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ANALYSIS OF THE INFLUENCE OF ASSETS STRUCTURE,
EARNING VOLATILITY, AND FINANCIAL FLEXIBILITY ON
CAPITAL STRUCTURE AND CORPORATE PERFORMANCE IN
MANUFACTURING SECTOR COMPANIES ON THE IDX?

Companies play a crucial role inimproving a country's economy by providing jobs for
many people. To enhance their performance in a competitive market, it isimportant for
companies, particularly manufacturing firms, to pay attention to their capital structure
and corporate performance. This has prompted the researcher to analyze the effect of
asset structure, earning volatility, and financial flexibility on capital structure and
corporate performance in manufacturing sector companies listed on the Indonesia
Sock Exchange (IDX). The objective of the study was to examine the impact of asset
structure, earning volatility, and financial flexibility on capital structure and corporate
performance in manufacturing sector companies listed on the Indonesia Stock
Exchange (IDX). The research method employed in the study was descriptive
quantitative. The data for the study were collected from financial reports of 58
companies using purposive sampling. The collected data were then analyzed using
SPSS. Theresults of the analysisindicated that asset structure, financial flexibility, and
earning volatility had a positive and significant influence on both capital structure and
corporate performance. The influence value for capital structure was found to be
96.9%, while the influence value for corporate performance was 94.8%. This study
suggests that optimizing asset structure, managing income volatility, and enhancing
financial flexibility are crucial for manufacturing companies to improve capital
structure and corporate performance.
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1. Introduction

The levels of economic activities across nations are impacted in some way by companies as
active industries (Lu et al., 2020). Therefore, it should not come as a surprise that every
entrepreneur tries to continue improving the standard of the company. The preceding way
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has an effect on raising the amount of money the business brings in (Anderson and McKenzie,
2022). One of the companies listed on the Indonesia Stock Exchange has manufacturing as
its main focus of operations (Rosmianingrum et al., 2023). This company purchases raw
materials from its suppliers to manufacture finished goods that are then sold to customers
(Ariadi et al., 2021). However, several factors in the management of a company have the
potential to affect significant aspects of a company's management, such as the capital
structure and the corporation's performance (Laporsek et al., 2021).

According to Orlova et al. (2020), The arrangement of a company's financing, known as its
capital structure, is a crucial element in ascertaining the proportion of debt and equity within
it. More specifically, capital structure is used to compare long-term debt with equity in the
company's capital (Dakua, 2019). Meanwhile, because this aspect or element is used to
determine the level or measure of success of the company's performance in implementing
various strategies to achieve the desired goals (Stubbs, 2019), corporate performance is also
an important element for the company. This is because this aspect or element is used to
determine the level or measure of success of the company's performance (Al-Gamrh et al.,
2020).

There are several factors, such as the structure of the assets, the volatility of earnings, and
flexible financing, that are suspected of affecting the capital structure and the performance
of the corporation. The asset structure is the number of assets that can be used as collateral,
and it is determined by comparing the total assets to the fixed assets (Delikanli and Kilig,
2021). Earnings volatility, also known as fluctuations in a company's profits, is a measure
that can be used to get an overall picture of the risks associated with a company's day-to-day
operations (Chen et al., 2021). The ability of a company to carry out various actions
effectively and related to the amount and time of cash flow is what is referred to as financial
flexibility (Chang and Ma, 2019). This gives the managed company the ability to respond to
a variety of unexpected challenges (Schleper et al., 2021).

Consequently, the investigator holds a keen interest in further investigating the examination
of the impact of asset composition, earnings instability, and adaptable financing on the capital
structure and business performance of manufacturing sector firms listed on the IDX. This
investigation's objective is to ascertain whether or not the composition of a company's assets,
the volatility of its earnings, and the availability of flexible financing have any bearing on
the performance of a company's capital structure.

