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Abstract: Our research analyzes how liquidity, debt policy and investment 

decisions affect companies with high and low firm value. The sample of this 

research is companies included in the Jakarta Islamic Index on the IDX with a 

total sample of 17 companies and a total of 170 observations. The results 

showed a significant positive effect of liquidity on firm value in the sample as a 

whole and in companies with low value, while liquidity has a negative and 

insignificant effect on companies with high value. This suggests that low value 

firms tend to use liquidity or internal funding to increase their value. Research 

results also show that debt has an insignificant positive effect on firm value in 

all samples and debt has an insignificant negative effect on low value firms. On 

the other hand, debt has a significant positive effect on low-value firms. This 

indicates that companies with high value tend to use debt to increase firm value. 

In another study, this research also found that investment decision has a 

significant positive effect on firm value. 
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1   Introduction 
The Islamic finance industry in Indonesia has significantly advanced from 2014 to 
2023, with the value of Islamic companies increasing due to economic growth, social 
factors, and supportive government policies [1]. These sharia-compliant companies are 
attracting domestic and international investors due to their stable performance. Key 
factors influencing their value include profitability, liquidity, and Shariah compliance 
[2], [3]. To enhance company value and stakeholder prosperity, investors evaluate 
indicators such as stock price, stock return, earnings per share (EPS), price-earnings 
ratio (PER), Tobin's Q, and price-to-book value (PBV). While systematic risks from 
external macroeconomic factors exist, they can be mitigated [4]. Internal factors, 
including liquidity, profitability, debt policy [5], and investment decisions [6], also 
affect company value. Adequate liquidity is vital for meeting short-term obligations [7] 
and enhances operational efficiency [8]. 

Firms with higher liquid assets, such as cash and receivables, are better positioned 
to meet obligations, which boosts investor confidence and potential company value. 
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Studies by [9], [10], and [11] confirm that liquidity positively impacts firm value. 
However, [12], [13], [14], and [15] report a significant negative effect, noting that 
excessive free cash flow can lead to managerial conflicts [16]. Increasing debt can 
enhance firm value by curbing managerial opportunism, thus reducing agency costs 
[16]. Debtholders also monitor management activities, which can lower agency costs 
[17], [18]. While higher debt can boost expected returns, it also raises risk [7]. A higher 
Debt to Equity Ratio (DER) indicates greater reliance on external capital, which may 
burden the company [19], [20]. Although indebtedness can increase stock prices, 
excessive debt can diminish firm value. [21] suggest that while high debt ratios can 
enhance firm value, they also increase bankruptcy risk. [22] and [23] found negative 
effects of debt on firm value, while [24] and [25] reported positive effects. 

Investment decisions by management significantly influence firm value, aiming to 
enhance net worth and share value [26]. Diverse investment options can improve 
investor welfare [27] and facilitate risk-return comparisons [28], [29]. Capital 
investment decisions must consider future expenses and long-term commitments to 
enhance shareholder value [30]. [31] links firm value to investment decisions, with [32] 
and [6] finding positive impacts, while [33] and [34] report negative effects. These 
findings highlight existing research gaps regarding the effects of liquidity, debt policy, 
and investment decisions on firm value across varying company valuations, warranting 
further investigation 

2   Literature Review 
Agency theory addresses conflicts of interest between managers (agents) and company 
owners (principals), viewing a firm as a series of agreements between management and 
shareholders. Managers often prioritize personal profit over shareholder interests, 
misusing their authority [16]. This agency relationship involves principals delegating 
decision-making authority to agents, necessitating monitoring and incentives to align 
goals. Monitoring, such as audits and decision limits, incurs agency costs and risks if 
managers act selfishly. Agency problems arise when managers own less than 100% of 
company shares, leading them to favor personal interests in financing decisions. This 
separation between management and ownership allows managers to avoid 
consequences for poor decisions, often resulting in excessive personal expenditures 
[16]. Managers may prefer internal capital for financing to minimize investor oversight. 
Ideally, they should invest in positive net present value (NPV) projects and distribute 
free cash flow as dividends; however, they often favor low-risk projects and retain free 
cash flow instead of distributing it to shareholders. 

