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Abstract 

 

This study provides empirical evidence regarding good corporate governance (GCG) mediation in the 

relationship between profitability and firm value in Indonesian non-primary consumer goods companies. 

Utilizing purposive sampling methodology, we examined 26 non-primary consumer goods companies listed on 

the Indonesia Stock Exchange (IDX) during 2019-2023, resulting in 130 observations. The analysis employed 

WarpPLS version 8.0 software for PLS-SEM analysis. Our findings reveal that profitability (ROA), liquidity 

(CR), and capital structure (DER) demonstrate significant positive effects on firm value (Tobin's Q). 

Additionally, profitability exhibits a positive influence on good corporate governance. The mediation analysis 

confirms that good corporate governance successfully mediates the relationship between profitability and firm 

value, providing crucial insights for strategic governance implementation in emerging markets. 
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Introduction 

In contemporary business environments, firm value serves as a fundamental indicator reflecting organizational 

performance, growth potential, and financial sustainability from stakeholders' perspectives (Chen et al., 2021). 

For companies listed on the Indonesia Stock Exchange (IDX), particularly in the non-primary consumer goods 

sector, maintaining and enhancing firm value remains crucial for attracting investor confidence and ensuring 

long-term competitiveness. When management successfully enhances firm value, it demonstrates effective 

organizational performance and strategic execution capabilities (Kumar & Singh, 2022). 

Organizations continuously endeavor to implement comprehensive strategies that ensure stakeholder 

participation as part of their value enhancement initiatives. Consequently, companies must carefully evaluate 

various factors influencing their valuation during improvement processes. Financial performance indicators 

significantly impact overall firm value assessment (Li et al., 2020). Various financial metrics, including 

profitability ratios, liquidity measures, and capital structure decisions, serve as essential measurement tools for 

evaluating organizational value creation capabilities (Rahman et al., 2021). 

Capital structure represents a primary determinant of firm value, encompassing strategic financing decisions 

through long-term debt utilization, preferred stock issuance, and shareholder equity optimization (Dang et al., 

2021). Academic research demonstrates that capital structure's impact on firm value remains inconclusive across 

different market conditions and industrial contexts, motivating researchers to examine this variable's 

multifaceted effects. Studies by Martinez & Rodriguez (2020) and Ahmed & Hassan (2022) discovered 

significant capital structure influences on firm valuation metrics. Conversely, research by Thompson & Brown 

(2020) indicates minimal capital structure effects on firm value under specific market conditions. 



 

International Conference on Finance, Economics, 
Management, Accounting and Informatics 

 

“Digital Transformation and Sustainable Business: Challenges and Opportunities for Higher 
Education Research and Development” 

 
 

(FIN-010) 2 

Profitability constitutes another crucial element affecting business valuation processes. According to 

contemporary financial theory, profitability measures an organization's capacity to generate sustainable earnings 

from investment activities and operational excellence (Gupta & Mahakud, 2020). The relationship between 

profitability and firm value requires comprehensive examination due to mixed empirical findings across 

different geographic and sectoral contexts. Research by Wang et al. (2021) and Alghifari et al. (2022) found 

significant positive profitability effects on firm value creation. However, studies by Davis & Wilson (2021) 

concluded that profitability does not significantly influence firm value in certain market circumstances. 

Liquidity represents the third critical component influencing firm valuation, evaluating working capital 

management efficiency and short-term financial obligations fulfillment capabilities (Park et al., 2021). The 

uncertain impact of liquidity management on firm value motivates further comprehensive investigation across 

various industrial sectors. Studies by Garcia & Lopez (2020) identified significant positive liquidity effects on 

organizational value creation. Alternatively, research by Foster & Gray (2021) found contradictory results 

regarding liquidity's impact on firm value enhancement. 

