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ABSTRACT
This study aims to examine the inϐluence of inϐlation rate on the ϐinancial performance of the agricultural

sector by using the Structural Equation Modeling (SEM) using Smart PLS 4.0 software. The study examined the
relationship between inϐlation and ϐinancial performance as measured through indicators such as proϐit margin
and price‑to‑income ratio. The results of the study show that inϐlation has a signiϐicant negative effect on the ϐinan‑
cial performance of the agricultural sector. High inϐlation not only increases claims and operational costs, but also
complicates the risk assessment process, impacting resource allocation and overall economic activity. In addition,
the study emphasizes the importance of explicitly taking claims inϐlation into account in the calculation of loss re‑
serves, especially for long‑term liabilities that are vulnerable to price changes. Inϐlation and interest rates were
also found to affect the price of production inputs, which in turn affected cost efϐiciency and corporate governance
relationships. These ϐindings make an important contribution to understanding the dynamics of the agricultural
sector amid volatile inϐlationary conditions and provide policy implications that can help improve ϐinancial stability
and efϐiciency in the sector. This research is expected to serve as a reference for policymakers and industry play‑
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ers in managing inϐlation risks effectively, as well as encouraging the development of strategies that are adaptive
to macroeconomic changes. Thus, this study provides comprehensive insights into the impact of inϐlation on the
ϐinancial performance of the agricultural sector and the importance of a structured analytical approach in the cur‑
rent economic context.
Keywords: Inϐlation; Agricultural Sector; Financial Performance

1. Introduction
The agricultural sector plays a pivotal role in the

economies of numerous countries, including Indone‑
sia’s economic development [1]. Indonesia is an agrar‑
ian country, with 40% of the population deriving their
livelihood from farming. Indonesia is an agrarian coun‑
try, with the majority of the population engaged in agri‑
cultural activities. Additionally, the signiϐicance of the
sector is demonstrated by its 12.62% contribution to
Gross Domestic Product (GDP) in 2021 [2], which fur‑
ther contributes to its status as amajor agricultural pro‑
ducer. A total of 11 Indonesian agricultural products
has been identiϐied as ranking highly in global markets.
The strategic importance is also seen from the contribu‑
tion of agricultural commodities exports to Indonesia’s
total exports which reached 4.62% in 2021 [3]. Even
though the export contribution is relatively small, the
export value of Indonesian agricultural commodities
has increased signiϐicantly in the last few decades [4].
In 2015, Indonesia imported 2.2 million tons of rice,
with an estimated value of approximately USD 1 bil‑
lion [2]. Dependence on imports not only undermines
national food independence but also demonstrates the
existence of signiϐicant challenges in the governance of
the agricultural sector. These challenges range from
low farmer productivity and inadequate infrastructure
to an imbalance between domestic production and con‑
sumption.

The uniqueness of agriculture in Indonesia that
other countries do not have can be seen from the strate‑
gic role of the agricultural sector, which is very broad
and multifunctional. Agriculture in Indonesia not only
plays a role as a provider of food and industrial raw ma‑
terials, but also as a contributor to GDP, a producer of
foreign exchange for the country, a source of labor, the
main source of income for rural households, a provider