Maximizing profit or firm value is a common stakeholder goal, but it is often 
hindered by overlooked production processes and contractual relationships. Traditional 
economic analyses treat firms as "black boxes," neglecting legal structure, debt 
proportions, and manager compensation. A focus on contractual relationships, framed 
by agency theory, is crucial for addressing these issues [35]. To mitigate manager 
misconduct risks towards outside investors, [35] suggests two strategies: 1) external 
monitoring by investors and 2) self-limiting actions by managers (bonding). While 
these strategies can enhance firm value, they also incur costs that may detract from it. 
Total agency costs include: 1) contract costs between principals and agents; 2) 
monitoring costs incurred by principals; 3) bonding costs shouldered by managers; and 
4) residual losses. 

Signaling theory explains how better-informed parties, such as company leadership, 
communicate signals to less-informed parties, like investors, to influence their 
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perceptions and decisions. According to [36], this theory reflects shareholders’ 
expectations regarding a company's future value. Management shares information with 
investors to help differentiate between positive and negative prospects, with public 
reports playing a crucial role in guiding investment decisions and serving internal 
interests, highlighting the importance of disclosures in the signaling process. 

2.1 Relationship between Liquidity and Company Value 

Liquidity refers to a company's ability to meet short-term expenses [37] and is 
essential for financial stability, indicating its capacity to fulfill obligations promptly 
[38]. Highly liquid companies are viewed positively by investors, which boosts their 
confidence in purchasing shares and enhances overall value. According to agency 
theory, [16] suggest that managers prefer to use internally generated funds, such as cash 
flow, to invest and increase firm value while minimizing external oversight. However, 
unutilized free cash flow may lead to personal misuse by managers, highlighting the 
need for strategic cash flow management to enhance company value. 

Research by [39], [40], [41], [11], and [42] indicates that liquidity positively 
impacts company value. Higher liquidity levels reduce bankruptcy risk and increase 
investor confidence, allowing firms to swiftly capitalize on investment opportunities 
without relying on external funding, ultimately boosting profitability and firm value. 
Empirical studies show that companies with higher liquidity ratios tend to achieve 
greater market value, reflecting lower risk perceptions and better long-term growth 
potential [43], [44]. Based on the description above, the hypothesis proposed is: 

H1a: Liquidity has a positive effect on company value. 
H1b: Liquidity has a positive effect on companies with low value. 
H1c: Liquidity has a positive effect on companies with high value. . 

2.2 Relationship between Debt Policy and Company Value  
Debt policy is closely linked to agency costs, as management may not always act in 

shareholders' best interests [16]. One way to mitigate these costs is by increasing debt 
levels, which can enhance firm value. Debt policy involves financing operations 
through external sources, such as loans, with some companies viewing debt as safer 
than issuing new equity. [45] found that an aggressive debt policy can boost company 
value, especially in stable industries.  

Optimizing capital structure is essential for determining the ideal debt-to-equity 
ratio, and regular monitoring of financial performance and regulatory compliance is 
necessary. An effective debt policy supports growth and enhances shareholder value 
[46]. The primary goals of debt policy include raising capital for investments, 
increasing returns on equity, and managing interest payment risks [47]. Consequently, 
debt can reduce agency costs and facilitate profitable investments. [38] state that using 
debt can raise a company’s value by increasing equity market prices, while reducing 
debt can lower it. [21] argue that appropriate debt ratios can enhance firm value, but 
excessive debt raises insolvency risk. The tax-deductibility of interest provides 
benefits, though these may be offset by insolvency costs and tax disparities between 
equity and debt income. Thus, corporations should utilize debt to minimize capital 
costs. 

Well-performing companies may signal strength by maintaining high debt levels, 
while poorly performing firms may hesitate to incur debt due to bankruptcy risks [48]. 
While [21] and [16] indicate a positive relationship between debt and firm value, [22] 
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found a negative effect in some cases. Directors must evaluate cost-effective financing 
sources carefully. Thus, the second hypothesis of this study is: 

H2a: Debt policy has a significant positive effect on firm value. 
H2b: Debt policy has a significant positive effect on companies with low value. 
H2c: Debt policy has a significant positive effect on companies with high value.. 

2.3 Relationship between Investment Decisions and Company Value 

Investing involves delaying current spending to achieve greater future consumption 
values, with optimal investment decisions maximizing expected utility by weighing the 
benefits of delayed consumption [49]. Investment choices significantly impact 
company value, as sound decisions can enhance profit through efficient asset 
utilization, thereby boosting investor confidence [31]. This study focuses on capital 
expenditures for fixed assets—such as property, premises, and machinery—intended 
for expansion, replacement, or renewal, and aimed at achieving long-term benefits [38]. 
[50] stress the importance of evaluating investment decisions based on risk and 
expected returns, with risk-adjusted returns enhancing company value and shareholder 
welfare. Before committing to fixed asset investments, companies must analyze 
alignment with their goals, considering benefits, estimated costs, and risks to assess 
feasibility. Studies by [51], [52], [53], [54], and [55] confirm that investment decisions 
positively affect firm value. 

