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MOTTO 

 

“Yes, there are two paths you can go by, but in long run 

There is still time to change the road you are on” 

(Led Zappelin) 

 

“The show must go on 

Inside my heart is breaking, my make-up may be flaking 

But my smile still stays on” 

(Queen) 

 

“Dream on, dream until your dreams come true” 

(Aerosmith) 

 

 

To Dream, To Learn , and To Forgive 

-Richardo Farrelo 
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ABSTRACT 

 

This study is to examine the effect of investment decisions and capital structure 

toward firm value with profitability for mediating variable real estate and property 

companies listed on the Indonesia Stock Exchange during the year of 2021–2024. 

This is motivated by inconsistent research in prior studies as well as the 

phenomenon of low firm value reflected in the Price to Book Value (PBV) ratio 

within the property sector. This is based on Agency Theory and also supported by 

Signaling Theory that explains the relationship between corporate financial 

decisions, profitability, and also firm value. This employs a quantitative approach 

by using Partial Least Squares–Structural Equation Modeling (PLS-SEM) and 

applies purposive sampling to determine the research sample. The variables include 

investment decisions proxied by Total Asset Growth (TAG), capital structure using 

Debt to Equity Ratio (DER), profitability by Return on Assets (ROA), and also firm 

value by Price to Book Value (PBV). Results indicate that investment decisions and 

also capital structure do not have a direct effect on firm value; however, both 

variables significantly influence profitability, and profitability significantly affects 

firm value. Furthermore, profitability is shown to fully mediate the relationship 

investment decisions and capital structure on firm value. These findings suggest 

that the impact of financial decisions on firm value does not occur directly but 

operates through the ability of a company to generate profits. The study implies 

effective management of investment decisions and also capital structure should be 

oriented toward improving profitability as the primary mechanism for enhancing 

firm value. 

Keywords: Investment Decisions; Capital Structure; Profitability; Firm Value 

 



CHAPTER I 

INTRODUCTION 

1.1 Background 

The continuously evolving global economy demands that companies 

strive for consistent financial performance while maintaining investor 

confidence. Companies are required to compete effectively in terms of 

technology, products, and human resources; consequently, they are faced 

with the necessity of seeking substantial funding sources to finance their 

operational activities. (Safaruddin et al., 2023). Firm value serves as an 

indicator to measure performance in utilizing corporate assets; therefore, 

company valuation assists the firm in estimating its future prospects (Dewi, 

2021). A favorable firm value can influence investors to allocate capital to 

the company (Desipradani & Sa’diyah, 2024).  

In the last two years, firm values within the real estate and property 

sector have demonstrated significant pressure. Based on a report by 

idxchannel.com, several major issuers, such as BSD City (BSDE) and 

Pakuwon Jati (PWON), were recorded trading at very low Price to Book 

Values (PBV) of approximately 0.39x and 0.75x, respectively, indicating 

that market prices are positioned well below their book values. This low 

PBV is influenced, in part, by high interest expenses and the sluggish 

recovery of the property sector despite a downward trend in interest rates. 

Furthermore, other reports indicate that many property stocks remain 

categorized as 'undervalued' due to discounted valuations, while some 
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issuers continue to face performance pressure resulting from unstable sales. 

These conditions illustrate that firm value in the real estate and property 

sector is highly sensitive to capital structure, profitability, and market 

response to the company’s long-term prospects. 

A higher firm value reflects the quality of the company, which is 

directly proportional to the wealth of its shareholders. Shareholders are 

inclined to invest their capital by referring to a favorable firm value 

(Desipradani & Sa’diyah, 2024). Firm value is frequently measured using 

the Price-to-Book Value (PBV) ratio as its benchmark (Safaruddin et al., 

2023). PBV can be derived from total equity in relation to the book value 

per share (Hasanah et al., 2023). 

Enhancing firm value is the primary focus of financial management. 

Consequently, a financial manager must be prudent in responding to and 

predicting future possibilities to ensure informed and precise decision-

making (Jaya, 2021). As elucidated in financial theory, appropriate financial 

decision-making is associated with the enhancement of firm value, 

particularly regarding capital structure and financial decisions. These 

variables constitute strategic policies that can directly influence 

profitability, which ultimately determines the firm's value (Yuniastri et al., 

2019).  

