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Industries in Emerging Countries

Herman Ruslim', Elvita Salju’, Bambang Sunatar’, Enggal Sriwardiningsih?

[Fm:ult'r-' of Economics and  Business, Tarumanagara  University, Jukarta,  Indopesia
hermunrizie untar.ac.d

Foculty  of Feodomics:  and  Business, Tammanagars  Urniversity,  JTakarm,  Todonesio,

-

elvite | 1823201 2 (st untar.ac.id

a . e

‘Bina Wusaitaca University, Jakarta, Indonesia, enggalfiinus. ac.id
Ciorngspoatding Anitlsor I1|:n|1:||:||@".E.lr|]l:u.ar.1|IJ

Abstract: The cigarette industry in emerging countties opérates under substantial markes
volatility, regulatory pressure, and changing financial conditions, creafing uncertainty in
determimng the cost of equity reqiired by investors. Thas study ams (o examune the effects of
corporate financial performance on the cost of eguity of cigarctte companics i1 merging
countries, Tocusme on Debi to Equity Bane, tax. growth, tangible ascets, firm si2e, curtent ratio,
and Price to Book Value. A quantitative approach was employed using secondary financial data
from 12 lsted cigarette companies observed  during 2022-2024, resulting in 36 finm-year
observations, Data were collected from corporate financial statements and analyzed using
multiple linear regression with the Ordinary Least Squares method. The results show that Debr
to Equity Batio, tax, tangible assets, firm size, and currént ratio significantly affect the cost of
equity, whereas growth and Price o Book Value do not have significanl effects.
Sumultaneously, the fmancial performance vanables sipnaficantly explamn varations in the cost
of equity. These findings contribute to the corporate finance literature by providing emparical
evidence on finn-specific datermnants of the cost of equity in the cigarette indusiey and offer
practical insights for managers and investors in evaluating financing decisions and investment
risk:

Keywords: Cost of equity, Financial performance, Cigarette industry, Emerging countries,
Firity characieristics

INTRODUCTION

The cigarette mdustey 18 characterized by a unigque posiion in winch it contmues to
generate substantial econmomic value while simultaneously facing regulatory “pressures,
changing consumer preferences, health-related risks. and the development of alternative
tobacco products. Globally, the World Health Organization estumated that appeoximately 1.245
billvon people used tobacoo in 2022, indicating that wobaceo consumption remains a large-scale
phenomenon despite the declining global prevalence of tobacco uze (Xue et al, 2023). In
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Indonesia, the Global Adult Tobacco Survey reported that 34.5 percent of adults, or
approximately 70.2 million people, used tobacco, while the prevalence of electronic cigarétte
uge inereasad fom 0.3 percent in 2011 o 3.0 percent in 2021 (Romadions et al., 2026). These
phepomena demonstrate that the cigarette industry continues to have a substantial consumer
baze, although companiss must operate m an ncrsasngly complex business environment
shaped by remulation, peoduct nevation. and changing consumer behavior. Under these
conditions, the cost of equity s important to examine bacause it reflects the rate of returm
requirad by investors as compensation for the nsks associated with investng in a company.

From the perspective of corporate finance, the cost of equity 13 a major component of the
cosl of capital wied in investment valuation, financing decisions, and firm valuation. Lin eral.
(2024) demonstratad that the cost of capital is associated with firm value and that the cost of
equity plays an important role in shaping investors® perceptions of firm value. Adhnful et al.
{2024) explamed that financing decisions and corporate pavont structures can influence the
estimation of the cost of capital and the cost of equity used in valuation processes. In emerging
markets, Karpates (2022 ) found that deviations from target leverage are associated with the cost
of equity and the spesd at which firms adjust their capital stuctures. Therefore, the cost of
equity is influenced not only by market movements but also by internal firm charactenstics,
such as debt structure. taxation, growth, asset strocture. firm size. houidity. and marker
valuation.

Theoretically, the relationship between finm characteristios and the cost of equiry can be
explained through capital stmcture theory, trade-off theory, pecking order theooy, and the risk—
teturn relationship embodied in the Capital Asset Pricing Model, Gormsen & Huber (2024
showed that firm characteristics. mdustry charactenstics, and time periods can genérate
differences in the cost of capital, indicating that cost of capital estimation should consider both
firm-specific conditions and the environment in which a company operates. Cam & Ozer (2022
found that corporate capital stnicture is associated with govemnance characteristics and the
mstituional environment, suggesting that financing decisions cannot be separated from
corporale risk. Huang (2022 also showead that corporate.chiaraeienstics and activities related to
sustainability can affect firm value and performance, making infemal corporate information
relevant to investors’ decision-making processes. This theoretical framework strengthens the
argument that the Debt to Equity Ratio. tax, firim growth, tangible assets, firin size, curvent matio;
and Price 1o Book Value may provide information regarding the level of risk thar is
subsequently reflected in the cost of equity,

