has a positive effect on firm value. In contrast to the research results 

of Junitania and Prajitno (2019) and Prastuti and Budiasih (2015) which state that institutional ownership has a negative effect on 
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firm value. Research conducted by Zalikha et al. (2019), Sriwahyuni and Wihandaru (2016), Rudianti et al. (2020), and Harsono 

(2018) shows that institutional ownership does not affect firm value. 

 

Ha6 Effect of institutional ownership on firm value. 

 

 

PROFITABILITY AND FIRM VALUE 

 

Profitability is considered to affect the firm value. Profitability is a measure of company performance which can be seen from the 

profit generated. If the company can increase profitability from one period to the next, it can be an image that the company has 

good performance so that investors can be interested in investing and will also increase share prices in connection with an increase 

in firm value (Putri and Rachmawati 2017). However, sometimes companies experience increased profits but the company uses 

these profits for retained earnings and not distributed to shareholders. So investors consider it a negative signal and have an impact 

on firm value (Purwohandoko 2017). Research conducted by Budiharjo (2020). The results show that profitability has a positive 

effect on firm value. These results are supported by research by Tui et al. (2017), Endri and Fathony (2020), Mubyarto (2020), 

Atiningsih and Izzaty (2021), and Kanta et al. (2021). However, research by Purwohandoko (2017) and Rukmawanti et al. (2019) 

shows that profitability has a negative effect on firm value. Different results are also shown by research by Hapsoro and Falih 

(2020) as well as Putri and Rachmawati (2017) which states that profitability does not affect firm value. 

 

Ha7 Effect of profitability on firm value. 

 

 

FIRM SIZE AND PROFITABILITY 

 

Firm size is a scale in determining the size of a company. Profitability is also influenced by firm size. Firm size can be seen from 

the company's total assets. The larger the size of the company, the greater the possibility of increasing profits (Ambarwati et al. 

2015). According to Purnamasari and Fitria (2017), a company with large assets has the potential to generate better profits because 

the presence of these assets can increase the company's production capacity. Atiningsih and Izzaty (2021) state that the larger the 

scale of the company, the higher the profitability. Research conducted by Atiningsih and Izzaty (2021) and Tui et al. (2017) stated 

that firm size has a positive effect on profitability. Different results were shown by Budiharjo's research (2020) which showed that 

size company has a negative influence on profitability. 

 

Ha8 Effect of firm size on profitability. 

 

 

LEVERAGE AND PROFITABILITY 

 

Leverage refers to the portion of a company's operations that is financed with debt. Being highly leveraged means that you have a 

large amount of debt used. While debt used to generate income can increase revenue and profits over time, unproductive or 

excessive debt can hinder profitability. Debt can be an alternative funding for companies. Debt can also improve company 

performance to generate desired profits. The study by Budiharjo (2020) shows that leverage has a positive effect on firm value and 

supported by a study by Ardiansyah (2017) shows that leverage has a positive influence on profitability as long as the amount of 

profit is more than the amount of interest costs.  

 

Ha9 Influence leverage on profitability. 

 

 

FIRM SIZE AND FIRM VALUE THROUGH PROFITABILITY 

 

Utilizing companies’s assets is the one way to get large profits for companies which has large assets. The larger the size of the 

company, the greater the total assets owned so the resources owned are also large. The abundance of available resources is optimally 

utilized for investment activities, to increase profits for the company. Based on the signaling theory, investors will be interested in 

investing in large companies because of the possibility of a high return on profits earned by the company, which will increase the 

company's stock price. An increase in the company's stock price will increase the company's value (Atiningsih and Izzaty 2021). 

According to research conducted by Budiharjo (2020), there is an indirect relationship between firm size and firm value through 

variable profitability. This is also supported by the research of Atiningsih and Izzaty (2021) and Pratama and Wiksuana (2016). 

 

Ha10 Influence of indirect relationship between firm size to firm value through profitability. 

 

LEVERAGE AND FIRM VALUE THROUGH PROFITABILITY 

 

Leverages hows the use of loan capital in the framework of corporate financing which is expected to increase the return on capital. 

