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Abstract

Determining the decision of the company capital structure is a very important thing
because it influences the development of resources potency and the sustainability of a
company. Related to deciding on the capital structure, there is still different perception
so far between pecking order theory and trade-off theory. This research aims to know
the effect of profitability, sales growth, non-debt tax shield, the tangibility of assets, and
funding surplus towards the capital structure of non-financial companies listed in Indo-
nesia Stock Exchange (IDX) period 2014-2017. The research method used was Causal-
Comparative Research with samples investigated were panel data of 154 non-financial
companies experiencing funding surplus with total observation in the amount of 616.
The result of this research shows that non-debt tax shield and growth sales do not affect
company capital structure. Besides that, funding surplus has a positive effect on the
capital structure, while profitability and tangibility assets have a negative effect on the
capital structure.
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Abstrak

Penelitian ini bertujuan untuk mengetahui pengaruh antara profitabilitas, pertumbuhan
penjualan, non debt tax shield, tangibility of asset, dan surplus pendanaan terhadap struktur
modal pada perusahaan non keuangan yang terdaftar di Bursa Efek Indonesia (BEI) periode
tahun 2014-2017. Metode penelitian yang digunakan adalah kausal komparatif (Causal-
Comparative Research) dengan sampel yang diteliti yaitu 154 perusahaan non keuangan
yang mengalami surplus pendanaan. Teknik pengambilan sampel yang digunakan yaitu
purposive sampling. Hasil penelitian ini menunjukkan bahwa non-debt tax shield tidak
berpengaruh terhadap struktur modal perusahaan. Selain itu, pertumbuhan penjualan, tan-
gibility assets, dan surplus pendanaan memiliki pengaruh yang positif terhadap struktur
modal, sedangkan profitabilitas memiliki pengaruh negatif terhadap struktur modal.

Kata Kunci: Struktur Modal; Pecking Order Theory; Trade-off Theory
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1. Introduction

The rapid economic development in the global-
ization era requires the company management to be
careful in taking the decision related to the capital
structure. The decision about the right capital struc-
ture can determine the best proportion between inter-
nal funding and external funding and minimize the
bankruptcy risk. Two popular theories of the capital
structure until now are pecking order theory and trade-
off theory. The different perspective of pecking order
theory and trade-off theory until now still becomes
debatable in the research related to the capital struc-
ture. Before 1999, the trade-off theory was still con-
sidered as the best theory in explaining the capital
structure until there was much research on the capital
structure focused on the usage of this theory. Shyam-
Sunders & Myers (1999) conducted the capital struc-
ture research which focused on pecking order theory
and created the model to examine the funding of the
company which experienced deficit and surplus of fi-
nance and found out the results that pecking order
theory is the best theory to explain the capital struc-
ture. Frank & Goyal (2000) found out the different
result from the research by Shyam-Sunders & Myers
(1999). They found out that trade-off theory is the
best theory in explaining the capital structure. Until
now, there is much research conducted examination
towards both of these theories and found out incon-
sistency among the research. According to Ross &
Westerfield (2008), in a trade-off theory, there is debt
target which becomes a limitation for the company in
conducting fund through debt and advantage like the
decrease on the tax cost and capital cost through cer-
tain trade-off.

The company must be precise in determining the
composition of the capital structure in accordance with
the condition of the company finance. The research
conducted by Haron (2016) found out the result that
the capital structure decision of the Indonesian com-
pany consistently still follows pecking order theory and
trade-off theory. Both of these theories have the op-
posite direction in the point of view related to decid-

ing on the capital structure. Until now, there is much
research conducted examination towards these two theo-
ries and found out inconsistency among the research
results. According to Ross & Westerfield (2008), in a
trade-off theory, there is debt target which becomes the
company limitation in conducting the funding through
debt and the advantage such as the decrease on tax cost
and capital cost with certain trade-off the measurement.
In the point of view of trade-off theory, the company
which has profitability will be safe in conducting the
debt through debt because they can do the obligation
towards the cost emerges from the activity of this fund,
while for pecking order theory it is better for the com-
pany to use the advantage obtained to be retained earn-
ing in order to get safe funding.