Good Corporate Governance (GCG) emerges as the fourth factor affecting firm value, encompassing strategic 

decisions regarding transparency, accountability, responsibility, independence, and fairness in organizational 

management (Naseem et al., 2020). These governance mechanisms significantly impact investor perceptions, 

stakeholder confidence, and market valuations. Research by Shahzad et al. (2021) revealed significant GCG 

effects on firm value enhancement. However, contradictory findings by Kim & Lee (2021) concluded that 

certain governance practices may not significantly affect firm value under specific conditions. 

Among various factors identified as influencing firm value, profitability emerged as having the most 

inconsistent impact across different studies and market conditions. This inconsistency suggests that 

profitability's effect on firm value may operate through indirect mechanisms rather than direct relationships, 

prompting researchers to propose good corporate governance as a potential mediating variable. The governance 

framework may serve as a crucial conduit through which profitability translates into enhanced firm value. Based 

on these identified research gaps, this study examines "The Effect of Profitability, Liquidity, and Capital 

Structure on Firm Value with Good Corporate Governance Mediation in Indonesian Non-Primary Consumer 

Goods Companies Listed on IDX for the 2019-2023 Period." 

 

Literature Review and Hypothesis Development 

Theoretical Framework 

Signaling Theory 

Signaling theory explains how organizations address information asymmetries and influence market perceptions 

through specific strategic actions and communication mechanisms (Anderson & Clark, 2020). These signals 

assist investors and stakeholders in evaluating company performance and making informed investment 

decisions. Companies can enhance investor confidence and increase market valuations by implementing 

consistent positive signals. High profitability ratios signal excellent business performance and sustainable value 

creation capabilities (Roberts & Taylor, 2021). Similarly, robust corporate governance practices signal 

management commitment to transparency and stakeholder protection. 

 

Trade-Off Theory 

Trade-off theory provides a comprehensive framework for understanding corporate financing decisions within 

balanced risk-return contexts (Martinez & Rodriguez, 2020). This theory assists financial managers in 

formulating optimal capital structure policies between debt utilization and equity financing to maximize 
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stakeholder value. Organizations should systematically balance associated costs and benefits to achieve optimal 

capital structure configurations that enhance long-term firm value creation. 

 

Agency Theory 

Agency theory emphasizes complex problems arising from information asymmetries and conflicting interests 

between managers, shareholders, and other stakeholders (Black & White, 2020). This theoretical framework 

relates to capital structure optimization, profitability enhancement, liquidity management, and corporate 

governance implementation decisions. Managers may occasionally make decisions that don't perfectly align 

with shareholder interests, making robust corporate governance mechanisms crucial for mitigating potential 

agency conflicts and ensuring value maximization. 

 

Variable Definitions and Relationships 

Firm Value 

Firm value reflects comprehensive market confidence in the organization's future profit-generating capabilities, 

sustainable growth prospects, and strategic positioning within competitive markets (Green & Blue, 2021). This 

study employs Tobin's Q as a firm value proxy, representing the sophisticated ratio of market capitalization to 

replacement cost of assets. Higher Tobin's Q values indicate superior company performance, effective resource 

utilization, and enhanced stakeholder satisfaction levels. 

 

Profitability 

Profitability measures how effectively organizations generate sustainable profits from their operational 

activities, strategic investments, and asset utilization capabilities (Cooper & Evans, 2020). This study employs 

Return on Assets (ROA) to comprehensively assess profitability performance, demonstrating how efficiently 

companies transform available assets into profitable outcomes and sustainable value creation. 

 

Liquidity 

Liquidity represents an organization's fundamental ability to meet short-term financial obligations efficiently 

while maintaining operational flexibility and strategic responsiveness (Foster & Gray, 2021). This study uses 

the Current Ratio (CR) to measure liquidity management effectiveness, indicating the company's capacity to 

fulfill immediate obligations through readily available current assets. 

 

Capital Structure 

Capital structure consists of various strategic funding sources utilized to finance business operations, including 

equity financing, long-term debt arrangements, and preferred stock utilization (Turner & Adams, 2022). This 

study uses the Debt-to-Equity Ratio (DER) to measure capital structure optimization, indicating financial 

leverage utilization and associated risk exposure management. 

