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THE RELATIONSHIP BETWEEN
CAPITAL STRUCTURE, FIRM
PERFORMANCE AND A FIRM'S
MARKET COMPETTTTVENESS:
EVIDENCE FROM INDONESIA

Abstract

Market competitiveness shows a condition where a company can enter the market and
survive in that market. In an economic environment experiencing a global crisis, it
is important to study the factors of company competitiveness so that companies can
compete in the global market. Therefore, this study aims to examine the relationship
between the influence of capital structure, firm performance, and market competitive-
ness. This study took samples from manufacturing companies listed on the Indonesia
Stock Exchange (IDX) for the period 2018 to 2020. The data collected are panel data
that are quantitative in nature, analyzed by multiple regression, which is processed us-
ing the Eviews 9 software. The variables used are debt to asset ratio, debt to equity ratio,
and current assets as indicators of capital structure, and return on assets and return
on equity as indicators of firm performance are placed as independent variables, and
firm size as control variables. The dependent variable is market competitiveness, which
is proxied using the Herfindahl-Hirschman Index (HHI) measurement. The results
of the analysis show that the debt to asset ratio, debt to equity ratio, return on assets,
and firm size have no effect on market competitiveness. However, the current ratio
has a negative effect, while the return on equity has a positive effect on market com-
petitiveness. Thus, firm size does not act as a control variable in influencing market
competitiveness.

Keywords capital, competitiveness, Eviews 9, Herfindahl-

Hirschman Index, performance, size

JEL Classification D41, G32

INTRODUCTION

Capital policy is an important step in facing business competition,
both domestic and global (Nguyen et al., 2021). This policy is to deal
with the current business conditions, where many companies are ex-
periencing difficulties due to the global economic crisis as a result of
the Covid-19 pandemic which has hit almost all countries in the world.
This condition makes business competition very competitive and af-
fects a firm’s performance. Therefore, companies are required to im-
plement a well-planned business strategy to compete in domestic and
international competition.

The representation of capital policy is the capital structure; the
use of debt is an important factor in the capital structure. Capital
structure is always closely related to firm performance, and this is
an important concern for academics in studying firm performance.
As stated by Modigliani and Miller (1963), capital structure is an
important factor that can determine firm value through the ben-
efits of tax savings on the use of debt. Therefore, it is necessary to
study the relationship between capital structure, firm performance
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and company competitiveness in today’s competitive business competition, even though topics like
this have been discussed in previous studies by Kovenock and Phillips (1995), Myers (2001), Guney
et al. (2011), and Nguyen et al. (2021).

To strengthen the competitive position, a company must use debt for the purpose of increasing market
power, but the use of too much debt will cause failure in competition (Myers & Majluf, 1984). This failure
is because the company cannot optimize production and prices against its competitors. If a failure occurs,
a company will face a dilemma when faced with the condition of choosing to liquidate the company or pay
all of its debts. If the use of debt is too much, then the burden of obligation to pay debts is also large so that
the company will spend more cash to pay debts than for investment purposes. However, if the company
can generate high returns using its debt, then it will get tax cost savings and reduce costs for shareholders
from implicit commitments, so that this will increase the company’s competitiveness (Myers, 2001).

According to Myers (2001), in developing countries the study of capital structure is very important,
because capital structure is an important part of the funding policy for companies as well as investors.
Investors need information related to this policy, so this policy becomes very important information
for investors. Information asymmetry will have a negative impact on investors and businesses, inves-
tors can take wrong decisions because of the information asymmetry, so that the business becomes
unhealthy. Investors need accurate market information related to a company’s funding policy so that
they can make right investment decisions, and this will have an impact on increasing a company’s com-
petitiveness. Most studies on capital structure in Indonesia stop at its effect on firm performance and
value, whether the influence is significant or not, so studies on the relationship of capital structure to
competitiveness in the market are still very limited.