Investment decisions represent the outcome of management's choice 

to allocate corporate funds into various assets or projects aimed at 

generating future profits. Prudent investments will enhance asset 
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productivity, increase profitability, and attract investor confidence regarding 

the company’s growth prospects (Desipradani & Sa’diyah, 2024). 

Keputusan investasi yang memberikan sinyal positif kepada pasar tentang 

kondisi juga prospek perusahaan di masa depan, hal ini didasari oleh teori 

signaling (Purnama, 2016). Investment decisions reflect how a company 

allocates its resources to generate future cash flows. Prudent investments 

oriented toward positive-value projects can strengthen growth prospects, 

thereby driving an increase in firm value (Brigham & Houston, 2016: 356). 

On the other hand, capital structure reflects how a company manages 

its operations through the composition of its own equity and debt. The 

utilization of debt can provide benefits in the form of tax shields. (Purnama, 

2016).  However, an imbalanced capital structure due to an excessively high 

debt proportion can escalate financial risk. Consequently, companies strive 

to achieve an equilibrium where the cost of debt is balanced by its benefits, 

thereby attaining an optimal capital structure. Capital structure constitutes a 

critical factor in shaping investor perceptions regarding a firm's financial 

health. An efficiently managed debt proportion can yield positive leverage, 

thus enhancing firm value; conversely, an overly aggressive capital structure 

may trigger financial risks that suppress market valuation (Berk & 

DeMarzo, 2024: 615).  

Profitability serves as an indicator that reflects a company's earnings 

generated from its operational activities. It acts as a performance metric 

demonstrating the efficiency of corporate management in utilizing assets to 
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generate profit (Rizaldo, 2024). High profitability indicates that a company 

is managing its resources optimally, serving as a positive signal to the 

market that the firm is capable of delivering favorable returns in the future, 

thereby enhancing investor confidence (Hasanah et al., 2023). Profitability 

reflects a company’s ability to generate earnings from its operational 

activities and serves as a primary indicator in financial performance 

assessment. Companies with high levels of profitability are perceived to 

have strong fundamentals, thereby attracting investor interest and resulting 

in an increase in the firm's market value (Hirdinis, 2019). 

Several studies suggest that profitability supports this perspective. 

As found in Niken (2017) profitability mediates the influence of capital 

structure on firm value. Purnama, (2016) found that investment decisions 

have a positive effect on profitability. This is supported by the research 

findings of Yulia et al., (2025) which state that firm value significantly and 

positively influences profitability. Furthermore, it is suggested that 

profitability can serve as a mediator between the influence of investment 

decisions and firm value. On the other hand, profitability can bridge the 

effect of capital structure on firm value, making this variable crucial in 

explaining the financial relationships among the variables (Rizaldo, 2024). 

Investment decisions and capital structure have a positive effect on firm 

value (Dewi, 2021). Conversely, Yuniastri et al., (2019) found that capital 

structure does not significantly influence firm value. These differing results 
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indicate that the relationships between investment decisions, capital 

structure, profitability, and firm value remain inconsistent. 

The inconsistencies in findings from various prior studies indicate a 

research gap that warrants further investigation. While some research 

demonstrates a direct influence of investment decisions and capital structure 

on firm value, other studies suggest an indirect effect mediated by 

profitability. Consequently, this highlights the necessity to re-examine the 

role of profitability as a mediating variable in the relationship between 

investment decisions, capital structure, and firm value. 

Based on these various factors, this study narrows its scope to three 

primary variables: investment decisions (X1), capital structure (X2), and 

profitability (Z) as a mediating variable for firm value (Y). This limitation 

is based on empirical evidence suggesting that these three variables are the 

most dominant in influencing firm value, particularly within the real estate 

and property sector, as well as the ongoing presence of inconsistent research 

findings. 

