
 

ECOBIZTECH: Journal of Economics, Business, and Technology 

ISSN 3124-4742 (online) 

Vol. 1 Iss. 2 Pg. 120-133 

https://ejournal.scmdigi.id/index.php/ecobiztech 

 

120 

 

Capital structure, profitability, and firm value: an 
empirical study of PT. Indocement Tunggal 
Prakarsa Tbk. 
 

Falentina Titin*, Sri Mardiana 
Universitas Pamulang, Tangerang Selatan, Banten, Indonesia 
*Correspondence author: valentintitin652@gmail.com 
DOI: https://doi.org/10.65881/ecobiztech.v1i2.70 

 

ARTICLE INFO ABSTRACT 

History: 
Received: 05-11-2026 
Revised: 05-14-2026 
Accepted: 05-15-2026 
Published: 05-20-2026 

Purpose: to examine the effect of capital structure, measured by debt 
to equity ratio (DER), and profitability, measured by return on equity 
(ROE), on firm value, measured by price to book value (PBV). 
Method: this study uses a quantitative, associative research design. 
The data used are secondary data obtained from the annual financial 
statements of PT. Indocement Tunggal Prakarsa Tbk. for the period 
2015–2024. The data are analyzed using multiple linear regressions 
in EViews. 
Findings: capital structure has a negative and significant effect on 
firm value, while profitability has no significant effect on firm value. 
However, capital structure and profitability simultaneously have a 
significant effect on the firm's value. 
Implications: capital structure plays a more dominant role than 
profitability in determining firm value. Therefore, PT. Indocement 
Tunggal Prakarsa Tbk. should carefully manage its debt levels to 
avoid excessive financial risk and ensure optimal capital structure in 
order to enhance firm value. 
Originality: lies in its specific focus on PT. Indocement Tunggal 
Prakarsa Tbk. uses recent financial data from 2015–2024, providing 
updated empirical evidence on the relationship between capital 
structure, profitability, and firm value in the Indonesian cement 
industry. 
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Introduction 

Current global and national economic developments are driving increasingly 
fierce business competition across various industrial sectors, including the Indonesian 
cement industry (Panjaitan et al., 2023). This situation is influenced by various external 
factors, including political, economic, and social changes, as well as dynamic 
technological developments. Companies are required to manage their operations 
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effectively and efficiently to adapt to changing business environments and maintain 
business continuity (Gupta et al., 2023). In facing this competition, companies focus not 
only on achieving short-term profits but also on increasing firm value as a long-term 
goal that reflects shareholder welfare. Firm value is a crucial concern for investors 
because it is related to a company's ability to generate profits and increase its share 
price (Wahyuni & Gani, 2022). 

PT. Indocement Tunggal Prakarsa Tbk. is one of the largest cement companies in 
Indonesia that plays a strategic role in supporting national development, particularly in 
the infrastructure and property sectors. Indonesia's economic growth in the third 
quarter of 2025, at around 5.04%, indicates that national development activities 
continue to expand. In addition, the decline in poverty rates and the increasing need for 
housing and infrastructure have also driven high demand for cement products. 
However, PT. Indocement Tunggal Prakarsa Tbk. faces various business challenges as 
reflected in its financial condition during the 2015–2024 period. The company's total 
debt increased from 3.772 trillion in 2015 to 8.305 trillion in 2024. On the other hand, 
the company's total equity and net profit fluctuate. The company's stock price has also 
declined in recent years, from 22,325 in 2015 to 7,400 in 2024. This condition indicates 
problems with capital structure, profitability, and firm value, so further research is 
needed to examine the relationships among these variables. 