of feed and bioenergy, and plays a role in efforts to re‑
duce greenhouse gas emissions. This shows that the
agricultural sector in Indonesia has a very integral role
in various economic and social aspects that other coun‑
tries may not have in the same way. The determination
and policy of government subsidies that affect cost trans‑
mission, which is a prerequisite for achieving soybean
self‑sufϐiciency, such as the government’s purchase price
policy, the setting of a minimum import tariff of 10%,
market price guarantee through the active role of Bulog,
and incentives from the government for farmers imple‑
menting soybean cultivation. There are also export re‑
strictions such as export duties for CPO products and
their derivatives to meet domestic needs. These policies
serve to control prices at the farmer and consumer levels,
which ultimately affects farmers’ purchasing power and
the transmission of agricultural production costs. Gen‑
erally, the policy implication of our analysis is that the
agricultural sector plays a macroeconomics key role in
the Indonesian economy, as evidenced by the role of the
agricultural sector in the short and long term can still en‑
courage other sectors to grow, especially the industrial
sector. While, the industrial sector is closely related to
all economic activities, and in turnwith the environment
of other macroeconomic policies. The industrial policy
may be necessary, although in general, it is not optimal
yet, the agricultural sector is far more critical, because
Indonesia is a country that has great potential in the agri‑
cultural sector. Inϐlation has a detrimental impact on
the economy. This is because it disrupts the function of
money, particularly the savings function (saving value),
the prepayment function, and the function of the unit of
account. As a result of the burden of inϐlation, individ‑
uals are compelled to divest themselves of money and
ϐinancial assets. Furthermore, inϐlation has resulted in a
phenomenon known as “re‑inϐlation,” or self‑feeding in‑
ϐlation. This has led to a weakening of the spirit of sav‑
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ing and the attitude towards saving within the commu‑
nity, as evidenced by a decline in the marginal propen‑
sity to save. Additionally, inϐlation has increased the ten‑
dency to spend, particularly on non‑primary and luxury
goods, leading to an increase in the marginal propen‑
sity to consume. Finally, investment in non‑productive
things, namely the accumulation ofwealth, has also been
directed as a result of inϐlation, a phenomenon known as
“hoarding.”

In their role as a leader in an agricultural com‑
pany, it is crucial to assess the impact of inϐlation on
the company’s principal ϐinancial indicators. The impact
of uncontrolled inϐlation on a company’s proϐitability
can be direct, manifesting in increased operating costs
and decreased market demand. It is therefore essen‑
tial to undertake careful measurement of ϐinancial in‑
dicators such as return on equity (ROE), return on as‑
sets (ROA), proϐit margin (PM), asset turnover (ATO),
earnings per share (EPS), and price‑earnings ratio (PER)
in order to maintain the company’s performance in the
context of dynamic macroeconomic challenges (Table
A1). Macroeconomic fundamental factors are deϐined as
those related to policies outside the company. One of the
principal factors is that inϐlation has a direct impact on
people’s purchasing power, causing an increase in the
price of goods and services. A high inϐlation rate may re‑
sult in a reduction in purchasing power for consumers,
as the purchasing power of money is diminished. Con‑
sequently, a high inϐlation rate has an adverse effect on
people’s purchasing power. Conversely, elevated inϐla‑
tion rates result in a reduction in corporate proϐitability
due to the rise in production costs and the decline in the
purchasing power of the currency.

Empirical studies have focused on identifying the
effects of macroeconomic factors on the ϐinancial perfor‑
mance of the agricultural sector. These studies demon‑
strate that sector‑speciϐic factors such as capital ade‑
quacy, asset quality, interest income, non‑interest in‑
come, personnel expenses, bank size, liquidity, and
credit risk as well as macroeconomic or external factors
such as national income, exchange rates, interest rates,
unemployment rates, and inϐlation impact the ϐinancial
performance of the sector [1–9].

“Other macroeconomic factors, such as inϐlation

and real interest rates, show mixed inϐluences on prof‑
itability. For example, studies in Jordan and Vietnam
showed a signiϐicant relationship between these vari‑
ables and proϐitability [10, 11], but studies on banks in
the UK found no signiϐicant impact [12]. This indicates
that internal factors such as operational efϐiciency and
risk management have a more important role than ex‑
ternal conditions in determining proϐitability in some
markets [12]. In addition, some studies have also found
no signiϐicant association between inϐlation and bank
proϐitability [13, 14]. Inϐlation had a negative effect on the
ROAA and ROAE of European banks after the 2008 ϐinan‑
cial crisis [15], and similar negative trends were also re‑
ported in the eurozone in the period 2015–2020 and in
Central and Eastern European countries during 2009–
2018 [16, 17]. However, several other studies report a pos‑
itive relationship between inϐlation and bank proϐitabil‑
ity in Europe [18]. Few studies have analyzed the rela‑
tionship between bank proϐitability and long‑term in‑
terest rates; one study reported that long‑term interest
rates were positively associatedwith NIM, but not signif‑
icantly on ROA and ROE” [19].

