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Abstract: This paper focuses on strategic corporate financial decisions related to capital structure
to increased firm value, moderated by the COVID-19 pandemic under MM theory, trade-off theory,
and pecking order theory. The analytical method used is panel data analysis, with observations
of 1828 non-financial companies on the Indonesia Stock Exchange from the years 2019 to 2021.
The results show that there is an effect of capital structure on firm value in a positive direction,
and the moderating role of the COVID-19 pandemic weakens the effect of capital structure on firm
value. The findings show that capital structure only has a significant effect on firm value for the
debt-dominant group, but not for the equity-dominant group. The moderating effect of the COVID-19
pandemic affects firm value for the debt-dominant group, but not for the equity-dominant group.
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JEL Classification: G1; G30; G32

1. Introduction

In recent decades, there has been widespread interest and debate regarding the focus of
financial strategy on determining capital structure to increase firm value (Kharabsheh et al.
2017; Irawati et al. 2021; Baihaqi et al. 2021; Pathak et al. 2021). This is due to the increasing
role of financial strategy in companies, especially in developing countries (Kostini and
Raharja 2019; Pochitaev and Filippova 2016; Pochitaev et al. 2014). Previous studies have
mainly focused on financial strategies related to investment (Yaghoubi and Keefe 2022;
Gu and Zhang 2022); dividends (Trinh et al. 2022; Ali 2022); mergers and acquisitions
(Plaksinaa et al. 2019; Gao and Bao 2022; Yang et al. 2019; Wang et al. 2021); stock splits
(Podgórski and Pasierbek 2020; Hendra et al. 2020); and leveraged buyouts (Ayash and
Rastad 2021; Chiarella and Ostinelli 2020; Bertoni et al. 2020). Financial strategy looks at
the financial impact of strategic decisions at the corporate and business level and identifies
the best financial actions. This provides a competitive advantage by reducing funding
costs and raising funds flexibly to support business strategy (Wheelen et al. 2018). Due to
the wide range of financing possibilities, financial decisions have become more difficult.
For academics and financial managers, choosing the ideal debt structure composition has
grown more challenging (Khan et al. 2021). Financial strategy is focused on identifying the
goal of capital structure in order to lower the weighted average cost of capital (WACC) and
increase firm value (Kaličanin and Todorović 2014).

There is a debate about how capital structure affects firm value. Modigliani and Miller
(1958) argue that capital structure is irrelevant or does not affect firm value with certain
assumptions, one of which is that there is no tax. Modigliani and Miller (1963) add tax
issues into their theory since MM theory without taxes is regarded as impractical. Taxes
are a cash outflow since they go to the government. Interest on debt can be deducted
from taxes, allowing companies to save money. MM theory is highly controversial. This
theory implies that companies are advised to use large amounts of debt. In actuality,
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however, no corporation has that much debt since the higher a company’s debt level is,
the greater the chance of bankruptcy. Contrary to MM theory, pecking order theory argues
that management will always prefer equity financing over debt financing in the presence
of information asymmetry to reduce transaction costs. Debt financing is required where
external financing is desired, and equity financing is the last resort where what is desired is
not available and cannot be accessed (Myers and Majluf 1984). This issue is interesting to
study. We will try to compare several research results that occurred in developing market
countries and developed market countries. In emerging markets, several studies tend to
find that capital structure has a negative effect on firm value. In other words, companies
that use high debt have the effect of reducing firm value (Mahirun and Kushermanto
2018; Luu 2021; Lawson and Osaremwinda 2019). This supports the pecking order theory,
but has the limitation that these studies only examine companies in the manufacturing
sector. Furthermore, in developed markets, one of the studies conducted by Liu (2017)
uses data on companies registered in the US to test the traditional trade-off theory of
capital structure. The empirical results reveal that there is a nonlinear and asymmetric
relationship between firm value and market debt ratios, which strongly supports the trade-
off theory. According to Abdullah and Tursoy (2019), German non-financial enterprises
borrow more than 60% of their total assets, making them more influential in comparison
to other countries. The findings show that firm performance and capital structure have a
positive relationship. However, there are interesting things related to developed countries
in the Asian region—such as Hong Kong, Korea, Singapore, and Taiwan—in that their
capital structures are 40% debt-financed on average, and this has been confirmed to have a
negative effect on their performance (Chang et al. 2019).