Capital structure is a crucial factor influencing firm value. While debt in the 
capital structure can increase firm value up to an optimal level, excessive debt can 
increase financial risk and decrease firm value (Bui et al., 2023). Several previous 
studies have shown varying results regarding the effect of capital structure and 
profitability on firm value. Some studies have found a positive effect of capital structure 
on firm value (Alifian & Susilo, 2024; Kammagi & Veny, 2023; Nurhaliza & Azizah, 2023), 
while others have shown a negative (Arianti, 2022; Rossa et al., 2023) or even 
insignificant effect (Ayem & Ina, 2023; Safaruddin et al., 2023). Some studies have found 
a positive effect of profitability on firm value (Alifian & Susilo, 2024; Dina & 
Wahyuningtyas, 2022; Nurhaliza & Azizah, 2023), while others have shown a negative 
(Lestari et al., 2023) or even insignificant effect (Dharmaputra et al., 2022; Hidayat & 
Khotimah, 2022; Wijaya & Susilowati, 2024). These differences in research findings 
indicate a research gap that requires further study. The novelty of this study lies in its 
focus, specifically on PT. Indocement Tunggal Prakarsa Tbk., using the latest data from 
2015–2024. This provides an up-to-date empirical picture of the relationship between 
capital structure, profitability, and firm value in the Indonesian cement industry. 

This study aims to analyze the effects of capital structure, measured by the debt-
to-equity ratio (DER), and profitability, measured by return on equity (ROE), on firm 
value, measured by price-to-book value (PBV), at PT. Indocement Tunggal Prakarsa Tbk. 
This research is important to conduct because the results are expected to provide 
benefits both theoretically and practically. Theoretically, this study is expected to enrich 
the literature on financial management, particularly capital structure, profitability, and 
firm value in the Indonesian cement industry. In practice, this study is expected to be 
considered in the management of PT. Indocement Tunggal Prakarsa Tbk. in determining 
optimal funding and capital management policies to increase profitability and firm 
value. In addition, this study is expected to serve as a source of information for investors 
in assessing the company's financial condition before making investment decisions, and 
as a reference for future researchers interested in similar topics. 
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Literature review 
 
Trade-off theory 

Trade-off theory is the primary theory underlying research on capital structure, 
profitability, and firm value. This theory explains that companies determine their 
optimal capital structure by balancing the benefits of debt with its risks (Esghaier, 
2024). Using debt can provide tax benefits, as interest on debt can reduce the company's 
tax burden (Hanlon & Heitzman, 2022). However, excessive debt use can also increase 
the risk of bankruptcy and agency costs, ultimately reducing the company's value. 
According to the trade-off theory, companies strive to achieve an optimal capital 
structure, a condition in which the benefits of debt equal its costs (Brusov & Filatova, 
2023). If a company manages its capital structure effectively, it can increase profitability 
and firm value. Conversely, a suboptimal capital structure can increase financial risk, 
thereby reducing company performance and investor confidence. 
 
Signalling theory 

Signaling theory holds that companies can signal to investors through published 
information, particularly financial information reflected in the company's financial 
statements. This theory was first developed by Spence (1973), who argued that 
management has more complete information about the company's condition than 
external parties; therefore, companies need to send signals to investors to reduce 
information asymmetry. In the context of financial management, company signals can 
include information on profitability, capital structure, dividend policy, and growth 
prospects. Investors will use this information as a basis for their investment decisions. 
Companies with good financial performance generally send positive signals to the 
market, which can increase investor confidence and impact share prices and firm value. 
Conversely, if a company displays poor financial conditions, investors may respond 
negatively, leading to a decline in the company's value. 
 
Capital structure 

Capital structure is the combination of debt and equity financing sources used by 
a company to fund its operations. Capital structure is a crucial financial decision because 
it affects a company's ability to meet funding needs and influences the level of risk and 
return it will receive. According to Bui et al. (2023), capital structure reflects a 
company's financial proportions between long-term debt and equity, its sources of 
financing. Meanwhile, according to Brusov & Filatova (2023), capital structure is the 
balance between debt and equity that a company uses to finance its assets. Proper 
capital structure management can help a company obtain optimal funding sources with 
a manageable level of risk. Conversely, a capital structure that is too heavily indebted 
can increase a company's financial risk and undermine investor confidence. In this 
study, capital structure is measured using the debt-to-equity ratio (DER). DER is a ratio 
used to compare a company's total debt to its total equity. This ratio indicates the extent 
to which a company uses debt to finance its operations compared to its equity. 
 