Previous empirical evidence mdicates that the relationships between finn characteristics
and mdicators of nsk and firin value have not produced entirely consistent findings. Nam &
Tuyen {2024 found that capital structure and ligmdity have significant relationsbups with
financial performance and financial sustamability, mdicating that the ability to manage
financing sources and cument assets 15 an imporant component of a company’s financial
condition. Alghifari et al. (2022 ) showed that capital structure, profiahility, hedging policy,
and fum size are assocmated with firm value, suggesting that financing decisions and firm
charactenstics should be analyzed simultaneously. Mudalige {2023 ) demonstrated a persistent
effect of equity market timing on capital strochere, while Sari et al. {2023) found that transfer
pricing strategies and avdit quality may be -associated with finn nsk, These differences in
tesearch focus and findings indicate that the influence of internal firm characteristics on the
cost of equity requires further examination, paricularly m the cigarette mdusiny, which is
charactenzed by distinctive business conditions and regulatory pressures compared with other
industmes,

Although research on the cost of equity has continued to develop. a research gap remaims
because most previous studies have examined specific determinants separately and have been
conductad in different industrial and national contexts. Dias et al. (2022) examined corporate
life-cycle stages, voluntary disclosure, and the cost of equity amoeng Brazilian public companies
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and found that certonn stages of the corporate life evele are assomated with hipher implied costs
of capital. Chackoe & Padmakuman (2024) focused on the investor base and found that more
dispersed ownership structures mayv increase the cost of equity because of weaker shareholder
meentives to monitor management. Sigle et al. (2024) emphasized that corporate tax strategies
and tax control have impheations for corporate compliance behavior, indicatmg that taxation 15
an important component of fimn rek that should nat be overlooked. These conditions reveal a
research gap arising from the limited number of studies that sumultaneonsly integrate the Debr
o Equity Rano. tax, growth. tangible asses. firm 12, current rano, and Price 1o Book Value
i explaining the cost of equaty specifically among cigarette companies 1n emerging countries,

Based on these phenomena, theoretical foundations, and research gaps. this study aims to
analvze the effects of firm performance and fnanciel characteristics on the cost of equity of
Clparetle COIMpANnies in emerging countries. Specifically, this study examines the effecis of the
Diebt to Equuty Ratio, tax, firm growth, tangible assets. firm size. current ratio, and Price fo
Book Value on the coat of equity, both partially and simultaneously, Theotetscally, ths stedy
s expected 1o coninbute to the development of the cost of equity literature by integrating
financing stracore, taxation, growith, asser strocture, firm size, liquidity, and marker value
within a single research model, Practically, the findings are expected to asgist corporate
management in making financing and financial management decsions and to help investors
evaluate the risks and expecied tetums associafed with invesiments in cigaretie company slares,
In addition, this study 12 expectad to provide more contextual empirical evidence regarding the
determinants of the cost of equity in-an industry characterized by relatively high regulatory
pressures and market risks in emerging countries.

Liquidity reflects a company s abality 1o meet 1ts short-term obligations using its eurret
assets. An adequate level of liquidity can provide firms with greater flexibility in conducting
operating activitizzs and undertaking investments. However, 4 high level of liquid assets may
also increase opporiunity costs when such resources are not used productively. Muchsidin et al.
{2025) explained that hqudity ratios play an important rele i mamtaining corporate financial
stabality. while from the perspective of Pecking Order Theory, firtms with substantial [iguid
assets have p greater capacity to-rely on internal financing. Based on this argument, this stady
assumes that liguidity has a positive relationship wath the cost of equity. H1: Corporate liguidity
liaz a positive effect on the cost of equity.

Firm =ize reflects the scale of a company’s operations and the resources under its control.
Larger firms generally have broader access to fingncing sources and lower bankruptey costs per
unit of assats than smaller finms. Estiasih et al, {2024} showed that firm size may be positively
associated with leverage because larger finns have a greater ability to obtain external financing.
{Bui ¢t al. 2023) also demonstrated that finm size 15 one of the relevant characteristics in
explaining corporate capital structure decisions. Based on the relationship among firm size,
financing decisions, and the risks considered by investors, this studv assumes that firm size has
4 positive effect on the costof equity. H?: Firm size has a positive effect on the cost of equity.