The company which experiences funding sur-
plus will have more choices in conducting the com-
pany fund because of the good financial condition. In
2017, Indonesia inexperienced general a surplus of the
balance of payments, the capital transaction, and fi-
nance experienced a large surplus. Based on the data
of BI (Bank of Indonesia), in the private sector Indo-
nesia at the same time experiences the decrease on the
usage of debt in the amount of 3.2 percent compared
to the usage of debt in the private sector in 2016. The
occurrence of surplus on the capital market and Indo-
nesia finance followed by the decrease of debt in the
private sector indicates that the private companies pre-
fer to use the funding using the options beside debt
such as the funding through the establishment of the
share and internal funding in accordance with peck-
ing order theory (Bank of Indonesia, 2018). The con-
dition of the private sector in Indonesia in general
shows that the companies experience surplus at the
same time with the occurrence of the decrease in debt
usage in the decision of company funding. Pecking
order theory which has the view that the entity which
experiences the funding surplus, better to use the sur-
plus fund for the company fund and postpone the
dividend share because having this option means hav-
ing small risk compared to using debt. Myers (2001)
states that the company which experiences funding
surplus in the decision of its capital structure will choose
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to pay debt conducted the previous period and mini-
mize the usage of its fund.

This research conducted re-examination on peck-
ing order theory and trade-off theory on Indonesian
companies in order to test the consistency of the imple-
mentation of pecking order theory and trade-off theory
in Indonesian companies. The researcher combined
determinants from the capital structure based on peck-
ing order theory and trade-off theory which consists
of profitability, sales growth, non-debt tax shield, and
stability assets for tested at the company debt ratio
which describes the proportion of the company capi-
tal structure. This research added funding surplus vari-
able of the company to test the implementation of
pecking order theory in Indonesian companies. Bhama,
Jain, & Yadav (2016) found out the results that In-
dian company is proven following pecking order
theory in which the company surplus will decrease the
company funding through debt and focus on the in-
ternal fund. The focus of this research is on the data
of non-financial companies listed at Indonesia Stock
Exchange (BEI) which experienced funding surplus in
2017 that at that time Indonesia also experienced sur-
plus on the private sectors at the same time with the
decrease on the debt use. Non-financial companies were
used because they have different capital structure com-
pared to the financial companies such as a bank, in-
surance, and credits which have different funding com-
pared to non-financial companies until it can describe
the condition in general of the companies in Indone-
sia in taking decision-related to the capital structure.
The condition of the company which experiences sur-
plus is chosen because it shows that the company has
the good financial condition until it is expected that
this research will get deeper result related to the theory
of the capital structures, mainly pecking order theory
in line with the model built by Shyam-Sunders &
Myers (1999). The period chosen was 2014-2017 in
order to give the most up to date result in similar re-
search.

The difference of this research is the examina-
tion towards the funding surplus variable on Indone-

sian companies still never been done beforehand until
it will add the most current reference in the field of
the capital structure research. The selection of fund-
ing surplus variable is considered precise because the
decrease of debt must be followed by the company
funding which experienced surplus and by what hap-
pens in Indonesia in 2017.

This research finds the result that funding sur-
plus has a positive effect on the usage of debt in the
capital structure of the company. Profitability and tan-
gibility assets hurt the capital structure of the com-
pany. This result is on the contrary with the theory
which states that non-debt tax shield and sales growth
do not affect the company capital structure. The re-
search result obtained shows that Indonesia compa-
nies do not show consistency in the implementation
of pecking order theory and trade-off theory in the
practice of company capital structure in Indonesia.

2. Hypotheses Development

The company which has good profitability will
certainly have various alternative in making a funding
decision. In pecking order theory, the company which
has high profitability tends to prioritize the funding
through the internal of the company because the com-
pany finance is considered capable in financing the
company fund. The profitability improvement will
enable the company to strengthen better financial au-
tonomy and will minimize the use of debt in its fund-
ing. Miglo (2016) states that heretofore pecking order
theory is the most relevant theory to explain the cor-
relation between profitability and the capital struc-
ture because, at the different financial condition, the
company will always choose safe funding first.