Furthermore, this research focuses on real estate and property 

companies listed on the Indonesia Stock Exchange (IDX) for the period 

2021–2024, as this sector contributes significantly to the national economy 

and possesses complex financial characteristics. This provides a relevant 

empirical context regarding economic conditions and shifting financial 

structures in Indonesia. The ultimate objective is to analyze and obtain 

empirical evidence concerning the influence of the independent variables on 
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the dependent variable through the mediating variable; thus, the following 

title is determined: 

“The Influence of Investment Decisions and Capital Structure on Firm 

Value with Profitability as an Intervening variable  (Empirical Study on Real 

Estate & Property Sector Companies Listed on The Indonesia Stock 

Exchange 2021-2024)” 
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CHAPTER V 

CONCLUSION 

5.1 Conclusion 

Based on the research results and discussion previously described, the 

following conclusions can be drawn : 

a. Investment decisions have a positive and significant effect on profitability. 

This indicates that the better a company is at determining and managing 

investments, the higher its ability to generate profit. Precise investment 

decisions are capable of increasing the efficiency of asset utilization and 

contributing to the improvement of the company's financial performance. 

b. Capital structure has a negative and significant effect on profitability. This 

shows that a higher proportion of debt in the capital structure tends to 

decrease the company's profitability level. This condition occurs due to the 

increasing interest expense that the company must bear, thereby reducing the 

net profit generated. 

c. Investment decisions have no effect on firm value. This indicates that 

investment decisions have not been able to directly increase investor 

perception of firm value. Investors tend not to consider investment decisions 

alone, but rather place greater emphasis on the results produced by those 

decisions. 

d. Capital structure has no effect on firm value. This suggests that a company's 

funding composition whether from debt or equity has not been a primary 

factor that directly influences investor valuation of the company. Investors 
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pay more attention to financial performance than to the funding structure 

used. 

e. Profitability has a positive and significant effect on firm value. This shows 

that the higher the company's ability to generate profit, the higher the firm 

value. Profitability serves as the primary indicator used by investors to assess 

a company's performance and prospects. 

f. Investment decisions have a significant influence on firm value through 

profitability. This shows that investment decisions do not directly influence 

firm value but must first improve profitability. Thus, profitability acts as a 

mediating variable that bridges the relationship. 

g. Capital structure has a significant influence on firm value through 

profitability. This shows that the influence of capital structure on firm value 

is indirect and depends on the company's ability to generate profit. 

Profitability becomes the key factor explaining the relationship between 

capital structure and firm value. 

5.2 Research Limitation 

The limitations of this research include: 

a. This research only uses the variables of investment decisions, capital 

structure, profitability, and firm value. Therefore, there is a possibility of 

other variables outside the model that may influence firm value, such as 

firm size, company growth, or macroeconomic factors, which are not 

accommodated in this study. 
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b. This research is limited to companies in a specific sector with a relatively 

limited observation period. Consequently, the research results cannot yet 

be fully generalized across all industry sectors or different time periods. 

c. This research uses secondary data obtained from corporate financial 

reports; therefore, it is highly dependent on the completeness and accuracy 

of the published data. This allows for limitations in capturing the company's 

actual condition comprehensively. 

d. The research results indicate an indirect influence through profitability, but 

the model used is not yet able to explain in-depth other mechanisms that 

might occur in the relationship between variables, leaving the possibility of 

other forms of mediation or unidentified relationships. 

5.3 Recomendations  

Based on the conclusions and limitations of the research described, the 

following suggestions are offered for future research. 

a. Future researchers are advised to add other variables relevant to firm value, 

such as firm size, sales growth, or external factors like macroeconomic 

conditions, to provide more comprehensive results. 

b. Future research is expected to expand the object of study by involving 

various industry sectors and increasing the observation period so that the 

research results have a wider level of generalizationas. 

c. Future research is advised to improve the quality of the secondary data used 

by performing more stringent data selection and validation processes, such 

as using only companies that have complete and consistent financial reports 
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during the research period. Additionally, researchers can add other relevant 

financial indicators to represent the company's condition more thoroughly, 

thereby minimizing limitations in capturing the company's actual state. 

d. Future research is advised to develop research models by including other 

variables that theoretically have the potential to explain indirect 

relationships between variables, such as operational performance variables, 

corporate efficiency, or external factors. This aims to identify other 

mechanisms beyond profitability that might mediate the relationship 

between investment decisions, capital structure, and firm value, so that the 

research model can provide a more comprehensive explanation.  
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