Tangible assets represent the proportion of physical ssets owned by a company,
in<luding property, plant, and equipment used to support operational activities. Asset structure
iz one of the factors that mav influence financing decisions hecause tangible assets can serve as
a basis for obtaining extemnal financing. Ognjanovid et al. (2024) explained that tangibility can
be measured az the ratio of property, plant, and equipment to total dssets. A higher proportion
of tangble assets indicates greater caprtal intensity eénd nyay alter the level of nsk perceived by
mvestors, Therefore, this study assumes that an increase in tangible assets has a positive
relationship with the cost of equity, H3: Tangible assets have a positive effect on the cost of
equity.

Firm vahie reflects how the market evaluates a company’s prospects and performiance.
One indicator commyonly used to represent firm value is Price to Book Value, which compares
the market price of a company’s shares with its book valee. Alghifar et al. (2022 )explatned
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that firm value 15 assocated with capital structure, profitabelity, firm size, and corporate
financial policies. When a company is considered undervalued, it may prefer debt financing,
whereas when it 5 considered overvalued, equaty issuance may become an alternative source
of financing. Based on this relationship, firm value is expected to influence the mte of retum
required by investors. H4: Firm value has a positive effect on the cost of equity.

Taxation is one of the componeats that influences nef cash flows. financing decizions,
and corporate financial risk. Firms may adopt tax stratepies through financing amangements
and ransaction policies i improve ax efficiency. San e al. (2023) showed that tax siraregies
unplemented through transfer pricing mechanisms may be assocated with firm visk, whils Siglé
et al. {2024) demonstrated that fax stratesy is an important compoent of corporate tax control
and vompliance. In the context of the cost of equity, greater tax benefis mav reduce financing
burdens and ultimately lower the rate of return required by investors. Based on this arpument,
this shedy assumes that taxation has a negative relationslip with the cost of equity. HS: Tax has
a negative effect on the cost of equity,

Based on the theoretical arguments and previous emprical findings, this study develops
a concepmal framework o examine the relationship between selected firm characteristies and
the cost of equity, The framework focuses on five independént variables, namely Liguidity, firm
size. tangble assets, firm value, and tax. Liquidity, firm size. tangible assetz, and firm value are
expecied to have positive effects on the cost of equity, whereas tax is expected to have a
negarive effect. These relationships are formulated into five research hvpotheses and are
tltestrated in Figure 1.

Liquidity
{Current Ratin}

Firm Size
(SIZE)

Tangible Assets H; (+) Cost of Equity
[TANGE) ] iBL)

Firm ¥ale

| {Price to Boak Value) :/_Hl/{—]/_/_/_/
Tux

{TAX)

Figure 1. Conceptual Framework of the Research

Figure 1 illusirates the proposed relationships between the five mdependent variables and
the cost of equity as the deperwlent varable, Ligudity; measured by the cumrent ratio, 15
hypothesized to have a positive effect on the cost of cquity (H1), while finm size 15 also expected
to have-a posibive effect on the cost of equity (H2). Tangible assets are hypothesized to
positively affect the cost of equaty (H3). and firm value, represented by Price 1w Book Value, is
expected to have a positive effect on the cost of eguity (Hd). In contrast, ax is hypothesized (o
have a negative effect on the cost of equity (H5), Therefore, the conceptual framework serves
a5 the basis for empiricatly examining the proposed relationships between firm characteristics
and the costof quity in cigaretie companies operating in emerging couniries.
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METHODS
Research Design

This study employed a quantitative approach with & deseriponve and verificanve design 1o
deseribe the financial charactenstics of the firms and 1o empincally sxamine their effects on
the cost of eqmtv. A quanhiative approach is appropriate for testing relationships ameong
varinbles using sumerieal data and staisticel aoalveis (Kotronowlas ef al., 2022y The data
combing cross-sectional and time-series dimensions over the 2022-2024 perod, thereby
forming a panel data sirocture (Prasetyo & Rivai, 2025).

Population and Sampling

The pognatation consisted of 13 listed compames operating in the cigareme mdustey in
emerging countries. OF these, thiee companies were excluded because they did not have
complete data, resultme i a final sample of 12 listed companies observed over three vears,
producing 36 firm-vear observations. Based on thes selection process, the sampling techmque
15 classified as non-probability purposive sampling, becanse the sample was selected according
to the availability and eompleteness of the data required for the stdy (Rahman, 20237,

Data Sources and Collection

Thas study used secondary data oblainad from corporate financial statements, including
inedame statements. balance sheets, and cash flow statements for the 20222024 pericd. These
data were used to measure the Debt to Equity Ratio, tax. firm growth, tangible assets, firm size,
current ratio, Price to Book Value, amd cost of equity. Data were collected using a
documentation method becanse the study did not employ queshonnaires. interviews, of
experimental procedures (Chand, 2025).