The previously empirical research conducted by
Tong & Green (2005), Zhang & Kanazaki (2007),
Vasiliou, Eriotis, & Daskalakis (2009), Chiang, Chen,
& Lam (2010), Hussainey & Aljifri (2012), Benkraiem
& Gurau (2013), Sugianto (2013), Gomez, Rivas, &
Bolanos (2014), Chadha & Sharma (2015),
Serrasqueiro & Caetano (2015), Haron (2016), and
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Abdulla (2017), found out that profitability has a nega-
tive effect on the company capital structure. The nega-
tive effect between profitability and the capital struc-
ture means when the company profitability increases,
then the proportion of the debt used in the capital struc-
ture will decrease because the company will prioritize
the internal funding first. Based on this explanation,
then the first hypothesis in this research is:

H
1
: profitability has a negative effect on the capital

structure

In the point of view of trade-off theory, non-
debt tax shield is the determinant factor in the com-
pany funding decision. DeAngelo & Masulis (1980)
says that in the view of trade-off theory, the company
that has high non-debt tax shield will use smaller debt
in its funding decision compared to the company that
has low non-debt tax shield because the assets come
from the company itself, then owning a high level of
non-debt tax shield will not grow the agency problem
and do not have potency of distress financial occur-
rence for the company.

The previous research conducted by Gomez,
Rivas, & Bolanos (2014) found out that non-debt tax
shield affects the capital structure. In the conducted
research, non-debt tax shield has a negative effect on
the capital structure. From this result, it shows that
high non-debt tax shield will make the company tend
to decrease the use of debt in their funding decision.
The result of that research is in line with the research
conducted by Wald (1999) which found out that non-
debt tax shield has a negative effect on the capital struc-
ture. Based on the explanation above, then the second
hypothesis in this research is:

H
2
: non-debt tax shield has a negative effect on the

capital structure

The sales growth which gets higher will also
make the company ability better in facing and mini-
mizing the business risk that it encounters included
taking the funding decision in order to obtain the capi-
tal. In pecking order theory, it is explained that the

higher the sales growth of the company, then the com-
pany must use more internal funding because the com-
pany has strong internal funding. Brigham & Hous-
ton (2001) says that the company with relatively stable
sales can be safer in obtaining funding through the
company internal because it has a lower risk. Based on
the explanation above, it can be concluded that sales
growth affects the capital structure.

The previous empirical research conducted by
Ganguli (2013) and Yazdanfar & Öhman (2014) show
that sales growth is one of the variables that affect the
capital structure of the company. That research also
shows that variable sales growth has a positive effect
on the capital structure. From the result of that re-
search, it indicates the higher the sales growth, then
the company will safer in using the debt in obtaining
the capital until the company capital structure can also
be higher. Based on the explanation above, the hy-
pothesis proposed is:

H
3
: the sales growth has a negative effect on the capi-

tal structure

In the trade-off theory, it is explained that one
of the guarantees which can be used to obtain a loan
in the form of debt is tangibility asset. This theory
also explains that the company with high tangibility
assets growth will have a better opportunity to obtain
the debt loan by using the tangibility assets as the guar-
antee (Kayo & Kimura, 2010). Based on that expla-
nation, it can be concluded that the growth of tangi-
bility assets affects the capital structure.

The empirical research by Chiang, Chen, & Lam
(2010), Sugianto (2013) Chadha & Sarma (2015),
and Abdulla (2017) found out that tangibility assets
affect the capital structure. The result of the research
conducted shows that tangibility assets have a unidi-
rectional relationship with the capital structure of the
company. Based on this explanation, then the fourth
hypothesis of this research is:

H
4
: tangibility assets have a positive effect on the

capital structure
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Pecking order theory assumes that the company
which experiences surplus can use it to conduct the
funding for the next period because the internal fund-
ing is considered as the most profitable fund compared
to taking debt or establishing equity. The company
with surplus fund tends to have a low level of debt
compared to the company with the deficit (Myers,
2001). Bhama, Jain, & Yadav (2016) states that the
surplus company is easier in following pecking order
theory compared to the deficit company because the
deficit company needs to consider whether the fund-
ing decision taken can cover deficit they encounter.

The previous empirical research conducted by
Bhama, Jain, & Yadav (2016) found out that the com-
pany experiencing surplus has a low level of debt be-
cause it is covered by the surplus fund they have. That
research is in line with the research conducted by
Monica & Pramest (2017) which found out that fund-
ing surplus has a negative effect on the capital struc-
ture. Based on the explanation above, then the fifth
hypothesis of this research is:

H
5
: funding surplus has a negative effect on the capi-

tal structure

3. Method, Data, and Analysis

This research employed causal-comparative re-
search. According to Indriantoro & Supomo (2011),
causal-comparative research is the type of research with
problem characteristics like causality relationship be-
tween two variables or more.

