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ARTICLE INFO ABSTRACT

This study examines and analyzes the effect of liquidity and firm size
on capital structure, with profitability as a mediating variable in mining
companies listed on the Indonesia Stock Exchange (BEI) from 2019 to
. . 2023. Capital structure is crucial in balancing debt and equity to
Recgwed: 25 April 2025 support company operations and investments. According to the
Revised: 15 May 2025 Pecking Order Theory, firms with high liquidity tend to rely on internal
Accepted:10 June 2025 financing, whereas the Trade-Off Theory suggests that larger firms
find it easier to access external funding at lower costs. This study
analyzes seven causal relationships among liquidity, firm size,
profitability, and capital structure. The research employs a quantitative
approach using panel data regression analysis and the Fixed Effect
Model (FEM). The sample was selected through purposive sampling,

Article history:

Keywords: Liquidity, Company

Slze,' . Capital . Structure, consisting of 10 mining companies that met specific criteria. Data
Profitability, = Pecking  Order, Lo d d usine EVi ion 12. The ind d
Trade-Off processing is conducted using EViews version 12. The independent

variables in this study are liquidity and firm size, while capital structure
serves as the dependent variable, with profitability acting as a
mediating variable. The results indicate that liquidity negatively affects
both profitability and capital structure, whereas firm size positively
influences profitability and capital structure. Profitability negatively
impacts capital structure and mediates the relationship between
liquidity and capital structure. However, profitability does not
significantly mediate the relationship between firm size and capital
structure. These findings have implications for companies in
optimizing their capital structure management and for investors in
assessing corporate financing policies for investment decisions.

This work is licensed under a Creative Commons Attribution-Non Commercial 4.0 International License.

INTRODUCTION

Capital structure is a crucial aspect in supporting the growth and operations of a company
through a combination of debt and equity, which has a direct impact on financial risk and
profitability.(Umdiana & Claudia 2020;Hamzah 2021). Optimal capital structure not only maintains
financial stability, but also strengthens competitiveness and creates long-term value for shareholders.
Indicators of company development include increasing profits, assets, and sales.(Lianto et al. 2020),
meanwhile revenue is a benchmark for performance(Wagisuwari & Sitorus, 2024). A healthy capital
structure also attracts investors because it reflects sustainable profitability ((Deviani & Sudjarni, 2018).

In the mining industry, capital structure can be influenced by liquidity, cash flow, productivity,
business maturity, and business growth. This industry requires large capital to maintain long-term
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operational sustainability, so companies generally prioritize internal funding before turning to liabilities
and equity. (Nita & Hairul 2017). Optimal corporate financial capital must be balanced with financial
risk and expansion needs. Evidence of business growth has a significant impact on financial
performance, while product development or population growth are not influencing factors.(Jayanti &
Damayanti 2023). Companies with large business scales tend to have minimal debt, while large business
scales reflect financial stability.

The company's financial stability can be seen from government policies through the Ministry
of Energy and Mineral Resources, such as increasing the added value of minerals, remediation, and
environmental management, influencing the capital structure of mining companies by increasing
efficiency, but also increasing the cost burden.(Mustam, 2024). PROPER rating is an indicator of
sustainability that can improve a company's image and access to financing.(Hartono et al., 2020;
Ministry of Energy and Mineral Resources 2021). In addition to regulation, capital structure is also
influenced by liquidity, company size, and profitability.(Saputri et al., 2019; Wati et al., 2020).
Companies with high liquidity or large scale are more flexible in choosing funding sources.(Nurhayati
et al., 2018).

The mining industry faces challenges such as commodity price volatility, environmental
policies and the impact of the COVID-19 pandemic, which has previously squeezed liquidity due to
falling global demand. However, economic recovery and rising commodity prices have boosted
profitability and influenced capital structure decisions.(Suryaningsih et al., 2022; Widyastuti &
Nugroho 2020). Research shows that liquidity has a negative impact on capital structure, while company
size has a positive impact.(Darmawan et al., 2021). However, the relationship between variables such
as liquidity, profitability, and capital structure still shows inconsistent results, so a more in-depth
analysis is needed.(Rifiana et al., 2021).