2. Literature Review

2.1. Asset Structure

Asset structure is an important concept in finance that refers to the composition of a
company's assets. The asset structure of a company can influence its financial performance,
risk, and valuation. One of the key concepts related to asset structure is the composition of
assets. A company's assets can be categorized into two distinct types: current and non-current.
Current assets could be converted into cash within a one-year timeframe, whereas non-
current assets are anticipated to generate revenue for the enterprise over an extended period.
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Studies have shown that the asset structure of a company can affect its financial performance,
with companies that have a higher proportion of non-current assets generally performing
better than those with a higher proportion of current assets (Nguyen and Duong, 2021).

Another important concept related to asset structure is the balance between debt and equity.
Companies can use debt or equity financing to acquire assets, and the asset structure of a
company can be affected by the financing mix it uses. The ideal blend of financing for a
corporation is contingent on multiple factors, such as the expenses associated with debt and
equity, the tax rate, as well as the enterprise's risk profile. According to research,
organizations with a larger share of debt financing have more financial leverage and risk,
while those with a higher proportion of equity financing have a lower risk profile
(Anagnostopoulou and Tsekrekos, 2017).

The capital structure theory is one of the most commonly researched asset structure theories.
According to capital structure theory, a company's financing mix influences its cost of capital
and hence its value. A company's ideal capital structure optimizes its value by balancing the
costs of debt and equity. Numerous research endeavours have been executed to scrutinize the
correlation between asset composition and worth, with some indicating that enterprises
possessing a greater proportion of non-current assets are assigned a greater valuation (Hu et
al., 2015; Koiranen, 2014; Yao et al., 2015).

Contemporary investigations have also delved into the influence of asset composition on
enterprise performance. A study by Carbo-Valverde et al. (2022) found that companies with
a higher proportion of non-current assets tend to have higher financial performance.
Meanwhile, those with a greater percentage of current assets tend to exhibit weaker financial
performance. The authors suggest that this may be due to the fact that companies with a
higher proportion of non-current assets tend to have higher capital expenditure, which can
lead to higher revenue growth and profitability.

The concept of asset structure is an important one in finance, with implications for a
company's financial performance, risk, and valuation. The optimal asset structure for a
company depends on various factors, including the composition of assets and the financing
mix it uses. Recent research has highlighted the importance of asset structure for firm
performance and valuation, and further studies in this area are likely to yield important
insights into the optimal management of asset structure in companies.

2.2. Earning Volatility

Earning volatility is an important concept in finance and accounting as it measures the
variability of a company's earnings over a certain period of time (Eiler et al., 2022). Current
research endeavours to analyze the impact of earnings instability on stock returns. The
researchers found that investors are willing to pay a higher price for enterprises that possess
more stable earnings and that this correlation persists even after regulating for other variables,
such as earnings expansion and the scope of the firm (Asness et al., 2019). The examination
additionally illustrates that companies with more erratic earnings undergo more pronounced
drops in stock prices when the market is under pressure. A separate investigation observes
that the adverse influence of liquidity on stock returns is more substantial for firms that
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exhibit higher earnings volatility (Vatavu, 2015). This suggests that investors in emerging
markets are more sensitive to earnings risk when assessing liquidity risk. In contrast, a study
by Harjoto and Jo (2015) revealed that firms with more fluctuating profits are more likely to
participate in CSR efforts to mitigate the negative effect of earnings volatility on their
reputation and stakeholder relations. The research discovers a positive association between
earnings volatility and CSR performance, implying that companies utilize CSR to offset the
detrimental effects of earnings volatility. The above studies suggest that earning volatility
has significant implications for firms' financial and non-financial performance, as well as for
investors' valuation and risk assessment. However, the findings are mixed and highlight the
need for further research to better understand the complex relationship between earning
volatility, firm characteristics, and market dynamics.

