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Abstract—The purpose of this study is to determine the effect
of capital structure on firm’s financial performance that is
conducted on 55 manufacturing sector listed companies in
Indonesia Stock Exchange. The data analysis is conducted using
R Studio software. Study is used data panel analysis with random
effect model. The result of this study are (1) firm's size has no
effect on firm's financial performance which is proxied by
return-on-assets; (2) firm's size has no effect on firm's financial
performance which is proxied by market-to-book-value.
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. INTRODUCTION

In evaluating the company's financial performance, it can
be assisted with certain measurement tools, one of which is by
using profitability ratios and market ratios. Profitability ratios
are ratios used to determine a company's ability to manage its
assets [1]. An assessment of a company's profitability can be
measured through Return-on-Asset (ROA). Return-on-assets
are used to measure the effectiveness of a company in
generating profits by utilizing its assets. The company's ability
to utilize assets effectively and productively can generate net
profit which is the result of the capital that has been invested
in an asset. Return-on-assets as a form of company
effectiveness in managing its assets and capital [2]. The
return-on-asset measurement avoids direct comparisons with
market value but relates to several factors used by market
makers in their valuation of the company [3]. Return-on-assets
are able to measure the company's ability to generate profits in
the past and then projected in the future [4]. Company
performance through profitability is one of the most important
areas that is focused by shareholders and also debt holders if
the company uses debt to operate [5].

Market-to-book ratios indicate investors' views on the
value of the company, shares sold higher than the book value
reflect good companies [6]. Therefore, the company's market
value reflects how the market sees the company so that it will
affect investors' valuation of the company in making its
investment. One of the motivations of investors to invest their
capital is return [7]. Firm’s size can also affect a company's
financial performance. Firm’s Size is a size or scale that
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shows the size of a company. Firm's size can usually be seen
from the company's total assets and total sales. In general,
large companies will get more attention or better known to the
public. The greater the size of the company can give a good
signal to the public. This is in accordance with the signaling
theory that the greater the firm’s size will give a positive
signal for the company's financial performance is getting
better [8].

Research conducted by [9] in manufacturing sector
companies in the country of Sri Lanka shows that there is no
effect of company size which is proxied by total assets and
total sales on profitability proxied by ROA and NPM.

Based on the background described above, the following
are the problems identified by the researcher (then the
problem can be formulated to be investigated):

1) Does Firm’s Size affect corporate performance which
is proxied by return-on-assets?

2) Does firm's size have a positive effect on corporate
performance that is proxied by market-to-book value?

Based on this background, this study takes the title of the
thesis “The effect of firm’s size on firm’s financial
performance”.

Il. LITERATURE REVIEW

A. Signaling Theory

Signaling theory states that there is information asymmetry
or information mismatch between internal (company
managers) with external parties or users of financial
statements (stakeholders). With this, signaling theory explains
why companies have the incentive to provide financial
statement information to external parties, namely investors
and creditors [10]. With the disclosure of information made by
the company, users of financial statements such as investors
and potential investors can make an appropriate consideration
or analysis to invest their capital so as to increase market
views regarding the company's financial performance.
Disclosure of information carried out by company managers
can give signals to users of financial statements so that
accurate information is very important in the process of
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making investment decisions or providing loans by external
parties. With the existence of signaling theory, it is hoped that
financial statement users can obtain accurate information in
order to reduce the problem of information asymmetry.

The choice of debt-to-equity-ratio indicating the quality of
a company [11]. Companies by adding more debt to the
company's capital structure can function as a credible signal of
higher expected future cash flows. That is because the
company is committed to meeting interest payments from debt
holders and managing the remaining cash flow more
effectively [12]. Investors consider debt issuance as a better
signal than the issuance of ordinary shares because investors
understand the company's management goals in issuing shares
that are considered as overvalued [13]. In addition, the greater
the size of the company will give a positive signal which
means the company's financial performance is also getting
better [14]. Signaling theory explains that to increase market
views on company performance, companies have a large size
or scale of companies and will increase debt.

