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Abstract. The purpose of this research is to determine the impact of investment decisions 

on firm value using capital structure as the intervening variable and profitability as the 

antecedent. Using 120 samples of non-bank companies listed on the LQ45 Index between 

2016 and 2020. Using SEM-PLS, we discovered that: investment decisions and capital 

structure have a significant positive effect on firm value, investment decisions and 

profitability have a significant positive effect on capital structure (DER), and capital 

structure partially mediated investment decisions on firm value. The findings of this 

study support the signal theory of firm value, in which investment decisions can be a 

positive signal in increasing firm value. Other factors, such as capital structure, also 

contribute to a positive signal in increasing firm value. The signals can be seen on the 

company's side, where the right and good investment with promising prospects will 

increase investor confidence. 
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1   Introduction 

In essence, a company may not only want to carry out only for one year or several years, 

but a company has a long-term goal, namely to carry out indefinitely. Therefore, a company 

has a goal to increase the profits and prosperity of its shareholders [1], as well as to increase 

the firm value as its long-term goal [2] [3]. The value of the company is the present value of 

the predicted future value of the company, so the value of this company is the long-term goal 

of the company [4]. 

The value of the company itself is an investor's benchmark for how successful the 

company's management is in managing all the resources owned by the company. The 

company's value is often marked as the price of shares sold in the capital market [5]. Firm 

value is also defined as the company's selling value when operating, where its management 

improves [6]. 

The company's value is often related to the company's stock price because an increasing 

share price will increase the company's value. If the stock price is high, it reflects a high 

company value [7]; this is due to the fact that a high firm value can ensure the financial 

success of its stockholders (investors) [1]. Due to this, the company and external parties want 

the company's value to continue to increase. On the one hand, the external party wants a high 

value for the company, so the opportunities it receives will increase. On the other hand, the 
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company (internal) wants to rate the company high so that investors and external parties are 

increasingly interested in investing in it for their business continuity. This illustrates that the 

company's value is a signal for both parties. 

Apart from stock prices in the capital market, company value can also be measured from 

PBV (Price to Book Value). PBV is a ratio that measures the market price per share with the 

book value per share [8]. Therefore, based on the narrative above, it can be said that PBV, 

then the company will have such prospects, or it can be said that PBV will increase the value 

of the firm. Below is a graph of the average PBV movement in the last six years starting from 

six years ago from 2015 to 2020 now on the LQ45 Index company to find out the business 

phenomena that occur: 

 
Fig. 1. Chart of the Moving Average Price-to-Book Value Ratio of Companies in the 2015-2020 

LQ45 Index. 

 

Previous research as empirical evidence has concluded that fluctuations in the company's 

value can occur not only due to external factors but also internal factors of the company [9]. 

Company owners or high-level management as internal parties of the company are more aware 

of the conditions of a company. Therefore their role is to make company policies that can 

increase the company's value [9] [10]. Investment decisions are proven to be very closely 

related to company value and are no less important factors in the financial management 

function [11]. 

Investing is a commitment to a number of finances or other resources currently controlled 

by a business with the expectation of future returns [12]. Therefore, investment decisions of 

company management must always be considered so that every investment can increase the 

company's value effectively. 

Numerous research feel that investment decisions made as part of the implementation of 

the financial management function can impact the value of a firm.  [9], [13], [14], [15]. 

However, on the other hand, some argue that investment decisions do not affect the firm 

values [16], [17], and that other factors such as capital structure, liquidity, profitability, and 

firm size can affect the company's value as well. 

Based on the research gap and business phenomena described in the background above, 

this research was conducted using signal theory as an analytical grand theory. The research 

questions and the formulation of the problem in this study are: 

1. How significant is the influence of investment decisions on company value in 

companies listed in the IDX Non-Bank LQ45 index for the 2016-2020 period? 

2. How significant is the effect of capital structure on company value in companies 

listed in the IDX Non-Bank LQ45 index for the 2016-2020 period? 

3. How significant is the influence of investment decisions on the capital structure of 

companies listed in the IDX Non-Bank LQ45 index for the 2016-2020 period? 



 

 

 

 

4. How significant is the influence of profitability on the capital structure of companies 

listed in the IDX Non-Bank LQ45 index for the 2016-2020 period? 

5. How significant is the influence of investment decisions on company value mediated 

by the capital structure of companies listed in the IDX Non-Bank LQ45 index for the 

2016-2020 period? 

2   Literature Review and Hypotesis Development 

2.1   Grand Theory 

 

 Signalling theory describes an action taken by a company to provide information or 

guidance to corporate investors about their company's current prospects [18]. Michael Spence 

first revealed the signalling theory in 1973, which explains that the owner of the information 

provides a signal in the form of information that reflects the condition of a company that is 

beneficial to investors; this signal is given in the form of financial statements and with this 

financial report investors will provide its analysis of what it will do with the signal [19]. 