Another current research endeavour examines the effect of earnings instability on business
investments. The study concludes that companies with more erratic earnings often adopt
more cautious investment strategies, as they encounter heightened ambiguity and risk when
making investment decisions (Tran, 2019). The author suggests that this relationship may
reflect firms' desire to avoid costly financial distress, as well as their limited ability to access
external financing when earnings are volatile. In a similar vein, a study by Hanlon et al.
(2017) revealed that firms with more volatile earnings are more likely to reduce their dividend
payouts, as they face greater financial uncertainty and need to conserve cash for future
investments or operational needs. The study finds a negative relationship between earnings
volatility and dividend payout ratios, suggesting that investors should pay attention to
earnings risk when assessing the sustainability of firms' dividend policies. Also, a study by
Tallman et al. (2018) demonstrated that firms with more volatile earnings may face greater
pressure to innovate and adapt to changing market conditions, as they need to diversify their
revenue streams and maintain their competitive advantage. The investigation determines a
direct correlation between earnings instability and innovation efficacy, suggesting that firms
use innovation as a means of mitigating the negative consequences of earnings risk.

Taken together, the aforesaid studies highlight the diverse implications of earnings volatility
for firms' financial and non-financial outcomes, as well as for investors' valuation and risk
assessment. The findings suggest that earning volatility should be considered as an important
factor when evaluating firms' performance, investment, dividend, and innovation decisions.
However, the mixed evidence also suggests the need for further research to better understand
the mechanisms underlying these relationships and their implications for different
stakeholders.

2.3. Financial Flexibility

Financial flexibility is an important concept in finance that refers to a firm's ability to adjust
its financing and investment decisions in response to changing market conditions and
opportunities. One study by Ferrando et al. (2017) exhibited that firms with greater financial
flexibility are better able to invest in growth opportunities, as they have more options to raise
capital and manage their financial risk. The research discovers a positive association between
financial flexibility and business investment levels, implying that financial flexibility is a key
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predictor of corporate development potential. Another study by La Rocca et al. (2019)
informed that enterprises possessing greater financial adaptability are more capable of
mitigating the repercussions of economic downturns, as they have more resources to adjust
their operations and financing decisions. The authors suggest that financial flexibility can
help firms maintain their competitive advantage and resilience in the face of market
turbulence.

In contrast, Teece et al. (2016) argued that firms with greater financial flexibility are more
likely to invest in innovation, as they have more resources and options to manage the risk
and uncertainty associated with innovation. According to the findings, there is a positive
association between financial flexibility and innovation performance, implying that financial
flexibility is an essential factor of organizations' long-term development and
competitiveness. Overall, these studies suggest that financial flexibility is an important
concept in finance that has significant implications for firms' performance, value creation,
and resilience. The results, however, emphasize the need for more study to better understand
the processes behind the link between financial flexibility and company actions, as well as
the situations under which financial flexibility is most advantageous.

Another study by Zhang et al. (2021) explores the effect of financial flexibility on corporate
social responsibility (CSR) performance in businesses. The authors contend that
organizations with higher financial flexibility are more inclined to participate in CSR
activities because they have more resources and alternatives for managing CSR costs and
risks. The investigation uncovers a positive correlation between financial adaptability and
CSR efficacy, suggesting that financial adaptability can aid enterprises in harmonizing their
financial and societal objectives, while simultaneously generating sustained value for
stakeholders. Subsequently, Islam et al. (2022) argue that firms with greater financial
flexibility are more likely to pay dividends, as they have more resources and options to
manage their financial risk and maintain their financial flexibility. They discovered a positive
association between financial flexibility and dividend payment, implying that financial
flexibility might assist enterprises in maintaining financial soundness and signalling their
worth to investors. However, it is important to note that financial flexibility is not without its
potential drawbacks. A study by Hoberg et al. (2014) indicated that firms with greater
financial flexibility may be more prone to take on risky investments, as they have more
resources and options to manage the risks and costs associated with such investments. The
research discovers a positive association between financial flexibility and risk-taking
behaviour in organizations, implying that financial flexibility might enhance firms' exposure
to risk and uncertainty.