B. Firm’s Size

Firm size is a major factor in determining company
profitability because of a concept known as economies of
scale that can be found in the traditional view of the company
[15]. It can be interpreted that companies can produce goods
at a much lower cost by large companies. The size of the
company is an increase in the company's employees who have
a large market capitalization, and describes the size of a
company. The higher the total assets that indicate the assets or
assets owned by the company. Company size can be measured
using total assets, sales or company capital [16]. Companies
that have large total assets are considered to have good
prospects in a relatively stable period and are able to generate
profits compared to companies that have small total assets
[17]. Large-scale companies have a higher competitiveness
than small companies, because large companies have a large
market so they have a great opportunity to obtain large profits
[18].

I1l. THEORETICAL FRAMEWORK

A. Effect of Firm’s Size on Corporate Performance

One of the factors influencing company performance
(return on assets) using panel data is firm’s size [19].
Companies large enough to be able to take advantage of their
size to negotiate the value of their inputs and then reduce their
average costs. This will result in increased profitability for the
company. Intellectual capital, debt-to-equity-ratio (DER),
company size, and asset turnover have positive effects while
debt-to- Assets-ratio has a negative effect on ROA [19]. Based
on signaling theory, the greater the firm's size will give a
positive signal to the public or market which means the
company has better financial performance. There is a positive
and significant effect on financial performance which is
proxied by ROA. He stated that the greater the assets or assets,
the more capital invested, more money circulation and greater
market capitalization, would improve the company's financial
performance. a significantly larger firm's size and positively
increased the performance of companies proxied by ROA
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[20]. Based on the description above, the researchers propose
a hypothesis, as follows:

Hal: Firm size has a positive effect on firm’s financial
performance which is proxied by return on assets (ROA).

B. Positive Effect of Firm’s Size on Firm’s Financial
Performance (MtBV)

Firm size can indicate that the company is experiencing
growth and growth so that the market will respond positively.
The greater the total assets and sales, the greater the size or
scale of a company [21]. If a company has a large firm's size,
then there is a possibility that it will have a better market value
and financial performance compared to smaller companies
[22]. Conventional banks listed on the Indonesia Stock
Exchange shows that there is a positive influence on bank size
on shareholder value which is proxied by market-to-book
value [23]. The higher the total assets, the higher the market-
to-book value. There is a positive influence on bank size with
shareholder value which is proxied by market to book value.
This is due to the large banks getting more attention from the
public so that they are viewed more positively by investors.
Based on the description above, the researchers propose a
hypothesis, as follows:

Ha2: Firm size has a positive effect on firm's financial
performance which is proxied by market to book value
(MtBV).

IV. RESEARCH METHODOLOGY

The data analysis method used in this study is multiple
linear regression analysis techniques. Before testing on
multiple linear regression methods, this method must be tested
by classic assumptions to get the best results so that the data is
consistent and unbiased. Types of classic assumption tests in
this study are: normality test, Multicollinearity test,
Heteroscedasticity test, Autocorrelation test. The regression
model test using multiple linear regression analysis aims to
choose the most appropriate model to be used in predicting
this research. Here are some tests that can be done consisting
of a chow test, the hausman test, and the lagrange multiplier
test to determine which model is more appropriate in
predicting the multiple linear regression equation model in this
study.

A. Operationalization of Variables

Research variables are research objects that are the center
of attention of researchers to be observed, studied and drawn
conclusions. Variables are objects that have variations
between one object and another. The variables studied were
divided into two namely independent variables and dependent
variables. Following is the definition and measurement of
each variable will be explained as follows:

The dependent variable (or often referred to as the
dependent variable) is a variable that is of primary concern to
the researcher and is influenced or is due, due to the
independent variables. The dependent variable in this study is
corporate performance measured by profitability ratios,
namely Return-on-Assets (ROA) and market ratios, Market-
to-Book-Value (MtBV).
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1) Return-on-Assets (Y1): In analyzing financial
statements, the ratio of the most widely used by users of
financial statements is Return-on-Asset (ROA) because the
ratio is able to show the company's success in generating
profits. ROA is used to measure overall management
effectiveness in generating profits with available assets [24].
ROA is able to measure the company's ability to generate
profits in the past and then can be proxied in the future
(Rosikah et al, 2018).

2) Market-to-Book-Value (Y2): Market-to-Book-Value
(MtBV) is the ratio of the total market capitalization that is
shared with the book value of net assets [25].