Issues involving capital structure have not been studied in-depth, especially in de-
veloping countries such as Indonesia. This is because most of the research focuses on
developed countries, and the interest of researchers in the study of capital structure is
still dominated by researchers in the Americas rather than the Asia (Bajaj et al. 2020).
This research will broaden the scope so that there are several new things: (1) the inclu-
sion of the COVID-19 pandemic as a moderating variable, because the emergence of the
novel coronavirus reduces economic activity significantly, and expectations of returns and
company growth are revised downward and thus the impact is that stock prices must
fall; (2) the inclusion of control variables of profitability, company size, and company age;
and (3) an investigation of companies in one of the ASEAN region’s developing countries.
To support this novelty, the data analysis method will be based on a panel data regression
analysis approach.

2. Hypothesis Development

One of the financial strategies to increase the value of the company is through the
selection of a capital structure. On the one hand, this strategy is effective in helping
companies increase company value. On the other hand, this strategy can reduce the value
of the company. The capital structure shows the extent to which the combination of debt
and equity capital is financed by the company for business activities (Danila et al. 2020).
Modigliani and Miller (1963) stated that equity financing is less attractive, so debt options
are preferred based on the tax reduction benefits of interest payments. They conclude
that an increase in the debt ratio will increase the firm’s value and that the optimal capital
structure can be achieved if the debt ratio is 1% or 100%. Furthermore, trade-off theory is
another capital structure theory that is often studied. According to trade-off theory, the
optimal amount of debt equates the marginal benefit of one dollar of debt arising from a
reduction in interest-paying taxes with the marginal cost of one dollar of debt arising from
increased default exposure (Kraus and Litzenberger 1973; Robichek and Myers 1966; Scott
1976). Trade-off theory has been conventionally interpreted as implying that more profitable
firms should have higher leverage ratios (Abel 2017). Equity holders are encouraged by
high leverage to participate in riskier and NPV-negative ventures (Choi et al. 2020). Several
studies provide empirical evidence that capital structure has a positive effect on firm value,
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including Nguyen et al. (2020), Hirdinis (2019), Mills and Mwasambili (2022), and Dang
and Do (2021).

Pecking order theory predicts a hierarchy in funding and states that companies will
prefer internal sources of funds over external sources if there is a need for funding (Myers
and Majluf 1984). In cases where the funding needs are not met by internal funding sources,
the company must choose between external funding sources, and/or the company will
prefer low-risk debt from external financing over equity issuance (Yıldırım and Çelik 2021).
The fact that the company spends internal funding sources before contracting debt shows
the negative impact of debt on firm value. Several studies provide empirical evidence
supporting pecking order theory, including Mahirun and Kushermanto (2018), Lawson and
Osaremwinda (2019), and Luu (2021). In short, the financial strategy through the choice
of the capital structure has two impacts. Capital structure has a significant positive effect
on firm value according to MM theory and trade-off theory. Meanwhile, according to the
pecking order theory, the capital structure has a negative effect on firm value. Therefore,
we hypothesize [H1]:

H1. The capital structure affects firm value.

The COVID-19 pandemic has had a negative impact on public health so that the
level of mobility and social interaction is limited by regional lockdowns or quarantines.
According to the Organization for Economic Co-operation and Development (OECD) report
for 2020–2021, the rapid spread of COVID-19 has affected economic and social conditions
in various countries. Saif-Alyousfi (2022) shows that daily growth in confirmed cases
and deaths caused by COVID-19 has had a significant negative effect on stock returns in
88 countries in Europe, the Americas, the Middle East, Africa, and Asia-Pacific.