The population in this research were all non-
financial companies listed at BEI in 2018. Related to
taking the samples, this research used a purposive sam-
pling method with criteria as shown in Table 1.

This research used secondary data, in which the
financial report data of non-financial companies that
have been audited from the site www.idx.co.id. The
main data used in this research covered financial posi-
tion statement and income statement. Related to data
collection, this research used documentation technique,
such as by collecting the data, jotting down the data,
and studying the secondary data in the form of a fi-
nancial report of non-financial companies listed at BEI
in 2014-2017.

The capital structure will be proxied by using a
debt to equity ratio. Debt equity ratio is the compari-
son between the total debt and total earning before
tax, amortization, and depreciation in a company. The
usage of proxy debt to equity ratio represents the us-
age of debt and equity in the capital structure of the
company. Proxy about this capital structure is used in
the research by Boateng (2004), Eriotis, Vasiliou, &
Ventoura Neokosmidi (2007), Stretcher (2011),
Hussainey & Aljifri (2012). The formula of the capi-
tal structure is:

DER = Total Debt : Total Equity (1)

Profitability is the size of company performance
in its operational activities during one period. In this
research, profitability is proxied with net income di-

 The Criteria for Selecting Samples Samples Per Year 

 Non-financial companies listed at BEI in 2018 466 
 Non-financial companies not listed at Indonesia Stock Exchange (BEI) during period 

2014-2017 accordingly. 
(48) 

 Non-financial companies experiencing deficit during the period 2014-2017 ** (140) 
 Non-financial companies by using foreign currency in the financial report. (124) 
       Total samples used 154 

 

Table 1. The Procedures for Selecting Samples

*total companies observed: 154*4 years = 616 observations

** companies experiencing deficit issued in the research samples so that the results describing the companies condition which experiences a

surplus
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vided with the total asset. Proxy about this sales growth
is beforehand has been used in the research by Tong &
Green (2005), Zhang & Kanazaki (2007), Vasiliou,
Eriotis, & Daskalakis (2009), Hussainey & Aljifri
(2012), Sugianto (2013), and Serrasqueiro & Caetano
(2015).

Non-debt tax shield is another element beside
debt interest payment which can be admitted as a tax
deduction. DeAngelo & Masulis (1980) states that
depreciation and amortization can be used as the tax
deduction, Indonesia also admits the existence of non-
debt tax shield in the form of depreciation and amor-
tization regulated in UU PPh No. 36 in 2008 Para-
graph 6, Article 1. Non-debt tax shield is proxied by
comparing the total number of amortization and de-
preciation in one period with the total assets. This
proxy beforehand had been used in the research by
Zhang & Kanazaki (2007) and Gomez, Rivas, &
Bolanos (2014). The formula of non-debt tax shield
is:

Non debt tax shield = Amortization + Depreciation : Total Asset   (2)

The sales growth is the description of the exist-
ence of a good change in the form of improvement or
sales decrease which come from the profit obtained by a
company. In this research, sales growth is proxied with
the percentage of average annual growth in total sales
(Robinson, 2009). Proxy about this sales growth before-
hand had been used in the research by Ganguli (2013),
Yazdanfar & Öhman (2014), Alipour, Mohammadi, &
Derakhshan (2015), and Chakrabarti & Chakrabarti
(2018). The formula for sales growth is:

Sales Growth = Sales 
(t)

 – Sales 
(t-1)

 : Sales 
(t-1)

(3)

Tangibility is the standard of the permanent as-
set (tangible) measured from the comparison between
the permanent asset and the total asset owned by a
company. The permanent assets measured are prop-
erty, plant, and equipment (PPE) divided with total
assets. This proxy is used in the research by Chiang,
Chen, & Lam (2010) Sugianto (2013), Chadha &
Sarma (2015), and Abdulla (2017). The formula of
tangibility assets is:

Tangibility Assets = PPE : Total Assets (4)

Funding surplus shows the investment condi-
tion. Proxy from funding surplus (SUR) is operating
cash flow (CF) diminished with investment cash flow.
Investment cash flow is measured with dividend addi-
tions (Div), net investment (I), the portion of long
term debt payment (R), and working capital change
(ÄFDR). Operating cash flow is measured by adding
earning after taxes, depreciation, amortization as men-
tioned by Shyam-Sunder & Myers (1999). Net invest-
ment meant in this research is capital expenditure
(CAPEX). The proxy of this research is by the proxy
used in the research by Bhama, Jain, & Yadav (2016).