Companies must be able to issue funds and manage assets with company debt so that profits can be obtained in increasing firm 

value. To make a company profit, a company can add debt to increase the company's ability because the funds available for the 

company's operations become larger. Research conducted by Budiharjo (2020) shows that there is an indirect relationship between 

leverage on firm value through the variable profitability. This is also supported by the research of Pratama and Wiksuana (2016). 
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Ha11 The influence of the indirect relationship between leverage on firm value through profitability 

 

                                                     Figure 1: Research Model 1 

 

  

 

 

 

 

 

 

 

 

 

  

 

 

 

 

 

 

 

 

 

Figure 2: Research Model 2 

 

  
 
 
 
 
 
 
 
 
RESEARCH METHODS 

 

The research object used in this study is a manufacturing company listed on the Indonesia Stock Exchange (IDX) for 3 years, 

during the period 2019 to 2021. The sampling technique in this study used a purposive sampling method. 

 

Table 1 Sample Selection Procedure 

                                 Sample Criteria Amount 

Company 

          Amount 

     Data 

1. Manufacturing companies consistently listed on the 

Indonesia Stock Exchange (IDX) during the period 2018 

to 2021. 

 

164 

 

492 

2. Manufacturing companies which do not present financial 

statements and annual reports ending on December 31 

during the period 2018 to 2021. 

 

(12) 

 

(36) 

3. Manufacturing companies that do not present financial 

reports in rupiah currency during the period 2019 to 2021. 

 

(28) 

 

(84) 

4. Manufacturing companies that did not earn successive 

profits during the period 2019 to 2021. 

 

(41) 

 

(123) 

5. Manufacturing companies that do not consistently 

distribute dividends during the period 2019 to 2021. 

 

(36) 

 

(108) 

6. Manufacturing companies that carry out stock splits and 

acquisitions during the period 2019 to 2021 

 

(13) 

 

(39) 

7. Manufacturing companies that do not have institutional 

ownership for the period 2019 to 2021. 

 

(1) 

 

(3) 

      The total amount of data used in the research 33 99 

Source: Based on data from the Indonesia Stock Exchange (IDX) 

 

Company Growth 

Institutional Ownership 

Profitability 

Firm Size 

Leverage 

Liquidity 

Firm Value 

Dividend Policy 

Firm Size 

Leverage 

Profitability 
Firm Value 
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OPERATIONAL DEFINITION AND VARIABLE MEASUREMENT 

 

FIRM VALUE 

 

The dependent variable used in this study is firm value. Firm value is measured from several aspects, one of which is the company's 

stock market price because the company's stock market price reflects investors' assessment of the overall equity owned (Wahyudi 

and Pawestri 2006). There are several ratios to measure a company's market value, that as Price to Book Value (PBV) and Tobin's 

Q. According to Suhandi (2021), the market-to-ratio calculates the book value by the ratio of the market price of equity plus debt 

divided by the value of the company's assets. In this study, researchers used the ratio scale of Tobin's Q formula according to 

(Suhandi 2021): 

 

Tobin's Q = 
𝑀𝑎𝑟𝑘𝑒𝑡 𝑉𝑎𝑙𝑢𝑒 𝑜𝑓 𝐸𝑞𝑢𝑖𝑡𝑦 + 𝑇𝑜𝑡𝑎𝑙 𝐷𝑒𝑏𝑡

𝑇𝑜𝑡𝑎𝑙 𝐴𝑠𝑠𝑒𝑡
 

                                           

FIRM SIZE 

 

Firm size describes the size of a company which can be assessed from the total assets owned, the number of sales, the average total 

sales, and the average assets. So the size of the company shows the size of the company which can be seen from the size of the 

capital used and the total assets owned. According to Suhandi (2021), firm size is one of the variables considered in determining 

the value of a company which is a reflection of the total assets owned by a company. Research conducted by Suhandi (2021) 

measures the firm size variable with the following formula: 

Firm size = Ln Assets 
LEVERAGE  

 

The leverage ratio describes the source of operating funds used by the company. Leverage is used to measure the ratio of debt to 

assets and equity owned by the company. This ratio has a function as information on the amount of assets and funds used as 

collateral for creditors. This ratio describes the extent to which debt is guaranteed by the company. The company management's 

decision to use debt is a signal given by investors in assessing the company's prospects. Companies with good prospects will choose 

to use debt as alternative funding compared to self-financing (Cashmere 2011) in Widyastuti (2019). According to Budiharjo 

(2020), the measurement of this variable uses the following formula: 

