
International Journal of Application on Economics and Business (IJAEB) 
Volume 1, Issue 1, 2023. ISSN: 2987-1972  

https://doi.org/10.24912/ijaeb.11.652-661     652 

 

The Effect of Inflation, Liquidity, and Capital 
Structure on Financial Performance of Consumer 

Goods Companies Listed on IDX 
 

Maria Trifonia Elensi Naja1 Khairina Natsir1* 

 
1Undergraduate Program of Management, Faculty of Economics and Business, Universitas Tarumanagara, 
West Jakarta - 11470, Indonesia 
*Corresponding author. Email: khairinan@fe.untar.ac.id 
 

Submitted: July 2022, Revised: December 2022, Accepted: February 2023 
 
 
ABSTRACT 
This study is intended to determine the empirical scientific evidence of the effect of inflation, 
liquidity, and capital structure on financial performance of consumer goods sector of companies listed 
on Indonesia Stock Exchange (IDX) in the period from 2016 to 2020. Financial performance is 
measured using ROE, while inflation is proxied by Indonesia’s annual inflation rate, liquidity is 
proxied by CR, and capital structure is proxied by DER. A total of 40 consumer goods companies 
were sampled in this research. The sample was selected using purposive sampling technique and 
resulted in a total of 200 observations. Data analysis was carried out using panel data regression using 
EViews 12 software. The results showed that inflation had a positive and significant effect on 
financial performance, liquidity had a negative and insignificant effect on financial performance, and 
capital structure had a positive and significant influence on financial performance of consumer goods 
companies listed on IDX.” 
 
Keywords: Financial Performance, Inflation, Liquidity, Capital Structure, Consumer Goods 
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1. BACKGROUND 
 

Every company certainly has the desire to be successful and big. Large companies also want to 
prove their capabilities in public by becoming a company that is incorporated in stock exchange. The 
main goal to be realized by all companies listed on the Stock Exchange is to achieve the greatest 
possible profit so that the prosperity of the shareholders will be higher. Ways that can be done to 
achieve these goals include increasing the value of the company, where when the value of a company 
increases it will attract more investors to invest. The benefits derived from the large number of 
investments invested are that the company will grow and develop well. [1]. Indonesia Stock Exchange 
(IDX) consists of various sectors and sub-sectors, and one of them is the consumer goods sub-sector. 
The consumer goods sub-sector is a sub-sector whose financial reports tend to be stable and is a sector 
that is able to survive in the midst of Covid-19 pandemic. The panic buying action that occurred in 
early 2020, especially on the demand for hygiene products, medicines, food, and beverages, made the 
consumer goods industry companies able to survive in the midst of the threat of this pandemic [2]. 
According to OJK data, the consumer goods sub-sector has the second largest proportion of market 
capitalization value in Indonesia after the financial sector, which is 15.16% [3]. This is inseparable 
from the role of the consumer goods sub-sector in meeting the daily needs of the community. 
However, according to research conducted by Mirae Asset Sekuritas Indonesia, it was found that in 
2018 there was a slowdown in growth in the consumer goods sub-sector [4]. This slowdown is 
thought to be due to the tighter competition among companies engaged in local and imported 
products, slowing public purchasing power, and a shift in consumer choice from FMCG products to 
non-FMCG products. This makes investors to be more vigilant in investing their capital in the 
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companies they choose in the consumer goods sub-sector. Thus, the company must also pursue a 
strategy for the company's prospects in the future so that the company's financial performance is 
getting better and increasing the value of the company. Measurement of financial performance can 
generally be seen through the profitability of its financial statements. There are several factors that 
affect a company's financial performance, including liquidity, and the company's own capital 
structure, as well as inflation from the country where the company is located. Research conducted by 
Oleka et al., found that inflation has a negative effect on profitability[5]. However, the research 
conducted by Khan et al., found that inflation affected positively on ROE [6]. In relation to liquidity, 
research conducted by Nugraha & Haryanto [7] and Jaworski & Czerwonka [8] shows that liquidity 
has a positive and significant effect on profitability. In a study conducted by Kartikaningsih revealed 
that the liquidity ratio (CR) shows a positive and insignificant effect on profitability (ROE) [9]. 
Fransisca & Widjaja in their research found that liquidity has a negative effect on profitability [10]. 
Meanwhile, according to Latha & Rao [11], Novyanny & Turangan [12], Alarussi & Alhaderi [13], 
and Anissa [14] in their research show that liquidity has an insignificant effect on profitability. 
Meanwhile, regarding the capital structure, research conducted by Ebrati et al.,  show that capital 
structure has a positive and significant effect on profitability [15]. Another study conducted by Quang 
& Xin provides the same evidence that capital structure has a positive effect on profitability [16]. 
Research conducted by Romadhoni & Sunaryo shows that the capital structure (DER) partially has a 
positive and insignificant effect on financial performance (ROE) [17]. However, research conducted 
by Nassar [18] and Nini & Patrisia [19] gives different results, where capital structure has a negative 
and significant effect on profitability. So, from the explanation above, the author wants to conduct 
further research on the effect of inflation, liquidity, and capital structure on the financial performance 
of manufacturing companies listed on IDX. 
 