Daia Qualliy and Research Procedure

Because this study relied on secondary financial data rather than psychometric
insiruments, mem validity and peliabality tesiz such as Cronbach’s alpha were not applicable.
Diata guality was maintained by checking the completeness of financial statements. consistency
of reporting periods, data consistency, and the avatlability of all components required to
imeasiire the research varables. The research procedure consisted of identifying the population,
selecting the sample based on data completeness, collecting and tabulating the data, caleulating
the research variables, conducting regression assumption tests, and estimating and evaluating
the mode],

Classical Assumpilion Tests

Before estimating the regression model, several classical assumption tests were
conducted, including multicollinearity, nonmality, heteroscedasticity, and autocorrelation tests,
Multicollinearity was assessed using the Vartance Inflation Factor, with values not exceeding
10 indicating the absence of sertous multicollinearity problems Kyriazos & Poga (2023}, while
residual normality was examingd vsing the Yarque-Bera test at a 5 percent significance level
Cardoso et al, (2025). Heteroscedasticity was tested using the Glejser test, with a prohability
value greater than 0.05 indicating the absence of heteroscedasticity problems Zhang et al.
(2024), while autbcorrelation was evaluated based on the test probabality using a ssgnificance
threshold of 0,05,

Data Analvsis

The data were analvzed using multiple linear regression with the Ordinary Least Squares
method, with cost of equity as the dependent variable and Debt to Equity Ratio. tax. growth,
tangible assets, firm size, current ratio, &nd Price to Book Value as the independent varables.
Partial effects were tested using the t-statistic. while the simultaneous effects of the ndependent
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variables were evaluated using the F-stotistic at a 3 percent significance level. Model adequacy
was nssessed using the F-statistic, while the explanatory power of the model was measured
using the Adjusted R-Sguare. Evonometric software was used to perfonmn the analysis; however,
the name and version of the software were not specified in the source manusenpt, and there fore
are not reported bete to avodd introducing mformation not provided in the ongmal stdy.

RESULTS AND DISCUSSION
Deeseriptive Satistics

Drescriptive statistical analvsis was conducted on 36 observations obtained from I2
cigareite companies during the 20222023 period. The cosrofegqedty, Tepresented by BL, kad a
mean of 0,734, a median of 0590, & masinns of 1190, and o minirnim of 0320, The Dekr 1o
Eguiry Rarto bad o mean of 0,16 imes, a median of 0,05 tmes. 4 maximum of 0.687 imes, and
a mimpum of 0,00 times. On average, debt financing accounted for approximately 16%, whale
the remaming financing was provided through equity.

The tax varnable had o mean of (0245, a median of 0.23,.4 maximum of 35%, and a
minimum of 20%; Tax rates vaned across the sampled countries. namealy 22% in Indonesia,
24% in Malaysia, 25% in China, 20% in Vietnam., 30% in Bangladesh. 29% in Pakistan, and
25% i South Korea. Sales growel had a mean of 15.7%., a median of B.84%. a maximum of
2439%, and a minimum of —35.74%, with a standard deviation of 43.9%%, mdicating
substantial variation in salés growth among the sampled firms,

Tongible psgers had a mean of 73,99%, a median of 77.06%, a maximum of 98 56%, and
a mininum of 38,54%, indicating that the sampled cigarette compamies penerally had capatal-
intensive asset structures. Firm sice bad & mean of 6.7, a median of 6.61. a maxunum of 8.18,
and & minimum of 327, The cwrrent rafio bad a mean of 2.04 tomes, a median of 1.82 tmes, a
maximum of 708 times, and 2 minimum of 0,9 times. Meanwhile, Price ro Book Faltie had a
mean of 2.69 times, a median of 2:0% times, a maximum of 9,23 times, and & minrum of 038
times. Overall, the descriptive statistics indicate considerable variatien mn the financial
charactenstics and market valuation of the sampled companies.

Classical Azsumption Test Resulis

The normality test showed that the Jergne—Bera probability vabae was greater than .03,
widicating that the regression restduals were nonmally distributed. The nuloeollineanty test also
showed that all centered Farianee Iyflarion Facrer values were below the threshold of 10
Specifically, the centered Fawioice Inffarion Factor values were 2048636 for Delv ro Equity
Ratia, 1,792934 for tax, 1.170378 for grewth, 1.934724 for rangilife assets, 1.568603 for frm
size, 1.B0GG2] for current ratio, and 1.959394 for Price to Boak Value. Therefore. no serious
multicollinearity problem was identified among the independent varables.