Based on the phenomena and research gaps that have been identified, researchers are interested
in studying the topic of capital structure in mining companies. This study is entitled "Liquidity and
Company Size Impact on Capital Structure with Profitability Mediation: Evidence from IDX Mining
Firms (2019 - 2023)". The purpose of this study is to analyze the effect of liquidity and company size
on capital structure with profitability as a mediating variable. Profitability is seen as an important
indicator of financial performance in understanding the mechanism of capital structure decision making
more comprehensively.

LITERATURE REVIEW
Trade-off theory

Trade-off theoryexplains the relationship between capital structure and firm value by balancing
the benefits and costs of using debt. However, if the costs of using debt exceed its benefits, then adding
debt is no longer optimal.(Umdiana & Claudia 2020). This theory assumes that the market is efficient
with symmetric information and views both retained earnings and new share issuance as part of equity
without any difference in priority.(Hidayati, Lakoni, and Seventeen 2021).
Pecking Order Theory

Pecking Order Theoryexplains that the company prioritizes internal funding first, before
turning to external sources, by making the assets owned as an option in meeting capital needs.
According toHidayati et al., (2021),Companies can sell assets such as buildings, land, or inventory to
obtain additional funds (Fahmi, 2015:193). If they need additional funds, companies prioritize debt over
issuing new shares, because debt tends not to cause a bad perception from investors. This strategy shows
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that the pecking order theory helps companies choose efficient funding sources that minimize risk to
market value.(Wagisuwari & Sitorus, 2024).
Capital Structure

Capital structure reflects the balance between long-term debt and equity in financing the
company. Capital sources come from internal, such as retained earnings, and external, such as long-
term loans. Foreign capital sources or long-term debt are used for expansion and modernization because
they require large funds. This debt includes mortgages secured by fixed assets and bonds as loan
certificates.(Tasman et al., 2017).Equity comes from the company's owners and retained earnings.
Factors such as sales stability, leverage, and profitability influence the choice of capital structure (Urifah
et al., 2024), Measurement in capital structure is Debt Equity Ratio (DER). Because it is the main
indicator in assessing the company's funding policy and the balance between risk and profit in financial
strategy.(Venny & Handoyo 2023).
Liquidity

Liquidity is the company's ability to meet short-term obligations quickly. High liquidity reflects
excess current assets that can finance operations without the need for external loans, thereby reducing
the portion of debt in the capital structure.(Liang & Natsir 2019). Liquidity measurement aims to assess
the company's ability to meet obligations, ensure sufficient cash reserves, and optimize funding and
investment strategies.(Setyani, Wiyono, and Kusumawardhani 2022).
Company Size

Company size reflects the scale of operations identified through total assets, revenues, or
profits. Large companies have easier access to external funding due to their strong reputation among
investors and creditors.(Rifiana et al. 2021). empirical research conducted byThahir, (2015),
measurement using the natural logarithm of total assets. Measurement of company size plays a role in
funding strategy and capital structure.(Arsadena 2020).
Profitability

Profitability reflects a company's ability to generate profits related to sales, assets and
capital.(Hamzah, 2021). The efficiency of a company in using assets to generate profits determines the
rate of return on investment.(Lianto et al. 2020). High profitability increases investor attractiveness and
enables internal funding, reducing financial risks due to debt.(Astuti & Giovanni 2021). In addition,
profitability analysis plays a role in expansion strategies and industry competitiveness to ensure long-
term business sustainability. Measurement using Return on Assets (ROA) to assess the effectiveness of
management in managing company assets to generate profits(Lasut, Rate, and Raintung 2018;
Timbangnusa et al. 2023).
The Effect of Liquidity on Profitability