 
2. THEORETICAL REVIEW 
 
2.1. Theory Overview 
 

The theory used in this study includes the pecking order theory and the signaling theory. Pecking 
order theory is a theory based on the assumption that dividend policy is rigid, in addition to this theory 
the company is considered to tend to choose funding from within the company itself, and if the 
company has to choose funding from outside, then the alternative chosen is securities with the safest 
risk then the riskiest security. This theory relates to corporate funding which can explain the liquidity 
and capital structure variables in this study. 
While the signaling theory assumes that company managers know more and more complete 
information about the company, where this information may not be known to much by external 
parties, such as investors. This will result in an information asymmetry between interested parties 
[20]. This theory relates to investment decisions that can indirectly explain the company's financial 
performance variables. 
 
2.2. The Conceptual Definition of Variable 
 

According to Rudianto, financial performance is the result or achievement that has been achieved 
by company management in managing company assets effectively during a certain period [21]. 
Financial performance is needed by companies to know and evaluate the level of success of the 
company based on the financial activities that have been carried out. 

The Indonesian Central Bureau of Statistics defines inflation as a continuous upward trend in the 
overall prices of “goods and services. If the price of goods and services in the country increases, 
inflation will increase [22]. 

Liquidity according to Fred Weston is a ratio that provides an overview of the company's ability 
to meet its short-term obligations [23]. 

According to Fahmi, capital structure is a description of the form of the company's financial 
proportions, namely between owned capital originating from long-term liabilities and shareholders' 
equity which is a source of financing for a company [24]. 
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2.3. Hypothesis Formulation 
  

The increase in inflation is indicated by an increase in the prices of goods in general, which 
makes people's purchasing power decrease. Inflation forces firms to operate at higher costs as a result 
of rising raw prices for production. This increase in production costs encourages companies to 
increase the selling price of their goods in order to cover production costs, but on the other hand, 
people's purchasing power will decrease, which has an impact on company sales which also decline. 
This causes the company to reduce its operating activities, which will result in a decline in the 
company's financial performance. Therefore, the research hypothesis was developed as follow: 
H1: Inflation has a negative effect on the company's financial performance. 

 
Basically “the liquidity ratio aims to measure the company's liquid assets against its short-term 

liabilities, where the more liquid assets the company has to cover short-term liabilities, the more likely 
the company can pay debts when they fall due without running out of funds to support the company's 
operations and financial performance. ongoing. This indicates that the company has a good financial 
performance. Therefore, the research hypothesis can be formulated as follow: 
H2: Liquidity has a positive influence on the company's financial performance. 

 
Debt financing is an alternative financing with a lower cost of capital compared to equity, so a 

high DER should provide a lower cost of capital than a low DER value. The cost of existing capital 
will reduce the addition to the owner's wealth, because the smaller the interest expense, the greater the 
additional wealth that can be obtained. Therefore, the research hypothesis can be formulated as 
follow: 
H3: Capital structure has a positive influence on the company's financial performance. 
 
Based on the research hypothesis that has been formulated above, the research model can be formed 
as follow: 

 
 

Figure 1 Research Model 
 
 
 
3. METHODOLOGY 
 

This research belongs to quantitative descriptive research. Research data is panel data obtained 
from a number of observations in several companies at different timescales. The research subjects are 
consumer goods companies listed on Indonesia Stock Exchange with the research year starting from 
2016 to 2020. While the object of research is financial performance proxied by ROE, inflation proxied 
by Indonesia's annual inflation rate, liquidity proxied by with CR, and capital structure proxied by 
DER. 
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Table 1 Variable Operationalizations 
Variable Size Scale 

Financial Performance ROE = !"#	%&'()"
*(#+,	-./0#1

 
Source: Gitman & Zutter [25] 

Ratio 

Inflation Data obtained from BPS [22] Ratio 

Liquidity CR =  2/33"&#	455"#
2/33"&#	60+70,0#0"5

 
Source: Van Horne & Wachowicz [26] 

Ratio 

Capital Structure DER = *(#+,	8"7#
*(#+,	-./0#1

 
Source: Ross et al. [27] 

Ratio 

 
 
The population in this study “are all consumer goods companies listed on Indonesia Stock 

Exchange. While the sample used in this study was obtained using a purposive sampling technique in 
which the researcher made criteria and limitations on the subjects to be sampled in the study. The 
selection criteria consist of: (1) Consumer goods companies listed on IDX; (2) Consumer goods 
companies listed on IDX with complete financial reports and actively reporting annual financial 
reports; (3) Consumer goods companies that are listed on IDX and have financial reports for the 2016-
2020 period. After going through the sampling process using purposive sampling technique, from a 
total of 68 companies obtained 40 companies that meet the four criteria. 

