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ABSTRACT

The aims of this study to determine the overview of the profitability measured by Return On Equity (ROE), tangibility,
and the capital structure measured by Debt to Equity Ratio (DER), and to know the profitability and tangibility of the
capital structure. The research methods used are descriptive and verificative. The research population is a sub-sector
company of Pharmaceuticals registered in the Indonesian Stock Exchange period 2012-2017. Samples were taken with
purposive sampling techniques. The analytical techniques used are classical assumption testing and panel regression
analysis, and hypothesis testing using the F test and T-test. The results revealed that the development of profitability
decreased, the development of tangibility increased, and the development of capital structures that experienced increases
and decreases that tend to decline. Based on the F test, the profitability and tangibility are pensive to the capital structure.
Based on the T-test, profitability affects the capital structure, and tangibility does not affect the capital structure.
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1. INTRODUCTION

Companies always need capital both in opening new
businesses or developing businesses. Meeting the
business capital can be done through internal and external
funding. Corporate internal funding can take the form of
retained earnings and depreciation, while external funds
are funds originating from creditors, bondholders, and
corporate owner funds [1]. In essence, the problem of
funding concerns the company's financial balance. The
balance is reflected between assets and liabilities [2].
Assets are economic resources owned by the company
expressed in units of money, while liabilities (liabilities)
are corporate sacrifices that must be paid to third parties
that enter into liabilities are capital (equity) and debt [3].
The greater the funds used, the greater the operational
activities it does. Likewise, the smaller the funds used,
the lower the operational activities [4]. The capital
structure is vital for the company because it involves
financial decisions related to optimal business funding.

The company's operational activities can run well if
its financial manager is right in making corporate funding
decisions. A good funding decision can be seen from the

company's capital structure. Capital structure is a
combination or the balance between debt and own capital
used by the company to plan to get capital. The greater
the funds used, the greater the operational activities it
does. Likewise, the smaller the funds used, the lower the
operational activities [4].

The capital structure is vital for the company because
it involves financial decisions related to optimal business
funding. An optimal capital structure is a condition where
a company can use a combination of debt and equity,
which is to balance the company's value and its capital
costs [5].

Capital structure can be measured from the ratio of
total debt to equity, commonly called the debt to equity
ratio (DER). DER can indicate the level of risk of a
company. The higher the DER ratio, the higher the risk
that will occur in a company because the company's
funding from the element of debt is greater than its own
capital. DER in the calculation is debt divided by own
capital, meaning that if the company's debt is higher than
its own capital, it means that the DER ratio is more than
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one or the use of debt is greater in funding the company's
activities [6].

Based on capital structure theory and previous
research, most of them use two independent variables:
profitability and tangibility. This is because profitability
and tangibility variables are factors that influence
funding decisions. So that in this study, the authors used
these two variables as factors that influenced the capital
structure.

The theory of capital structure was started in 1958 by
Modigliani and Miller. Next, [7] put forward a Pecking
Order Theory, which discusses the order of corporate
financing. Reference [8] and Rubinstein discussed the
theory of the Trade-Off Theory capital structure. The
capital structure theory used in this research is the
Pecking Order Theory. Pecking Order Theory Theory in
capital structure is one of the most influential theories of
capital structure [9]

Pecking Order Theory assumes that the company
aims to maximize the welfare of shareholders. The
company prefers internal financing, namely funding from
the company's operating results in retained earnings [10].
This theory was first introduced by [7], while Myers did
the naming of the Pecking Order Theory in 1984 [11].
reference [12] uses the premise that there is no specific
DER target where there is only a hierarchy of sources of
funds that companies prefer. This theory explains why
profitable companies generally use small amounts of debt
because companies have a low DER target. After all, they
require little external financing. Less profitable
companies will tend to use greater debt for two reasons,
namely, (1) insufficient internal funds, and (2) debt is the
preferred external source. Therefore, this pecking order
theory creates a hierarchy of funding sources, namely
internal (retained earnings) and external (debt and stock).

2. METHODS

The research method used in this research is
descriptive and verification methods. Descriptive
research is research conducted to determine the value of
independent variables, either one or more variables,
without comparing or connecting with other variables
[13].

This study's independent variable is profitability
using the Return On Equity indicator and tangibility,
while the dependent variable is the capital structure using
the Debt to Equity Ratio indicator. The population is all
pharmaceuticals sub-sector companies listed on the
Indonesia Stock Exchange in the 2012-2017 period.

The study was conducted on the financial statements
of 9 sample companies during the 2012-2017 period of
six years. So the observation data in this study amounted
to 54 data.
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3. RESULT AND DISCUSSION

3.1 Profitability

In this study, profitability is measured by the Return
On Equity (ROE) indicator. ROE is a ratio that shows the
company's ability to generate profit after tax by using the
company's own capital. The following is a statistical table
of the profitability of the pharmaceuticals sub-sector
companies listed on the IDX for the 2012-2017 period
shown by Fig. 1

Return On Equity
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Figure 1. Average Profitability of PharmaceuticalsSub-
Sector Companies listed on the IDX for the period 2012-
2017

Based on Figure 1, it can be seen that the six-year
average ROE from 2012-2017 is 0.0996 or 9.96%. This
means that every Rp. 1.- Own capital can generate a profit
of Rp. 0.099.- or each use of Rp. 100, - own capital can
generate a profit of Rp. 9.96.