The aim of this study is to examine the impact of
inϐlation on key ϐinancial indicators—namely ROE, ROA,
proϐit margin, asset turnover, EPS, and PER—within
Indonesia’s agricultural sector. By analyzing empiri‑
cal data and existing literature, this research seeks to
provide a deeper understanding of how inϐlation in‑
ϐluences proϐitability. Based on the ϐindings, it can
be concluded that the study successfully achieved its
objective, as it identiϐied signiϐicant relationships be‑
tween inϐlation and several ϐinancial performance met‑
rics, offering valuable insights for agricultural compa‑
nies and policymakers navigating macroeconomic chal‑
lenges. Theoretically, this study contributes to the exist‑
ing body of knowledge by expanding the understanding
of how macroeconomic variables, speciϐically inϐlation,
affect sector‑speciϐic ϐinancial performance, particularly
in emerging economies. Practically, the ϐindings provide
actionable insights for agricultural business leaders and
policymakers in designing strategies to mitigate the ad‑
verse effects of inϐlation, optimize ϐinancial outcomes,
and enhance sector resilience amid economic ϐluctua‑
tions.
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2. Materials and Methods
In accordance with the research model image pre‑

sented in Figure 1, proϐitability can be deϐined as the
expertise of a business to obtain a number of proϐits
derived from the normal business activities of the com‑
pany during a certain period. As outlined by Kimmel et
al. (2016), proϐitability ratios encompass the following

key metrics: (a) return on common stockholder’s equity
(ROE), (b) return on assets (ROA), (c) proϐit margin, (d)
asset turnover, (e) earnings per‑share (EPS), (f) price‑
earnings ratio, and (g) payout ratio. The term “inϐlation”
is used to describe the rate at which the general level of
prices of goods and services rises, resulting in a decline
in purchasing power.

Figure 1. Research Model.
Source: Data processed by the authors, 2024.

The phenomenon of inϐlation serves to elevate
the prices of raw materials, labor, and other operating
costs [20]. Signiϐicant academic and policy debates have
emerged regarding the relationship between supply‑
and demand‑side issues with inϐlation. Natural re‑
sources such as oil and forests are important supply‑
side factors that affect a country’s economic progress [21].
Both demand and supply variables can affect the overall
price level in a country, and these two forces often inter‑
act in determining the direction of inϐlation [22]. Some re‑
searchers argue that the economic pressures that cause
inϐlation comemainly from supply‑side factors [23], while
others consider that demand‑side factors aremore dom‑
inant in generating inϐlationary pressures [24, 25]. In ad‑
dition, few studies have found a signiϐicant relationship
between inϐlation and bank proϐitability [13, 14]. Inϐlation
is also reported to have a negative effect on ROE [15], with
similar negative trends recorded in the eurozone in the

period 2015–2020 and in Central and Eastern European
countries during 2009–2018 [16, 17].

H1: There is a negative and signiϔicant effect of inϔlation
on ROE.

It is a common practice among central banks to im‑
plement interest rate hikes as a means of curbing inϐla‑
tionary pressures. An increase in interest rates raises
the cost of borrowing for companies, leading to a corre‑
sponding increase in interest expenses [26]. Credit risk,
management efϐiciency, and excessive size have a nega‑
tive effect on all studied proϐitability measures. Macroe‑
conomic conditions, in particular, GDP growth and inϐla‑
tion, also have a signiϐicant impact on proϐitability. The
ϐindings offer valuable insights for policymakers, regula‑
tors, and ϐinancial institutions aiming to enhance prof‑
itability while maintaining the stability of the European
banking sector.
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H2: There is a negative and signiϔicant effect of inϔlation
on ROA.

Inϐlation rate (INF_RATE): Many studies show that
the effects ofmacroeconomic cycles such as inϐlation and
changes in interest rates affect proϐitability. Inϐlation
that crosses a certain threshold can lead to a decrease
in the value of money and an increase in claims [27]. In
addition, inϐlation and interest rates tend to affect input
prices such as labor and capital, thus potentially having
a signiϐicant impact on cost efϐiciency and corporate gov‑
ernance relationships [28]. Therefore, it is estimated that
the inϐlation rate has a negative effect on ϐinancial per‑
formance, such as proϐit margins.

H3: There is a negative and signiϔicant effect of inϔlation
on proϔit margin.