 Signal theory can link investment decisions with firm value; one signal model is 

grouped from four signal models as pillars of signal theory [20]. The model is the Signal 

Theory Based on Corporate Investment. This study uses a signal model, namely the Signal 

Model Based on Corporate Investment, to reflect the relationship in this research model. 

The Corporate Investment-Based Signal Model is a model used to provide signals to 

investors based on the company's level of profit on the company's investment. Management 

can spend significant funds on investment, and it is hoped that investors will catch the signal 

and distinguish the company's advantages over other companies by figures, John and 

Nachman [21], Miller and Rock [22], and Ambarish, John, & Williams [23], who consistently 

say that companies that 'dare' to spend large amounts of money on their corporate investment 

activities will more be appreciated by investors [24]. 

 

2.2   LQ45 Index 

 

 This study focuses on the Non-Bank LQ45 Index in the 2016-2020 period. The LQ45 

Index is one of the indexes listed on the Indonesia Stock Exchange (IDX); this Index was 

launched in 1997, to be exact, on February 24. The LQ45 Index was launched as an alternative 

index other than the IHSG Index (Indeks Harga Saham Gabungan); this was due to the capital 

market movement, which at that time was still small in transactions and made the majority of 

existing shares not or less actively traded. In the current year, the LQ45 Index is used as a 

complement to the IHSG as an index that monitors the movement of active stocks on the IDX. 

Its status, which complements the JCI and monitors active stock movements, means that not 

all stocks can be included in the calculation of this Index. The LQ45 Index is only created to 

monitor the performance of the shares of companies that are actively traded. Therefore, as the 

name implies, there are only 45 issuers selected based on the considerations and criteria 

determined by the IDX. 

Of course, to ensure the strength of this Index as a complement to the JCI and to 

become a forum for top-rated stocks to gather, every six months, the IDX will evaluate the 

stocks that are in the LQ45 Index, stocks that no longer meet the criteria, the stock will be 



 

 

 

 

replaced with other shares. Usually, this change is done effectively every early February and 

August. 

 

2.3   Hypotesis Development 

 

Investment Decisions and Firm Value 

 

 Theoretically, the relationship between investment decisions and company value is 

established by the signalling theory, which states that investors perceive companies' high 

investment decisions to raise firm value. Investment decisions (IOS) have a significant 

positive effect on firm value; this demonstrates that the company can manage its share capital 

to increase productivity, thereby increasing the firm's value; This demonstrates that investment 

decisions offer investors with a signal to invest in the company. [14]. 

Management makes investment decisions in allocating funds to other assets in the 

hope that the allocated funds will increase or have greater returns in the future. Suppose 

management can allocate its assets well and make excellent investments. In that case, it will 

reflect an increase in the company's assets, and investors and other external parties will see 

this situation as a positive signal. Thus, investment decisions made by competent management 

are an encouraging sign for potential investors to participate in a company. Numerous scholars 

analyzed this effect in a previous study and concluded that investment decisions have a 

favorable impact on firm value [15], [25][26], [13]. Moreover, based on previous supporting 

studies, the researcher concludes the first hypothesis in this study: 

H1: The higher the Investment Decision, the higher the Company Value. 

 

Investment Decisions and Capital Structure 

 

Theoretically, the relationship between investment decisions and capital structure is 

based on the signalling hypothesis, which states that an increase in investment decisions will 

correlate directly with an increase in capital structure. Investment decisions also have a strong 

influence on management's debt policies, which causes management to increase investment 

funds in order to maximize profit; creditors and investors recognize this signal and offer loans 

or capital injections at the end of the year so that the company can increase the proportion of 

its capital structure that is invested by management. 

Investors observe the Investment Decisions proxy and the company's high capital 

structure, which is signaled by financial reports and other media signals from management. 

These signals that show the tendency and strength of the company's management in managing 

their investment funds become a benchmark for investors' assessment to assess how strong 

management can maintain the proportion of their investment and develop the company's 

performance, causing investors to increase their total investment. 

Empirically, previous research from many researchers concluded that there is a 

positive relationship between investment decisions and capital structure; although the 

relationship is not too significant, but still positive [27]. Other previous studies provide 

conclusions in their respective studies, namely how investment decisions have a positive effect 

on the company's capital structure [28], [29], [30]. Based on previous supporting studies, the 

researcher concludes the second hypothesis in this study: 

H2: The higher the Investment Decision, the higher the Capital Structure. 

 

  



 

 

 

 

Capital Structure and Firm Value 

 

Theoretically, signaling theory may establish the relationship between capital 

structure and business value. The company's potential to produce money is robust if its capital 

structure and profits are growing, thus this is a positive indicator for investors. Despite the fact 

that many firms seek to finance company operations with internal funds, many large 

organizations rely on debt to do so. 