The Glejser heteroscedasticity test produced an Festariio of 1042517 with a probabality
of 0.4249, an Ohs*R=zquared valoe of 7.442834 with a Chi=Sgeare probability of 0.3843, and
4 scaled explained sum of squares of 6.144637 with a Cli-Sgrare probabilitv of 0.5230. All
proebability values were greater than (0L05. Accordingly, the null hypothesis of homoskedasticity
was not rejected, indicating that the regression model did not exhibit & heteroscedasticity
problem.

The lineanty and model specification were evatluated using the Ramsey Regression
Equation Specification Error Test: The test produced a rsraristte of 0588842 with 27 degrees
of freedom and a probability of 0.5609, an F-sratistic of 0.346735 with degrees of freedom (1,
27} and a probability of 0.5609, and a likelihood ratio of 0.459370 with a probability of 0.4979,
The Test Swm of Squared Residuals was 0,01 1922, the Restricted Sum of Sguared Residuals
was (L.940255, and the Unrestricted Sum of Sguared Residuals was 0928333, while: the
restricted and vnrestneted log-likelthood values were 1453043 and 14.7601 1, respectively.
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Sinece the relevant probabality values exceeded 0.03, the estimated model satisfied the lineanty
and functional-form specification requirenients.

Autozorrelation was examined vsing the Breusch—Godfrey Serial Correlation Lagrange
Multiplier Test with up to two lags. The test produced an F-sravisdic of 1112849 with a
probabilitv of 0.0003 and an Obs*R-aquared value of 16.60384 with a Chi-Sgrare probability
of 0002, Both probability values were balow the 0,05 significance leveal, resulting in rejaction
of the aull hypothesis of no serial correlation. Therefore, unltike the other classical assumption
tesis. the regression model stll exhibited an autocorrelation problem.

Ovdinary Least Squares Regression Resulis

The relationship between the independent vanahles and the cost of equity was estimated
using the Ordinary Least Squares method. The estimated regression equafion 15 expressed as
follows:

BL = 00TZIETO6GO0G5] — D484482932793 DER — 294294064638 TAX +
012025767054 GROWTH -+ 03TO1IT9800207 TANGI + 0.098T7E48614000 SIZE +
0.163839231213 CR + 0.00883 186194707 PBV

The model produced an R-Square value of 0.663314 and an Admsted R-Sguare value of
0.579142. Therefore, after sccounting for the number of predictors meluded in the model,
approximaiely 57.91% of the vanation in the cost of equity was explained by the independent
variables, while the remaining variation was attributable to factors outside the model. The F-
statistic was 7380498 with a probability value of (LOMKO2E, indicating that the independent
variables jomntly had a statistically significant relationship with the cost of equity at the 5%
significance level.

Table 6. Ordinary Least Squares Regression Results

Varlable Coelficient {-Statistic  Probability  Statistical Result
Constant 072158 0,183552 (.8537 Not significant
B o 0484483 _2,007837 0.045 Sighificant
Tax ~2.942941 -2.814704 0.0088 Significant
Growih 0,120258 1570035 01256 Mot signifieant
Tangible Assets 0,3701%0 2355908 0.0258 Significant
Firni Size 0.095765 2.186025 0.0373 Significant
Cuirrent Fatio 0163819 4337401 0.0002 Significant
Price *3;13:;““ 1 (HIRE 32 1.501544 (.5199 Not significant

Asg shown in Table 6. the Dabt to Equity Ratio, tox, tangible assets, firm size, and current
ratio had probability valees below .05 and were therefore statistically significant. In contrast,
growih and Price to Book Value had probability valoes of 0.1256 and (0.6199, respectively,
indicating that their relationships with the cost of equity were not statistically significant. Thus,
five of the seven independent vamables were statistically sigmificant in the estimated model.

Resulis for Individual Varialiles

The Debt to Equity Ratio had a coefficient of 04584483 and a probability value of
0.045], indicating a negative and statistically significant relationship with the cost of equity.
Holding the other variables constant, an inerease of one unit in the Deb to Equity Eatio was
associated with a decrease of 0. 484483 units in the cost of equity.
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Tax had a coetficient of —2.942941 and a probability value of 0.0088. The coefticient was
negarive and statistically significant, indicatng that an increase of one unil m X was associated
with-a decrease of 2942041 umts in the cost of equity, holding the other variables constant.

Growth had a positive coefficient of 0120258, but its probability value of 001256
exceeded the 0.05 significance level. Theretore, growth did not have a stanstically ssgniticant
relationship with the cost of aquaty.

Tangible aggers had a coefficient of 0.370130 and a probability value of 00258, This
resull indicates a positive-and statistcally significant relationship with the cost of equity.
Holding other vanables constant, an increase of one wit m tangible assets was associated with
an ncrease of 0,370 LED unitz in the cost of equity.