Economic factors are variables borne by national
economic conditions, includingmonetary and ϐiscal poli‑
cies, the state of the global economy, and inϐlation [29].
The inϐlation rate is a macro indicator that is often used
to view economic conditions, because it can provide in‑
formation about the economic stability of a region [30]. A
high level of inϐlation can cause an increase in the price
of raw materials and various other operational costs, so
that the net proϐit obtained becomes smaller [31]. Based
on the results of previous research [32–34], they all state
that inϐlation has a signiϐicant negative effect on prof‑
itability. This can happen when there is an increase in
inϐlation, as production costs also increase. This is in
line with [35], who explains that inϐlation is a condition
characterized by an increase in the price of goods, or a
decrease in the value of the currency in circulation. For
construction companies, rising inϐlation can cause mate‑
rial prices and production costs to increase, which can
lead to a decrease in their asset turnover [36].

H4: There is a negative and signiϔicant effect of inϔlation
on asset turnover.

There is a negative and signiϐicant effect of inϐlation
on earnings per share, where an increase in the inϐla‑
tion rate leads to a decrease in the company’s earnings
per share. Empirical studies, such as those by [37], have
shown that inϐlation negatively impacts corporate prof‑
itability, which is reϐlected in lower earnings per share,

as rising costs and reduced consumer purchasing power
affect company performance [38, 39].

H5: There is a negative and signiϔicant effect of inϔlation
on earnings per share.

Inϐlation does not have a separate impact on the ϐi‑
nancial performance of insurance companies [40]. While
high inϐlation can increase insurance claims, interac‑
tions with other economic variables can complicate the
risk assessment process. As a result, global ϐinancial
performance may decline with a negative impact on re‑
source allocation and economic activity. Regarding loss
reserves, D’Arcy and Gustafsson emphasize the impor‑
tance of explicitly taking claims inϐlation into account
when calculating reserves [41], as rising inϐlationwill lead
to higher‑than‑expected costs, especially on long‑term li‑
abilities. In addition, inϐlation and interest rates tend to
affect input prices such as labor and capital, potentially
affecting cost efϐiciency and corporate governance rela‑
tionships [28]. Therefore, it is estimated that the inϐlation
rate has a negative effect on ϐinancial performance such
as the price‑to‑income ratio.

H6: There is a negative and signiϔicant effect of inϔlation
on price‑earning ratio.

This study employs a quantitativemethodology uti‑
lizing secondary data from ϐinancial statements, annual
reports, stock prices, trading volume, and other perti‑
nent variables from agricultural companies that have
reported their ϐinancial statements during the period
spanning 2016 to 2024, as shown in Table 1. The
data sources include quarterly company ϐinancial re‑
ports, data from the Indonesia Stock Exchange (IDX),
and data from the Central Statistics Agency (BPS). The
research variables encompass Return on Common Stock‑
holder’s Equity (ROE), Return on Assets (ROA), Proϐit
Margin, Asset Turnover, Earning Per Share (EPS), Price‑
Earning Ratio (PER) and Payout Ratio. The datawas sub‑
jected to descriptive and inferential statistical analysis
with a view to identifying the relationship between the
research variables and inϐlation in Indonesia. The objec‑
tive of this analysis is to ascertain the impact of inϐlation
on the proϐitability of agricultural companies as shown
in Table 2 [42].
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Table 1. Population of Agricultural Companies That Have Reported Financial Results on idx.com.
No. Code Stock Name

1 AALI Astra Agro Lestari Tbk.
2 ANDI Andira Agro Tbk.
3 ANJT Austindo Nusantara Jaya Tbk.
4 BISI BISI International Tbk.
5 BTEK Bumi Teknokultura Unggul Tbk.
6 BWPT Eagle High Plantations Tbk.
7 CPRO Central Proteina Prima Tbk.
8 DSFI Dharma Samudera Fishing Industries Tbk.
9 DSNG Dharma Satya Nusantara Tbk.
10 GOLL Golden Plantation Tbk.
11 GZCO Gozco Plantations Tbk.
12 IIKP Inti Agri Resources Tbk.
13 JA Jaya Agra Wattie Tbk.
14 LSIP PP London Sumatra Indonesia Tbk.
15 MGRO Mahkota Group Tbk.
16 PCAR Prima Cakrawala Abadi Tbk.
17 SGRO Sampoerna Agro Tbk.
18 SIMP Salim Ivomas Pratama Tbk.
19 SMAR Smart Tbk.
20 SSMS Sawit Sumbermas Sarana Tbk.
21 UNSP Bakrie Sumatera Plantations Tbk.