Investment decisions involve allocating resources to enhance future company value. 
Effective investments can boost revenue, asset value, competitiveness, and mitigate 
risks associated with economic fluctuations. Properly made investment decisions 
increase profitability potential and signal positive performance to investors, thereby 
enhancing interest and firm value [53]. Based on the description above, so the third 
hypothesis is: 

H3a: Investment decisions have a positive effect on company value. 
H3b: Investment decisions have a positive effect on companies with low value. 
H3c: Investment decisions have a positive effect on companies with high value. 

3   Research Methodology 
This research utilizes panel data, focusing on companies listed on the Indonesia Stock 
Exchange, specifically those included in the Jakarta Islamic Index (JII). The study 
analyzes financial statements from 2014 to 2023, sourced from the Stock Exchange and 
the Indonesian Capital Market Directory (ICMD). The sample criteria include 
companies listed on the IDX that consistently published their financial statements 
during this period. 

The independent variables in this analysis are liquidity (measured by cash flow), 
debt policy (measured by the debt-to-equity ratio, or DER), and investment decisions 
(measured by net capital expenditures). Cash flow is calculated as net income plus 
depreciation and/or amortization, divided by fixed assets. DER is determined by total 
debt divided by total equity, while investment is assessed through changes in fixed 
assets divided by total fixed assets, which include land, buildings, equipment, and 
supplies. This division by fixed assets controls for differences in company scale. The 
dependent variable, firm value, is measured using the price-to-book value (PBV) ratio. 
According to [36], PBV compares stock price to book value per share, with higher PBV 
indicating greater shareholder prosperity and achievement of company goals. PBV is 
calculated as the market value of shares divided by book value. The data analysis 
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employs panel data linear regression with a common effect model, structured around 
three regression equations. 

PBV it = β 0 + β 1 CF it + β 2 DER it + β 3 INV it + ε it 
…………………………………………… (1) 

PBVLOW it = β 0 + β 1 CF it + β 2 DER it + β 3 INV it + ε it 
……………………………………… (2) 

PBVHIGH it = β 0 + β 1 CF it + β 2 DER it + β 3 INV it + ε it 
…………………………………….. (3) 

In this study, PBV (price to book value) serves as a proxy for firm value for the 
entire sample; PBVLOW represents firm value for samples with PBV below the 
average; and PBVHIGH for samples with PBV above the average. CF (cash flow) is a 
proxy to the liquidity of the independent variable; DER (debt to equity ratio) represents 
the debt policy; INV measures the investment decision; β is the coefficient of slope; 
while ε represents the error term. 

4   Analysis And Discussion 
The selection criteria for the sample are companies that belong to the Jakartan Islamic 
Index which are listed in Indonesia Stock Exchange and consistently publish its 
financial reports starting from 2014 - 2023, a sample of 17 Companies was collected 
for ten years with a total of 170 Observation. The Company is categorized based on the 
value of the company: companies with PBV below the average of 2.621 are considered 
to have low value, while those above the average are considered to have high value. 
The result of the classification shows 88 companies with low grades and 82 companies 
with high value. A statistical description of the study variables of the sample companies 
can be seen in Table 1 below. 

Table 1. Descriptive Statistics of Low and High Firms Value 
 Full   Low High 

Variable 
Min Max Mean SD Min Max Mean SD Min Max Mean SD 

PBV 1,023 2.455 1,774 0.479 2,629 5,491 3,549 0.721 1,015 6,380 2,656 1.251
CF 1,032 2,784 1,715 0.477 1.101 2,953 2,095 0.457 1,027 3.183 1,887 0.618
DER 0.162 2,460 0.856 0.456 0.142 2.476 1.214 0.607 0.177 2,781 0.862 0.554
INV 0.112 0.616 0.237 0.137 0.121 0.971 0.421 0.217 0.112 0.975 0.372 0.265

N 82  170   88 

Note : 
PBV (market value divided by book value) is used as the dependent variable, while CF 
(cash flow divided by fixed assets), DER (total debt divided by total equity), and INV 
(investment divided by fixed assets) function as independent variables. 