The results of previous research conducted by Kovenock and Phillips (1995), Guney (2011), Fosu (2013),
and Moeinaddin et al. (2013) found a linear and nonlinear relationship between competitive elements
and a company’s capital structure. Meanwhile, Nguyen et al. (2021) found that capital structure affects
company competitiveness in an inverted U shape. Similar studies in Indonesia have not been widely
conducted, particularly those exploring the relationship between capital structure, firm performance
and market competitiveness of firms. Therefore, the problem in this study is that there is still uncer-
tainty or inconsistency regarding the influence of the relationship between capital structure and firm
performance on the company’s market competitiveness.

1. LITERATURE REVIEW

tio can be calculated as debt to total assets, equity
to total assets, and debt to equity (Moeinaddin et

A financial manager in a company has a big re-
sponsibility to make investment decisions for the
business in which she is involved. In addition to
investment decisions, the financial manager is al-
so responsible for financial decisions related to de-
termining the optimum capital structure and div-
idend policy. These policies are made to increase
business activities and a company’s market com-
petitiveness to face competition. The capital struc-
ture is a combination of debt and equity, which is
nothing but the company’s total claims on its assets.
Capital structure items include publicly issued se-
curities, bank loans, private investments, and oth-
er commercial debt, which create liabilities for the
company that issued them. The capital structure ra-
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al., 2013). According to Myers (1984), companies do
not have predetermined capital structure objectives.
However, if a company needs to mobilize outside
capital, then the company will issue securities from
the lowest risk to the highest.

The theory of modern capital structure was first
introduced by Modigliani and Merton Miller who
later became known as MM in the decade of the
1960s. During the publication period, the theory
raises a lot of controversy such as the contradic-
tion of the research presented by O’Brien (2003).
In 1963, MM published an article in response to
criticism of MM’s 1958 theory by changing the as-
sumption that there was a tax on corporate income.
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As for the imposition of corporate income tax,
MM concludes that the use of debt will increase
a firm’s value, because debt interest is a cost that
reduces tax payments so there is a savings in tax
costs on the use of debt by a company. Increasing
the leverage ratio will also increase a company’s
market competitiveness in industrial conditions
with low concentration and without technological
barriers (Phillips, 1995).

A firm’s performance is an important source for
the firm’s sustainability in carrying out business
activities. According to Le (2005), firm perfor-
mance is a measure of an organization’s capacity
to employ both material and human resources to
meet its objectives. When evaluating a company’s
success, it is important to take into account how
well its facilities are used for both production and
consumption (Nguyen et al., 2021). Meanwhile,
according to Truong and Tran (2009), a correla-
tion exists between firm performance and the
input and output resources used in a company’s
business operations. Thus, to increase the compet-
itiveness of a company, management needs to im-
prove the firm’s performance by maximizing the
use of inputs to produce output.

Regarding the measurement of firm performance
in the related literature, there is a very large heter-
ogeneity, but in this study, a firm’s performance is
measured using financial ratios, namely return on
equity, which is a conventional measurement. This
measurement represents a firm’s ability to use the re-
sources of capital owners to generate net income. The
greater the return on equity generated by a company,
the higher the company’s market competitiveness, so
that the company can maintain its viability.

The degree to which a company’s operating envi-
ronment is competitive is referred to as the mar-
ket’s level of competitiveness. According to Pot
(2018), competitive advantage is a company’s abili-
ty to differentiate from other competitors. Market
competitiveness will be determined by the com-
petitiveness of its products, as stated by Girout and
Mueller (2010), Tian and Twitter (2011), Ko et al.
(2016); they state that the competitiveness of com-
pany products in the industry helps in achieving
business goals, which means that to increase mar-
ket competitiveness, quality products are needed
so that they have high competitiveness.
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Development, innovation, and promotion must be
targeted at an analytical framework that focuses
on the notion of competitiveness in order for busi-
nesses to compete in a dynamic market, where
there is a growing amount of market saturation.
For this reason, large capital is needed, so that
funding policy is an important factor to encour-
age the creation of a more competitive company
market competitiveness. Large capital can be used
for product expansion and business development,
increasing firm size, increasing investment, and
promotion so that it can help companies occupy a
dominant position in the market.