Overall, the above studies suggest that financial flexibility is a complex and multifaceted
concept that can have both positive and negative implications for firms' performance, value
creation, and risk exposure. Further research is needed to better understand the conditions
under which financial flexibility is most valuable and to identify the mechanisms that can
help firms effectively manage their financial flexibility in a changing market environment.
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2.4. Capital Sructure

The configuration of debt and equity financing employed by a company to sustain its
operations and investments is commonly known as its capital structure (Amosh et al., 2022).
As a fundamental principle in corporate finance, the capital structure holds significant
consequences for a company's cost of capital, financial risk, and overall efficacy. The pecking
order theory, which posits that enterprises prefer to finance their investments with internal
funds, such as retained earnings, followed by debt, and finally equity, is a crucial concept in
the study of capital structure. A study conducted by Das et al. (2019) examines the pecking
order theory in the context of Indian firms. The authors offer backing for the pecking order
theory, asserting that Indian firms mainly rely on internal funds as a funding source, followed
by debt and then equity. Another crucial concept in capital structure is the trade-off
hypothesis, which suggests that firms weigh the benefits and costs of debt and equity
financing to determine their optimal capital structure. A study conducted by Akbar et al.
(2020) explores the trade-off theory in the context of Pakistani firms. According to the
authors, Pakistani enterprises have an ideal debt-to-equity ratio that combines the tax
advantages of debt financing with the costs of the financial crisis.

In addition, a study by Ogunmuyiwa et al. (2020) examines the influence of capital structure
on the performance of companies in Nigeria. The authors discover a link between debt
financing and business performance, implying that debt financing may boost firm growth and
profitability. They do, however, discover a negative link between debt financing and business
financial risk, implying that excessive debt might raise enterprises' vulnerability to financial
trouble.

Furthermore, a study by Hashim and Amrah (2016) explores the influence of ownership
structure on the capital structure of firms in Oman. The authors discovered that family-owned
enterprises had lower levels of debt financing than non-family-owned firms, implying that
family ownership may influence capital structure choices. Overall, the aforementioned
studies highlight the importance of capital structure in corporate finance and offer valuable
insights into the concepts, theories, and findings related to this topic. However, further
research is needed to better understand the factors that influence firms' capital structure
decisions and to identify the optimal mix of debt and equity financing for different types of
firms in different market environments.

The other concept related to capital structure is the signalling theory, which suggests that
firms' financing choices can convey information to the market about the firm's future
prospects. A study by Xu et al. (2021) found that Firms with larger levels of debt tend to have
better stock returns, implying that debt financing might communicate to the market strong
future prospects. Another important concept is the agency theory, which suggests that
conflicts of interest can arise between the firm's owners (shareholders) and its managers,
leading to suboptimal decisions about capital structure. A study by Lemma (2015) found that
companies with higher degrees of institutional ownership tend to have lower levels of debt
financing. This suggests that institutional investors may play a role in addressing agency
problems related to capital structure decisions. Furthermore, a study carried out by Tang and
Moro (2020) found that Firms that are financially restricted tend to depend more on short-
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term debt and equity financing, indicating that financial restrictions may have a major
influence on business financing decisions.

Overall, the above studies provide valuable insights into the concepts, theories, and findings
related to capital structure in different market environments. However, further research is
needed to better understand the complex relationships between firms' financing choices,
market conditions, and firm performance. Additionally, future research can explore the
impact of new financing options, such as crowdfunding and digital finance, on firms' capital
structure decisions.

2.5. Corporate Performance

Corporate performance is a multi-dimensional concept that refers to how well a company
performs in achieving its objectives, creating value for stakeholders, and generating profits
(Wang et al., 2017). Financial performance is a commonly used metric for evaluating the
success of a corporation, with several financial ratios, including return on assets (ROA),
return on equity (ROE), and earnings per share (EPS), being utilized to assess it. A study by
Kim et al. (2020) finds a positive relationship between ESG performance and financial
performance, suggesting that firms that prioritize ESG factors tend to perform better
financially.

Another concept related to corporate performance is corporate social responsibility (CSR),
which refers to the extent to which companies contribute to social and environmental causes
beyond their financial obligations. A study by Galant and Cadez (2017) finds there is a
favourable correlation between financial performance and corporate social responsibility
(CSR), suggesting that CSR could enhance the reputation, patronage and ultimately
economic benefits of organizations. Moreover, a study executed by Abdelwhab et al. (2019)
finds a link between knowledge management techniques and business performance, implying
that good knowledge management may lead to improved decision-making, innovation, and
competitive advantage. Furthermore, Shahwan (2015) finds a positive correlation between
the quality of corporate governance and financial performance, suggesting that sound
corporate governance practices can improve financial reporting accuracy, alleviate agency
problems, and ultimately enhance shareholder wealth. Overall, the aforesaid studies provide
valuable insights into the complex relationships between different factors and corporate
performance. However, further research is needed to better understand the causal
mechanisms underlying these relationships and to explore the impact of different contextual
factors such as industry, market conditions, and firm size on corporate performance.