Source: Data processed by the authors, 2024.

Table 2. Research Variables.

No Variable
Type HypothesisVariables Deϐinition Proxy Source

1

Endogeneus

Return on
Common

Stockholder’s
Equity (ROE)

negative

Return on ordinary
shareholders’ equity
(ROE) measures

proϐitability from the
ordinary shareholders’

viewpoint

ROE =

Netincome−
Preference Dividends

Average Ordinary
Shareholders’ Equity

2 Return on
asset (ROA) negative Measures overall

proϐitability of assets ROA =
Net Income

Average Asset

3 Proϐit margin
(PM) negative

Measures net income
generated by each

currency unit of sales
PM =

Net Income
Net Sales

4 Asset turnover
(ATO) negative

Asset turnover measures
how efϐiciently a

company uses its assets
to generate sales

ATO =
Net Sales

Average Assets

5 Earning per
share (EPS) negative

Earnings per share (EPS)
is a measure of the net
income earned on each

ordinary share.
EPS =

Net income−
Preference Dividends

Weight‑Average
Ordinary Shares
Outstanding

6 Price‑earning
ratio (PER) negative

The price‑earnings (P‑E)
ratio reϐlects investors’

assessments of a
company’s future

earnings

PER =
Market Price per Share

Earning per Share

Exogeneus7 Inϐlation Rate
(INF)

The increase of the
overall level of prices of
goods and services.

Inϐlation, Producer Price Index
(quarterly %) [42]

Inϐlation
statistics (Central
Statistics Agency
of Indonesia)

Source: Data processed by the authors, 2024.
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The sample technique employed was purposive
sampling, with the following criteria serving as the basis
for selection:

1. The company is engaged in the agricultural sector.
2. The company is a publicly traded entity on the In‑

donesia Stock Exchange (IDX).
3. In theperiod spanning2016 to2024, the company

presented its quarterly ϐinancial statements.
4. The company’s ϐinancial data is comprehensive

and precise.
In this study, the researchers used Structural Equa‑

tion Modeling (SEM) with the help of Partial Least
Square (PLS) through Smart PLS 4.0 software. Multiple
linear regression analysis is used as the main tool to ex‑
amine the relationship and inϐluence between indepen‑
dent variables on dependent variables. This structured
methodological approach ensures a thorough analysis of
the dynamics of the agricultural sector, particularly in
the context of economic inϐlation.

3. Results

The study identiϐied six principal relationships be‑
tween the variables under examination. Firstly, Inϐla‑
tion has a positive but insigniϐicant effect on return on
equity (ROE). The argument posits that organisations
with robust market bargaining power are able to mod‑
ify product pricing in order to offset the impact of rising
input costs, therebymaintaining their net proϐitmargins.
In the agricultural sector, the maintenance of stable de‑
mand despite price increases serves to sustain company
revenues. Furthermore, Indonesia’s ϐlourishing AgTech
ecosystem, bolstered by initiatives such as the IMACE ap‑
plication and platforms like TaniHub and Aruna, has bol‑
stered the sector’s resilience by transforming traditional
agriculture through innovations in production, supply
chain, market access, and ϐinancing. The effect of in‑
ϐlation on return on assets (ROA) is statistically signiϐi‑
cant and positive. This suggests that an increase in in‑
ϐlation results in a rise in the value of key agricultural
commodities in Indonesia, including palmoil, coffee, and
rubber [43]. As a signiϐicant global producer, Indonesian
agricultural companies beneϐit from increased revenues
without a corresponding increase in asset value or op‑