Liquidity has different effects on profitability. Brigham & Houston (2011:183) found that
liquidity as measured by the Current Ratio has a negative effect on profitability due to suboptimal idle
cash. Excess liquid funds inhibit the effectiveness of investment in increasing profitability (Heritage &
Treasure, 2023).Meanwhile,Kusumah, (2018) stated that liquidity was not significant to the profitability
of mining companies on the IDX in 2011-2015. Other factors such as company size and working capital
management were more decisive in determining profitability. Fluctuations in the current ratio also made
this relationship insignificant. According toSorana, (2015) supports these findings, concluding that
liquidity does not have a significant effect on the company's ROA.Based on the explanation above, the
following hypothesis can be constructed:
H1: Liquidity affects profitability.
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The effect of company size on profitability

Company size affects the profitability of mining companies because the scale of operations
determines efficiency and investment. Large companies have better access to capital and technology,
allowing them to reduce unit costs and increase profit margins.(Anugrawati, Asmeri, and Meriyani
2024).In addition, large companies tend to diversify products and markets, which can reduce risk and
increase revenue. Research by Widiyati, (2020) shows that firm size is positively related to profitability
and firm value, because economies of scale allow for greater investment in innovation and
development.(Abas & Damayanti, 2023).Based on the explanation above, the following hypothesis can
be constructed:
H2: Company size on profitability

The Effect of Liquidity on Capital Structure

According to Suhardjo et al., (2022), Liquidity reflects the company's ability to pay off short-
term obligations and affects the capital structure. Companies with high liquidity are easier to obtain
funding and tend to rely on internal funds according to the pecking order theory. Liquidity has a negative
effect on the capital structure because companies prefer internal financing for investment and
operations.(Lianto et al., 2020). Other studies also show that liquidity has an impact on capital structure
in the consumer goods sector and other industries (Watung et al., 2016;Liang & Natsir, 2019). Overall,
high liquidity reduces dependence on debt and increases financial efficiency.(Puspitasari, 2022). Based
on the explanation above, the following hypothesis can be constructed:

H3: Liquidity on company value

The Influence of Company Size on Capital Structure

According toNuridah et al., (2023), firm size affects capital structure because larger firms have
easier access to capital markets and obtain credit. Large firms require large funds for operations, often
through debt, while smaller firms are more limited in funding options. Wider access to external funding
sources makes firm size a positive signal to creditors ((Aslah, 2020). Other studies also support to show
that company size significantly influences capital structure, supporting a positive relationship between
the two.(Suryo & Fitriati, 2016). Based on the explanation above, the following hypothesis can be
constructed:

H4: Company size influences capital structure

The Influence of Profitability on Capital Structure

High profitability reflects the company's ability to generate profits that are used for internal
funding.(Nuridah et al. 2023), thereby reducing dependence on debt and strengthening the capital
structure supported by research(Lianto et al. 2020). This is in accordance with the pecking order theory,
where companies prefer to use retained earnings before seeking external financing ((2015), Profitability
becomes a significant factor in financing strategy, because companies with high profits are more likely
to raise capital without increasing debt.(Adi 2017). Based on the explanation above, the following
hypothesis can be constructed:

HS: Profitability has an effect on capital structure
Profitability mediates the effect of liquidity on capital structure
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Profitability mediates the relationship between liquidity and capital structure in mining
companies. Good liquidity provides flexibility in financing, while profitability strengthens capital
structure decisions.(Mulyanto & Andriyani, 2022). Liquid and profitable companies find it easier to
attract investors and obtain optimal financing according to research conducted bySetyani et al., (2022).
The study shows a significant relationship between liquidity, profitability, and capital structure,
confirming the importance of liquidity management in improving a company's financial
performance.(Santosa et al., 2022).

H6: Liquidity has an effect on capital structure which is mediated by profitability.

Profitability mediates the effect of firm size on capital structure

Profitability mediates the effect of company size on capital structure, but research results still
vary. Research conducted byRifiana et al. (2021), shows that profitability has a negative effect on
capital structure, while company size is not significant.(Astuti & Giovanni 2021). However, another
study, conducted byThahir (2016), shows that company size has a positive effect on capital structure,
while profitability is not significant. This finding shows that the relationship between company size,
profitability, and capital structure still needs to be studied further to obtain a more comprehensive
conclusion.(Astuti & Giovanni 2021).