In another study, Alsamhi et al. (2022) examined the impact of the COVID-19 pan-
demic on the financial performance of several selected Indian sectors. The results revealed
significant differences in total earnings, net sales, net income, earnings per share, and di-
luted earnings per share before and after the pandemic in the tourism, hotel, and consumer
sectors. The results of the study stated that there was a significant difference in total net
sales revenue before and after the pandemic in the construction sector. The results of the
research by Atayah et al. (2022) show that the financial performance of logistics companies
was significantly higher during 2020. Overall, the findings by country are corroborated by
the main results, and the financial performance of 14 national logistics companies out of the
20 analyzed has improved significantly over the past few years under the pandemic. How-
ever, this paper also finds that logistics companies in six countries (Germany, Korea, Russia,
Mexico, Saudi Arabia, and the United Kingdom) had a negative financial performance
during the COVID-19 period.

Companies located in countries where the impact of COVID-19 was more severe
had a higher drop in firm value, according to Bose et al. (2022). COVID-19 has had a
smaller negative impact on corporate value for companies that perform better in terms of
sustainability. Companies headquartered in countries with higher levels of environmental
and stakeholder value-oriented cultures saw less of a drop in corporate value as a result of
COVID-19’s influence. Furthermore, Lee (2022) found that there was a significant negative
relationship between stock liquidity and firm value in the first three days of the COVID-19
outbreak, while a significant positive relationship arose in the following days; furthermore,
this negative relationship was more significant in the worst-affected areas, small companies,
and non-state-owned companies. Based on this discussion, we arrive at the following
hypothesis [H2].

H2. The COVID-19 pandemic moderates the effect of the capital structure on firm value.

3. Method, Data, and Analysis

This study focuses on a sample of 1828 non-financial companies listed on the Indonesia
Stock Exchange from 2019 to 2021. We exclude companies in the financial sector because
they have different regulations and business nature. Initially, the total population of reg-
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istered companies was 2135. Companies that do not have such information available or
that are part of the financial sector are excluded. Although our study period was short
(a three-year period), it did not affect our estimation model. This study consisted of four
kinds of variables—namely, independent variables, dependent variables, moderating vari-
ables, and control variables. The independent variable is capital structure; the dependent
variable is firm value; the moderating variable is the COVID-19 pandemic; and the control
variables are profitability, firm size, and firm age. The complete list of variable definitions
is presented in Table 1.

Table 1. Variable definition.

Variable Definition Formula Source

Firm Value

Firm value is an investor’s
perception of the company, which

is often associated with
stock prices.

Price to Book Value (PBV) =
Market Price per Share
Book Value per Share

(Harahap et al. 2020; Devita
et al. 2021; Hirdinis 2019)

Capital Structure

The capital structure is a
combination of debt and equity

securities, which consists of
financing the company’s assets.

Debt to Equity (DER) =
Total Debt

Total Equity

(Alzubi and Bani-Hani 2021;
Setiawanta et al. 2021)

Pandemic COVID-19 The pandemic caused by the
coronavirus.

Variable Dummy
1 = year of pandemic

observation
0 = the year of observation,

there was no pandemic.

(Ling et al. 2021;
Tudorache et al. 2021)

Profitability

Profitability is a metric that
assesses a company’s capacity to
make profits through the use of its

own resources, such as assets,
capital, and sales.

Return on Equity (ROE) =
Net Income

Shareholder′s Equity

(Chabachib et al. 2019; Farkasdi
et al. 2021; Khan et al. 2020;

Setiawanta et al. 2021)

Size The amount of total assets owned
by the company.

Natural Logarithm of Total
Assets

(Diantimala et al. 2021; Solikhah
et al. 2022; Ardi et al. 2020;

Odoemelam et al. 2020)

Age

The length of time the company is
able to carry out its operational

activities so that it can maintain a
going concern.

Age of firms = Year t – year 0
(establishment)

(Nguyen and Nguyen 2020;
Hossain 2021)

The method used in this research is the verification method. For the verification
method, hypothesis testing will be carried out with the aim of testing the effect of capital
structure on firm value with the moderating effect of COVID-19 and controlled by prof-
itability, firm size, and firm age. The research data uses panel data, a combination of time
series and cross-section data where the same cross-section unit is measured at different
times. Therefore, in other words, panel data are data from the same individuals observed
over a certain period. If we have T time periods (t = 1, 2, . . . , T) and an N number of
individuals (i = 1, 2, . . . , N), then with panel data we will have a total of NT units of
observation. When the number of time units for each individual is the same, the data are
referred to as a balanced panel. If, on the other hand, the number of units of time differs for
each individual, the panel is said to be unbalanced. In this study, we used an unbalanced
panel. The research model can be seen in the following panel data regression equation:

Firm Value = β1 + β2Capital Structureit + β3COVID19it + β4Capital Structureit
∗COVID19it+

β5Pro f itabilityit + β6Sizeit + β7 Ageit + uit
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The panel data regression analysis approach in this study is the common effect model
(CEM), fixed effect model (FEM), and random effect model (REM). There are two steps
taken to determine the best model to use between these models, namely: the Chow test,
to determine which model is best between the common effect model (CEM) and the
fixed effect model (FEM). The Hausman test was conducted to determine which model
is best used between the fixed effect model (FEM) and the random effect model (REM).
Next, we test the classical assumptions of the selected model. The study used two classical
assumption tests, namely the multicollinearity test and the heteroscedasticity test. The other
two tests, namely normality and auto-correlation, were not performed. This is in line with
Gujarati and Porter (2008) assertion that there are numerous cross-section and time-series
datasets with a significant number of observations these days. As a result, in huge datasets,
the normal assumption may not be as important. With large enough sample sizes (>30 or
40), violations of the normality assumption should not pose severe problems, according
to Ghasemi and Zahediasl (2012). This suggests that we can apply parametric techniques
even when the data are not normally distributed. If we have samples with hundreds of
observations, we can ignore the data distribution.

4. Results

Table 2 presents a summary of the mean statistics for the variables in the estimation
model. Focusing on the key variables, the average firm value (PBV) for the non-financial
sector is 2.9776 times. The highest firm value is in the technology-based sector at 8.4006
times and the lowest firm value is in the energy sector at 0.5134 times. Furthermore, the
average capital structure (DER) in the non-financial sector shows a value of 0.7816 or 78.16%.
The lowest DER is in the transportation and logistics sector at−1.8319 or−183.19%, and the
highest DER is for the consumer non-cyclicals sector at 2.1393 or 213.93%. The frequency
in the year before the COVID-19 pandemic was 549 companies or 30.03% of the sample
in this study. Meanwhile, there were 1279 companies, or 69.97% frequency, in the year
after or during the COVID-19 pandemic. The average value of profitability (ROE) in the
non-financial sector is 0.0267 or 2.67%. The highest ROE value is in the transportation and
logistics sector at 0.1140 or 11.40%, and the lowest is in the consumer cyclicals sector at
−0.0911 or −9.11%. Next, the average firm size (Ln Total Assets) in the non-financial sector
is 7.4367, the largest firm size is in the energy sector at 7.9562, and the smallest firm size is
in the transportation and logistics sector at 6.3872. Finally, the average age of companies in
the non-financial sector is 13 years. The oldest average age is in the basic materials sector
at 15 years, and the youngest average age is equal in four sectors—namely, infrastructure,
properties and real estate, technology, transportation and logistics—at 12 years old.

Table 2. Descriptive statistics (mean values).

Sectors
Variable

Firm Value
(PBV)

Capital Structure
(DER)

Pandemic
COVID-19

Profitability
(ROE)

Size
(Ln Assets) Age

Basic Materials 1.8061 −0.0203 0.7000 0.0797 7.6784 15
Consumer Cyclicals 3.6568 1.5309 0.6948 −0.0911 7.1108 13

Consumer Non-Cyclicals 3.6663 2.1393 0.7023 −0.0021 7.8621 14
Energy 0.5134 0.0484 0.6746 0.0410 7.9562 13

Healthcare 3.9252 0.7666 0.7049 0.0763 7.8761 14
Industrials 2.6510 1.9506 0.6944 0.0176 7.2407 12

Infrastructures 2.1414 1.4176 0.6938 −0.0009 7.8979 12
Properties and Real Estate 1.6155 0.8042 0.6957 −0.0083 7.8955 15

Technology 8.4006 1.0106 0.7313 0.0406 6.4622 12
Transportation and Logistic 1.3994 −1.8319 0.7051 0.1140 6.3872 12

All Sectors 2.9776 0.7816 0.6997 0.0267 7.4367 13
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The correlation matrix for the variables in the estimation model is shown in Table 3.
The univariate relationship between the explanatory variables and firm performance can be
seen in the correlations between them. The correlation coefficient between the explanatory
variables and our firm value on average is weak. This can be seen from the value of
each correlation, namely the capital structure of 0.2466, the COVID-19 pandemic of 0.0304,
profitability of 0.3403, company size of −0.1878, and company age of −0.2086.