All research samples were tested for data analysis assumptions using multicollinearity test. 
Furthermore, the data analysis test was carried out starting with descriptive statistical tests, then 
evaluate or estimate the most suitable model through a series of tests by applying the Chow, 
Hausman, and Lagrange multiplier tests. After that multiple regression analysis was carried out, 
ending with hypothesis testing and coefficient of determination test. 
 
 
4. DATA ANALYSIS RESULTS 
 
4.1. Multicollinearity Test Result 
 

From the results of the tests that have been carried out using the EViews 12 software, the results 
of the multicollinearity test are obtained as follows: 
 
 

Table 2 Multicollinearity Test Result 

 
 

 
From the table above, it can be seen that the value of the correlation coefficient between inflation 

and CR, inflation and DER, as well as CR and DER, all three have values less than 0.8. Therefore, it 
can be concluded that from the tests that have been carried out, the results show that there is no 
correlation between the independent variables used in the study. 
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4.2. Descriptive Statistics 
 

The results of the descriptive statistics conducted using EViews 12 are as follows: 
 

Table 3 Descriptive Statistics 

 
 

 
The table above describes the results of descriptive statistical tests on the data to be used in the 

study. Statistical tests include the mean, median, maximum and minimum values, as well as the 
standard deviation of each variable, with a total of 200 data observations. 
 
4.3. The Results of the Best Research Model Selection 
 
4.3.1. Chow Test 
 

The results of Chow test using the EViews 12 software are as follows: 
 

Table 4 Chow Test Results 

 
  

 
From the results in the table above, it was found that “the probability value of the chi-square 

cross section was 0.0000, which is smaller than which is 0.05. Therefore, it can be concluded that the 
fixed effect model is better used in research.” 
 
4.3.2. Hausman Test 
 

The results of the Hausman test using the EViews 12 software are as follows: 
 

Table 5 Hausman Test Results 

 
 

 
From the statistical test results in the table above, “it was found that the probability value of the 

chi-square cross section was 0.9959. which value is greater than which is worth 005. Therefore, it can 
be concluded that the random effect model is better used in research.” 
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4.3.3. Lagrange Multiplier Test 
 

The results of the Lagrange Multiplier test using the EViews 12 software are as follows: 
 

Table 6 Lagrange Multiplier Test Results 

 
 

Based on the results in the table above, it was found that the probability value of the chi-square 
cross section was 0.0000. which is smaller than which is 0.05. Therefore, it can be concluded that 
from the three tests that have been carried out above, the random effects model was chosen as the best 
model to be used to regress panel data in this study. 
 
4.4. Multiple Regression Analysis Results 
 

Multiple regression analysis was performed using the EViews 12 software, and from the test the 
following results were obtained: 
 

Table 7 Multiple Regression Analysis Results 

 
 

Based on the results of data processing in the table above, the regression equation for the study 
can be formulated as follows: 
 

ROE = -0.053438 + 5.119530 INFLATION – 0.000829 CR + 0.064109 DER 
 

From the regression equation, it can be concluded that if there is an increase of 1 unit in the 
inflation variable while other variables remain constant, then the ROE variable will increase by 
5,119530 units. And if there is an increase of 1 unit in the CR variable while other variables remain, 
then the ROE variable will decrease by 0.000829 units. And if there is an increase of 1 unit in the 
DER variable while other variables remain, then the ROE variable will increase by 0.064109 units. 
However, if the inflation variable, CR, and DER are 0 then the ROE variable value is -0.053438. 
 
4.5 Hypothesis Test Results 
 

In Table 7 it is found that the significance value of t of the inflation variable is 0.0091, which is 
smaller than the 0.05 significance value. This indicates that inflation has a significant effect on ROE. 
The significance value of t on the CR variable is 0.6781. This figure exceeds the significance value of 
0.05. This indicates that CR does not have a significant effect on ROE. Furthermore, the t significance 
value of the DER variable is 0.0205, in which this value is smaller than the 0.05 significance value. 
This indicates that DER has a significant effect on ROE. 
 
4.6. Coefficient of Determination Test Results 
 

The coefficient of determination test was carried out by observing the results of the multiple 
analysis test on the Adjusted R-squared section. 