Leverage of a company will rise as a result of the
funding strategy employing debt as a source of
funding. The level of leverage will suppress the
competitiveness of companies to a greater extent in
highly concentrated industries (Li & Wang, 2019).
Because the balance of an expanding debt ratio
essentially suggests that a company is dedicated
to acting aggressively in the market, the usage of
debt and equity must be balanced for the compa-
ny. The use of debt for business expansion will al-
low a company to seize and occupy a large market
share, so that the company will have a competitive
advantage. Empirical evidence shows that com-
panies with rapidly increasing debt experience a
rapid increase in their sales and market share (Li
& Wang, 2019). Meanwhile, Sun et al. (2012) show
empirical evidence that companies with large cash
can increase a company’s market share by expand-
ing their sales network and through research and
development activities.

Companies with large debts in their financial
structure have a high commitment to increase
productivity by aggressively expanding their prod-
ucts and markets to increase their competitiveness.
Thus, a company’s income will increase, and this
can maintain investor confidence. The use of debt
will increase leverage and determine a company’s
capital structure. According to Gitman (2006),
leverage describes the proportion of total assets
financed by a company’s creditors, so that lever-
age is the result of financial decisions. Brander and
Lewis (1986) show empirical evidence that there
is a significant relationship between product mar-
kets and corporate financial decisions. Meanwhile,
Grullon et al. (2006) stated that leverage policy
will increase the debt ratio, which can weaken the
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competitiveness of companies. The product mar-
ket will determine the level of company competi-
tion, therefore companies that have high competi-
tiveness will be able to increase their product mar-
ket. Strategic commitment theory also supports
that high leverage in manufacturing firms will
benefit product-market competitiveness.

Measurement of capital structure can be done
with various proxies, but this study will use debt
to asset ratio, debt to equity ratio and current ratio
as capital structure proxies. A study by Campello
(2003) found that the industry-adjusted quarterly
sales growth of firms that are larger in debt is 1.3%
lower than firms that use less debt. Thus, the use of
greater debt reduces the competitiveness of a com-
pany. However, empirical findings are shown from
the research of Rooker and Kalhor (2017), which
examines the relationship between product mar-
ket competition and capital structure in compa-
nies listed in the USA. The results show that there
is a positive relationship between leverage and
competition across companies listed in the USA,
meaning that the greater the use of debt increases
the competitiveness of a company. Nguyen et al.
(2021) also provide empirical evidence from the
results of their research by finding a positive effect
of capital structure on market competitiveness.

A firm’s performance shows the level of profitabil-
ity generated by the company, and to measure the
profitability of a business company, it can be used
by using the mechanism for returning assets and
returning equity. This indicator is a convention-
al financial accounting ratio calculated from the
balance sheet and income statement and has been
widely used by several researchers such as Mehran
(1995), Ang et al. (2000), Nurhayati et al. (2021),
and Nguyen et al. (2021). Return on assets (ROA)
as a representation of firm performance is the rate
of return generated from assets used for company
operations (Nurhayati et al., 2021). Thus, the re-
turn on assets shows how well management man-
ages the company’s assets to get a profit from every
dollar invested in the company’s assets.

According to Bathia et al. (2020), return on equi-
ty aids in gauging how well a company does with-
in the same industry. On the other hand, a com-
pany’s return on equity demonstrates how well
each dollar invested in shareholder equity gener-
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ates profit (Liu et al., 2022). The higher the return
on equity generated by a company, the greater
the management’s ability to generate profits from
the company’s equity. The greatest way to assess
a firm’s performance is based on return on equity,
in the opinion of the stakeholder group (Brown
& Caylor, 2009). Companies with high return on
equity tend to have a greater commitment and
opportunity to expand their business, which
will have an impact on increasing their market
competitiveness.