𝐷𝐸𝑅 =
𝑇𝑜𝑡𝑎𝑙 𝐷𝑒𝑏𝑡

𝑇𝑜𝑡𝑎𝑙 𝐸𝑞𝑢𝑖𝑡𝑦
 

LIQUIDITY 

 

This ratio expresses the company's short-term ability to meet maturing bonds (liabilities) using current assets. This liquidity ratio 

consists of the current ratio, quick ratio, and net working capital (Mardhika 2017). According to Hapsoro and Falih (2020), liquidity 

in this study uses the current ratio with the following formula: 

𝐶𝑅 =  
𝐶𝑢𝑟𝑟𝑒𝑛𝑡 𝐴𝑠𝑠𝑒𝑡

𝐶𝑢𝑟𝑟𝑒𝑛𝑡 𝐿𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠
  

 

DIVIDEND POLICY 

 

Dividend policy is a company's decision to pay income as dividends compared of maintaining income for reinvestment in the 

company (Suparno and Pitoyo 2016). According to Ali and Faroji (2021), this policy will involve two parties who have different 

interests, the first party, the shareholders, and the second party, the management of the company itself. Dividend policy in this 

study will be measured by the dividend payout ratio, which compares the value of dividend payments per share to the value of the 

company's net earnings per share according to Endri and Fathony (2020) with the following formula: 

𝐷𝑖𝑣𝑖𝑑𝑒𝑛𝑑 𝑃𝑎𝑦𝑜𝑢𝑡 𝑅𝑎𝑡𝑖𝑜 (𝐷𝑃𝑅) =  
𝐷𝑖𝑣𝑖𝑑𝑒𝑛𝑑 𝑝𝑒𝑟 𝑆ℎ𝑎𝑟𝑒

𝐸𝑎𝑟𝑛𝑖𝑛𝑔 𝑝𝑒𝑟 𝑆ℎ𝑎𝑟𝑒
 

COMPANY GROWTH 

 

The growth of a company is a sign that the company has a profitable aspect because it is considered capable of producing better 

profits over time. The company's growth is highly expected by many parties, both internal and external because good growth 

signals the development of the company (Gustian 2017). According to Endri and Fathony (2020). In this study, growth is measured 

by comparing the difference between the current year's total assets and last year's total assets divided by last year's total assets. The 

calculation is as follows: 

𝐶𝑜𝑚𝑝𝑎𝑛𝑦 𝐺𝑟𝑜𝑤𝑡ℎ =
𝑇𝑜𝑡𝑎𝑙 𝐴𝑠𝑠𝑒𝑡𝑡 − 𝑇𝑜𝑡𝑎𝑙 𝐴𝑠𝑠𝑒𝑡−1

𝑇𝑜𝑡𝑎𝑙 𝐴𝑠𝑠𝑒𝑡𝑡−1
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INSTITUTIONAL OWNERSHIP 

 

Institutional ownership is the number of shares owned by non-bank financial institutions such as mutual funds, insurance, and 

others (Zalikha et al. 2019). Research conducted by Suhandi (2021) measures institutional ownership using the ratio scale formula 

as follows: 

𝐼𝑁𝑆𝑇 =  
∑𝑖𝑛𝑠𝑡𝑖𝑡𝑢𝑡𝑖𝑜𝑛𝑎𝑙 𝑠ℎ𝑎𝑟𝑒

∑𝑜𝑢𝑡𝑠𝑡𝑎𝑛𝑑𝑖𝑛𝑔 𝑠ℎ𝑎𝑟𝑒
 

PROFITABILITY 

 

According to Budiharjo (2020) measuring profitability uses Return on Equity (ROE). ROE is the ratio of net income to equity 

which measures the rate of return shareholders. The formula used to calculate return on equity is as follows: 

𝑅𝑂𝐸 =  
𝑁𝑒𝑡 𝐼𝑛𝑐𝑜𝑚𝑒

𝑇𝑜𝑡𝑎𝑙 𝐸𝑞𝑢𝑖𝑡𝑦
 

DATA ANALYSIS METHOD 

 

This study used multiple regression analysis and path analysis. Multiple regression analysis aims to determine the effect of 

independent variables firm size, leverage, liquidity, dividend policy, company growth, and institutional ownership on the dependent 

variable firm value. Additionally, this study used path analysis to determine the indirect relationship between the independent 

variables firm size and leverage and the dependent variable firm value through the intervening variable profitability. The empirical 

model used to test the hypothesis was: 