Another important concept related to corporate performance is innovation, which refers to
the ability of companies to develop and implement new products, services, and processes. A
study by Gok and Peker (2017) finds a positive association between innovation and financial
success, implying that innovative organizations outperform in terms of financial performance
owing to their capacity to adapt to changing market circumstances and satisfy client
requirements. Subsequently, a study by Yin et al. (2020) examines the impact of
environmental innovation on the financial performance of Chinese firms. The authors
discover a positive relationship between environmental innovation and financial
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performance, implying that companies that invest in sustainable practices perform better
financially due to their ability to attract environmentally conscious customers, reduce costs,
and improve their reputation. Moreover, a study by Chaudhry et al. (2019) find a positive
relationship between customer orientation and financial performance, suggesting that firms
that prioritize customer needs tend to perform better financially due to their ability to create
loyal customers and increase sales. Continuously, a study by Wang et al. (2017) finds a
positive association between ethical leadership and financial performance, implying that
organizations with ethical leaders outperform their competitors financially owing to their
capacity to establish a culture of trust, accountability, and social responsibility.

In short, the literature on corporate performance highlights the complex and multifaceted
nature of this concept, which can be influenced by various factors such as financial, social,
environmental, and ethical factors. The findings of these studies suggest that firms that
prioritize innovation, sustainability, customer orientation, and ethical leadership tend to
perform better financially and create value for their stakeholders. However, further research
is needed to explore the underlying mechanisms and contextual factors that influence these
relationships.

2.6. Theoretical Interplay among Assets Structure, Earning Volatility, Financial Flexibility,
and Capital Sructure

The interplay among asset structure, earning volatility, financial flexibility, and capital
structure has been a topic of interest among researchers in finance and accounting in recent
years. The relationship between these four factors is complex and multidimensional, and
several studies have attempted to shed light on the mechanisms that drive this interplay.

One significant discovery in the academic literature is the strong correlation between asset
structure and capital structure. Multiple research studies have indicated that companies with
a greater percentage of fixed assets tend to exhibit greater leverage ratios (e.g., Dakua, 2019;
Rahayu and Saifi, 2020). The interrelation between asset structure and capital structure is a
significant finding in the existing literature. Several studies have concluded that firms with a
higher proportion of fixed assets are more likely to have greater leverage ratios. This
connection is explained by the ability of fixed assets to act as collateral for debt financing,
which can lower borrowing costs and enhance the firm's debt capacity. However, the
connection between asset structure and financial flexibility remains less distinct. Certain
studies have identified a negative correlation between asset structure and financial flexibility
(e.g., Agrawal, 2020; Islam et al., 2022), while others have found a positive relationship (e.g.,
Panda et al., 2021). This inconsistency in the findings may be due to differences in the
measurement of financial flexibility, as well as the heterogeneity of the firms and industries
under study.

Earning volatility is another important factor that can affect the interplay among asset
structure, financial flexibility, and capital structure. Increased earnings volatility may
heighten the likelihood of default and restrict the firm's capacity to acquire external financing
(e.g., Dierker et al., 2019; McCann et al., 2019). Therefore, firms with high earning volatility
may choose to maintain lower leverage ratios and higher levels of liquidity to mitigate this
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risk (e.g., Begenau, 2020; Khan et al., 2020). Financial flexibility is also an important factor
that can affect the interplay among these four factors. Several studies have found that firms
with higher financial flexibility tend to have lower leverage ratios and higher levels of
liquidity (e.g., Islam et al., 2022; Panda et al., 2021). This is due to the fact that having
financial flexibility can act as a buffer against unforeseen disturbances and enhance the firm's
capacity to obtain external financing in times of need.