H7: Company size has an effect on capital structure which is mediated by profitability.

Conceptual Framework

Liquidity (X1) W
(N I ——

Profitability (Z)

Capital Structure (Y)

Company Size (X2)

Figure 1 Sub Structural 1

Liquidity (X1)

Profitability (Z)

Company Size
(X2)

Figure 2.2

154



¢
.”’ International Journal of Law Policy and Governance Vol.4 No.2, 2025

Sub Structural 2

Liquidity (X1)

Company Size
(X2) Capital Structure (Y)

Profitability (2)

Source: author (processed data)

METHOD

This study uses a quantitative approach with a positivistic philosophy. Researchers took
samples through the official websitewww.idx.idwith samples selected by purposive sampling in
financial reports with the criteria of mining companies in all sub-sectors on the IDX for the period 2019
- 2023. In this study, the independent variables (X) are liquidity (X1) and company size (X2), while
capital structure (Y) is the dependent variable and profitability (Z) is the mediating variable.The method
used indescriptive statistical data analysis, Panel data regression model testing, Classical assumption
testing,Hypothesis testing and Sobel testing with toolstesting using EViews version 12.(Sari & Hamidy,
2021).

RESULT AND DISCUSSION

Statistical Data Description Analysis

Standard deviation measures the spread of fluctuating data. The highest value is found in
variable X2 at 1.955037, indicating a high level of risk and fluctuation. Meanwhile, X1 has the smallest
deviation at 0.047811, reflecting the stability of data changes. The largest standard deviation value is
found in variable X1 at 1.731635, which indicates that X1 has the highest risk and fluctuation of data
changes. The variable with the lowest standard deviation is Z at 0.195647, which means that its changes
are the most stable in this study. Skewness measures the asymmetry of the distribution of data around
the mean. A symmetric distribution has zero skewness. Positive values indicate a long tail on the right
side. Variables Y, X1, X2, and Z have positive skewness, while no variables with negative skewness
were found. Kurtosis indicates the peak of the data distribution. The normal value is 3. If it is more than
3 it is called leptokurtic (pointed), less than 3 is called platykurtic (flat). Variables Y, X1, and X2 have
kurtosis values >3, while Z has kurtosis <3, indicating a different distribution.

The Jarque-Bera (JB) test is used to test the normality of data based on skewness and kurtosis.
The test results show that all variables (Y, X1, X2, and Z) are normally distributed because the JB
probability value is <0.05. There are no variables that deviate from the normal distribution.
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Table 1. Statistical Data Description Results

Statistics X1 X2 Y Z
Mean 2.04981 | 30.84561 | 0.813853 | 0.206994
Median 1.65673 | 30.70593 | 0.68413 | 0.11935

Maximum 10.0742 | 37.00936 | 2.48496 [ 0.61636
Minimum 0.38019 | 28.87941 | 0.09654 [ 0.00642

Std. Dev. 173164 | 1.252285 | 0.525961 | 0.195647
Skewness 3.4424 | 2.381126 | 1.280278 | 0.984684
Kurtosis 15,832 | 12.95938 | 4794649 | 2.5671
Jarque-Bera | 441,793 | 253.8921 | 20.3692 | 8.470437
Probability 0 0 | 0.000038 | 0.014477
Sum 102,491 | 1542.281 | 40.69266 | 10.3497
]S)‘:fsq' 146,929 | 76.84263 | 13.55513 | 1.875614
Observations 50 50 50 50

Source: EViews Output 12, 2025

Panel Data Regression Model Testing

Chow Test

Based on the results of the Chow test in Table 2 Sub-Structural 1 and Table 3.2 Sub-Structural
2, it has a P-Value (cross-section chi-square probability) of 0.0000 which is smaller than the o value of
0.05, so HO is rejected and H1 is accepted. Thus, the appropriate regression estimation model based on
the results of this test is the Fixed Effect Model (FEM).