Firm size had a positive coefficient of 0098785 with a probability value of 00373,
mdicating a positive and statsteally sipnificant relationshap with the cost of equaty. The current
ratio-also had a posiive coefficient of 0, 63839 with a probabiliny value of 00002, indicating
a positive and statistically significant relationship. Among the vanables included in the model.
the current ratic had one of the lowest probabihity values and therefore showeéd particularly
strong statistical significance.

Price to Book Value had a positive coefficient of 0.008R32, but its probability value of
(L6199 was greater than 0.05. Therefore, Price fo Book Value did not have & statistcally
significant relationship with the cost of equity. Overall, the partial regression resulis identified
five statisticallv significant variables—Debt to Equiry Hario, tax, tangible nssets, firm size, and
current ratioc—while growth and Price o Book Value were not statistically significant,

Hypothesis Testing Results

The five hypotheses developed in this study were evaluated based on the direction of the
estimated coefficients and their probability values. at the 5% significance level. Table 7
summarizes the hvpothesis-testing resnlis,

_Labie 7. Summary of Hypothest: Testing Reaults

Hypothesis Proposed Relationship Empirical Result Decision

Liquidity positively affects the Current Ratio; f=0.163839; p

HI cost of equity = 0.0002 Supported
Finm size positively affects the 2

2 . - p=0

H2 RO R = D098785: p= 00373  Supported
langible assets positively affect ik R

H3 thie cost of equity f=05T0180; p= 0.0258 Supported

Ha Firin value posiively affects the Price to Book Value: f— Mot

cost of egmity 002832 p=0.6199 supported
s Tax negatively ﬂ;;s the cost of F = —2.842941: p = 0.0088 Supported

As presented in Table 7, HI1, H2, H3, and HS were supported, whereas H4 was not
supported. Ligqudity, firm size, and tangihle assets showed positive and statistically significant
relationships with the cost of eguity, while tax showed a nepative and statistically significant
relationship. Although Price to Book Value had a positive coefficient, its probability value of
0.6199 indicated that the relationship was not statistically significant; therefore; the hypothesis
concerming firm value was not supported. In addition to the five formally proposed hypotheses,

the [rebt to Equity Ratio was found to have a negative and statistically sigmificant relationship
with the cost of equiry. whereas growth was not statistically significant.
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Discussion
Orverall Findings and Explanatory Power of the Model

The results indicate that the Anancial characteristics of the firms jomntly have s sigmficant
relationship with the cost of equity. The model produced an Adjusted R-Square of 0.579142,
mdicating that 37.91% of the varmtion m the cost of equity can be explained by the Debt to
Equstv Batio, tax, Ao growth, tangible assets, firm size, Current Ratio: and Price to Book
WValue, while the rémaining variation is explained by factors outside the model. The
simultaneous s, with an F-statistic probability of 00000028, alse demonsirates that the
combmation of these finm characteristics s relevant in explaining variations in the cost of
equity. This finding is consistent with Ahmed et al. (2023}, who showed that the cost of capital
is influenced not only by firm characteristics but also by industry characteristics and the pericd
of obzervation. Harivanut e al. {2022} hkewise demonstraled that capital strueture and
components of the cost of capital are closely related 1o firm valoe, mdicating that financing
decisions are an important element in mvestors” assesament of rsk.

These fiindings mply that the assessment of the cost of equary in the cigaretie industry of
emerging countries should nof rely solely on market movements. Internal firm characteristics
also prowvide important information regarding the n=k bome by shareholders. This is particularly
relevant becanse the sampled companies operate 1 different emerming countries with varying
tax rates, liquidity levels. asset strucbieces, frm sizes, amd matket conditions, Therefore, this
smdy provides evidence that a fimn-chameterietios-based approach can complement market-
based approaches in explaining the rate of retum required by invesiors.

Dbt to Equity Ratie and Cost of Equity

The Debt to Equity Ratio was found te have a coefficient of —0.484483 with a probability
value of 0.0451, indicating a negative and statistically significant relationship with the cost of
equity. This result suggests that an increase in the use of debi within the financing structure is
associated with a decrease in the costof equity, holding other factors constant. Theoretically,
the relationship between leverage and the cost of equity is nol always siraighiforword because
changes in the composition of debt and equity can alter the distribution of risk between creditors
and shareholders. Harivanur et al (2022) emphasized that financing structure and corporate
pavout policied can influence the estimation of the cost of equity, indicating that changes in
leverage should be analvzed together with other financial charactenstics of the finn.