B. Variable Independent

The independent variable (or often referred to as the
independent variable) is a variable that affects the dependent
variable both positively and negatively. If there are
independent variables, the dependent variable will also be
present, and with each unit increase in the independent
variable, there will also be an increase or decrease in the
dependent variable. So the independent variable influences or
causes the change or the emergence of the dependent variable.
The independent variables used in this study are:

Firm’s size is the size of a company that can be measured
by assets, sales, market capitalization. Firm's size can be
calculated using the following formula:

Firm’s Size = Ln (Total Asset)

V. RESULT AND DISCUSSION

In this study, the financial statements issued by
manufacturing companies listed on the Indonesia Stock
Exchange (IDX) will be the object of research by researchers.
After determining the research object, the sample is selected
based on purposive sampling. Purposive sampling is a
technique used to determine samples with a non-random
sampling technique where the researcher determines sampling
by setting criteria that are appropriate to the design and
purpose of the study. The following is the procedure for
determining the sample criteria for this research sample, as
follows (Table I):

TABLE I. POPULATION SCREENING TABLE
No. | Criteria Total
1 The population of manufacturing companies listed on the 152
Stock Exchange during the 2014-2018 period
Companies experiencing delisting from the stock
2 exchange or experiencing liquidation during the 2014- (6)
2018 period
3 Not served in rupiah (28)
Does not always publish audited financial statements
4 (audited financial statements) in full for periods that end (14)
for 5 years in a row during the period 2014-2018
5 Manufacturing companies that suffered losses during the 3)
2014-2018 period
Amount of cross-sectional data (per year) 61
Outlier (50)
Amount of selected cross-sectional data (per year) 11
Research period 2014-2018 (time-series data) 5 tahun
Number of samples selected (total panel data) 55

Source: www.idx.co.id and processed
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Through this screening process, 305 companies (61 cross-
sectional data with 5 years’ time-series data) were obtained on
the Indonesia Stock Exchange which were allowed to be
selected as samples. By using a confidence level of 95% to
obtain an error rate of 5%. Furthermore, the authors screened
outlier data based on box plot observations and standardized
scores (z-scores) with a value of > 2.5 which were declared as
outliers so that 55 panel data were obtained that would be used
for the five-year study period from 2014-2018, consisting of
combined 11 cross-sectional data and 5 time series data.

A. Research Data Collection

Most of this research uses numbers contained in accounts
that appear on financial statements. The following will explain
how researchers obtain these numbers:

a) Total Assets is a symbol of the position of total assets
in the current period. In the Statement of Financial Position
presented comparatively, the author will use the numbers on
"Total Assets" as at 31 December in the current year period;

b) Market Price is a symbol of the market price of
shares in each company obtained using the Close figure every
December 31 Historical Data section contained on the website
www.finance.yahoo.com.

¢) Number of Outstanding Shares is a symbol of the
number of shares outstanding during the period. If a company
has Treasury Shares, then those shares must be excluded from
the calculation of the number of shares outstanding because
the number of shares outstanding is shares circulating to the
market or the public that are not shares that were recovered by
the Company. In the Statement of Financial Position of the
Equity section presented comparatively, the author will use
the number of shares written on "Issued and fully paid share
capital" as of December 31 and reaffirm the Notes to the
Report Finance (Notes to the Financial Statements) by looking
at the number of shares outstanding by subtracting the
numbers on the "Treasury Shares" as of December 31 in the
current period;

d) Firm’s Size is the size of the company with the
natural logarithm symbol of total assets in the current period.
In the Statement of Financial Position presented
comparatively, the author will use the numbers on "Total
Assets (Total Assets)" as of December 31, which will then be
performed natural logarithms.

B. Research Data Calculation

After getting all the data needed, then some calculations
will be performed to get the desired information:

a) To meet the regression equation used, the researcher
will do a regression model to find the estimated coefficients of
each variable;

b) Return-on-Assets are calculated by dividing Net
Income After Tax by Total Assets as ROA variable;

c) Market-to-book value is calculated by dividing
Market Value with Book Value as an MtBV variable. Market
Value is obtained by multiplying Market Price by Outstanding
Number of Shares and Book Value is obtained by subtracting
Shareholder's Equity with Paid in capital;
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d) Firm's Size is obtained from total assets which then
the logarithm of its natural search is called Ln (Total Assets).