So, in short, seeing investors assume that the use of the company's internal capital in 

financing its operational activities is a good thing. However, the use of debt by the company in 

a measurable and directed manner for its operations is also good for the company's 

management because it can manage more funds productively. This will give a good signal, 

and investors will invest their capital which will also automatically increase the value of the 

company [18]. 

Previous research had positive results in his research, which also examined capital 

structure on firm value. According to their conclusion, the company's funding policy that 

determines the proportion of its capital with external capital (debt) aims to maximize the value 

of the company [31]. Another previous study concluded that capital structure also positively 

affects firm value, although both are not very significant [32]. Also, other studies from many 

researchers conclude together that capital structure has a more positive effect on firm value 

[33], [34], [15]. Based on the previous supporting studies, the researcher concludes the third 

hypothesis in this study: 

H3: The higher the capital structure, the higher the firm value. 

 

Profitability and Capital Structure 

 

Theoretically, the relationship between profitability and capital structure can be built 

by signaling theory, where higher profitability will spur an increase in the company's capital 

structure. Although a popular theory for building this relationship is the Pecking-Order Theory 

which has a relationship with the use of funding, company management prefers internal 

funding in the form of company profits. Hence, the higher the company's ability to earn 

money, the company no longer needs to use outside capital to reduce the capital structure [35]. 

However, signaling theory states that high profitability will increasingly affect 

management (especially at the level of large companies) to improve its capital structure further 

because management considers that the company can cover all costs. Debts from the 

company's profitability, so that management will be more aggressive in making productive 

loans to increase the company's value, which automatically loan after loan will increase the 

company's capital structure. So, investors see that a high capital structure indicates that large 

companies will further increase their profitability to develop even larger companies in the 

future so that it will indirectly become a separate investment for them. 

Previous research examined the relationship between profitability and capital 

structure and gave a significant positive effect as a result [36]. Other supporting research 

partially examines the effect of profitability on capital structure; their research gives results in 

a positive effect between the two [34], [37]. Based on previous supporting studies, the 

researcher concludes the fourth hypothesis in this study: 

H4: The higher the profitability, the higher the capital structure. 



 

 

 

 

3   Research Methodology 

 Based on the level of explanation, this research is classified as a type of descriptive 

research. Descriptive research is used to explain the picture or describe empirically the data 

collected in this study. This research is classified as descriptive because this research will 

describe the characteristics of the research population with the variables studied so that it is 

expected to answer the research questions presented [38]. 

 The population used in this study were all companies listed in the LQ45 Index during 

the last 2016-2020 period, which contained 66 companies. As a sample, a purposive sampling 

technique is used with one criterion: companies that have never left the LQ45 list during the 

2016-2020 period. The research sample obtained a number of 24 LQ45 companies with 120 

observational sample data. This study relies on secondary data derived from the financial 

statements of companies listed on the IDX and made public. This study used the SEM-PLS 

approach, which is supported by SmartPLS version 4 software. 

4   Research Findings 

 The result of Hypotesis Analysis in SmartPLS 4 software is as follows: 

Table 1.  Hypotesis Analysis Result from SmartPLS 4. 

Hypotesis Std. Deviation T P Values 

Investment Decisions => Firm Value 0,078 2,403 0,017 

Investment Decisions => Capital Structure 0,092 3,781 0,000 

Capital Structure => Firm Value 0,142 2,035 0,042 

Profitability => Capital Structure 0,139 2,841 0,005 

 

Hypothesis Testing 1: Investment Decision on Company Value 

 The testing has a positive relationship direction supported by T-Calculate greater than 

T-Table (2.403 > 1.661) with a strong level of significance (P Values less than 0.05); it can be 

concluded that the Investment Decision has a significant positive effect on Firm Value. 

Thus this result is in accordance with the signal theory, which states that investment 

decisions can increase firm value. Companies make investment decisions to invest in the 

assets they currently have in several investment products or other assets in the hope that the 

returns they receive will be more significant in the future; investors assume that companies 

can manage their assets well. It is a promising company, so investors get a positive signal 

from the company's ability to increase the growth of its assets and hope that in the coming 

period, its assets will increase again, which will lead to growth in company value. 

 

Hypothesis Testing 2: Investment Decision on Capital Structure 

 The testings have a positive relationship direction supported by T-Calculate, which is 

greater than T-Table (3.781 > 1.661) with a strong significance level (P Values less than 0.05), 

it can be concluded that the Investment Decision has a significant positive effect on the Firm 

Value. 

Thus this result is in accordance with the signal theory, which states that investment 

decisions can improve the capital structure. In assessing investment decisions, investors can 



 

 

 

 

assess the strength of management and the company in maintaining the proportion to be 

invested and developing the company's performance. Increases with the entry of capital from 

investors. The capital structure increases and the company's composition will be balanced 

again to make investments; this term is called re-investment. 