Table 3. Correlation matrix.

Correlation Matrix

Variable 1 2 3 4 5 6

1. Firm Value 1.0000
2. Capital Structure 0.2466 1.0000

3. Pandemic COVID-19 0.0304 0.0484 1.0000
4. Profitability 0.3403 0.3378 0.0408 1.0000

5. Size −0.1878 0.0020 −0.0624 0.0706 1.0000
6. Age −0.2086 0.0293 −0.0014 0.0891 0.2479 1.0000

The results of panel data testing are shown in Table 4. The model specification test was
carried out first to decide which model is feasible to use. The results of the Chow test and the
Hausman test show that the fixed effect model is the most feasible model. Next, we tested
the classical assumptions of the selected model. The study used 2 classical assumption tests,
namely the multicollinearity test and the heteroscedasticity test (Glejser test). The results of
the multicollinearity test show that the correlation between the explanatory variables is
lower than 0.8, indicating the absence of multicollinearity (Table 3). The Glejser test shows
that there is no symptom of heteroscedasticity in the regression model. This can be seen
from the significance value of each independent variable to the absolute residual value
greater than 0.05.

Based on the results of the fixed-effect model in Table 4, it can be seen that all variables—
namely capital structure, COVID-19 pandemic, profitability, company size, company age,
and the interaction between capital structure and the COVID-19 pandemic—have an
influence on company value (F-Test = 11.4989; p < 0.001). The value of R-square shows
a value of 0.8706 which means the model has good prediction capability. In Hypothesis
1 (H1), we hypothesized that a significant effect of capital structure on firm value, and
our results support it. The results on FEM reveal a positive relationship between capital
structure (DER) and firm value (PBV) (β = 0.0552; SE = 0.0073). This finding is in accordance
with trade-off theory and MM theory. Trade-off theory explains that the more debt the
company uses, the higher the company’s stock price will be at the optimal target capital
structure. This means that if the capital structure is below the optimal target value, then the
value of the company will increase every time there is an increase in debt. The assumption
of MM theory with taxes explains that the higher the debt used by the company, the higher
the maximum value its stock price can reach. This study is in line with Pratiwi et al. (2016),
Setiawan et al. (2021), and Nopianti and Suparno (2021).

For the moderating effect (H2), the interaction shows a significant effect on firm value.
The FEM results report a significant negative moderating effect of the COVID-19 pandemic
on the relationship between capital structure (DER) and firm value (PBV) (β = −0.0374;
SE = 0.0072). This implies that, in the COVID-19 pandemic situation, the company has not
been able to implement plans, maintain strategies, and find ways to improve operational
efficiency so that it can be concluded that the COVID-19 pandemic has played a role in
weakening the effect of the capital structure (DER) on firm value (PBV). The results of this
study are in line with the research of Irawati et al. (2021), which shows that the capital
structure can affect the value of the company in the conditions of the COVID-19 pandemic.
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Investors tend to invest based on the company’s fundamental considerations—in this case,
capital structure.

Table 4. Data panel results.