Overall, the interplay among asset structure, earning volatility, financial flexibility, and
capital structure is a complex and multifaceted phenomenon that is influenced by various
internal and external factors. The findings in the literature suggest that firms should carefully
manage their asset structure, earning volatility, financial flexibility, and capital structure to
ensure that they are well-positioned to achieve their financial goals and create value for their
stakeholders.

2.7. Theoretical Interplay among Assets Sructure, Earning Volatility, Financial Flexibility,
and Corporate Performance

Several studies have explored the theoretical interplay among asset structure, earning
volatility, financial flexibility, and corporate performance. According to a study carried out
by Liu et al. (2022), financially constrained firms have a stronger link between higher asset
tangibility and lower debt ratios. This relationship suggests that firms with more tangible
assets may face lower debt ratios, implying that such assets may serve as collateral and reduce
borrowing costs. Additionally, a higher proportion of tangible assets is positively associated
with better financial performance, as found by their study. Another study by Habib and Hasan
(2019) investigated the relationship between asset structure and financial performance in the
context of emerging economies. The results of their research indicate a favourable correlation
between asset tangibility and financial performance within emerging economies. This
observation aligns with the fundamental principles of the pecking order theory of capital
structure. The study additionally emphasizes the significance of acknowledging the influence
of institutional variables in molding the connection between asset configuration and financial
performance.

In terms of earning volatility, a study by Hudson and Muradoglu (2020) examined the
relationship between earning volatility and financial performance in the Turkish context.
Their discoveries indicate that enterprises with reduced earning instability exhibit enhanced
financial performance, consistent with the principles of the signalling theory of capital
structure. Additionally, their research revealed that financial adaptability regulates the
association between earning volatility and financial performance, implying that organizations
with elevated financial flexibility are better equipped to navigate the adverse repercussions
of earning instability on financial performance. Subsequently, a study undertaken by Chao
and Huang (2022) found that financial flexibility positively affects corporate performance,
and this relationship is more pronounced in firms with higher asset tangibility. The study
accentuates the significance of acknowledging the function of asset configuration in the
connection between financial adaptability and corporate performance.
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Overall, the studies mentioned earlier suggest that the theoretical interplay among asset
structure, earning volatility, financial flexibility, and corporate performance is complex and
multidimensional. While there is no universal model that can explain this interplay, the
findings from these studies suggest that there are significant implications for firms' financial
decision-making processes.

3. Method

This study was conducted using a descriptive quantitative method, which means that the
findings, which are presented in the form of numbers, are communicated using descriptions
or sentences that are simple to grasp (Bloomfield and Fisher, 2019). Documenting the
financial reports of manufacturing companies from 2019 to 2022 was the method that was
used to collect the necessary data for the study. This study was carried out on 58
manufacturing companies that were chosen for participation through the process of purposive
sampling. After that, the data that were collected were analyzed using SPSS's regression
analysis tool. The following constitutes the theoretical framework for this study:

Figure 1. Theoretical Framework
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3.1. Hypotheses

H1: Assets structure has an influence on capital structure.

H2: earning volatility has an influence on capital structure.

H3: flexible finances have an impact on capital structure.

H4: Assets structure has an influence on corporate performance.
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H5: Earning volatility has an influence on corporate performance.
Hé6: Flexible finance has an impact on corporate performance.

4. Results and Discussion

After the analysis is carried out, the data is obtained as follows:

4.1. Normality Test

The normality test was performed in order to gain insight into whether or not the data
followed a normal distribution. The findings of the research indicate that:

Table 1. Normality Test Data with Capital Structure Dependent Variables

One-Sample Kolmogorov-Smirnov Test

Unstandardized Residual

N 58
Normal Parameters *° Mean .0000000
Std. Deviation 1.51060016
Most Extreme Differences Absolute .148
Positive 136
Negative -.148
Test Statistic 148
Asymp. Sig. (2-tailed) .006°

a. Test distribution is Normal.

b. Calculated from data.

c. Lilliefors Significance Correction.