The method of data analysis used was descrip-
tive analysis and Linear Regression analysis with panel
data. The statistical program to study the Panel Re-
gression examination was Eviews version 9. Data panel
are the combination between time series and cross-sec-
tion. This decision related to the hypothesis of this
research from the regression coefficient and the sig-
nificance value (p-value). The real level (D) used was
0.05.

 DER NDTS PROFITABILITY SALES SURPLUS TANGIBILITY 

 Mean 1.136109 0.220688 0.064439 0.159646 2.16E+12 0.350158 
 Median 0.783382 0.171250 0.052806 0.078695 5.45E+11 0.312374 
 Maximum 13.54321 0.986358 0.526237 13.07398 8.24E+13 0.946774 
 Minimum 0.574895 0.000000 -0.868179 -6.984133 9.27E+08 0.000455 
 Std. Dev. 1.344905 0.191489 0.085443 0.919515 6.56E+12 0.233825 

 

Table 2. The Result of Descriptive Analysis

Note: Variable funding surplus measured with trillion units
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4. Results

Descriptive analysis

The descriptive analysis covers the calculation
of the minimum value and maximum value, the aver-
age, and the standard deviation — the result of the
descriptive analysis presented in Table 2.

The result of the descriptive analysis shows that
the usage of debt in the capital structure of non-fi-
nancial companies in Indonesia which experience sur-
plus has the average score in the amount of 1.13 and
are at range 0.57 until 13.54. The result obtained
shows that Indonesia companies tend to do funding
through debt higher compared to companies of India
which have the average score in the amount of 0.59
(Bhama, Jain, & Yadav, 2016).

Zhang & Kanazaki (2007) obtained the result
that Japan companies use debt in the funding lower
compared to the companies from Indonesia and India
with an average score of 0.108. Indonesian compa-
nies have DER value with high variability which indi-
cates that the mixture of the capital structure of Indo-
nesian companies have various numbers, the same con-
dition occurs in Japan in which the value of the debt
usage in the capital structure of the company showing
high variability. Other variables which have high vari-
ability are profitability, the sales growth, and the fund-
ing surplus.

The result of Regression Analysis

The examination was conducted by using Eviews
9.0 and obtained the result as presented in Table 3.

Table 3. Best Model Selection

Variable Coefficient Std. Error t-Statistic Prob. 

C 1.466234 0.142197 10.31127 0.0000 
PROFITABILITAS -1.633348 0.489094 -3.339541 0.0009 
NDTS -0.175653 0.297280 -0.590867 0.5548 
SALES 0.000824 0.000748 1.101712 0.2710 
TANGIBILITY -0.816807 0.223739 -3.650717 0.0003 
SURPLUS 3.81E-14 1.14E-14 3.347732 0.0009 

     

Model Test Best Model 

Uji Chow Fix Effect Model 
Uji Hausman Random Effect Model 
Uji LM Random Effect model 

 

Test Statistic d.f. Prob. 

Breusch-Pagan LM 19513.45 11781 0.0000 
Pesaran scaled LM 50.37453  0.0000 
Pesaran CD 2.930572  0.0034 

 

The best model in this research is the random
effect model. The estimation in random effect model
based on general least square (GLS), until the exami-
nation of classic assumption can be ignored. The re-
sult of the analysis of the effect among the funding
surplus, profitability, non-debt tax shield, tangibility,
and the growth of the company towards the capital
structure based on random effect model (LM test) can
be seen through Table 4.

The model built based on random effect model
still has cross-sectional dependency because, at cross-
section dependent test, all values of p-value are under
0.05 (Table 5). In order to overcome the cross-section
dependency, the next coefficient estimation needs to
be done based on white cross-section estimation (Table
6) until the model has been invulnerable towards the
dependency infraction among cross sectionals.

Table 4. The Result of Selecting The Model (LM Test)

Table 5. Cross Section Dependent Test
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Variable Coefficient Std. Error t-Statistic Prob. 