According to Spence (1973) and Spence (2002),
signaling theory is basically related to reducing
information asymmetry between one party and
another. Signaling theory explains how signals
of success or failure of management are commu-
nicated to owners, and signaling theory is related
to information asymmetry (Connelly et al., 2011).
Management has more information about the
company than investors, the information is relat-
ed to, among others, company policies in the fu-
ture. Company information can be read through a
company’s financial reporting which is published
annually as a management responsibility. From a
company’s financial statement data, it is implied
that the company’s condition signal can be ob-
served and studied further to be known by inves-
tors. The signal implies something that the market
or investors expect will make a change in the com-
pany’s valuation. Investors may respond favorably
to the firm’s performance, including its return on
equity and return on assets, which will boost its
competitiveness in the market.

As explained earlier, the capital structure is a rep-
resentation of a company’s financial policies re-
lated to the use of debt and equity. Theoretically,
large companies have greater debt than small ones
so that large companies have a greater chance of
having more investment opportunities to grow.
According to Ezeoha (2008), large companies
will be able to get more financing because of their
growth. Thus, large companies have more assets
that can be used for product and market develop-
ment so that a firm’s competitiveness will increase.
Therefore, the greater the firm’s assets, the greater
the opportunity to grow and have high competi-
tiveness. This condition is also supported by banks
that are always more willing to provide financial
support to large companies.
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According to Ezeoha (2008), company size plays
an important role in determining the business
diversification of a company. Business diversi-
fication is part of business development that re-
quires large financing, so that large companies
will have more opportunities to do so. By diver-
sifying the business, the company’s product and
market competitiveness will increase.

This study aims to clarify the relationship be-
tween capital structure, firm performance and
market competitiveness. Based on the argu-
ments and literature review mentioned above,
this study suspects that there is an influence of
capital structure and company performance on
market competitiveness. This study places com-
pany size as a control variable to influence mar-
ket competitiveness. Thus, the following formu-
lation of the research hypotheses is used:

H: The debt-to-asset ratio has a positive effect
on market competitiveness.

H:  The debt-to-equity ratio has a favorable ef-
fect on market competitiveness.

H_: Current liquidity has a positive effect on
market competitiveness.

H:  Market competitiveness is positively impact-
ed by return on assets.

H_: Return on equity has a positive effect on
market competitiveness.

H_:  Market competitiveness is positively impact-
ed by firm size.

Table 1. Description of study variables

2. METHODS

This study uses quantitative data collected
from manufacturing companies listed on the
Indonesia Stock Exchange for the period 2018 to
2020. The data and information are taken from
the audited annual financial statements through
the Indonesia Stock Exchange website. The sam-
pleis selected using certain limitations needed for
analysis purposes. This study uses the variables
of capital structure, firm performance, firm size,
and market competitiveness. The Herfindahl-
Hirschman Index is a general measure of market
concentration and is used to determine market
competitiveness.

Data analysis is carried out in accordance with
the research objectives, using a dynamic model
to examine the variables that affect the compet-
itiveness index (HHI). This analysis refers to the
research model conducted by Mitani (2014) and
Nguyen et al. (2021) in assessing a company’s
capital structure and competitive market. The re-
search analysis model is presented with the follow-
ing formulation:

HHI, = B, + B,DAR, + B,DER, +
+5,CR, + B,ROA, + f;ROE, +
+pSize, + &,

@

where f3 is the coefficient, ¢ is the error term, and i,
t represents firm i in year t.