Table 2 Sub-Structural 1

Effects Test Statistics | Prob. | Hypothesis | Model

-secti hi- Hl1 FEM
Cross-section Chi 30.85652 0.000
square

Table 2.2 Sub-Structural 2

Effects Test Statistics | Prob. | Hypothesis | Model
Cross-section Chi- 58.590 0.000 H1 FEM
square

Source: EViews Output 12, 2025

Hausman test

Based on the results of the Hausman test in Table 3 Sub-Structural and Table 4.2 Sub-Structural
2. Has a probability value of 0.6355 greater than the o value of 0.05 and 0.1496 greater than the a value
of 0.05, so HO is accepted and H1 is rejected. Thus, the appropriate regression estimation model based
on the results of this test is the Random Effect Model (REM).
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Table 3 Sub-Structural 1

hi-Sq. H hesi Model
Test Summary ¢ I,S(,l Prob. ypothesis ode
Statistic
Random cross section 0.906718 0.6355 HO BRAKE
Table 3.2 Sub-Structural 2
Test Summary Chl-.S(']. Prob. Hypothesis | Model
Statistic
Random cross section 5.32322 0.1496 HO BRAKE

Source: EViews Output 12, 2025

Lagrange Multiplier Test

Based on the results of the Lagrange Multiplier test in Table 4 Sub-Structural 1 and Table 5.2
Sub-Structural 2. It has a Breusch-Pagan probability value of 0.0000 which is smaller than the a value
of 0.05, so H1 is accepted and HO is rejected. Thus, the appropriate regression estimation model based
on the results of this test is the Random Effect Model (REM).

Table 4 Sub-Structural 1

Test Cross section | Probability | Hypothesis Model
Breusch—Pagan 24.06853 0.0000 H1 BRAKE
Table 4.2 Sub-Structural 2
Test Cross section | Probability | Hypothesis Model
Breusch—Pagan 21.97145 0.0000 H1 BRAKE

Source: EViews Output 12, 2025
Classical Assumption Testing

Normality Test

The Normality Test produces a probability value in sub-structural 1 with a result of 0.0068 <
0.050 indicating that the regression residual is not normally distributed and in sub-structural 2 the
probability value is 0.000 < 0.050 indicating that the regression residual is not normally distributed.

Multicollinearity Test

The Multicollinearity Test produces a correlation coefficient value of the independent variables
in sub-structural 1 of -0.149655 <0.8 independent variables in the regression model do not experience
multicollinearity between X1 and X2. In Sub-Structural 2 X1 and X2 -0.066487 <0.80 indicates that
there is no multicollinearity. The correlation coefficient value of X1 and Z 0.104785 <0.80 indicates
that there is no multicollinearity. Then the correlation coefficient of X2 and Z -0.236113 <0.80 indicates
that there is no multicollinearity.

Heteroscedasticity Test

The heteroscedasticity test produces a correlation coefficient value of the independent variable
in sub-structural 1 with a probability value of X1 of 0.2138> 0.050 and X2 of 0.9876> 0.050 indicating
that there is no symptom of heteroscedasticity. in sub-structural 2, it has a probability value of X1 of
0.066> 0.050 indicating that there is no symptom of heteroscedasticity. However, the probability value
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of X2 of 0.022 <0.050 and the probability value of z of 0.000 <0.050 indicate that there is a symptom
of heteroscedasticity. There are symptoms of heteroscedasticity.

Hypothesis Testing

t-test

The t-test aims to shows in table 5 the influence of independent variables individually on the dependent
variable. If Prob > 0.05 then it is not affected by the dependent variable.