Profitability 

Profitability is a company's ability to generate profits through all its operational 
activities. Profitability is a key indicator of management's effectiveness and efficiency in 
allocating company resources to generate profits. According to Kalbuana et al. (2022), 
profitability is a ratio used to assess a company's ability to generate profits within a 
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specific period. Meanwhile, according to Alarussi & Gao (2023), profitability is a 
company's ability to generate profits using its resources, whether from equity or assets. 
High profitability indicates a company's ability to manage its resources efficiently, 
thereby maximizing returns for shareholders. Profitability is also a key consideration for 
investors when making investment decisions. In this study, profitability is measured 
using return on equity (ROE). ROE is a ratio that measures a company's ability to 
generate net income relative to its equity. 
 
Firm value 

Firm value is an investor's perception of a company's success, as reflected in its 
stock price on the market. Firm value is an important indicator because it reflects 
shareholder welfare and the company's future prospects. According to Yildiz et al. 
(2024), firm value reflects investors' perceptions of managers' success in managing 
company resources, which is often linked to the company's stock price. Meanwhile, 
according to Dobrowolski & Drozdowski (2022), firm value is the present value of future 
cash flows, influenced by the company's risk level. Companies with high firm value 
generally gain investor trust more easily because they are perceived as capable of 
providing a good return on investment. Therefore, companies will strive to increase firm 
value through optimal financial management. In this study, firm value was measured 
using price to book value (PBV). PBV is a ratio comparing the market price of a 
company's stock to the book value per share. 
 
Hypothesis development 

Trade-off theory explains that debt in the capital structure can provide tax 
savings that increase firm value, as long as it is at an optimal level. Capital structure, as 
measured by the debt-to-equity ratio (DER), indicates the extent to which a company 
finances its operations with debt relative to equity. Proportional debt use can be a 
positive signal for investors because it indicates the company can access external 
funding to support growth and improve financial performance. However, if debt use is 
too high, the company's financial risk will increase, potentially reducing investor 
confidence. Thus, capital structure has a significant relationship with firm value, as 
reflected in price-to-book value (PBV). Research conducted by Nurhaliza & Azizah 
(2023); Kammagi & Veny (2023); Alifian & Susilo (2024) states that capital structure has 
a positive effect on firm value because optimal debt use can increase investor 
confidence. Based on this, the hypothesis proposed in this study is H1: Capital structure 
has a positive effect on firm value. 

According to the trade-off theory, companies that generate high profitability tend 
to have a better ability to meet financial obligations and build investor confidence. 
Profitability, measured by return on equity (ROE), indicates a company's ability to 
generate net income from its equity. A high ROE reflects management's effectiveness in 
managing shareholder capital, thus providing a positive signal to investors regarding the 
company's prospects. This condition can increase investor interest in purchasing the 
company's shares, leading to higher share prices and impacting the company's value as 
measured by price-to-book value (PBV). Research by Dina & Wahyuningtyas (2022); 
Nurhaliza & Azizah (2023); Alifian & Susilo (2024) shows that ROE has a positive and 
significant effect on firm value, as companies with higher profit levels are more 
attractive to investors. Based on this, the hypothesis proposed in this study is H2: 
Profitability has a positive effect on firm value. 
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Method  
This study uses a quantitative, associative research design. The quantitative 