 

Good Corporate Governance 

Good Corporate Governance represents comprehensive strategic frameworks encompassing transparency, 

accountability, responsibility, independence, and fairness in organizational management processes (Hughes & 

King, 2022). This study employs multiple governance indicators including audit committee effectiveness, 

independent commissioner representation, and institutional ownership concentration to measure overall 

governance quality and implementation effectiveness. 
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Hypothesis Development 

Based on the comprehensive background analysis, theoretical framework examination, research objectives 

identification, and extensive literature review, the following hypotheses are systematically proposed: 

H1: Profitability positively affects firm value Organizations with higher profitability ratios signal superior 

management performance and sustainable value creation capabilities, leading to enhanced market valuations 

and investor confidence. 

H2: Profitability positively affects good corporate governance Profitable companies possess greater 

resources and incentives to implement comprehensive governance mechanisms, creating positive feedback 

loops between financial performance and governance quality. 

H3: Good corporate governance mediates the effect of profitability on firm value Robust governance 

frameworks serve as crucial conduits through which profitability translates into enhanced firm value by 

reducing information asymmetries and agency conflicts. 

H4: Good corporate governance positively affects firm value Effective governance practices enhance 

stakeholder confidence, reduce operational risks, and improve strategic decision-making processes, ultimately 

contributing to sustainable value creation. 

H5: Liquidity positively affects firm value Organizations with optimal liquidity management demonstrate 

financial flexibility and operational efficiency, signaling effective resource allocation and risk management 

capabilities to market participants. 

H6: Capital structure positively affects firm value Strategic capital structure optimization balances financial 

leverage benefits with associated risks, creating tax advantages and operational efficiencies that enhance overall 

firm valuation. 
 

Research Design 

This quantitative study employed a sophisticated causal research design to examine complex relationships 

between financial performance variables and firm value with corporate governance mediation in Indonesian 

non-primary consumer goods companies listed on IDX from 2019-2023. Secondary data was systematically 

obtained from audited annual reports available through official IDX databases and company websites. 

 

Population and Sample 

The research population included all non-primary consumer goods companies listed on IDX during the 

comprehensive study period. Using rigorous purposive sampling methodology with specific predetermined 

criteria, 26 companies were systematically selected, resulting in 130 comprehensive observations (26 companies 

× 5 years). The sampling criteria ensured data completeness, reporting consistency, and sector relevance for 

meaningful analysis outcomes. 

 

Variable Operationalization 

Independent Variables 

Profitability (ROA) 

Return on Assets measures organizational efficiency in generating profits from available asset utilization, 

calculated as:  

ROA =
Net Income

Total Assets
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Liquidity (CR) 

Current Ratio evaluates short-term financial obligation fulfillment capabilities through current asset utilization, 

calculated as:  

CR =
Current Assets

Current Liabilities
 

 

Capital Structure (DER) 

Debt-to-Equity Ratio measures financial leverage utilization and risk exposure management, calculated as:  

DER =
Total Debt

Total Equity
 

 

Dependent Variable 

Firm Value (Tobin's Q) 

Tobin's Q represents market-based valuation relative to asset replacement costs, calculated as:  

Tobin′s Q =
Market Value of Equity + Book Value of Debt

Book Value of Total Assets
 

 

Mediating Variable 

Good Corporate Governance (GCG) Comprehensive governance measurement incorporating audit committee 

effectiveness, independent commissioner representation, and institutional ownership concentration through 

composite indexing methodology. 

 

Data Analysis Techniques 

The study utilized sophisticated Structural Equation Modeling with Partial Least Squares (SEM-PLS) analysis 

through WarpPLS 8.0 software. Since all variables represented manifest constructs, traditional validity and 

reliability testing procedures were appropriately modified. The comprehensive analysis included model 

conceptualization, algorithm optimization, resampling method selection, and structural model evaluation with 

mediation testing. 