The sampling strategy used in this study was pur-
posive sampling, and data were collected from
issuers’ financial reports for the 2018-2020 peri-
od. The data collected are entered into the Eviews

Variable

Variable | Expected : Definition
Category ; :
Dependent - - _ 5. _— )
Variable Competitive Enterprise (CE) CE= Z(X/ZX].) ; X.— Sales of firm; X, Sales of industry
DAR + DAR = total liabilities/total assets
DER + DER = total liabilities/equity
Independent ROA + ROA = EAT/Total Assets
Variables
ROE + ROE = EAT/Equity
CR + CR = Current Assets/Current Liabilities
Control . . H
Variable Firm Size : + Log (total assets)
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Table 2. Descriptive statistics

Variable Name N Minimum Maximum Mean Std. Deviation
AL . : 77 0.0162 003258
DAR 177 0.4580 0.38242
DER 177 0% I
R 77 24755 e R TO3T3
ROA 177 0.0753 0.15746
ROE_ CCA % S S - N N 01012 B
SIZE 77 AT 288

Valid N (listwise) 177

software for analysis. The analysis was carried out
using the Fixed Effect Model and Random Effect
Model basis first. Then, an appropriate model be-
tween FEM and REM was discovered using the
Chow test and Hausman test for the real research
data (Hausman, 1978). Table 1 shows an overview
of the variables used in the study.

3. RESULTS

Descriptive statistics provide an overview of the
status of the variables used in the research mod-
el. The indicators of the competitive enterprise
variable are proxied by the market competitive-
ness index; it can be explained that the average
market competitiveness index is 0.0162 or 1.62%
with the largest value 19.00% and the highest
value is 19.00%, smallest 0.00%. The standard
deviation of the competitiveness index is 3.26%,
this suggests that the market competitiveness
index differences between businesses in the sec-
tor are not substantial.

The indicators of the capital structure variable
can be explained be the fact that the average
ratio of debt to total assets is 0.4580 or 45.80%,
with the highest debt ratio being 334.00% and
the lowest debt ratio being 2.00%. The ratio of
DAR among businesses in the industry varies
significantly, as shown by the standard devia-
tion figure of 38.24%. Likewise, the DER shows
an average value of 94.41% with the highest
ratio of 537.00% and the lowest ratio of 6.00%.
The value of the standard deviation is 83.97%,
which is very large, indicating the difference in
the DER is significant. While the average value
of the current ratio is 247.55% with the highest
ratio value 1048.00% and the lowest ratio val-
ue 38.00%. The standard deviation of firm size
is 1,763.73% greater than the average value; this
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indicates a significant difference in the current
ratio between companies in the industry.

The indicators of a firm’s performance variables
can also be explained by the fact that the aver-
age return on assets is 7.53% with the highest
ROA 0f 170.00% and the lowest ROA of -23.00%.
The standard deviation of return on assets is
15.75%, this indicates that the difference in re-
turn on assets generated between companies in
the industry is significant. Meanwhile, the aver-
age return on equity is 10.12%, with the largest
return on equity of 145.00% and the lowest of
-44.00%. The standard deviation of return on
equity is 19.72%, thus the difference in return
on equity between companies in the industry is
significant.

As for firm size as a control variable, the average
value is 12.15, with the highest value being 21.85
and the lowest value being 5.36. The standard
deviation value is 4.24, which is quite large;
this shows that the difference in company size
or the value of assets between companies in the
industry is quite large and significant. Table 2
shows the full distribution of the model’s vari-
able values.

Table 3 shows the results of the Chow test that
the Chi-square P value is 0.0000 <0.05, and the
Hausman test shows a P value of 0.0008 <0.05 so
based on the Chow test and Hausman test it is to
choose the Fixed Effect Model (FEM).

Table 3. Selection of the regression model

Test Probability Approach
Housman 0.0010 FEM

Table 4 displays the findings of the regression
analysis.
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Table 4. Panel data regression output

Variable : Coefficient : Std. Error : t-Statistics | Probability
¢ 0021 . 0009 2304

DAR 10.008
DER 0004
R ..0001
ROA 0.015
ROE 0012 6024 00000%**
SIZE 0.000 0303 07626

Note: *, **, and *** are significance at 10%, 5%, and 1%,
respectively.

The equation can be written as follows using the
regression analysis results from Table 4:

HHI, =0.021-0.001DAR, —
—0.004DER, —0.004CR,, —
—-0.013R0O4, +0.074ROE,, +
+0.000Size, + &, .