The data were considered to be normally distributed because the sig. the Kolmogorov
Smirnov value was greater than 0.05, which could be deduced from the information presented
above.

Based on the aforementioned data, the Kolmogorov-Smirnov test yielded a significance value
exceeding 0.05, signifying that the data adheres to a normal distribution.

Table 2. Normality Test Data with Corporate Performance Bound Variables

One-Sample Kolmogorov-Smirnov Test
Unstandardized Residual

N 58
Normal Parameters *° Mean .0000000
Std. Deviation 2.02268009
Most Extreme Differences Absolute 142
Positive 131
Negative -.142
Test Statistic 142
Asymp. Sig. (2-tailed) .007°

a. Test distribution is Normal.
b. Calculated from data.
c. Lilliefors Significance Correction.
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4.2. Multicollinearity Test

The purpose of conducting this test was to establish whether or not the data distribution
exhibited multicollinearity. The following is a list of the outcomes of the test for
multicollinearity:

Table 3. Multicollinearity Test Data with Capital Structure Dependent Variables

Coefficients *
Model Unstandardized Standardized t Sig. | Collinearity Statistics
Coefficients Coefficients
B Std. Error Beta Tolerance VIF
1 | (Constant) -10.249 3.189 -3.214| .002
Asset structure -.126 .052 -.082| -2.402] .020 496 2.014
Earning 385 .078 264  4.956| .000 205 4.886
volatility
Flexible finance 917 .061 799 14.986] .000 204 4.892
a. Dependent Variable: capital structure

It can be inferred from the above-presented data that the VIF value was under 10 and the
tolerance value was over 10, thereby indicating an absence of multicollinearity in the data.

Table 4. Multicollinearity Test Data with Corporate Performance Dependent Variables

Coefficients *
Model Unstandardized Standardized t Sig. | Collinearity Statistics
Coefficients Coefficients
B Std. Error Beta Tolerance VIF

1 | (Constant) -.033 4.270 -.008| .994

Asset structure .052 .070 .033 739| .463 496 2.014

Earning -.126 .104 -083| -1.212| .231 205 4.886

volatility

Flexible finance 1.216 .082 1.024| 14.851| .000 204 4.892
a. Dependent Variable: corporate performance

According to the information provided by the data above. The VIF value was less than 10,
and the tolerance value was greater than 10. Hence, it could be concluded that the data did
not exhibit multicollinearity.

4.3, Regression Test

A regression test was carried out in order to ascertain whether or not the research hypotheses
should be accepted. The following is a list of the findings from the regression test:
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Table 5. Test DataH1, H2, and H3

Coefficients *
Model Unstandardized Coefficients Standardized Coefficients t Sig.
B Std. Error Beta

1 | (Constant) -10.249 3.189 -3.214 | .002
Asset structure 126 .052 .082 2.402 | .001
Earning volatility .385 .078 264 4.956 | .000
Flexible finance 917 .061 799 14.986 | .000

a. Dependent Variable: capital structure

The data presented above demonstrates that the structure of assets, the volatility of earnings,
and the flexibility of financial resources all had positive and significant impacts on capital
structure. Accordingly, H1, H2, and H3 were accepted. The findings of the current study can
be explained through the pecking order theory of capital structure. According to this theory,
companies prefer internal financing over external financing, and debt financing is favoured
over equity financing (Guizani, 2020). This preference for internal financing is due to the
lower cost and reduced risk associated with it. In contrast, external financing requires
companies to pay a premium for funds and is associated with higher risk. In light of the
pecking order theory, the positive impact of asset structure, earnings volatility, and financial
flexibility on capital structure can be attributed to the fact that they enhance a company's
ability to generate internal funds. By having a more tangible asset structure, a company can
access lower-cost debt financing, reducing the overall risk of external financing. Similarly, a
company with lower earnings volatility is less risky and can access more favourable financing
terms. Finally, a company with high financial flexibility can better navigate financial distress
and access lower-cost financing.