The negative relationship found in this stady can alse be understood in the context of the
relatively low level of debt usage among the sampled firms, with an average Debt to Equity
Ratio of .16 times. Under relatvely low leverage conditions. an increase in debt usage may
still provide financing benefits and reduce dependence on relatively more expensive equity
financing. Karptes & Viverita {2022) showed that the relationship between leverage deviation
and the cost of equity In emerging markets depends on a firm’s position relative to ifs target
capital structure and the econormic conditions il faces, Therefore, the negative relationship
observed m this study does not unply that lugher debt always reduces risk, but rather indicates
that the effect of leverage on the cost of equuty may be context-dependent and influenced by
the firm’s nitial financing strueture:

Tax and Cost of Equity

Tax had a coefficient of —2.94294] with a probability value of 0.0088, indiciting a
negative and statistically significant relattonship with the cost of equity, This result supports
the research hvpothesis stating that tax negatively affects the cost of equity, The finding
suggests that the taxation environment may be one of the factors considered in the formation of
corporate Tisk and financing decisions. San ot al. (2023) showed that taxation aspects,
particularly transfer pricmg strategies, are associated with firm nisk among publicly Listed
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companies in Southeast Asia. indicating: that taxation policies cannot be separated from
financial decisions and corporata risk profiles.

However, the tax result in this study should be interpreted cautiously because the sample
mncludes companies from countries with different tax rates, ranging from 2000 to 35%.
Therefore, the fax variable may capture not only the fiscal burden of the firm but alse some
instiutional and policy characteristios of the countries in which the companies operata. Sigléd et
al. (2024) demonstrated that the quabity of tax control and corporate tax strategies is reélated to
complinnee behavior and tax obligation management. Thus, the negative relationship beiween
tax. and the cost of equuity found in thes study may indicate that taxation mechamsms and tax
management form part of the firim's cisk enviconment, abthousgh the underlying causal
mechanism requires frther mvestigataon.

Eliquidity, Fivm Size, and Tangible Asseis

Liquedity, repréesented by the Current FBatio, had a coefficient of 0.163830 with a
probablity value of 00002, This finding supports the frst hypothesiz and indicates thar
liquidity has a positive and statistically sipnificant relationship with the cost of équity. Although
high bguidity generally reflects a firm’s ability to meet its shon-term obligations, holding a
relatvely large amount of current assets may also generate opportumty costs when those
respurces ane not wsed productively. Hermsan & Zsido (2023) showed that liquidity iz an
important factor in financial perforimance and financial sustainability. The present study extends
this perspective by demonstrating that, among cigarette compantes, a higher level of ligmdity
does pot pecessarly correspond to a lower cost of equty.

Firm size produced a coefficient of 0098785 with o probability value of 00373,
supporting the second ypothesiz. This result indicates that larger firms in the sample tend to
have a higher cost of equity. This finding is noteworthy because large firms are often assumed
to have greater financing capacity and betier diversitication opporiunities. However, in a highly
regulated mdustry such as the cigarefte mndustry, an increase in firm size may alse be
accompaniad by greater operational complexity, répulatory exposure, and capital requiremesnts,
Alghifari et al. {2022) demonstrated that fiom size 15 an important component in the relationship
between capital strocture and firm value, while Gold et -al. (2022} found that industry
charactenstcs sigmficantly affect the cost of capital. Therétore, the positive effect of finm size
found in thes study may reflect industry-specific charactenistios and market conditions that ditfer
from those of firms in other sectors.

Tangible assets had & coefficient of 0370180 with a probability valuwe of 00258,
mdicating that the third hypotheses is also supported. The relatvely high average peoportion of
tangible assets; at 73.99%0, indicates that the sampled cigarette companies are generally capital
mtensive, Empirically, a higher proportion of tangible assetz is associated with A higher cost of
equity. Ome possible explanation is that substantial investment in fixed assets increases capital
commtment and may reduce a firm’s flexibility to adjust its production capacity in response fo
changes in regulation, technology. or market demand. This ﬂudutg firther emphasizes the
importance of considering industry charactenstics when interpreting corporate nsk and the cost
of capital,

Firm Yaloe and Cost of Fqguaity

Contrary to the initial hypothesis, Price to Book Value had a coefficient of 0.008832 with
a probability value of 0.6199, indicating that it did not have a statistically significant
relationship with the cost of equity, Therefore, the fourth hypothesis, which proposed that firm
value positively affects the cost of equity, was not supported. This result snggests that marker
valuation relative to book value docs not necessarily directly reflect the level of nsk used by
investors in determining their required rate of retum. Javaid et al. (2023 ) found that the cost of
equity can affect firm value, whereas the present study examines the relationship in the opposite

M| Papge



hips: Y dinestpib, org DITEMSGS, Wal, 8, e 1 Ociober - November 226

direction, namely firm valoe as a determinant of the cost of equity. This difterence indicates
that the relationship between these two vanahles may not be svmmetrical.