approach is used because this study aims to measure and analyze relationships among 
variables using numerical data from the company's financial statements. Meanwhile, 
associative research is used to determine the relationship and influence between 
independent variables, namely capital structure and profitability, on the dependent 
variable, namely firm value. Thus, this study not only describes the condition of the 
variables but also tests hypotheses regarding their influence. The object of this study is 
PT. Indocement Tunggal Prakarsa Tbk., a company engaged in the cement industry and 
listed on the Indonesia Stock Exchange (IDX). This company was selected based on the 
consideration that PT. Indocement Tunggal Prakarsa Tbk. is one of the large companies 
that play a significant role in supporting infrastructure development in Indonesia and 
has financial reports published in full and consistently throughout the study period. The 
research was conducted indirectly through secondary data collection from the 
company's annual financial reports obtained from the official website of the Indonesia 
Stock Exchange (https://www.idx.co.id/) and the company's official website 
(https://www.indocement.co.id/). 

This research was conducted for four months, starting from September 2025 to 
December 2025. Research activities include data collection, processing, analysis, and the 
preparation of research reports. The population in this study is all the published 
financial reports of PT. Indocement Tunggal Prakarsa Tbk. The research sample was 
determined using a purposive sampling technique, namely one based on specific criteria 
to meet research needs. The sample used is the annual financial report of PT. 
Indocement Tunggal Prakarsa Tbk. for the period 2015–2024, so the number of samples 
in this study is 10 years of financial reports. The data used in this study are quantitative 
figures from the company's financial reports, including total debt, total equity, net profit, 
and the company's stock price. The data source used is secondary data obtained 
indirectly through the company's annual report and publications of the Indonesia Stock 
Exchange. Data collection is conducted using the documentation method, namely by 
collecting, recording, and analyzing financial reports related to the research variables. 

The independent variables in this study consist of capital structure and 
profitability, while the dependent variable is firm value. Capital structure is measured 
using the debt-to-equity ratio (DER), which compares a company's total debt to its total 
equity. 
 

    
          

            
 

 

Profitability is measured by return on equity (ROE), a ratio that shows a company's 
ability to generate net profit from its own capital. 
 

     
          

            
        

 

Meanwhile, firm value is measured using price-to-book value (PBV), a ratio that 
compares the share price to the company's book value per share. 
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The data analysis techniques used in this study are descriptive statistics and 
multiple linear regression using Eviews 12. Descriptive statistical analysis is used to 
describe the development of research variables during the observation period. 
Furthermore, multiple linear regression analysis is used to determine the effect of 
capital structure and profitability on firm value. Before conducting hypothesis testing, 
classical assumption tests are performed, including normality, multicollinearity, 
heteroscedasticity, and autocorrelation tests, to ensure the regression model meets the 
required assumptions. Hypothesis testing is carried out using the t-test to determine the 
partial effect of independent variables on the dependent variable, and the coefficient of 
determination (R²) to assess the magnitude of their contribution in explaining the 
dependent variable. 

 
Results and discussion 
 
Normality test 

Before conducting hypothesis testing, it is necessary to assess whether the 
regression model meets the classical assumptions. One such classical assumption test is 
the residual normality test. This test aims to determine whether the residuals (nuisance 
errors) in the regression model are normally distributed. The results of the residual 
normality test are shown in Figure 1. 

 

 
Figure 1 result of normality test 
Source: secondary data, processed 

 
Figure 1 shows the residual histogram and the results of the Jarque-Bera 

normality test from the regression model for the period 2015–2024 with 10 
observations. The histogram shows that the residuals are spread around zero and follow 
a pattern close to a normal distribution. The residual mean value of 3.94E-16, or close to 
zero, indicates that the model's prediction error is relatively balanced. The skewness 
value of -0.499476 indicates that the residual distribution is slightly left-skewed, but the 
skewness is still relatively mild. Meanwhile, the kurtosis value of 2.753894, which is 
close to 3, indicates that the residual distribution is nearly normal. Based on the Jarque-
Bera test, a value of 0.441030 was obtained with a probability of 0.802105. Because the 
p-value is greater than 0.05, the residuals are normally distributed and acceptable. Thus, 
the residuals in the regression model meet the normality assumption, making the model 
suitable for further analysis. 
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Multicollinearity test 
Table 1 shows the results of a multicollinearity test using the Variance Inflation 

Factor (VIF) method on a regression model with an observation period of 2015–2024 
and 10 observations. The multicollinearity test assesses whether the independent 
variables in a regression model are highly correlated. A good regression model should 
not experience multicollinearity. 
 