 

Hypothesis Testing 3: Capital Structure on Firm Value 

 The testings have a positive relationship direction supported by T-Calculate, which is 

greater than T-Table (2.035 > 1.661) with a strong significance level (P Values less than 0.05), 

it can be concluded that Capital Structure has a significant positive effect on Firm Value. 

Thus, these results are in accordance with the signal theory, which states that capital structure 

can increase the value of the company if it is well regulated; based on these results, it means 

that companies listed in the LQ45 Index for the 2016-2020 period have an exemplary 

arrangement of their capital structure so that they can increase their value.  

Indeed, the use of internal capital owned by the company to finance its operational 

activities is a good thing, especially coupled with the use of debt and other external financing; 

the company may also be at risk of default, but measurable actions and good policies will limit 

the proportion of its use and the return can be estimated. Investors see this as part of their trust 

in the company that manages its debt; this trust increases the company's value. 

 

Hypothesis Testing 4: Profitability on Capital Structure 

Based on the results of partial hypothesis testing, the Profitability variable with its 

ROE proxy has a positive and significant effect on Capital Structure as proxied by DER. Thus 

the alternative hypothesis proposed in this study is supported by data and research results; it 

can be seen based on the relationship between the two variables described in the T-

Calculation, which is greater than the T-Table (2.841 > 1.661), which reflects that the 

relationship between these two variables is a positive relationship, with a strong level of 

significance (P Values less than 0.05). 

Thus, this result is in accordance with the signal theory, which states that higher 

profitability will also increase capital structure. High profitability will increasingly affect the 

company's management to further improve its capital structure with the assumption that the 

company can cover all debts and loans from the company's ability to earn profits; on this side, 

management's ability and decisions are re-examined how they carry out productive operations 

from their external funds. Investors can see that in large and developing companies, primarily 

how they use external funds to the maximum to develop their companies. Thus, they will 

maximize the way they get money with their capital as well; thus, profitability can be an 

antecedent of capital structure. 

Table 2.  Bootstrapping Indirect Effect Result from SmartPLS 4 for Intervening. 

Hypotesis Std. Deviation T P Values 

Investment Decisions => Firm Value 0,063 2,159 0,031 

 

 

Intervening Effect Testings: Investment Decision on Firm Value is mediated by Capital 

Structure 

 In the above results, it can be concluded that Capital Structure can mediate 

Investment Decisions on Firm Value described by T Count, which is greater than T Table 

(2.219 > 1.661) with a strong level of significance (P Values less than 0.05). In this condition, 



 

 

 

 

intervening is categorized as Partial Meditation, where the fixed capital structure makes a 

significant positive mediating effect on Investment Decisions on Firm Value. 

These results enhance the signalling theory that responds to information about a 

company's financial performance, such as Investment Decisions and Capital Structure, which 

have been demonstrated to deliver positive information on firm value. Because a rise in 

Investment Decisions proxied by Total Asset Growth is indicative of a highly promising 

business prospect, this company is content to rely on debt financing because it anticipates 

revenue from profitable investment decisions. Investors see this as a sign that the company is 

doing well enough to justify the use of debt financing. 

5   Conclusions 

This research attempts to collect models and empirical information pertaining to "The 

Influence of Investment Decisions on Firm Value with Capital Structure as an Intervening 

Variable." From the collected, processed, and analyzed data, the following conclusion can be 

drawn: 

1. Investment decisions have a significant positive effect on firm value. 

2. Investment decisions have a significant positive effect on the capital structure. 

3. Capital structure has a significant positive effect on firm value. 

4. Profitability has a significant positive effect on capital structure 

5. Capital structure as an intervening variable can mediate investment decisions on firm 

value. 

 

Research Limitations 

 There are several obstacles in the company's process where there are also companies 

that do not openly provide data for the previous years, 2015 and below mainly, on the IDX, it 

has been limited and has to be paid for, and also data that has been late in input in 2020 and 

2021. Moreover, for LQ45, this research period becomes a bad thing if it takes a long period 

because we cannot analyze all companies; some companies come in and out of the list every 

year, so it needs to be eliminated from the sample list. 

 

Further Research 

 Apart from the theory confirmed by this study, researchers hope for further research; 

researchers can add other variables or add indicators from these existing variables to better 

illustrate how investment decisions can increase firm value, for example, apart from TAG, 

namely CAPBVA, MVABVA or Price Earning Ratio for investment decision indicators. 

With the known results, the researcher also hopes that for the following research, 

researchers can examine other subsectors or share the influence between sectors in LQ45, 

whose goal is to obtain more detailed investment activities on the Indonesia Stock Exchange. 

Furthermore, researchers may examine other variables independent of investment decisions to 

measure company value more broadly. 
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