 

Model 1: 

FV     = β0 + β1SIZE + β2LEV + β3LIK + β4DPR + β5CG + β6KI + β7ROE + ε1 

 

Model 2: 

ROE     = α0 + α1SIZE + α2LEV + ε2 

 

Information: 

 

ROE      = Profitability 

FV      = Firm Value 

β1 – β7      = Regression coefficient of each independent variable 

α1 – α2       = Regression coefficient of each independent variable 

SIZE      = Firm Size 

LEV      = Leverage 

LIK      = Liquidity 

DPR      = Dividend Policy 

CG      = Company Growth 

KI      = Institutional Ownership 

ε1 – ε2      = Error 

 

RESEARCH RESULT 

 

Descriptive statistics will describe and provide an overview of research data seen from the average or mean value, standard 

deviation, variance, maximum, minimum, sum, range, kurtosis, and skewness or distribution skewness (Ghozali, 2018:19). In this 

study the descriptive statistics used are the average, standard deviation, maximum, minimum. 

 

Table 2 Descriptive Statistical Results 

Variable N Minimum Maximum Means std. Deviation 

FV 99 0.5180 5.0978   1.7574 1.0563 

SIZE 99 27.1491 33.5372 29.5128 1.6115 

LEV 99 0.0673 1.9466 0.6490 0.4550 

LIK 99 0.7041 10.4798 3.1162 2.1966 

DPR 99 0.0101 1.8682 0.5037 0.3967 

CG 99 -0.1769 1.6761 0.0965 0.2123 

KI 99 23.7763 99.9541 80.7550 17.5442 

ROE 99 0.0152 0.3846 0.1275 0.0702 

Source: Results of SPSS Data Processing25 
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As shown in Table 4.2  the firm value (FV) has a minimum value of 0.5180, which is at PT. Supreme Cable Manufacturing & 

Commerce Tbk. (SCCO) in 2021, the maximum value is 5.0978 which belongs to PT. HM Sampoerna Tbk. (HMSP) in 2019, the 

average value was 1.7574 and the standard deviation was 1.0563. Firm size (SIZE) has a minimum value of 27.1491, it is PT. 

Champion Pacific Indonesia Tbk. (IGAR) in 2019, with a maximum value of 33.5372 belonging to PT. Astra International Tbk. 

(ASII) in 2021, and an average value of 29.5128 and a standard deviation of 1.6115. 

 

Leverage (LEV) has a minimum value of 0.0673, it is at PT. Supreme Cable Manufacturing & Commerce Tbk. (SCCO) in 2021, 

the maximum value is 1.9466 which belongs to PT. Wijaya Karya Beton Tbk. (WTON) in 2019, with an average value of 0.6490 

and a standard deviation of 0.4550. Liquidity (LIK) has a minimum value of 0.7041, it is PT. Fajar Surya Wisesa Tbk. (FASW) in 

2019, the maximum value is 10.4798 which belongs to PT. Champion Pacific Indonesia Tbk. (IGAR) in 2020, with an average 

value of 3.1162 and a standard deviation of 2.1966. 

 

Dividend policy (DPR) has a minimum value of 0.0101, namely at PT. Emdeki Utama Tbk. (MDKI) in 2020, the maximum value 

is 1.8682 which belongs to PT. Fajar Surya Wisesa Tbk. (FASW) in 2020, and an average value of 0.5037 and a standard deviation 

of 0.3967. Company growth (CG) has a minimum value of -0.1769, namely PT. Wijaya Karya Beton Tbk. (WTON) in 2020, the 

maximum value is 1.6761 which belongs to PT. Indofood CBP Sukses Makmur Tbk. (ICBP) in 2020, with an average value of 

0.0965 and a standard deviation of 0.2123. 

 

Institutional ownership (KI) has a minimum value of 23.7763, namely PT. Ultra Jaya Milk Industry & Trading Company Tbk. 

(ULTJ) in 2021, the maximum value is 99.9541 which belongs to PT. Fajar Surya Wisesa Tbk. (FASW) in 2019, the average value 

is 80.7550 and the standard deviation is 17.5442. Profitability (ROE) has a minimum value of 0.0152, namely at PT. Phapros Tbk. 

(PEHA) in 2021, the maximum value is 0.3846 which belongs to PT. HM Sampoerna Tbk. (HMSP) in 2019, with an average value 

of 0.1275 and a standard deviation of 0.0702. 