Table 1 results of multicollinearity test 

Variable Coefficient Variance Uncentered VIF Centered VIF 
C 0.464250 22.70933 NA 
DER 0.000295 10.01229 1.093496 
ROE 0.001674 8.979495 1.093496 

Source: secondary data, processed 
 

Based on the test results, the DER and ROE variables each have a Centered VIF 
value of 1.093496. This value is below the general limit of 10, indicating that there are 
no multicollinearity issues among the independent variables in the regression model. 
Meanwhile, the relatively large Uncentered VIF value is not a primary reference point in 
decision-making, as interpretation of multicollinearity is more focused on the Centered 
VIF value. Thus, it can be said that the independent variables in the regression model are 
not highly correlated with one another, and the model meets the multicollinearity 
assumption. 
 
Heteroscedasticity test 

The heteroscedasticity test aims to determine whether the residual variance in 
the regression model is constant. The results of the heteroscedasticity test based on the 
probability values of each independent variable. Table 2 shows the results of the 
heteroscedasticity test, as indicated by the probability values for each independent 
variable, namely DER and ROE. The general decision-making criterion is that if the p-
value is greater than 0.05, heteroscedasticity is absent, whereas if it is less than 0.05, 
heteroscedasticity is present. The test results show that the DER variable has a 
probability value of 0.0037, which is less than 0.05. This indicates that the DER variable 
exhibits heteroscedasticity. Meanwhile, the ROE variable has a p-value of 0.7009, which 
is greater than 0.05, indicating that ROE does not exhibit heteroscedasticity. Thus, it can 
be said that there is an indication of heteroscedasticity in one of the variables (DER), 
while the ROE variable does not experience this problem. However, because the model 
uses the Huber-White-Hinkley (HC1) robust standard error, the impact of 
heteroscedasticity has been minimized, so the regression estimation results can still be 
used for further analysis. 
 
Table 2 results of heteroscedasticity test 

Variable Coefficient Std. Error t-Statistic Prob. 
C 4.348196 0.504544 8.618071 0.0001 
DER -0.069386 0.016220 -4.277909 0.0037 
ROE -0.021075 0.052649 -0.400287 0.7009 

Source: secondary data, processed 
 
Autocorrelation test 

Based on the test results, the Durbin–Watson (DW) value was obtained as 
2.885583. This value is used to detect autocorrelation in the regression model, namely 
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the relationship between residuals in a given period and those in the previous period. In 
this study, the sample size was 10 (n = 10), and the number of independent variables 
was 2 (k = 2). Based on the Durbin–Watson table at a 5% significance level, the lower 
limit (dL) was 0.6972, and the upper limit (dU) was 1.6413. Because the DW value is 
greater than 2, the calculation (4 − DW) was performed: 4 − 2.885583 = 1.114417. The 
results indicate that the value of (4 − DW) is 1.1144, which lies between the dL and dU 
values, namely 0.6972 < 1.1144 < 1.6413, so the results of the autocorrelation test are 
inconclusive and cannot be concluded. Thus, the Durbin–Watson test has not provided 
certainty about whether the regression model exhibits autocorrelation. Therefore, to 
prove the presence or absence of autocorrelation in this research model, further testing 
is needed using the Breusch–Godfrey Test. 