C. Descriptive Statistical Analysis

Descriptive statistical analysis aims to provide an
overview of the data used in this study. Descriptive statistics
consist of minimum values, maximum values, mean values,
and standard deviations of each variable (Table II).

Descriptive statistical analysis aims to provide an
overview of the data used in this study. Descriptive statistics
consist of minimum values, maximum values, mean values,
and standard deviations of each variable. In these results, n
indicates the number of samples for each variable used in this
study. Mean is the average value of research data. Standard
deviation is a measure of the spread of data used to measure
the amount of variation or distribution of a number of data
values. Standard deviation is a large difference from the
sample value to the Mean. The lower the standard deviation,
the closer it will be to the average value, whereas if the
standard deviation value is higher, the wider the variation of
the data range. Maximum is the highest value of the amount of
data analyzed. Minimum is the lowest value of the amount of
data analyzed.

Descriptive statistical tests consist of ROA (Return-on-
Asset) and MtBV (Market-to-Book-Value) as the dependent
variable. The number of sample data used in the calculation of
descriptive statistics is the entire sample data, which is 55
data. Return on Assets (ROA) is the first dependent variable
that measures a company's profitability based on information
contained in the company's financial statements. ROA has an
average value of 0.08; which means that the ability of
companies to get profits from their assets is 0.08 or 8%. ROA
has a standard deviation value of 0.04 which means that the
level of size distribution of ROA variable data is 0.04. The
lowest and highest value of ROA is 0.02 and 0.16,
respectively in PICO companies in 2018 and BATA in 2015.
That is, BATA is a company that is able to generate profits by
managing its assets effectively while PICO is a valued
company less able to effectively generate profits by managing
the assets they have.

Market-to-Book-Value (MtBV) is the second dependent
variable that measures a company's market value based on
information provided on the market and the company's
financial history. MtBV has an average value of 1.71 with the
lowest and highest values of 0.29 and 4.63 respectively in
PICO companies in 2015 and STTP in 2014. Based on market
or public views, stakeholders will be interested in investing in
an company when the company reflects good performance so
that the stock price will show a higher price and have a
relatively lower additional paid in capital because the stock is
sold not to overprice from face / nominal value. That is, STTP
is a company deemed to have an appeal by the market or the
public which is reflected in the stock price of Rp. 2,880 with a
total of circulating shares of 1,310,000,000 shares, whereas
the opposite is for PICO with having a stock price of Rp 128
with a total number of outstanding shares of 568,375. 000
sheets.
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TABLE I1. DESCRIPTIVE STATISTICAL ANALYSIS
N Minimum Maximum Mean Std'. .
Deviation
ROA 55 0,02 0,16 0,08 0,04
MtBV 55 0,29 4,63 1,71 1,05
Firm's | g5 26,57 30,40 27,93 1,15
Size

Source: R Studio Application Processing Results

Firm's size is one of the independent variables from a
sample of banking companies. Firm's size is calculated from
the logarithm of the company's total assets. The average value
of the firm's size shows an average value of 27.93. The
standard deviation of the company size is 1.15 with the lowest
value of 26.57 which is the ALDO stock code in the 2014
period, while the highest value is 30.40, which is AUTO in
2018, which means AUTO has the largest company size
compared to with manufacturing sector companies listed on
other Indonesian Stock Exchanges measured by the logarithm
value of total assets of banking companies while company size
on ALDO has the smallest company size compared to
manufacturing sector companies listed on other Indonesian
Stock Exchanges in 2014-2018 measured from natural
logarithm value of total assets.

D. Estimation of the Regression Model Coefficient

The multiple linear regression model used to estimate
ROA (Return-on-Asset) and MtBV (Market-to-Book-Value)
is carried out in a panel by combining 11 cross-sectional data
multiplied by 5 years of the 2014-2018 research period so that
55 observation (Table I11).