 

Table 3 Statistical Test Results t Model 1 

Variable B Sig. Conclusion 

(Constant) -2,323 0.192  

SIZE 0.090 0.118 Ha1 not accepted 

LEV -0.385 0.167 Ha2 not accepted 

LIK -0.062 0.298 Ha3 not accepted 

DPR 

CG 

KI 

0.337 

-0.667 

0.007 

0.117 

0.092 

0.131 

Ha4 not accepted 

Ha5 not accepted 

Ha6 not accepted 

ROE 9.156 0.000 Ha7 accepted 

Source: Results of SPSS Data Processing25 

 

Therefore, based on the table above, the regression equation in this study can be described as follows:  

 

FV =  -2,323 + 0,090SIZE - 0,385LEV  - 0,062LIK + 0,337DPR - 0,667CG + 0,007KI + 9,156ROE + ε1 

 

Based on the test results, It can be concluded that the first hypothesis (Ha1) cannot be accepted by the sig FS value of 0.118, where 

sig FS is greater than 0.05. According to the results, the variable firm size does not affect firm value. Decision-making by investors 

to invest is not only seen from how many assets the company has. According to Lusiana and Agustina (2018), firm size is not an 

important aspect of firm value. This shows that the decision-making by investors in investing does not only look at the size of the 

assets owned by the company, but also looks at other aspects such as financial reports, good company name, and company dividend 

policy. However, the result of this study is not in line with Hapsoro and Falih (2020). 

 

The test result shows a significant value of leverage (LEV) based on the test results is 0.167, where the value is greater than 0.05, 

it can be concluded that the second hypothesis (Ha2) is not accepted. This shows that the leverage variable does not affect 

significantly firm value. This study is in line with the results of Endri and Fathony (2020) and Jusriani and Rahardjo (2013) which 

state that leverage does not affect firm value. Leverage does not always increase firm value because the use of higher debt will 

increase the risk, which means the cost of capital will increase. This shows that the use of debt will not increase firm value because 

the profits derived from the cheap cost of debt are covered by the rising cost of own capital (Bernandhi and Muid 2014). 

 

The significance value for liquidity (LIK) is 0.298, which is greater than 0.05, so it can be interpreted the third hypothesis (Ha3) is 

not accepted, which means liquidity does not affect significantly firm value. This result supports the research of Husna and Satria 

(2020) which states that a company that has high liquidity is not necessarily said to be good since high liquidity may occur due to 

lack of effective cash and inventory management. A high liquidity value does not reflect a high firm value, and vice versa, a low 

liquidity value does not reflect a low firm value. Investors do not need to pay attention to the company's liquidity when they want 

to invest in a company, because it only shows the company's ability to cover current debt with the current company. 

 

The test results on the dividend policy variable (DPR) show a significance value of 0.117, where the value is greater than 0.05, so 

it can be concluded that the fourth hypothesis (Ha4) is not accepted. Dividends are a product of the dividend policy that will be 

received by shareholders. Shareholders expect high dividends from the capital invested in the company, but this will have an impact 

on the company's low retained earnings which makes it difficult for companies to invest (Husna and Satria 2019). This shows that 

the dividend policy variable does not affect significantly firm value. In addition to observing the total return on investment, 

investors do not consider whether the return has been generated by dividends or capital gains. Therefore, whether the profits 
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generated will be distributed as dividends or retained as retained earnings, will not affect the value of the company. It can be 

concluded that dividend policy cannot be used as a tool to assess firm value. However, the results of this study support research 

from Husna and Satria (2019) as well as Luciana and Agustina (2018) which state that dividend policy does not affect firm value. 

The test results on company growth (CG) show a significance value of 0.092, where the value is greater than 0.05, so it can be 

concluded that the fifth hypothesis (Ha5) is not accepted, which means company growth does not affect significantly to firm value. 

High company growth does not fully mean that the company has the possibility of good company growth in the future. Information 

about company growth cannot fully be a signal to investors that with high company growth, the company has the ability to provide 

high stock returns to investors.  The results of this study differ from those of Tian Suhandi (2021) and Febrianti (2012) who found 

that company growth has a positive effect on firm value. 