C 1.466234 0.120026 12.21593 0.0000 
PROFITABILITAS -1.633348 0.319294 -5.115504 0.0000 
NDTS -0.175653 0.268914 -0.653194 0.5139 
SALES 0.000824 7.45E-05 11.06461 0.2215 
TANGIBILITY -0.816807 0.109187 -7.480797 0.0000 
SURPLUS 3.81E-14 2.51E-14 1.518609 0.0294 

     

Table 6. White Cross Section Estimation

 DER NDTS PROFIT SALES SURPLUS TANGIBILITY 

DER  1.000000 -0.091508 -0.181083  0.034850  0.071721 -0.081240 
NDTS -0.091508  1.000000 -0.041659 -0.078029  0.201348  0.518774 
PROFITABILITAS -0.181083 -0.041659  1.000000  0.061254  0.132373 -0.112974 
SALES  0.034850 -0.078029  0.061254  1.000000  0.021402 -0.086239 
SURPLUS  0.071721  0.201348  0.132373  0.021402  1.000000  0.081335 
TANGIBILITY -0.081240  0.518774 -0.112974 -0.086239  0.081335  1.000000 

 

Table 7. Correlational Test

Based on the hypothesis test conducted, it shows
that the funding surplus variable has significance in
the amount of 0.029 and coefficient value in the
amount of 3.81. The result of the test shows that prob-
ability < level of significance (a= 5 percent) which
means funding surplus affects the capital structure. The
test result shows that there is a positive effect between
funding surplus and capital structure of the company
which consistently also displayed in Table 7. Until it
can be concluded that hypothesis 1 (funding surplus
has a negative effect on the capital structure) is re-
jected.

The coefficient value of variable profitability is
in the amount of -1.663. In the table of t statistical
test results, also shows that the variable tax level has t
significance in the amount of 0.000. Because t signifi-
cance < 5 percent (0.000 < 0.05) then variable prof-
itability has effect towards variable capital structure.
The regression coefficient is negative (-1.663) indicates
that the higher the profitability causing the value of
the debt usage in the company capital structure will
decrease, the result obtained consistently in the same
direction with the result of correlation test which ob-
tained the result in the amount of -0.181. Thus, it can
be concluded that hypothesis 2 is accepted.

The results of the test show that the coefficient
value of variable nondebt tax shield is in the amount
of -0.175. The results obtained have direction consis-
tency on the result of the correlational test which ob-
tained result -0.091. In the table of t statistical test
result (Table 5.6) also shows that the variable non-
debt tax shield has t significance value in the amount
of 0.5139. Because t significance > 5 percent (0.5139
> 0.05), then variable non-debt tax shield does not
have an effect towards variable the capital structure.
Thus, it can be concluded that hypothesis 3 is rejected.

The hypothesis testing from the effect of tangi-
bility assets towards the capital structure generates the
coefficient value in the amount of -0.816 with prob-
ability in the amount of 0.000. Variable tangibility
assets have consistency direction with the correlational
test (Table 7) with value in the amount of -0.812. The
result of that test shows a probability < level of sig-
nificance (a= 5 percent). This means that there is sig-
nificant influence partially of tangibility towards the
capital structure until it can be concluded that hypoth-
esis 4 is accepted.

Hypothesis test partially on the size of company
sales growth towards the capital structure obtains the
coefficient value in the amount of 0.000 with prob-
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ability in the amount of 0.2215. The result of this test
shows the probability > level of significance (a= 5
percent). This means there is no significant effect par-
tially of company sales growth towards the capital
structure. Thus, it can be concluded that hypothesis 5
is rejected.

5. Discussion

The effect of funding surplus towards the

capital structure

The result of the test conducted shows that In-
donesian companies which experience funding surplus
prefer to do funding through debt compared to using
their own funding surplus as the source of fund.
Sjahrial (2014) states that trade-off theory has a view
that the companies can conduct funding through debt
as the motive to obtain advantage through tax, the
funding through debt can be done until the limitation
of the profit obtained has the same value with the
cost that must be issued in that funding. Based on the
result of the test conducted on the Indonesian compa-
nies, it can be concluded that the capital structure from
the funding surplus of the company will focus on the
usage of debt which means Indonesian companies fol-
low trade-off theory. The usage of debt in the com-
pany which experiences surplus also can be interpreted
if the company experiences funding surplus, it has the
possibility to conduct business expansion until it needs
additional capital from external party because the com-
pany will be safe in line with better financial condi-
tion of the company which describes the company
business is in good condition.