Table 5 Sub-Structural 1

Variable | Coefficient | a=0.05 | Std. Error | t-Statistic | Prob. Information
X1 -0.001339 0.05 0.016396 | -0.081663 | 0.9353 | Not affected
X2 0.043211 0.05 0.021894 1.973656 | 0.0543 | Not affected

Table 5.2 Sub-Structural 1

Variable | Coefficient | a=0.05 | Std. Error | t-Statistic | Prob. Information

X1 -0.066941 0032101 | -2.085324 | 0.0426 | Lhereisan
0.05 influence

X2 0.051736 | 0.05 0.044674 1.158073 | 0.2528 | Not affected

Z -0.190523 | 0.05 0.289981 | -0.657019 | 0.5144 | Not affected

Source: EViews Output 12, 2025

Multiple regression model analysis

Sub Structural Equation 1
Z =-1.127071 - 0.001339 X1 - 0.043211 X2 + ¢

The constant of -1.127071 means that if the value of X (Liquidity, Company Size) = 0 (zero),
then the value of Z (Profitability) is -1.127071. The regression coefficient value of the Liquidity variable
is -0.001339, indicating a negative regression. The regression coefficient value of the Company Size
variable is -0.043211, indicating a negative regression.

Sub Structural Equation 2

Y =-0.611383 — 0.066941 X1 + 0.051736 X2 - 0.190523 Z + ¢
The constant of -0.611383 means that if the value of X (Liquidity, Company Size) and the value
of Z (Profitability) = 0 (zero), then the value of Z (Profitability) is -0.611383. The regression coefficient
value of the Liquidity variable is -0.06694 1, indicating a negative regression. The regression coefficient
value of the Company Size variable is 0.051736, indicating a positive regression. The regression
coefficient value of the Profitability variable is -0.190523, indicating a negative regression.
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Sobel test

Table 6 Sub-Structural 1

T?St, Std. Error p-value
Statistics
Sobel test 0.08160371 | 0.00109841 | 0.93496185
Aroian test 0.07359131 0.001218 | 0.94133559
Goodman test 0.0929724 | 0.00096409 | 0.92592549
Table 6.2 Sub-Structural 2
Test Statistics Std. Error p-value
Sobel test 0.99882599 | 0.00223819 | 0.31787899
Aroian test 0.91524932 | 0.00244257 | 0.36006076
Goodman test 1.11047179 | 0.00201317 | 0.26679578

Source: Sobel calculator output, 2025

Based on table 6 the calculation results of the Sobel calculator in Table 7.1 Sub-Structural 1, it
is known that the resulting p-value is 0.934 > 0.05 so that the hypothesis is rejected and it is proven that
there is no mediation role given to the Effect of Liquidity on Capital Structure and based on the
calculation of the Sobel calculator Table 7.2 Sub-Structural 2, it is known that the resulting p-value is
0.3178 > 0.05 so that the hypothesis is rejected and it is proven that there is no mediation role given to
the Effect of Company Size on Capital Structure.

Discussion

The Influence of Liquidity onProfitability

Liquidity is a ratio that shows the relationship between cash and current assets of a company to
its current liabilities, where companies with high liquidity tend to have excess current assets that are
able to finance operations without external financing, thereby reducing the proportion of debt in the
capital structure, but in this study it was found that liquidity did not have a significant effect on
profitability, with a negative coefficient of -0.001339 and a profitability value of 0.9353, in line with
researchBamaisyarah & Fuadati (2017), and Charisma & Suryandari (2021). However, contrary to the
findingsAriawan (2023) and Indomo (2019), and indicates that the results are better explained by the
Trade off Theory than the Pecking Order Theory.