Outcome Variable: PBV

Common Effect Model (CEM) Fixed Effect Model (FEM) Random Effect Model (REM)

Constant 2.3904 ***
(0.1862)

1.8801 ***
(0.4959)

2.4470 ***
(0.2146)

DER 0.0265 **
(0.0115)

0.0552 ***
(0.0073)

0.0502 ***
(0.0071)

COVID-19 0.0220
(0.0507)

−0.1173 ***
(0.0456)

0.0331
(0.0272)

DER*COVID-19 −0.0130
(0.0112)

−0.0374 ***
(0.0072)

−0.0331 ***
(0.0070)

ROE 0.2549 ***
(0.0179)

0.0861 ***
(0.0152)

0.1353 ***
(0.0137)

SIZE −0.7476 **
(0.0999)

−1.5247 ***
(0.2213)

−0.9938 ***
(0.1226)

AGE −0.0170 ***
(0.0018)

0.0927 ***
(0.0251)

−0.0136 ***
(0.0025)

R2 0.2175 0.8706 0.1836

Adjusted R2 0.2150 0.7949 0.1809

F-Test 84.1957 *** 11.4989 *** 68.0975 ***

Chow Test for FEM 8.7033 ***

Hausman Test for REM 102.2060 ***

Multicollinearity Test No

Heteroscedasticity Test No

Note(s): ***, ** indicate the significance levels of 1%, and 5% respectively. The figures stated represent the
coefficient values of the variables. On the other hand, the values in the parentheses stand for the values of the
standard error. A fixed effect model was selected based on the Chow test and Hausman test.

To confirm the trustworthiness of our statistical results taken from Table 5, we run
a number of robustness checks. The first test for robustness is to look at (1) the effect of
capital structure and (2) the interaction effect of the COVID-19 pandemic on firm value
between debt-dominant firms and equity-dominant firms. We divide our sample into two
groups, namely the debt-dominant group of companies and the equity-dominant group
of companies. Companies with a DER value of more than 1 are the dominant group of
companies with debt, and companies with a DER value of less than 1 are the dominant
group of companies with equity. We run our new estimation model after regrouping the
sample using panel data regression analysis approaches: common effects model (CEM),
fixed effects model (FEM), and random effects model (REM). The robustness check results
based on Table 5 show that the fixed effect model is the most feasible model for both
models, and these models do not have multicollinearity and heteroscedasticity problems.
The findings show that the capital structure only has a significant effect on firm value for
the debt-dominant group, but not for the equity-dominant group. More specifically, in the
debt-dominant group of companies, capital structure (DER) has a positive relationship
with firm value (PBV) (β = 0.0622; SE = 0.0080). The moderating effect of the COVID-19
pandemic affects firm value for the debt-dominant group, but not for the equity-dominant
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group. The moderating effect of the COVID-19 pandemic weakened the effect of the capital
structure on firm value (PBV) in the debt-dominant group of companies (β = −0.0447;
SE = 0.0717). This finding is the result of previous tests and strengthens MM theory with
taxes and tradeoff theory. This means that debt is the most appropriate alternative funding
strategy, but managers must still calculate the combination of debt and equity in order to
form an optimal capital structure, especially during the COVID-19 pandemic.

Table 5. Robustness check.

Debt-Dominated Company Equity-Dominated Company

Constant 1.5057
(0.7768)

1.8552 ***
(0.7088)

DER 0.0622 ***
(0.0080)

−0.1167
(0.1791)

COVID-19 −0.0025
(0.0717)

−0.2734 ***
(0.0819)

DER*COVID-19 −0.0447
(0.0079)

0.16707
(0.1309)

ROE 0.0712 **
(0.0228)

0.0740 ***
(0.0217)

SIZE −1.2947 ***
(0.3248)

−1.5124 ***
(0.3509)

AGE 0.0792 **
(0.0382)

0.1024 **
(0.0339)

R2 0.9061 0.8471

Adjusted R2 0.8323 0.7796

F-Test 12.2739 *** 9.2474 ***

Fixed Effect Model Yes Yes

Multicollinearity Test No No

Heteroscedasticity Test No No
Note(s): ***, ** indicate the significance levels of 1%, and 5% respectively. The figures stated represent the
coefficient values of the variables. On the other hand, the values in the parentheses stand for the values of the
standard error. A Fixed Effect Model was selected based on the Chow Test and Hausman Test.