The effect of profitability towards the capital

structure

The result of the research conducted shows that
the higher profitability of the company in Indonesia,
then the usage of debt in its funding decision will be
low, and otherwise, if the company experiences low
profitability even experiencing disadvantage, then it
will decide the funding through debt first.

The result of this research supports pecking or-
der theory which states that the higher profitability of
a company, then the company will tend to use inter-
nal funding. Internal funding is more prioritized by
the company with the good financial condition be-
cause it has a lower risk compared to other funding
decisions (Miglo, 2016). High profitability is consid-
ered making the company having good financial au-
tonomy until the company can minimize the use of
the external fund in its funding. The result of this re-
search also proves that the implementation of pecking
order theory as the most relevant theory in explaining
the correlation between profitability and the capital
structure of the companies in Indonesia. The result of
the research obtained is in line with the research con-
ducted by Tong & Green (2005), Zhang & Kanazaki
(2007), Vasiliou, Eriotis, & Daskalakis (2009), Chiang,
Chen, & Lam (2010), Hussainey & Aljifri (2012),
Benkraiem & Gurau (2013), Gomez, Rivas, & Bolanos
(2014), Chadha & Sharma (2015), Serrasqueiro &
Caetano (2015), Haron (2016), and Abdulla (2017),
who also proved that profitability has contradictory
relationship towards the improvement of usage debt
in the capital structure.

The effect of non-debt tax shield towards the

capital structure

The research result of this variable does not sup-
port the result of the previous research by Wald (1999)
and Gomez, Rivas, & Bolanos (2014) who found out
that variable non-debt tax shield has a negative effect
towards the capital structure of the company. This re-
search found out the result in line with the research
conducted by Karadeniz et al. (2009) and Haron
(2016) who do not find the effect between non-debt
tax shield and the capital structure. The result of this
research shows that Indonesian companies do not pri-
oritize the advantage obtained from the tax regula-
tion about depreciation and amortization which can
decrease the tax cost in determining the funding
through debt. In line with pecking order theory which
states that the company which conducts the funding
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through debt if the fund is from the internal of the
company cannot cover the company operational be-
cause of the minimum information asymmetry that
can cause risks fro the company, until the amount of
non debt tax shield of the company will not influence
the company funding decision because it relates to the
operational activities of the company that must be
overcome as soon as possible.

The effect of tangibility assets towards the

capital structure

The results of the research conducted show
that tangibility assets are a determinant factor in the
funding decision of Indonesia companies. The exist-
ence of permanent assets as the guarantee in conduct-
ing the funding through debt has significant impact
towards the company decision in determining the capi-
tal structure as elaborated by trade-off theory which
states that the company which has high permanent
assets will be safer in conducting the funding through
debt because the permanent assets can be made as guar-
antee in doing the loan. The results of the research
conducted are in line with the research by Amidu
(2007), Al-Najjar & Hussainey (2011), and Serghiescu
& Vaidean (2014) who prove that there is effect be-
tween tangibility assets and the capital structure of
the company.

The effect of company sales growth towards

the capital structure

In hypothesis 5, it is elaborated that sales growth
does not have a positive effect on the capital struc-

ture. This hypothesis is not supported by the research
results. Variable sales growth has significant value in
the amount of 0.2215, and positive direction showed
by the regression coefficient direction from this re-
search. The consistent research results also have been
obtained through robustness test which does not find
out the effect between sales growth and the capital
structure.

Robustness Test

 Robustness test is conducted to examine the
validity of research results. Based on the robustness
test, it obtains the result that variable profitability has
a coefficient in the amount of -4.02 with probability
in the amount of 0.00. From the result of the test, it is
found out that profitability has a negative effect to-
wards the capital structure, the result of the test is con-
sistent with the result of the hypothesis test (t-test).
Variable funding surplus has a coefficient in the amount
of 0.05 with probability in the amount of 0.00 which
means variable funding surplus has a negative effect
towards the capital structure of the company consis-
tent with the result of the hypothesis test. Variable tan-
gibility has a coefficient in the amount of 0.44 with
probability in the amount of 0.00 which means vari-
able tangibility has a negative effect on the capital struc-
ture consistent with the result of the hypothesis test.