Based on the results of the Breusch–Godfrey Test, the Chi-Square(1) Prob. The 
value was obtained at 0.0456. The Breusch–Godfrey Test is used to detect the presence 
of autocorrelation in the regression model, particularly in the residual correlation across 
periods. The basis for making decisions in this test is that if the Chi-Square Prob. If the 
value is greater than 0.05, then the regression model does not experience 
autocorrelation. In this test result, the Chi-Square(1) Prob. The value of 0.0456 is indeed 
slightly below the 5% significance level, indicating the presence of autocorrelation. 
However, when viewed from the F-statistic, which has a probability of 0.0925 (greater 
than 0.05), the regression model can still be considered feasible and does not show 
serious autocorrelation problems. Overall, the regression model in this study does not 
exhibit significant autocorrelation and still meets the classical regression assumptions. 
 
Multiple linear regression test 

Multiple linear regression is used to determine the effects of capital structure, 
proxied by the debt-to-equity ratio (DER), and profitability, proxied by return on equity 
(ROE), on firm value, proxied by price-to-book value (PBV), at PT. Indocement Tunggal 
Prakarsa Tbk. for the period 2015–2024. The results of data processing are carried out 
using the Least Squares method with a total of 10 observations (Tab. In addition to 
displaying the regression coefficient for each variable, this table also shows results of 
statistical model testing, such as the coefficient of determination (R²), F test, and 
Durbin–Watson value, to assess the validity of the regression model. 
 
Table 1 results of multiple linear regression tests 

Variable Coefficient Std. Error t-Statistic Prob. 
C 4.348196 0.681359 6.381650 0.0004 
DER -0.069386 0.017162 -4.043075 0.0049 
ROE -0.021075 0.040917 -0.515066 0.6224 
Adjusted R-squared  0.6224 
F-statistic 8.416582 0.0137 
Durbin-Watson stat 2.885583  

Source: secondary data, processed 
 

Based on the results of the multiple linear regression analysis in Table 1, the 
following regression equation was obtained: PBV = 4.348196 − 0.069386 (DER) − 
0.021075 (ROE). This equation shows that the capital structure variable, proxied by the 
debt-to-equity ratio (DER), and profitability, proxied by return on equity (ROE), have a 
negative influence on firm value, proxied by price-to-book value (PBV). The constant 
value of 4.348196 indicates that if the DER and ROE variables are treated as constant or 
zero, the PBV is estimated at 4.348196. The partial test results (t-test) indicate that the 
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DER variable has a coefficient of -0.069386 and a p-value of 0.0049, which is smaller 
than the significance level of 0.05. These results indicate that capital structure has a 
negative and significant effect on firm value (H1 is rejected). Meanwhile, the ROE 
variable has a coefficient of -0.021075 and a p-value of 0.6224, which is greater than 
0.05. These results indicate that profitability does not have a significant effect on firm 
value (H2 is rejected). Simultaneously, the test results show an F-statistic value of 
8.416582 with a probability of 0.0137, which is smaller than 0.05. This indicates that the 
DER and ROE variables together have a significant effect on firm value. In addition, the 
Adjusted R-squared value of 0.6224 indicates that 62.24% of the variation in firm value 
can be explained by capital structure and profitability variables, while the remaining 
37.76% is influenced by other variables outside this research model, such as liquidity, 
company size, dividend policy, and macroeconomic conditions. 
 
The influence of capital structure on firm value 

The results of the study indicate that capital structure, as measured by the debt-
to-equity ratio (DER), has a negative and significant effect on firm value, as measured by 
price-to-book value (PBV), at PT. Indocement Tunggal Prakarsa Tbk. for the 2015–2024 
period. This finding indicates that any increase in DER tends to decrease firm value. 
These results indicate that excessive debt use has not created added value for the 
company, but instead has increased investors' perceived risk. 

These findings indicate that the company's capital structure was suboptimal 
during the study period. The year-over-year increase in total corporate debt was not 
accompanied by an increase in corporate value, as reflected in the decline in share prices 
and PBV. This condition signals that investors are more sensitive to the financial risks 
posed by high debt levels than to the potential profits the company could obtain from 
external financing (Abdeljawad et al., 2024; Bhandari et al., 2022). In practice, investors 
tend to avoid companies with high debt levels because they are perceived as having a 
greater risk of default, particularly during times of economic uncertainty or industry 
slowdowns. 