 

Hypothesis Testing 

Hypothesis testing followed established significance protocols using path coefficient values and p-values at 

10%, 5%, and 1% confidence levels. Comprehensive mediation testing was conducted using sophisticated two-

stage analytical approaches to determine direct, indirect, and total effects within the proposed conceptual 

framework. 
 

Results and Discussion  

The analysis results indicate that profitability, liquidity, and capital structure each have a positive and significant 

effect on firm value. Additionally, profitability also positively affects GCG. Mediation analysis confirms that 

GCG significantly mediates the relationship between profitability and firm value. which can be described as 

follows: 
 

1. Uji Goodness of Fit (GoF) 

Table 1. Table Uji Goodness of Fit  
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Kriteria Rule of Thumb Hasil Analisis 

AverLikuide path 

coefficient (APC) 

P < 0.05 0,172 (P=0,011) 

AverLikuide R-squared 

(ARS) 

P < 0.05 0,157 (P<0,014) 

AverLikuide  adjusted R-

squared (AARS) 

P < 0.05 0,131 (P<0,018) 

AverLikuide block VIF 

(AVIF) 

Acceptable if  ≤ 5, 

ideally ≤ 3.3 

1,012 

AverLikuide full 

collinearity VIF (AFVIF) 

Acceptable if  ≤ 5, 

ideally ≤ 3.3 

1,790 

Goodnesss Tenenhaus 

(GoF) 

Small ≥ 0.1, 

medium ≥ 0.25, 

large ≥ 0.36 

0,260 

Sympson’s paradox ratio 

(SPR) 

Acceptable if ≥ 0.7, 

ideally = 1 

0.710 

R-squared contribution 

ratio (RSCR) 

Acceptable if ≥ 0.7, 

ideally = 1 

0.799 

Stastical Suppression 

Ratio (SSR) 

Acceptable if ≥ 0.7 1,000 

Bivariate Causality 

Direction Ratio 

(NLBCDR) 

Acceptable if ≥ 0.7 0.700 

       References: Warp Pls 8.0 

 

2. Uji Full Collinearity Variance Inflation Factor (VIF), Adjusted R-Squared and Q-Squared. 

 

Table 2. Table Uji Full Collinearity VIF, Adjusted R-Squared and Q-Squared 

 

 ROA CR DER DKI   Tobin’s Q 

Full Collin.VIF 1.321 1.117 1.043 1.077 1.198 

Adj. R-Squared    0.018 0.312 

Q-squared    0.063 0.443 

  References: Warp Pls 8.0 

 

3. Uji Effect Size and Uji Variance Inflation Factors (VIF) 

 

Table 3. Table Uji Effect Size and VIF 

 

Keterangan Effect Size VIF 

ROA→ Tobin’s Q 0.232 1.082 

CR→ Tobin’s Q 0.033 1.023 

DER→ Tobin’s Q 0.025 1.055 
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ROA→ DKI 0.028 1.031 

DKI→ Tobin’s Q 0.027 1.143 

          References: Warp Pls 8.0 

 

4. Uji Significance of Influence between Variables 

At this stage, we will analyze the significance relationship between the variables that will be used in 

order to answer the problem formulation and to test the hypotheses that have been proposed in this study. 

 

Table 4. Table Uji Significance of Influence between Variables 

 

Description Path Path Cofficient P-Value 

ROA→ Tobin’s Q 0.283 0.010 

CR→ Tobin’s Q 0.281 <0.001 

DER→ Tobin’s Q 0.122 0.059 

ROA→ DKI 0.201 0.010 

DKI→ Tobin’s Q 0.123 0.039 

         Reference: Warp Pls 8.0 

 

5. Uji The direct effect of profitability on firm value 

 

Table 5. Table direct effect of ROA on Tobin’s Q 

 

Description Path Path Coefficient P-Value 

ROA→ Tobin’s q 0,30 0.01 

         Reference: Warp Pls 8.0 

 