This research implies pecking order theory and
trade-off theory related to the company funding deci-
sion. Profitability is one of the determinant factors in
taking the company decision related to funding. The
high company profitability will make the company
focus on funding through internal funding first until
it decreases the use of debt as the company funding

Variable Coefficient Std. Error z-Statistic Prob.   

NDTS 0.076165 0.190561 0.399690 0.6894 
PROFITABILITY -4.024486 0.416394 -9.665099 0.0000 
SALES 0.028689 0.032370 0.886264 0.3755 
SURPLUS_ 0.054271 0.016925 3.206610 0.0013 
TANGIBILITY -0.446130 0.158455 -2.815496 0.0049 
C -0.152263 0.460160 -0.330891 0.7407 

 

Table 8. The Result of Robustness Test (M-estimation)
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sources. Tangibility assets are also as a determinant
factor of the capital structure like elaborated by peck-
ing order theory that the company which has perma-
nent assets in big number better conduct funding
through the internal of the company, and conducts
external funding (establishing the share and debt) when
the internal resources cannot fulfill the company fund-
ing needs.

 Pecking order theory fails in explaining the di-
rection of variable funding surplus towards the deci-
sion of funding in Indonesia. Indonesia companies tend
to conduct funding through debt when experiencing
a funding surplus. Funding surplus at Indonesia com-
panies follows the criteria from the trade-off the theory
that the company in good financial condition will be
safe in conducting funding through debt because trade-
off between the cost issued and advantages can be
achieved.

This research gives empirical evidence that the
company management which has funding surplus can
consider the funding through debt because of owning
good financial condition, beside that the company also
can obtain advantages from tax shield if conducting
funding through debt. This research also gives empiri-
cal evidence that the company will choose to focus on
conducting internal funding if having a big number of
permanent assets. By having a big number of perma-
nent assets, it will make the company safe in conduct-
ing internal fund because it describes that the com-
pany is in good financial condition. Company profit-
ability can become the company funding source until
the management can consider the usage of profitabil-
ity obtained as the company funding sources because
internal fund must be prioritized considering there is
no agency cost must be issued and low risk compared
to external fund.

6. Conclusion, Limitations, and Suggestions

Conclusion

Based on the results of this research, then it
can be concluded that there is no correlation between

non-debt tax shield towards the capital structure. The
research result which shows that Indonesia companies
conduct funding through debt does not consider the
existence of a tax shield which is an advantage for the
companies. However, it more prioritizes on the needs
of the company operations. Based on the results of
this research, then it can be concluded that there is no
correlation between sales growth towards the capital
structure. The research result shows that the company
does not consider the sales growth as the determinant
factor in its capital structure. There is a unidirectional
relationship between funding surplus towards the capi-
tal structure. The research results show that the higher
the funding surplus of the company, then it causes the
higher usage of debt in the capital structure of the com-
pany. This research finds out the result that tangibility
assets correlate with the decision of company capital
structure. The result of this research shows that Indo-
nesia companies conduct funding based on their in-
ternal needs and utilize the ability of tangibility assets
as the guarantee in conducting funding through loans.
There is a contradictory relationship between profit-
ability towards the capital structure. The result of this
research shows that the higher profitability of the com-
pany, then it will cause the lower the usage of debt in
the capital structure of the company.

Thoroughly it can be concluded that tangibility
assets, funding surplus, and profitability are the deter-
minant factors of the capital structure while non-debt
tax shield and sales growth are not determinant fac-
tors of the capital structure in Indonesia companies.
The information obtained from this research can be
used as the reference for the next research and the com-
panies, they can use it as consideration in taking fund-
ing decision.

Limitations and suggestions

This research has not been successful yet in prov-
ing that sales growth and non-debt tax shield is deter-
minant of the capital structure. The next research can
consider using different samples and proxy to obtain
better results than this research. This research only fo-
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cused on the correlation between the capital structure
and funding surplus from the model built by Shyam-
sunders & Myers (1999). The future researcher can

add variable debt redemption in order to interpret this
research thoroughly at the model built by Shyam-Sun-
ders & Myers (1999).
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