The results of this study align with the trade-off theory, which holds that debt 
utilization can provide a tax shield, but only up to an optimal level (Esghaier, 2024). If 
debt utilization exceeds the optimal limit, the costs arising from bankruptcy risk, agency 
costs, and interest expenses will outweigh the benefits. This condition causes the 
company's value to decline because investors perceive it as high-risk. Therefore, the 
results of this study indicate that PT. Indocement Tunggal Prakarsa Tbk. may have 
experienced excessive leverage, leading the market to respond negatively to the 
company's increased debt. 

The results of this study are also supported by several previous studies that 
found that capital structure negatively impacts firm value (Arianti, 2022; Rossa et al., 
2023). Research by Kalash (2023) shows that excessive debt use can increase financial 
distress and reduce investor confidence. Furthermore, several empirical studies have 
shown that a high DER can lead to a decline in stock prices because investors perceive 
the company as having greater investment risk (Akin & Akin, 2026; Khorshidi et al., 
2024; Landi et al., 2022). However, the results of this study differ from several other 
studies that found a positive effect of capital structure on firm value (Alifian & Susilo, 
2024; Kammagi & Veny, 2023; Nurhaliza & Azizah, 2023). These differences may be 
caused by industry characteristics, economic conditions, a company's ability to generate 
profits, and its debt management effectiveness. 
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The reality on the ground shows that the cement industry faced significant 
challenges during the research period, such as increasingly fierce competition, 
overcapacity in national cement production, a slowdown in the property sector in 
several periods, and rising operational costs. These conditions require companies to be 
cautious in using debt as a financing source. Increasing debt without a commensurate 
increase in revenue and stable profits can undermine investor confidence in the 
company's prospects. This is evident in the decline in the share price of PT. Indocement 
Tunggal Prakarsa Tbk. during the research period, even though the company remains 
one of Indonesia's largest cement producers. 

The implications of this research's findings suggest that companies need to 
manage their capital structure more carefully and optimally to avoid excessive financial 
risk. Company management needs to balance debt and equity financing so the company 
can still benefit from external funding without reducing its value. Furthermore, 
companies need to improve operational efficiency and profitability so that debt can 
provide more productive benefits for company growth. Going forward, companies are 
advised to be more selective in adopting debt-based financing policies, especially in 
unstable economic conditions. Companies also need to strengthen their capital structure 
by increasing internal capital, improving cost efficiency, and optimizing investments that 
can generate stable cash flow. For investors, the results of this study can be used to 
inform risk assessments before making investment decisions. Meanwhile, for future 
researchers, this study can be expanded by adding additional variables, such as liquidity, 
company size, sales growth, and dividend policy, to provide a more comprehensive 
picture of the factors influencing firm value. 
 
The effect of profitability on firm value 

The results of the study indicate that profitability, as measured by return on 
equity (ROE), does not significantly influence firm value, as measured by price-to-book 
value (PBV), at PT. Indocement Tunggal Prakarsa Tbk. for the 2015–2024 period. This 
finding indicates that changes in profitability levels do not significantly affect firm value 
during the study period. This finding indicates that although the company can generate 
profits, the market does not respond positively in the form of an increase in firm value. 
Profit fluctuations during the study period may be one reason why ROE does not have a 
significant influence on PBV. Investors seem to focus not only on short-term profitability 
but also on industry prospects, capital structure, and macroeconomic conditions when 
assessing companies. The competitive conditions in the cement industry and the 
tendency to experience demand pressures in some periods make the company's profits 
insufficient to drive an increase in its market value. 