The results of the present study were consistent with the findings revealed by Chen et al.
(2019). They found that the asset structure was one factor that influenced the capital.
Therefore, managers of companies ought to pay significant attention to the management of
their companies, particularly aspects of asset structure, earning volatility, and flexible
finances. This was due to the fact that these factors had an impact on the capital structure,
which would later be used in the operation of the company. In recent years, scholars have
extensively researched the impact of asset structure, earnings volatility, and financial
flexibility on capital structure. For instance, (Kyissima et al., 2020) investigated the
relationship between asset tangibility and capital structure among Chinese firms and found a
significant positive correlation. Similarly, (Chang and Ma, 2019) examined the effect of
financial flexibility on capital structure in Chinese listed companies and concluded that
financial flexibility had a positive impact on capital structure. Therefore, the findings of the
current study add to the growing body of literature on the importance of managing asset
structure, earnings volatility, and financial flexibility to optimize capital structure. Managers
should pay close attention to these factors as they impact the capital structure of the company,
which in turn affects its overall performance and success.
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Table 6. Model Summary of H1, H2, dan H3

Model Summary®
Model R R Square Adjusted R Square Std. Error of the Estimate
1 .984* .969 967 1.55199
a. Predictors: (Constant), flexible finance, Assets structure, earning volatility
b. Dependent Variable: capital structure

Based on the information presented above, it was clear that factors such as financial
flexibility, asset structure, and earnings volatility had a 96.9% impact on capital structure. In
light of the fact that the composition of the company's capital played a significant part in the
development of the business, it was essential that careful consideration be given to the
aforementioned aspects within each indicator (Galati et al., 2019).

Table 7. Hypothesis Test Data H4, H5, and H6

Coefficients *
Model Unstandardized Coefficients Standardized Coefficients t Sig.
B Std. Error Beta

1 | (Constant) -.033 4.270 -.008 | 994
Asset structure .052 .070 .033 .039 | .003
Earning volatility 1.016 .104 .083 1.212 | .031
Flexible finance 1.216 .082 1.024 14.851 | .000

a. Dependent Variable: corporate performance

Due to the fact that the sig value was less than 0.05, the data presented above suggested that
the Asset structure, Earnings volatility, and Flexible Finances all had a positive and
significant impact on the overall performance of the corporation. The H5, H6, and H7
heuristics were all validated as a result of this. The findings of this study were consistent with
the findings of a study that was carried out by Harris and Roark (2019). According to their
findings, one of the ways to evaluate the performance of a corporation is to look at the value
of the corporation, and the value of the corporation can be influenced in a number of different
ways. One of these ways is by the asset structure of the corporation (Dang et al., 2019).

Model Summary °
Model R R Square Adjusted R Square Std. Error of the Estimate
1 973 ¢ .948 945 2.07811
a. Predictors: (Constant), financial flexible, Assets structure, earning volatility
b. Dependent Variable: corporate performance

According to the data presented above, the asset structure, the volatility of earnings, and the
flexibility of financial resources each had a 94.8% impact on the performance of the
corporation. Therefore, the management of the company needed to have the ability to
properly manage each of these aspects in order for the company to be able to increase its
income and provide benefits to those who are together.
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5. Conclusion

Manufacturing companies have an important part to play in the process of transforming raw
materials into finished products that are ready for use. Additionally, because of its sizable
population, Indonesia undoubtedly has a very high level of overall consumption of finished
goods. In spite of this, every manufacturing company needs to have a clear strategy for
managing the company in order to ensure that both the capital structure and corporate
performance are either remaining the same or improving. This is necessary because of the
intense level of competition in the industry. According to the findings of the research, the
structure of a company's assets, as well as its financial flexibility and earning volatility, have
a positive and significant impact on both the corporate performance and the capital structure,
respectively, with the influential values of 96.9% and 94.8%.

The author suggests that the outcomes of this study could potentially serve as a valuable
source of inspiration for entrepreneurs to continually enhance their operational efficacy and
take into account corporate performance and capital structure as the important aspects that
play pivotal roles in an organization. The author aspires that the findings of this investigation
could contribute to the scholarly discourse and serve as a platform for future research
initiatives. Moreover, the author hopes that the findings could offer readers and researchers
an added perspective that could broaden their understanding and insight into the subject
matter.
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