The Influence of Company Size on Profitability

Company size is an indicator that reflects the size of a business entity which can be measured
through total assets, income, or number of employees, where larger companies tend to have wider access
to financial resources.(Rasyid, Indriani, and Hudaya 2022), operational efficiency, and stronger
bargaining power in the market, and based on the results of testing the second hypothesis in this study,
company size has a significant effect on profitability with a value of 0.0543 and a positive coefficient
of 0.043211, in line with researchAnugrawati et al. (2024)AndWidiyati (2020), and supported by
Pecking Order Theory and Trade Off Theory which emphasize the importance of company scale in
increasing profitability.
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The Effect of Liquidity Has a Negative Effect on Capital Structure

Companies with high levels of liquidity tend to use internal funds rather than external debt in
financing, so the higher the liquidity, the smaller the proportion of debt in the capital structure, which
is supported by the results of testing the third hypothesis that liquidity has a significant effect on capital
structure (DER) with a value of 0.0426 < 0.05 and a negative coefficient of -0.066941, in line with
research (Wardatuddihan et al. 2020)AndSetyani et al. (2022). However, in contrast to the
findingsMulyanto & Andriyani (2022), and these results reflect the tendency of companies to follow
Pecking Order Theory compared to Trade-Off Theory in making capital structure decisions.

The Influence of Company Size on Capital Structure

Company size has a significant effect on capital structure because large companies tend to have
wider access to external funding, including debt (Thahir, 2015)The results of the study show that
company size has a significant effect on capital structure (DER), with a profitability value of 0.2528
and a positive coefficient of 0.051736, in line with the findings.Rifiana et al. (2021), However, in
contrast toAstuti & Giovanni (2021)which found a negative and insignificant effect. This finding
supports the Trade-Off Theory, where large companies utilize debt for tax benefits, but does not support
the Pecking Order Theory which prioritizes internal funding.

The Influence of Profitability on Capital Structure

Profitability has a relationship with capital structure because companies with high profits tend
to use internal funding sources and reduce dependence on debt, but the results of testing the fifth
hypothesis show that profitability does not have a significant effect on capital structure (DER), with a
significance value of 0.5144 and a negative coefficient of -0.190523, in line with the findings.Astuti &
Giovanni (2021), as well asAslah (2020)which states that profitability has a negative and insignificant
influence due to the company's inability to optimize profits for internal financing, supporting the Trade-
Off Theory compared to the Pecking Order Theory in explaining the capital structure of companies in
the mining sector.

Profitability mediates the effect of Liquidity on Capital Structure

Companies with high liquidity tend to use internal funds rather than external debt in financing
so that their capital structure is less dominated by debt, while companies with high profitability also
tend to rely on internal funds and reduce dependence on debt, but the results of the Sobel test show that
profitability does not have a significant effect as a mediating variable in the relationship between
liquidity and capital structure with a p-value of 0.08160371 and a Sobel statistic of 0.934961> 0.05, in
line with the findingsMulyanto & Andriyani (2022), and Wardatuddihan et al. (2020), which supports
the Pecking Order Theory and contradicts the Trade-Off Theory and researchFitri et al. (2023),Mother
Earth (2022), as well asand Monica et al. (2024), which states that there is a significant mediating
influence of profitability on capital structure.

Profitability mediates the effect of Company Size on Capital Structure

Larger companies tend to have wider access to external funding, thus having a positive effect
on capital structure, while profitability plays a role in funding decisions because companies with high
profits generally rely on internal funds and reduce dependence on debt. However, the results of the
Sobel test with a p-value of 1.00 and statistics of 0.317878 > 0.05 indicate that profitability is unable to
mediate the effect of company size on capital structure, in line with research. Arsadena (2020), as well
asMelananda & Sari (2024), and supports the Pecking Order Theory because it shows that internal
funding is preferred over debt, contrary to the view of the Trade-Off Theory.
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CONCLUSION

Based on the results of the analysis and discussion in the previous chapter, the authors draw
several conclusions by the formulation of the problems in this study as follows: Liquidity calculated by
the current ratio has a negative effect on profitability. Company size, which is calculated by natural
logarithm (total assets) has a positive effect and has a significant effect on profitability. Liquidity
negatively influences the capital structure calculated by the debt-equity ratio. Company size has a
positive influence and has a significant influence on capital structure. Profitability measured by Return
on Assets has a negative influence on capital structure. Liquidity has a positive influence on capital
structure, with profitability as a mediating variable. Company size has a positive influence on capital
structure, with profitability as a mediating variable.
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