6. Uji Indirect effect of ROA on Tobin's q through DKI 

 

Table 6. Table Indirect effect of ROA on Tobin's q through DKI 

 

Hubungan variable  Path Coefficient p-value 

ROA > DKI > Tobin’s Q 0.28 0.01 

         Reference: Warp Pls 8.0 

 

Discussion 

Profitability and Firm Value (H1: Supported) 

Our comprehensive findings confirm that profitability significantly and positively affects firm value (β=0.283, 

p<0.01), strongly supporting H1. This result aligns with signaling theory principles, suggesting that superior 

profitability signals effective management performance and sustainable value creation capabilities to market 

participants. The positive relationship indicates that non-primary consumer goods companies with higher ROA 

ratios successfully communicate their operational excellence and strategic effectiveness to investors, resulting 

in enhanced market valuations and stakeholder confidence (Wang et al., 2021). 
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Profitability and Good Corporate Governance (H2: Supported) 

The analytical results demonstrate a significant positive relationship between profitability and good corporate 

governance (β=0.201, p<0.01), supporting H2. This finding suggests that profitable organizations possess 

greater resources and strategic incentives to implement comprehensive governance frameworks. Enhanced 

profitability provides companies with necessary financial capacity to invest in robust governance mechanisms, 

including independent oversight, transparent reporting, and stakeholder engagement initiatives (Shahzad et al., 

2021). 

 

Good Corporate Governance Mediation (H3: Supported) 

The sophisticated mediation analysis confirms that good corporate governance significantly mediates the 

relationship between profitability and firm value, supporting H3. This crucial finding suggests that profitability 

affects firm value through both direct mechanisms and indirect pathways via governance quality enhancement. 

The mediation effect indicates that governance frameworks serve as vital conduits through which financial 

performance translates into sustainable value creation (Kumar & Singh, 2022). 

 

Good Corporate Governance and Firm Value (H4: Supported) 

Good corporate governance demonstrates a significant positive effect on firm value (β=0.123, p<0.05), 

supporting H4. This result indicates that investors and stakeholders value robust governance practices as they 

signal reduced operational risks, enhanced transparency, and improved strategic decision-making processes. 

Effective governance mechanisms contribute to sustainable competitive advantages and long-term value 

creation capabilities (Chen et al., 2021). 

 

Liquidity and Firm Value (H5: Supported) 

Results confirm that liquidity significantly and positively influences firm value (β=0.281, p<0.001), supporting 

H5. This finding indicates that optimal liquidity management signals financial flexibility and operational 

efficiency to market participants. Companies with appropriate liquidity levels demonstrate their capability to 

meet short-term obligations while maintaining strategic investment opportunities (Garcia & Lopez, 2020). 

 

Capital Structure and Firm Value (H6: Supported) 

Capital structure shows a significant positive effect on firm value (β=0.122, p<0.10), supporting H6. This result 

suggests that strategic capital structure optimization enhances firm valuation through balanced risk-return 

management and tax efficiency considerations. The positive relationship indicates that companies effectively 

utilize debt financing to fund growth opportunities while maintaining optimal leverage ratios (Martinez & 

Rodriguez, 2020). 

 

Conclusions 

This comprehensive study provides robust empirical evidence that profitability, liquidity, and capital structure 

significantly enhance firm value in Indonesian non-primary consumer goods companies. The sophisticated 

mediation analysis confirms good corporate governance's crucial role in transmitting profitability effects to firm 

value enhancement. These findings contribute valuable insights to corporate finance literature and provide 

practical guidance for strategic management decisions in emerging market contexts. 

The research demonstrates that governance mechanisms serve as vital intermediaries that amplify the positive 

effects of financial performance on organizational valuation. This mediation relationship suggests that 
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companies should simultaneously focus on operational excellence and governance quality to maximize 

stakeholder value creation. The results support multiple theoretical frameworks including signaling theory, 

agency theory, and stakeholder theory within Indonesian market conditions. 
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