The results of data analysis for all company samples, as well as for the categories 
of companies with low and high values, can be seen in Table 2. 

Table 2. The Result of Testing Hypothesis 

Variabl

Total Sample Low Firm Value High Firm 
Value Descriptio

e Coefficien P value Coefficien P Coefficien P value n 

t t value t 
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CF 
0.588 0.000**

* 
0.549 0.001**

* 
0.112 0.812 H1a,b,c 

accepted 

DER 
0.176  0.297 -

0.117 
     0.303 0.355 0.096* H2a,b accepted

INV 
0.649  0.024** 0.990    

0.031** 

1,345 0.034*

* 

H2c is not 
accepted 

Constan
t 

0.972 2.365  -0.082 

Note: 
*) Significant at 10% level; **) Significant at 5% level; ***) Significant at 1% level 
CF (cash flow divided by fixed assets) is the proxy of liquidity, DER (total debt divided 
by total equity) is the proxy of debt policy and INV (investment divided by fixed assets) 
are independent variables. 

Table 3 indicates that liquidity positively affects firm value overall and in low-
valued companies, with higher liquidity levels correlating with increased value. This 
supports findings by [56], [57], [58], [59], [60], and [61]. Companies in the Jakarta 
Islamic Index (JII) effectively meet immediate financial obligations, thereby enhancing 
investor confidence. This aligns with agency theory, which suggests that companies 
should use internal funding, like cash flow, to reduce managerial misallocation [16]. 
However, liquidity has an insignificant effect on high-value companies, indicating a 
greater reliance on external financing [62], [63], [64]. 

The results also show that debt policy significantly impacts firm value, although JII 
companies do not utilize it optimally. According to [16], debt can reduce free cash flow 
and limit managerial opportunism, which could otherwise erode value. Free cash flow, 
defined as cash available after funding positive net present value projects [65], is vital 
for distributing returns to investors [66]. While [21] assert that debt ratios can enhance 
firm value, excessive debt increases bankruptcy risks. A high debt-to-equity ratio 
(DER) indicates a strong investment plan [25]. Research by [67] and [68] confirms a 
positive effect of debt policy on firm value, while [69] and [70] report negative effects. 
Studies by [71] and [72] find no impact. Overall, this study supports findings from [21], 
[16], [48], [5], and [25], highlighting that high-value firms effectively leverage debt, 
while low-value firms prefer internal funding. 

Investment decisions by JII companies positively influence firm value, consistent 
with [31] assertion that such decisions drive value. Effective investments signal 
potential growth and profitability [73]. These decisions are categorized into short-term 
(Current Assets to Total Assets ratio) and long-term (Fixed Assets to Total Assets ratio) 
[74]. Manufacturing firms typically invest more in fixed assets, while service firms 
focus on current assets, seeking high returns with minimized risks. The sampled JII 
companies make appropriate investments in fixed assets, positively impacting firm 
value, aligning with findings from [52], [75], [53], [54], [76], [77], and [6], 
demonstrating effective capitalization on investment opportunities to enhance value. 

5   Conclusion 
The data analysis leads to several conclusions. First, liquidity significantly and 
positively affects firm value across all JII samples and in low-valued companies, 
indicating that higher liquidity correlates with increased company value. Low-valued 
companies tend to utilize liquidity more, especially through cash flow, while high-
valued companies use less cash flow, resulting in minimal value increases. Second, debt 
policy has a positive but insignificant effect on overall firm value, suggesting that JII 
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companies have not optimally utilized debt. High-valued companies tend to leverage 
more debt to enhance value, whereas low-valued companies rely more on internal 
funding. Finally, investment decisions significantly positively impact firm value, both 
overall and in low- and high-value companies, indicating that JII companies are making 

effective investment choices to boost their value. 

6       Limitations 
The limitations and suggestions in this study are as follows: first, the number of sample 
companies is limited, which is only 17 companies in the Jakarta Islamic Index during 
2011–2015, resulting in 85 observations. Further research should use more companies, 
including non-financial companies, and extend the research period to increase the 
number of observations. Secondly, the variable independent variables in this study are 
limited to three variables. It is recommended that future research add relevant 
Independent Variables, such as Dividend Policy, Company Size, and Sales Growth, as 
well as consider adding control variables. 
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