@

Based on the regression equation, the mathemat-
ical value of the capital structure coefficient DAR
= -0.001, DER = -.0.004 and CR = -0.004 all have
negative coefficients. The implication is that a com-
pany’s usage of debt will affect the reduction in the
firm’s market competitiveness. Of the three varia-
bles of capital structure, statistically DAR and DER
have a significant negative effect, while the current
ratio (CR) has a negative effect. The mathematical
value of the profitability coefficient of ROA = -0.013
and ROE = 0.074, which implies that ROA has a
negative effect, while ROE has a positive effect on
a company’s market competitiveness. Although an
increase in ROE has an effect on boosting a compa-
ny’s market competitiveness, the increase in ROA
has an effect on lowering it.

A hypothesis test’s findings for capital structure
show that the t-Statistic value of DAR is -0.148,
with a significance of -0.8822, DER is -0.951 with
a significance of 0.3431 and CR is -2.451 with a
significance of 0.0152. Thus, hypothesis 1 (H,) and
hypothesis 2 (H,) are rejected; hypothesis 3 (H,) is
also rejected although statistically significant but in
different directions. The results of hypothesis test-
ing for profitability show that the t-statistic value
of ROA is -0.889 with a significance of 0.3750 and
ROE is 6.024 with a significance of 0.0000. The re-
sults of testing hypotheses 4, 5 and 6 show that hy-
pothesis 4 (H,) and hypothesis 6 (H,) are rejected,
while hypothesis 5 (H,) is accepted.
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4. DISCUSSION

The analysis’s findings provide empirical proof that
the capital structure, specifically DAR, DER, and
CR, has a detrimental impact on market competi-
tiveness. Debt to assets ratio and debt to equity ratio
have a negative but not significant effect; this condi-
tion shows empirical evidence that the use of debt,
especially long-term debt, by manufacturing com-
panies in Indonesia has no impact on market com-
petitiveness. Debt is a component of source of funds
that can be used to expand business to increase a
company’s market competitiveness. However, this
condition can occur otherwise if the management
is not able to manage the debt properly, because the
use of sources of funds from debt will increase the
risk of a company. The tendency of the negative in-
fluence of the use of debt on market competitiveness,
even though the influence is not significant for man-
ufacturing companies in Indonesia, cannot be sep-
arated from the global economic condition that is
experiencing a crisis due to the COVID-19 pandem-
ic that has hit almost all countries in the world. This
condition has an impact on the decline in the pro-
ductivity of manufacturing industrial companies
because companies cannot mobilize their resources
optimally. In such situations and conditions, a com-
pany can maintain its already good market compet-
itiveness, can still survive, and not go bankrupt.

The findings of this study do not concur with the
capital structure theory, but are appropriate with
the research findings of Moeinaddin et al. (2013),
Kiamehr and Khorshidi (2016), but are not in ac-
cordance with the empirical findings of Istaitieh and
Fermandez (2006), Naha and Roy (2011), Xu (2013),
Mahmoudzadeh and Seyfi (2017), and Nguyen et al.
(2021) who found a positive effect. Meanwhile, cur-
rent assets have a negative and significant effect on
a company’s market competitiveness. So empirical
evidence shows that the higher the use of current
liabilities, the less competitive a company is in its
market. A low current ratio indicates that the com-
pany has low working capital, which is due to high
current liabilities. This low working capital causes
a decrease in a company’s market competitiveness
because the company is experiencing liquidity dif-
ficulties to carry out its operations. The study’s
findings concur with those of Nguyen et al. (2021),
which discovered that the current ratio has a detri-
mental impact on market competitiveness.

http://dx.doi.org/10.21511/imfi.20(1).2023.09
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The results of this study prove empirically that
ROA has a negative but not significant effect, while
ROE has a positive effect at a significance level of
less than 1%, so the effect is significant. The effect
of return on assets is not statistically significant
so it has no impact on market competitiveness.
However, the effect of ROE is significant, and this
indicates that ROE gets greater attention from
customers so that the response is positive and can
encourage sales growth and increase a company’s
market share. The higher the return on equity, the
greater the company’s market competitiveness,
because a high return on equity indicates the com-
pany has managed to manage its equity well.