5. Discussion

Our findings confirm our first hypothesis about the effect of the capital structure on
firm value. A company with a high capital structure or debt ratio can increase firm value,
and a low capital structure or debt ratio can reduce firm value. We theorize our findings
with the notion of Modigliani and Miller (1963), or MM theory with tax and tradeoff theory.
Both of these theories assume that the higher the debt used by the firms, the higher the
firm’s value; or that the more debt the company uses, the higher the firm’s value at the
optimal target capital structure. The results of this study are different from the findings
of Mahirun and Kushermanto (2018), Lawson and Osaremwinda (2019), and Luu (2021),
which show that a high capital structure or debt ratio can reduce firm value in emerging
markets, so we will analyze this discrepancy. Our analysis shows that although the research
was conducted in emerging markets, the corporate financial strategy may differ from one
country to another. The results of this study prove that the corporate financial strategy in
Indonesia relies more on external funding than internal funding. The high use of external
funds has proven to be able to increase firm value. We then confirm our second hypothesis
that the COVID-19 pandemic moderates the effect of the capital structure on firm value.
The COVID-19 pandemic acts as a moderator that weakens the influence of capital structure
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on company value. With the COVID-19 pandemic, companies are expected to be able to
manage or determine optimal capital structure targets. Otherwise, this will have a negative
effect. Specifically, high debt that exceeds the limit will cause large interest costs, so the use
of debt is limited by the risk of bankruptcy costs (Akbar et al. 2021).

We perform a series of robustness checks by re-estimating the model in different
sample groups (sub-sampling approach) to explore the explanation of the effect of capital
structure on firm value. The conclusion from our resilience examination is that companies
with a DER value of more than 1 or a group of companies that are dominant in debt tend
to have a positive influence or can increase company value, but companies with a DER
value of less than 1 or a group of companies that are dominant in equity have no effect
on company value. In other words, companies with a DER level of more than 1 or debt-
dominance are able to increase the value of their company. Non-financial companies in the
Indonesian stock market during the observation period prefer the strategy of determining
their financing through external sources, or debt, because it is based on the benefits of
tax deductions from interest payments. In other words, the strategy of equity or internal
financing is not attractive. This also reinforces the idea of Modigliani and Miller (1963) that
the optimal capital structure can be achieved if the debt ratio is 1% or 100%. Furthermore,
the impact of the COVID-19 pandemic will weaken the effect of capital structure on firm
value in the debt-dominated group of companies, while the equity-dominated group of
companies does not. This means that the impact of the COVID-19 pandemic interaction
has a more significant impact on debt-dominant companies.

6. Conclusions, Limitations, and Suggestions

This study attempts to analyze the focus of financial strategy on determining capital
structure in an effort to increase firm value moderated by the COVID-19 pandemic in
emerging markets. We offer at least five new perspectives on the body of knowledge and
empirical research. First, our results show that capital structure determination is useful
for increasing firm value. This is in accordance with previous studies such as Nguyen
et al. (2020), Hirdinis (2019), Mills and Mwasambili (2022), Dang and Do (2021), Pratiwi
et al. (2016), Setiawan et al. (2021), and Nopianti and Suparno (2021). Second, our results
corroborate MM theory with taxes and trade-off theory in that the use of high debt will
have a positive impact on firm value, but with the condition of an optimal capital structure.
Third, we find that the COVID-19 pandemic weakens the effect of the capital structure on
firm value. Fourth, debt-dominant firms can increase firm value, but equity-dominant firms
are unable to increase firm value. Lastly, the moderating effect of the COVID-19 pandemic
on the effect of capital structure on firm value was more significant in debt-dominant firms,
while equity-dominant firms did not have a significant impact. In sum, our findings imply
that financial strategy is an important strategy for firms in increasing firm value. To make
it more successful, Indonesian companies must be able to optimize their capital structure.
However, the effects of the COVID-19 pandemic have weakened the effect of the capital
structure on firm value.

Finally, we recognize the limitations of this study because only Indonesian companies
were used to analyze how these financial strategies work. This issue should encourage
future researchers to investigate and compare the results obtained in this study with those
of other developing countries, plus the research time horizon is quite long. Further study
analyzing financial strategies in companies that are included in the financial sector will
be more interesting to study because they have different capital structures. In addition,
in line with the results of this study, future studies could focus on other financial strategies,
namely dividends, mergers and acquisitions, stock splits, leveraged buyouts, and selling of
a company’s patents.
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