erating costs. Furthermore, stable demand in export
markets, particularly in India and China, serves to rein‑
force this positive impact. A depreciation of 8% in 2022
has boosted the competitiveness of Indonesia’s export
products, including key agricultural commodities such
as palm oil, coffee, and rubber. Since export prices are
mostly determined in USD, the depreciation of the Ru‑
piahmeans that the revenue received inRupiahbecomes
larger, which improves the ROA. The impact of inϐlation
on proϐit margins (PM) is found to be positive but statis‑
tically insigniϐicant. This suggests that agricultural com‑
panies can effectively manage inϐlation through the im‑
plementation of efϐicient production processes, the es‑
tablishment of long‑termrawmaterial contracts, and the
pursuit of productivity improvements [1, 4, 8, 9]. Further‑
more, meticulous cost planning and advancements in
agricultural technology assist inmitigating the impact of
escalating input prices, including those of fertilizers and
fuel.

3.1. The Impact of Inϐlation on ROE

Based on Table 3, data analysis using Partial Least
Squares Structural Equation Modeling (PLS‑SEM) re‑
veals that inϐlation exhibits a positive relationship with
Return on Equity (ROE), demonstrated by a path coefϐi‑
cient of 0.028. This indicates that a 1% increase in inϐla‑
tion contributes to a 0.028%rise in ROE. However, statis‑
tical testing shows this relationship to be non‑signiϐicant
(t‑statistic = 0.861, p‑value = 0.385), providing insuf‑
ϐicient evidence to reject the null hypothesis [44]. This
ϐinding aligns with previous studies suggesting that in‑
ϐlation does not necessarily exert signiϐicant inϐluence
on corporate ϐinancial performance, particularly in the
agricultural sector. Several theoretical perspectives ex‑
plain this non‑signiϐicant relationship. First, drawing on
the inelastic nature of agricultural products, Nugroho
argues that the relatively inelastic demand for agricul‑
tural commodities ensures stable revenues despite inϐla‑
tionary pressures [45]. Furthermore, producers typically
pass increased production costs to consumers through
price adjustments, thereby maintaining ϐinancial mar‑
gins (ROE). This mechanism operates through the price
transmission channel, where input cost increases are
offset by proportional output price increases. Second,

73



Research onWorld Agricultural Economy | Volume 06 | Issue 04 | December 2025

the price adjustment theory proposed by Siregar sug‑
gests that domestic inϐlation has limited impact on cor‑
porate performance due to international price mecha‑
nisms [46]. This phenomenon is particularly evident in
palm oil, soybean, and other internationally traded agri‑
cultural commodities. For instance, Astra Agro Lestari’s
crude palm oil (CPO) prices are primarily determined
by global demand rather than domestic inϐlation, insu‑

lating ROE from local inϐlationary effects. Additionally,
Oliveira demonstrates how export‑oriented agricultural
ϐirms can beneϐit from inϐlationary conditions [47]. Do‑
mestic currency depreciation resulting from inϐlation
mayenhance export competitiveness, ultimately increas‑
ing corporate revenues and ROE. This phenomenon ex‑
plains why inϐlation shows no signiϐicant negative im‑
pact on agricultural ϐirms’ proϐitability.

Table 3. Hypothesis Test.

Original Sample
(O)

Sample Mean
(M)

Standard
Deviation
(STDEV)

T Statistics
(O/STDEV) p Values

INF− > ROE 0.028 0.034 0.035 0.861 0.385
INF− > ROA 0.122 0.152 0.028 2.922 0.003
INF− > PM 0.039 0.042 0.025 1.565 0.118
INF− > ATO −0.154 −0.154 0.048 2.481 0.030
INF− > EPS 0.101 0.130 0.069 2.056 0.028
INF− > PER −0.031 −0.031 0.016 1.634 0.064

Source: Data processed by the authors, 2025.

3.2. The Impact of Inϐlation on ROA

The data analysis reveals that inϐlation has a pos‑
itive effect, with a path coefϐicient of 0.122. This posi‑
tive coefϐicient indicates that inϐlation beneϐits asset ef‑
ϐiciency in the agricultural sector, suggesting that a 1%
increase in inϐlation contributes to a 0.122% rise in ROA.
Palmoil companies in Indonesia experienced a 0.15% in‑
crease in ROA for every 1% rise in inϐlation. Statistical
testing shows a t‑statistic of 2.922 and a p‑value of 0.003,
conϐirming that inϐlation has a positive and signiϐicant ef‑
fect on ROA. These empirical ϐindings suggest that inϐla‑
tion does not always harm businesses, a notable result,
as it contradicts the conventional assumption that inϐla‑
tion negatively impacts proϐitability.