 

The significance value of the institutional ownership variable (KI) is 0.131, where the value is greater than 0.05. Therefore, the 

sixth hypothesis (Ha6) cannot be accepted. According to these findings, institutional ownership does not support the hypothesis 

that institutional ownership influences firm value. The size of institutional ownership cannot yet regulate and direct company 

activities. However, the result is in line with research from Sriwahyuni and Wihandaru (2016), Rudianti et al. (2020), and Harsono 

(2018), which state that institutional ownership has no effect on firm value. 

 

Based on the test results on the profitability variable (ROE) it shows a significance value of 0.000 where the value is smaller than 

0.05 and the B value is 9.156. So it can be interpreted the 7th hypothesis (Ha7) is accepted. This shows that the variable profitability 

has a positive and significant influence on firm value. This result supports the hypothesis that states that profitability affects firm 

value. High profitability can be a signal that the company has a positive value so that investors can be interested in investing. 

Profitability is a measure of company performance which can be seen from the profit generated. If the company can increase 

profitability from one period to the next, it can be an image that the company has good performance so that investors can be 

interested in investing and will also increase share prices in connection with an increase in firm value (Putri and Rachmawati 

2017). The next table will show the results of the t-test on model 2, which are as follows. 

 

Table 4 Statistical Test Results t Model 2 

Variable B Sig. Conclusion 

(Constant) -0.102 0.434  

SIZE   

LEV 

 0.009 

-0.039 

0.058 

0.017 

Ha8 not accepted 

Ha9 accepted 

Source: Results of SPSS Data Processing25 

 

Therefore, based on the table above, the regression equation in this study can be described as follows: 

 

ROE = -0,102 + 0,009SIZE – 0,039LEV + ε2 

 

Based on the test results, firm size (SIZE) has a significance value of 0.058 when the value is greater than 0.05, which indicates 

that the eighth hypothesis (Ha8) cannot be accepted. It is evident from this that the variable is the variable firm size does not affect 

significantly profitability. Firm size cannot affect investor confidence, large firm size does not create a positive signal for investors 

to purchase shares. Investors will be affected by changes in equity results generated by the company.  

 

The significance value of the leverage variable (LEV) is 0.017 and the B value is -0.039, where sig. <0.05, this means that the 

ninth hypothesis (Ha9) is accepted. As a result, it can be concluded that the leverage variable (LEV) has an influence and  a 

significant impact on profitability. The higher the funding obtained from debt used by the company can increase revenue and the 

higher the effectiveness of the company in generating profits. While debt used to generate income can increase revenue and profits 

over time, unproductive or excessive debt can hinder profitability. Debt can be an alternative funding for companies. Debt can also 

improve company performance to generate desired profits. 
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Figure 3 Path analysis 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Table 5 Path analysis results 

Source: Results of SPSS Data Processing25 

 

Based on the results of the study, it shows that the variable firm size has no effect on firm value (B 0.138 with Sig. 0.118). The 

firm size variable also does not affect significantly profitability (B 0.198 with Sig. 0.058). Firm size has no indirect effect on firm 

value through profitability. This shows that the tenth hypothesis (Ha10) is not accepted, so the relationship between firm size and 

firm value cannot be mediated by profitability (the coefficient value of the direct effect |0.138| is greater than the indirect effect 

|0.1206|). These results are inconsistent with the signaling theory which states investors will be interested in investing in large 

companies because of the possibility of a high return on profits earned by the company, which will increase the company's stock 

price. 

 

The results of the study on the leverage variable show that leverage does not affect firm value (B -0.166 with Sig. 0.167). While 

leverage has an influence on profitability (B -0.166 with Sig. 0.017). Leverage has an indirect effect and is significant on firm 

value through profitability. This shows that the eleventh hypothesis (Ha11) is accepted, so the relationship between firm value and 

leverage can be mediated by profitability (the coefficient value of the direct effect |-0.166| is smaller than the indirect effect 

|0.1523|). The result in line with research from Budiharjo (2020) shows that there is an indirect relationship between leverage on 

firm value through variable profitability. 

 

CLOSING 

 

Based on the analysis and discussion that has been carried out conducted on manufacturing companies listed on the Indonesia 

Stock Exchange for the period 2019-2021. It can be concluded as follows: 

 

Firm size has no effect on firm value. The results of this study are consistent with research conducted by (Endri and Fathony 2020), 

(Noviana and Nelliyana 2017), (Samasta et al. 2018). However, it is not consistent with research conducted by (Lumapow and 

Tumiwa 2017). Different results are also shown by research (Husna and Satria 2019) which states that firm size influences firm 

value. 