In addition, the cost of equity may be influenced by factors that are not fully captured by
Price to Book Value .Chacko & Padmakuman (2024), for example. found that investor-hase
charactenistics and ownership structure can affect the ex-ante cost of equity. particularly when
shareholder monitoring of management 15 weak. This suggests- that governance risk, investor
characieristics, and ownership strucrure may influence: the rétum required by imvestors
independently of market valuation. Therefore, the insignificant effect of Price to Book Value
may indicate that this market ratio alone 15 insufficient to capture the full range of risks taced
by cigaretie compdnies in emerging countries.

Firm Growth and Cost of Equoiiy

Firm growth had a coefficient of 0. 120258 with & probability value of 0. 236, mdicating
that it did ot have a statistically sigraficant relatonship wath the eost of equity, This resule
shows that the substantial varation 0 sales growth, with an average of 15.7%. o maximum of
243.9%, and a mininm of =35.74%, was not directiv translated by investors into changes in
the cost of equitv. High growth may reflect expansion u:::ppu:rrlumues but it may also be
accompanied by greater financing peeds and increased uncertamty regarding future cash flows.
Consequently, the net effect of growth on investor risk perception mav become statistically
insignificant.

This finding can be interpreted in light of Abu Alia et al. (2022), who showed that the
relationship between firm growth conditions amd the cost of equity may depend oo the firm's
Life-cvele stage and level of voluntary dizclosure. Firms i the growth and mabariy stages may
exhibit different rizkK and disclosure characteristics compared with firms in the mtroduction or
decline stages, Therefore, sales growth alone may not fully capture all risk characteristics
relevant to investors, Future research may distinguish finms according to their life-cviéle stages
to provade a more precise analysis of the relationship between growth and the cost of equity.

CONCLUSIONS AND RECOMMENDATIONS
Concluskon

Thaz study examned the mfluence of firm financial characteristics on the cost of equity
of cigarefte compames 10 emergmg countries. The findings demonstrate that the Debt to Equuty
Fatio, tax, tangible assets. finm size, and current ratio are significantly associated with the cost
of equity, whereas finn growth and Price to Book Value do not show stati:.ti-.all}-' sagnificant
relatwonships. The model explains 57.91% of the variation m the cost of equity, indicating thar
mnternal financial charactenstics provide meanmgtl information for understanding the equity
financing nisk of cigarette companias in emerging markets, These findings directly address the
research objective by contirming that the cost of equity is influenced by several dimensions of
corporate financial performance rather than by market valuation and growth indicators alone,

The studyv contributes to the corporate finance literature by mtegratme capital structure,
taxation. liguidity, asset structure. firm size, growth, and market valuation within a single
empirical framework for the cigarette industry. In particular, the results provide evidence that
liquidity, firm size, and tangible assets are positively associated with the cost of equity, while
tax and the Debt to Equity Ratio are negatively associated with if. The findings therefore exterid
the understanding of cost-of-equity determinants m a highlv regulated and capital-infensive
industry ocperating across emermng countnes and provide an empirical basis for evaluating
financing decisions and investment risk in this specific context,

Limitations

This study has several hmitations. First, the analysis was based on only [2 listed cigarette
companies observed over the 2022-2024 period, producing 36 firm-vear ohssrvations;
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theretore, the findings should not be generahzed bevond the seope of the sampled companies
and emerging countries examined. Second, the modesl was limited to the Debi to Equity Ratio,
tax, growth, tangible assets, firm size, current rato, and Price w0 Book Value, winle other firm-
specific and macroeconomic factors mny also influence the cost of eguity, Third, the relatively
short observation peried may oot fully capture lopg-term changes 1o financeal strociues and
market conditions. In addition, the Breusch—-Godfrey Serial Correlation Lagrange Muliiplier
Tear indicated an antocorrelation problem, which should be considered when interpreting the
redFEsEion esTimales.

Recommendations

Future research shoubd extend the observation period, increase the anmber of sanypled
companies, and include a broader range of smerging countries (o unprove the generalizability
of the findmgs, Addinonal explatatory vanables, such as macroecononmic conditions, risk-free
interest rates, ownership structure, corporate governance, regulatory changes, and mdustey-
specific factors, may be incorporated to develop a more comprehensive model of the cost of
equity. Fomre smedies may also employ alternative panel-dats:-estimation technigues, such as
fixed-eftects or randome-etTects models, Geperalized Least Squares, or robust standard errors,
paricularly to address autocornelaton and wnobserved heterogeneitv. A longer longitudinal
design mav alse provide a clearer understanding of how changes in financial characrerstics
affect he cost of squUity over Time.
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