The agricultural sector exhibits unique characteris‑
tics that enhance its resilience and even proϐitability dur‑
ing inϐlationary periods. Theoretically, the positive rela‑
tionship between inϐlation andROA in agriculture can be
explained through several economic mechanisms: First,
Asset Valuation Theory: Inϐlation increases the nomi‑
nal value of real assets, such as agricultural land. Wi‑
jaya et al. found that a 1% increase in domestic inϐla‑
tion in Indonesia led to a 1.2–1.8% rise in land prices,
with a stronger effect observed for agricultural ϐirms in
high‑productivity regions [48]. Second, Price Transmis‑

sion Mechanism: The Central Bureau of Statistics re‑
ported that 78%of large plantation companies adjust ex‑
port prices quarterly based on inϐlation in destination
markets [49]. Additionally, Wijaya et al. demonstrated
that domestic inϐlation accompanied by currency depre‑
ciation enhances export competitiveness—a 10%depre‑
ciation due to inϐlation increases the exportmargin of In‑
donesian crude palm oil (CPO) by 2.3–2.8%, ultimately
boosting corporate ROA [48].

3.3. The Effect of Inϐlation on Proϐit Margin
(PM)

Based on the results of data processing using
the Structural Equation Modeling Partial Least Squares
(SEM‑PLS) method, the original sample value was ob‑
tained at 0.039, the t‑statistic was 1.565, and the p‑
value was 0.118. Because the p‑value is greater than
the general signiϐicance threshold (0.05), it can be con‑
cluded that inϐlation does not have a statistically signiϐi‑
cant effect on proϐit margin (PM) in the Indonesian agri‑
cultural sector. Although the direction of the relation‑
ship is positive, the strength of the relationship is not
strong enough to be considered to have a signiϐicant ef‑
fect. Theoretically, inϐlation can affect proϐit margins
through increased production input costs such as fertil‑
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izers, seeds, fuel, and labor. However, in the context of
Indonesian agriculture, this impact can be mitigated by
the mechanism for adjusting commodity selling prices.
A study shows that macroeconomic volatility, including
inϐlation, has an effect on the proϐitmargin of the agricul‑
tural sector in Southeast Asia [50], but its effect is highly
dependent on distribution efϐiciency and pricing poli‑
cies. Meanwhile, Khan emphasized that inϐlation can re‑
duce agricultural productivity and proϐitability if not bal‑
anced with increased efϐiciency and policy support [51].
Practically, these results provide several important im‑
plications for the Indonesian agricultural sector. Farm‑
ers need to increase production efϐiciency through the
adoption of cost‑effective agricultural technologies and
commodity diversiϐication in order to maintain healthy
proϐit margins despite inϐlation. The government can
strengthen input price stabilization policies and expand
access to targeted subsidies. In addition, agribusiness ac‑
tors need to implement adaptive pricing strategies and
pay attention to the supply chain in order to remain com‑
petitive and maintain proϐit margins.

3.4. The Effect of Inϐlation on Asset
Turnover

Based on the results of the analysis using the Struc‑
tural Equation Modeling Partial Least Squares (SEM‑
PLS) method, the path coefϐicient value was obtained at
−0.154, the t‑statistic was 2.481, and the p‑value was
0.030. Because the p‑value is smaller than the general
signiϐicance limit (0.05), it can be concluded that inϐla‑
tion has a signiϐicant negative effect on asset turnover
in the Indonesian agricultural sector. This means that
the higher the inϐlation rate, the lower the efϐiciency of
the use of agricultural assets in generating income. The‑
oretically, this ϐinding is in line with the cost‑push inϐla‑
tion theory, which states that increases in input prices
such as fuel, fertilizers, and agricultural equipment can
reduce the intensity of asset use. In practice, ϐixed as‑
sets such as land, tractors, irrigation systems, and agri‑
cultural production equipment are less optimally used
due to increased operational costs. Research by Zhang
et al. shows that macroeconomic volatility, including in‑
ϐlation, signiϐicantly affects proϐit margins and the efϐi‑
ciency of agricultural assets in the Southeast Asian re‑