The results of this study align with several previous studies, which also found 
that profitability does not always have a significant impact on firm value (Dharmaputra 
et al., 2022; Hidayat & Khotimah, 2022). Several studies have shown that although 
profitability is an important indicator of financial performance, its influence on firm 
value can be weakened when external factors, such as capital market conditions and 
investor sentiment, are more dominant (Candradewi & Rahyuda, 2023; Din et al., 2022; 
Vuong, 2022). However, these results differ from signaling theory, which states that high 
profitability should be a positive signal to investors and increase firm value. This 
difference suggests that under certain conditions, the market may not always directly 
interpret profitability signals as positive. 

In relation to trade-off theory and signaling theory, companies with high 
profitability should be able to increase investor confidence, thus increasing firm value 
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(Zhang & Wang, 2022). However, in this case, the insignificant results indicate that the 
profitability signal is not strong enough to influence investor decisions. This may occur 
because investors prioritize long-term profit stability over fluctuating annual profits. 
Furthermore, in the cement industry, external factors such as market demand, 
production capacity, and industry competition often play a more dominant role in 
influencing firm value perceptions than profitability alone. 

These results are also supported by several previous studies, which found that 
the effect of profitability on firm value can be insignificant when a company operates in 
a cyclical industry or faces economic uncertainty (Wijaya & Susilowati, 2024). Under 
these conditions, investors tend to be more cautious and do not rely on ROE as the sole 
indicator when assessing a company. Therefore, the results of this study reinforce the 
view that the relationship between profitability and firm value is not always linear and 
can be influenced by many other factors. During the study period, the Indonesian 
cement industry faced challenges including overcapacity, fluctuating demand, and rising 
production costs. These conditions led to unstable year-to-year profits, so investors did 
not use ROE as the primary basis for assessing company performance. Even when 
profitability increases, the market may not respond positively if a clear improvement in 
growth prospects does not accompany it. This explains why ROE did not significantly 
influence PBV at PT. Indocement Tunggal Prakarsa Tbk. 

These findings imply that company management cannot focus solely on 
increasing short-term profitability; it must also ensure the sustainability of long-term 
profitability. Companies need to improve operational efficiency, maintain revenue 
stability, and strengthen business strategies to ensure more consistent profits and gain 
investor confidence. Furthermore, companies need to consider other factors that can 
increase firm value, such as dividend policy, expansion strategy, and risk management. 
Going forward, companies are advised not only to pursue higher ROE but also to focus 
on the quality of the profits they generate to ensure stability and sustainability. For 
investors, this study's results illustrate that profitability alone is insufficient as the 
primary basis for investment decisions, requiring consideration of additional, more 
comprehensive variables. Meanwhile, for future researchers, this study can be expanded 
by adding additional variables, such as dividend policy, company growth, liquidity, and 
macroeconomic factors, to provide more in-depth insights into the factors influencing 
firm value. 
 
Conclusions 

This study shows that capital structure has a negative and significant effect on 
firm value, while profitability has no significant effect on firm value at PT. Indocement 
Tunggal Prakarsa Tbk. for the period 2015–2024. Simultaneously, both variables have a 
significant effect on firm value, but partially, only capital structure has a significant 
effect. These results indicate that increasing debt usage tends to decrease firm value, 
while changes in profitability have not had a significant impact on firm value. 

The implications of this study indicate that capital structure management is a 
crucial factor in increasing firm value, requiring companies to be more cautious in 
determining the debt-to-equity ratio to avoid excessive financial risk. In terms of 
contribution, this study strengthens empirical evidence that, in the cement industry, 
capital structure plays a more dominant role than profitability in influencing firm value. 
However, this study has limitations, namely the use of only two independent variables, a 
10-year research period, and a focus on a single company. Therefore, the results cannot 
be generalized to the entire cement industry or other sectors. 
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Future research is recommended to include other variables that can influence 
firm value, such as dividend policy, liquidity, company size, sales growth, and 
macroeconomic factors. Furthermore, future research could expand the research object 
by using multiple companies in the same industry or different sectors to make the 
results more comprehensive and generalizable. The use of more complex analytical 
methods, such as panel data, could also be considered to obtain more accurate and in-
depth results. 
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