 

Leverage has no effect on firm value. The results of this research are in line with research (Endri and Fathony 2020), (Jusriani and 

Rahardjo 2013), (Lusiana and Agustina 2018), and (Noviana and Nelliyana 2017). However, it is not consistent with research 

conducted by (Kanta et al. 2021) and (Bernandhi and Muid 2014). Conflicting results were also shown by (Budiharjo 2020) and 

(Nur Hasanah and Lekok 2019) which state that leverage influences firm value. 

 

Liquidity has no effect on firm value. The results of this study are in line with research (Husna and Satria 2019), (Mardhika 2017), 

(Lumoly et al. 2018) as well as (Ambarwati et al. 2015). However, it is not consistent with research conducted by (Tui et al. 2017) 

 

 

 

Variable 

The coefficient of 

the independent 

variable to the 

intervening 

variable (A) 

The coefficient of 

the intervening 

variable to the 

dependent 

variable (B) 

 

 

Indirect 

Influence (AxB) 

Direct Influence 

(Standardized B) 
Conclusion 

SIZE 0.198 0.609 0.1206 0.138 Ha10 not accepted 

LEV -0.250 0.609 0.1523 -0.166 Ha11 accepted 

SIZE 

FIRM VALUE 

ROE 

LEV 
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and (Hidayah and Rahmawati 2019). Different results are also shown by research (Hapsoro and Falih 2020), which states that 

liquidity influences firm value. 

 

Dividend policy has no effect on firm value. The results of this study are consistent with research conducted by (Harsono 2018), 

(Febrianti 2012), (Lusiana and Agustina 2018) as well as (Husna and Satria 2019). But contrary to research conducted by (Kohar 

and Akramunnas 2018) and (Martha et al. 2018). Different results are also shown by research (Suparno and Pitoyo 2016), which 

states that liquidity has an influence on firm value. 

 

Company growth has no effect on firm value. The results of this study are consistent with research conducted by (Noviana and 

Nelliyana 2017), (Endri and Fathony 2020), as well as (Isnawati and Widjajanti 2019). However, it is not consistent with research 

conducted by (Ukhriyawati and Dewi 2019). Different results are also shown by research (Purwohandoko 2017) which states that 

company growth influences firm value. 

 

Institutional ownership does not affect firm value. The results of this study are consistent with research conducted by (Zalikha et 

al. 2019), (Harsono 2018), (Sriwahyuni and Wihandaru 2016), and (Isnawati and Widjajanti 2019). However, it is not consistent 

with research conducted by (Junitania and Prajitno 2019) as well as (Prastuti and Budiasih 2015). Different results are also shown 

by research (Suhandi 2021) and (Pasaribu et al. 2016), which state that the institutional ownership variable influences firm value. 

Profitability has a positive effect on firm value. The results of this research are consistent with research conducted by (Budiharjo 

2020), (Tui et al. 2017), (Endri and Fathony 2020), (Mubyarto 2020), (Atiningsih and Izzaty 2021) as well as (Kanta et al. 2021). 

However, it is not consistent with research conducted by (Rukmawanti et al. 2019). Different results are also shown by (Putri and 

Rachmawati 2017) who state that profitability does not influence firm value. 

 

Firm size does not affect profitability. The results of this research are in line with research conducted by (Budiharjo 2020). 

However, it is not consistent with research conducted by (Tui et al. 2017) as well as (Atiningsih and Izzaty 2021). 

 

Leverage has a positive effect on profitability. The results of this research are in line with research conducted by (Sutama and Lisa 

2018) as well as (Budiharjo 2020) and (Setiadewi and Purbawangsa 2015). However, it is not consistent with research conducted 

by (Handayani and Santoso 2022). 

 

Profitability cannot mediate the relationship between firm size and firm value. This research is in line with research conducted by 

(Budiharjo 2020) as well as (Atiningsih and Izzaty 2021). However, it is not consistent with research conducted by (Pratama and 

Wiksuana 2016). 

 

Profitability can mediate the relationship between leverage and firm value. This research is in line with research conducted by 

(Budiharjo 2020). However, it is not consistent with research conducted by (Pratama and Wiksuana 2016). 
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