A company’s ability to get a high return on equi-
ty encourages a very strong belief for management
to expand and develop its business venture. With
these strengths, the opportunity to improve a com-
pany’s market competitiveness is getting bigger,
customers are increasingly trusting in the firm’s
reputation. The findings of this study are consist-
ent with the fundamental idea of signaling theory,
the profitability generated by a company can be a
positive signal that will make investors and cus-
tomers interested in investing in the company. The
findings of this study are similarly consistent with
those of Liu et al. (2022), who discovered a favora-
ble link between ROE and market competitiveness.

The firm size of manufacturing companies in
Indonesia is not a determining factor for compa-
nies in increasing their market competitiveness.
Firm size shows the amount of wealth owned by
the firm; with its wealth a firm has a great oppor-

tunity to develop its business. However, in condi-
tions of the global economic crisis that occurred, a
company experienced problems, because the mar-
ket demand for its products decreased due to the
decline in people’s purchasing power. This global
economic crisis has had a bad impact on regional
and national economic development, many firms
in Indonesia are unable to develop their business
because of this condition. Without strong market
support, it is unlikely that the company will be
able to expand its business development.

The findings of this study provide factual evidence
for the claim that a company’s ability to compete
in the market does not increase with an increase
in assets. Therefore, the size of a company’s assets
is not an indicator that will help it enhance its
worth and market share. As a result, the conclu-
sions of this study differ from those of Kiamehr
and Khorshidi (2016) and Nguyen et al. (2021),
who discovered a significant favorable effect.

Based on the empirical evidence from this study’s
findings, in order to improve market competitive-
ness, companies must focus on the current ratio
and return on equity. Market competitiveness is
important under any circumstances, because with
high market competitiveness, a company will be
able to maintain its existence so that it can oper-
ate and maintain its survival. Therefore, the pros-
pect of related studies can investigate the factors
that influence the market competitiveness of these
companies by taking into account the competi-
tiveness of product markets in various company
sectors.

CONCLUSION

This study aims to investigate the relationships between capital structure, firm performance, and
market competitiveness. In addition, to obtain a better and more complete empirical model, this
study also places firm size as a control variable. The main result of this study is that the current ratio,
which is the capital structure of working capital elements, has a negative effect on market compet-
itiveness. These findings indicate that the higher the current ratio, the lower the company’s market
competitiveness, the market responds negatively by increasing the ratio of working capital. This con-
dition implies that a company’s source of working capital comes from debt, while the use of debt will
add to the company’s burden and have an impact on reducing the company’s market competitiveness.
In addition, ROE has a positive effect on market competitiveness. These results imply that the market
responds positively to an increase in return on equity so that a company’s market competitiveness
increases. Therefore, return on equity can be used as positive information that can increase market
competitiveness.
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Other empirical findings conclude that the capital structure - DAR and DER - has no effect on market
competitiveness. Likewise, ROA has no effect on market competitiveness. This implies that an increase
in the use of debt by companies does not get a response from market players, so it does not change a
company’s market competitiveness. Meanwhile, additional analysis shows that size has no effect on
market competitiveness, so size fails to act as a control variable. Based on the findings of this empirical
evidence, it can be concluded that market conditions in Indonesia have stagnated due to the global eco-
nomic crisis and the COVID-19 pandemic since 2019.

These findings prove that market conditions in Indonesia have stagnated as a result of the COVID-19 pan-
demic since 2019 and the global economic crisis. During the global crisis, the policy on using long-term
debt and firm performance (ROA) had no impact on a company’s market competitiveness. The findings
of this study also provide practical implications for management that debt policy is not appropriate when
used in crisis conditions, because the use of debt in crisis conditions will reduce return on equity.
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