TABLE Ill.  REGRESSION MODEL COEFFICIENT ESTIMATION RESULTS

Independent Variable Expected Sign ROA

Intercept Coeff. - -2,706223

FIRM’S SIZE Coeff. + 1,077067

Source: R Studio Application Processing Results

The estimated coefficient of -0.242502 can be interpreted
that ROA will have a value of -0.242502 if the DER variable
has a value equal to 1, and the other independent variables are
constant or can be interpreted as each DER increase of 1 unit
will decrease ROA by -0.242502. While the negative sign (-)
indicates the opposite relationship between the DER variable
with ROA; and the estimated coefficient of 1.077067 can be
interpreted that ROA will have a value of 1.077067 if the
Firm's Size variable has a value equal to 1, and the other
independent variables are constant or can be interpreted as
each Firm's Size increase of 1 unit will increase ROA by
1.077067. While the positive sign (+) indicates a direct
relationship between the Firm's Size variable and ROA [28].

E. Partial Test of Regression Model 2

In this section, we will show the partial test results on the
MtBV (Market-to-Book-Value) multiple linear regression
equation, as follows (Table IV):
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TABLE IV.  PARTIAL TEST RESULT OF REGRESSION MODEL 2
Uji Parsial Sig.
DER 0,69437
FIRM’S SIZE 0,32109

Source: R Studio Application Processing Results

Based on the partial test results, namely, z-test statistics,
the following conclusions can be obtained:

Firm's Size variable has the result of a significance value
(Sig.) Of 0.32109; where the value is greater than 0.05; thus
indicating that the independent variable Firm’s Size does not
significantly influence the MtBV dependent variable [30].

F. Discussion

1) Firm’s Size influences Return-on-Asset: Based on the
hypothesis carried out in the previous chapter, the first
hypothesis proposed in this study is as follows:

Hal = Firm’s Size has a positive effect on Return-on-
Assets.

Firm's Size variable produces a significance value of
0.17367; which means that the significance value is greater
than 0.05 then Firm Size does not have a significant effect on
ROA (Return-on-Asset). While the coefficient value of the
Firm's Size variable regression model for ROA (Return-on-
Asset) is 1.077067. Therefore, it can be concluded that the
Firm's Size variable has no significant and positive effect on
ROA (Return-on-Asset) with a 95% confidence level. So from
testing this hypothesis, Ha is rejected and HO is accepted.

The results of this study are also supported by the research
of [29] which shows that firm's size does not affect company
performance consisting of return-on-assets, market-to-book-
value or tobin's g. This is because the firm's size measured by
the natural logarithm of the total assets does not reflect the
actual value of the assets so the firm's size cannot be a
guarantee of good company performance.

2) Firm’s Size affects Market-to-Book-Value: Based on
the hypothesis carried out in the previous chapter, the 8th
hypothesis proposed in this study is as follows:

Ha2 = Firm’s Size has an influence on Market-to-Book-
Value.

Firm's Size variable produces a significance value of
0.32109; which means that the significance value is greater
than 0.05, Firm Size does not have a significant effect on
MtBV (Market-to-Book-Value) and has a positive effect based
on the sign of the Firm Size Variable regression model
coefficient which is equal to 3.43163. Therefore, it can be
concluded that the Firm's Size variable does not have a
significant positive effect on MtBV (Market-to-Book-Value)
with a 95% confidence level. So from testing this hypothesis,
Ha is rejected and HO is accepted.

Based on the results of the study, it can be interpreted that
the firm's size variable does not support signaling theory
which states that the greater the size of a company can
improve the company's financial performance. The reason
why firm's size does not have a significant positive effect on
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MtBV (Market-to-Book-Value), because the public does not
see the size of the manufacturing sector in Indonesia as a
determinant of the success of a company's performance [26].

There are several reasons why firm's size does not have a
significant positive effect on MtBV (Market-to-Book-Value)
because even though large-sized companies have relatively
large assets, they may not necessarily explain high returns to
shareholders [27].

VI. CONCLUSION

Based on the results of the rainfall and the discussion
carried out, a number of conclusions is obtained, as follows:

1) Based on the test results, firm's size has no effect on
firm's financial performance which is proxied by return-on-
assets.

2) Based on the test results, firm size does not affect
firm's financial performance which is proxied by market-to-
book-value.
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