Test Hypothesis
Cross-section Time Both

Breusch-Pagan  193.7918  2.077536  195.8693
(0.0000) (0.1495) (0.0000)

Honda  13.92091 -1.441366  8.824372
(0.0000) (0.9253) (0.0000)

King-Wu  13.92091 -1.441366  2.873149
(0.0000) (0.9253) (0.0020)

Standardized Honda  14.23363 -1.037884  5.420270
(0.0000) (0.8503) (0.0000)

Standardized King-Wu  14.23363 -1.037884  0.581026
(0.0000) (0.8503) (0.2806)

Gourieroux, et al. -- --  193.7918
(0.0000)
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Table 8 Coefficient of Determination Test Results 

 
 

The result of the coefficient of determination test (Adjusted R-squared) in the panel regression 
analysis in this study was 0.043519 or 4.35%. This means that the contribution of the independent 
variables in this study, namely inflation, liquidity (CR) and capital structure (DER) in explaining the 
dependent variable, namely financial performance proxied by ROE is 4.35%. 
 
 
5. DISCUSSIONS 
 
5.1. Inflation and Financial Performance (Profitability) 
 

From the results of a series of statistical tests that have been carried out, it was found that 
inflation has a positive regression coefficient value of 5.119530 and a probability value of 0.0091. 
The regression coefficient figures indicate that inflation has a positive effect on financial 
performance. That is, the higher the inflation, the company's financial performance will also increase, 
but conversely if inflation decreases, the company's financial performance will also experience a 
decline. This makes H1 in the research hypothesis which states that inflation has a negative effect on 
financial performance is rejected. When inflation occurs, automatically all basic needs prices will rise. 
If the price of goods rises during inflation, consumers are forced to buy goods sold because these 
goods are part of their basic needs. In addition, companies will also be encouraged to increase their 
production goods to meet consumer demand, because the goods they provide are goods that are 
needed by the community every day. The company will continue to strive to maximize its production 
and make effective use of capital to gain profits and this will make the company's financial 
performance better. The results of this study are in line with previous research conducted by Mirza 
[28], Khan et al. [6], and Vătavu [29] which states that inflation has a positive and significant effect 
on profitability.” 
 
5.2. Liquidity and Financial Performance (Profitability) 
 

From the results of data processing that has been carried out, it was found that “liquidity as 
proxied by CR shows a negative regression coefficient value of 0.000829. The negative CR regression 
coefficient indicates that liquidity has a negative or non-unidirectional effect on financial 
performance. This means that if the company's liquidity value is higher, the company's financial 
performance will decrease, but if the company's liquidity value decreases, the company's financial 
performance will increase. Meanwhile, from the results of data processing, it was also found that the 
probability value of CR was 0.6781. The negative and insignificant effect makes H2 in the research 
hypothesis which states that liquidity has a positive effect on financial performance is rejected. A high 
liquidity value can indicate that there are a lot of idle company funds, which in turn can reduce the 
company's profitability. Through this it can be concluded that liquidity can also affect the company's 
financial performance, although not significantly. The results in this study are in line with the results 
of research conducted by Fransisca & Widjaja which shows that liquidity does not have a significant 
effect and has a negative relationship to profitability.[10].” 
 
5.3. Capital Structure and Financial Performance (Profitability) 
 

From the results of data processing that has been carried out, it was found that “DER has a 
regression coefficient value of 0.064109. This figure shows that the capital structure has a positive 
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influence on financial performance. This means, if the company's capital structure increases, the 
company's financial performance will also increase, but on the contrary if the company's capital 
structure decreases, the company's financial performance will also decrease. The probability value of 
0.0205 owned by DER indicates that the capital structure has a significant influence on the financial 
performance of the company. This significant positive influence makes H3 in the research hypothesis 
which states that capital structure has a positive influence on financial performance is accepted. The 
results of this study are also in line with the Pecking Order theory, where companies prioritize debt 
financing from creditors, rather than equity financing. If the company is able to use low-cost sources 
of debt and is able to manage the use of its capital effectively and efficiently, the company will get a 
high level of profit. A high DER value also indicates the amount of debt used in the company and will 
have an impact on the ROE value or financial performance. From the results of data analysis, DER 
has a positive beta coefficient value, which means that with the addition of debt or an increase in the 
DER value, the ROE value will also increase. These results are in line with the results of research 
conducted by research conducted by Ebrati et al. [15] and Quang & Xin [16] which state that capital 
structure has a positive and significant effect on ROE.” 
 
 
6. CONCLUSION 
 

Based on the description that has been presented in the analysis and discussion section, the 
conclusions that can be drawn from this research are as follows: (1) Inflation does not have a negative 
effect on the financial performance of consumer goods companies listed on IDX.”(2) Liquidity does 
not have a positive effect to the financial performance of consumer goods companies listed on IDX. 
(3) Capital structure has a positive influence on financial performance of consumer goods companies 
listed on IDX. 
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