3.2 Tangibility

Tangibility shows the level of ability of tangible
assets that act as collateral. In this study, based on thedata
that has been obtained, the tangibility of the
pharmaceuticals sub-sector companies that theyowned
from 2011 to 2017 experienced a stable movement. The
following is a statistical table of the tangibility of the
pharmaceuticals sub-sector companies listed on the IDX
for the 2012-2017 period shown by Fig. 2.

Tangibility
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Figure 2. Average Tangibility of Pharmaceuticals Sub-
Sector Companies listed on the IDX for the period 2012-
2017.

160



ATLANTIS

PRESS

Based on Figure 2, it can be seen that the average
tangibility for the last six years is 0.0194 or 1.94%. This
means that every Rp. 1, - the company's debt canbe
guaranteed by a tangibility of Rp. 0.0194, - or every Rp.
100 - the company's debt will be guaranteed by the
tangibility of Rp. 1.94, -.

3.3 Capital structure

In the period 2012 to 2017, the average DER of the
pharmaceuticals sub-sector companies listed on the IDX
was -1.15 and has fluctuated every year but shows a
downward trend, as shown in Fig. 3 below.

Debt to Equity Ratio
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Figure 3. Average Capital Structure of Pharmaceuticals
Sub-Sector Companies listed on the IDX for the period
2012-2017.

Based on Figure 3, it can be seen that the average
DER of the pharmaceuticals sub-sector listed on the IDX
for the 2012-2017 period is -0.012 or -1.2%. This means
that every Rp. 1, - own capital can guarantee Rp. -0.012
of the debt or every Rp. 100, - own capital guarantees a
debt of Rp. -1,2, -.

3.4 Hypothesis testing

1. Effect of profitability on capital structure

Based on the results of the significance of the
regression coefficient test, the prob (F-statistic) obtained
was 0.00 (<0.05). Then HO is rejected, and Ha is
accepted, the profitability variable (ROE) has a t-value of
-10.58, which is then compared to the t-table value of
distribution t with degrees of freedom = 51 (nk) and a
significance level of 5% or 0.05, so a t-table value is
obtained (-10.58 <0.67). It can be concluded that the
profitability variable (ROE) affects the capital structure
(DER).

The value of the regression coefficient for the
profitability variable is -1,601. This means that
profitability (ROE) has a negative relationship to the
capital structure (DER) because if profitability rises by
1%, then the capital structure will decrease by - 1,601.

These results support the pecking order theory,
indicating a negative relationship between profitability
and capital structure. This is because the increase in
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profits will increase the amount of retained earnings, so
the number of internal funds that can be used increases
and decreases debt use. The results of this study support
research conducted by [14-19] where the results of the
study show that profitability has a negative effect on
capital structure.

2. Effect of tangibility on capital structure

Based on the results of the significance of the
regression coefficient test, the prob (F-statistic) obtained
was 0.93 (> 0.05). Then HO is accepted, andHa is
rejected, the tangibility variable has a tcount of 0.08,
which is then compared with the t value of the
distribution of t with degrees of freedom = 51 (nk) and a
significance level of 5% or 0.05, so a t-table value (0.08
is obtained <0.67). Then it can be concluded that the
tangibility variable influences the capital structure
(DER). The value of the regression coefficient for the
tangibility variable is 0.51. This means that tangibility
has a positive relationship withcapital structure (DER)
because if profitability rises by 1%, the capital structure
will increase by 0.51. Sotangibility is used as one of the
factors used by companies to consider capital structure.
Because tangibility describes the proportion of the
company's fixed assets to total assets. These results
support the pecking order theory, which predicts a
positive relationship to the tangibility of the capital
structure (DER). Companies that have high assets thatcan
be used as debt guarantees tend to use relatively large.
The results of this study support the research conducted
by [20-22] to obtain results that tangibility has a
significant positive effect on capital structure. This is
based on the theory of the Pecking Order Theory.

4. CONCLUSION

Based on the research that has been done, the
following conclusions can be drawn: (1) The profitability
picture of the Pharmaceuticals sub-sector from 2012 to
2017 as measured by Return on Equity (ROE) tends to
decrease with an average ROE of 10%. The highest ROE
was achieved in 2015 of 16.07%, with the highest ROE
owned by PT Merck Sharp Dohme Pharma which was
54.1%, while the lowest ROE occurred in 2017, which
was 2.71%, and the company that had the lowest ROE
was PT Indofarma Persero which is -16.72%. (2) The
description of the Pharmaceuticals sub-sector's
tangibility during the period of 2012 to 2017 tends to
increase with an average tangibility of 1.94%. The
highest tangibility achieved in 2014 amounted to 10.26%
owned by PT Pyridam Farma Tbk that is equal to 0.55%,
while the lowest tangibility occurred in 2012, which was
0.19 %%, and the company that had the lowest tangibility
was PT Pyridam Farma Tbk which was equal to 0 .01%.
(3) The description of the Pharmaceuticals sub-sector's
capital structure during the period of 2012 to 2017 as
measured by Debt to Equity Ratio (DER) tends to
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increase with an average DER of -1.2%. The highest
DER was achieved in 2012 at 2.85%, with the highest
DER owned by PT Merck Sharp Dohme Pharma which
was 22.13%, while the lowest DER occurred in 2015,
which was -11.37%, and the company that had the lowest
DER was PT Merck Sharp Dohme Pharma is -107%. (4)
Based on the results of hypothesis testing, profitability
and tangibility variables affect the capital structure. (5)
Based on the hypothesis testing results, the profitability
variable has a negative effect on capital structure, while
tangibility has a positive effect on capital structure. So it
can be concluded that the direction of capital structure
policy used by Pharmaceuticals sub-sector companies
uses the pecking order theory.
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