gion [50]. Furthermore, a study by Khan revealed that
inϐlation reduces agricultural productivity by increas‑
ing capital costs and inhibiting investment in produc‑
tion assets [51], especially in developing countries. Prac‑
tically, these results provide a number of important im‑
plications for the Indonesian agricultural sector. Farm‑
ers need to implement a collective approach in the use
of assets such as a tool sharing system and the use of
precision agricultural technology to reduce operational
costs. The government can consider a policy of subsi‑
dizing tool maintenance costs, inϐlation‑based credit as‑
sistance, and infrastructure investment that is resistant
to inϐlationary pressures. For agribusiness companies,
an adaptive asset management strategy is needed to ad‑
dress inϐlation projections, including the use of a leasing
model or efϐiciency‑based investment patterns.

3.5. The Effect of Inϐlation on Earnings Per
Share

Based on the results of data processing using
the Structural Equation Modeling Partial Least Squares
(SEM‑PLS) method, the original sample value was ob‑
tained at 0.101, the t‑statistic was 2.056, and the p‑value
was 0.028. Because the p‑value is smaller than the gen‑
eral signiϐicance threshold (0.05), it can be concluded
that inϐlation has a statistically signiϐicant effect on earn‑
ings per share (EPS) in the Indonesian agricultural sec‑
tor. A 1% increase in inϐlation will increase EPS by
0.101%. These results indicate that companies in the
agricultural sector may be able to pass on the increase
in costs due to inϐlation to consumers through increased
product prices, so that earnings per share (EPS) remain
boosted. However, the relatively small coefϐicient indi‑
cates that the impact of inϐlation is not too dominant.
Theoretically, an increase in EPS can be a positive sig‑
nal to investors that the company is able to adapt to in‑
ϐlationary pressures [52]. This is in line with previous
research showing that moderate inϐlation in developing
countries like Indonesia actually drives the proϐitability
of the export‑based agricultural sector [53]. High inϐla‑
tion can increase the cost of agricultural inputs (fertil‑
izer, seeds, energy), but if companies are highly compet‑
itive, the cost increases can be offset by efϐiciency or sell‑
ing prices [54]. Practically, the implications for the agri‑
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cultural sector include the need for the government to
mitigate inϐlation of agricultural inputs (e.g., fertilizer)
through subsidies or price stabilization [55]. For exam‑
ple, the increase in the price of subsidized fertilizer in
2023 reduced the margins of small farmers, but large
agro‑industrial companies continued to grow [56].

3.6. The Effect of Inϐlation on Price Earning
Ratio

Based on the results of data processing using
the Structural Equation Modeling Partial Least Squares
(SEM‑PLS) method, the original sample value was ob‑
tained at −0.031, the t‑statistic was 1.634, and the p‑
value was 0.064. Because the p‑value is greater than
the general signiϐicance threshold (0.05), it can be con‑
cluded that inϐlation does not have a statistically signif‑
icant effect on the price earning ratio in the Indonesian
agricultural sector. Increasing inϐlation tends to lower
PER, although the effect is small. This suggests that in‑
vestorsmay view companies in the agricultural sector as
less attractivewhen inϐlation is high due to the risk of de‑
clining long‑term proϐitability or economic uncertainty.

Theoretically, PER reϐlects investor expectations of
future proϐit growth. High inϐlation can reduce investor
conϐidence in the stability of the company’s income,
thereby suppressing stock valuations [57]. In line with
this, other studies have found that in the agricultural sec‑
tor, uncontrolled inϐlation can increase the risk of dis‑
counted cash ϐlow, so investors set a lower PER [58]. In
practice, the implications for the Indonesian agricultural
sector are that agricultural sector companies need to
optimize hedging against commodity price ϐluctuations
and diversify supply to reduce dependence on inϐlation‑
prone inputs [59]. Andpolicies such as fertilizer subsidies
or logistics incentives can reduce inϐlationary pressures
on production costs, therebymaintaining the company’s
competitiveness [60].

4. Discussion
This study sought to elucidate the impact of inϐla‑

tion on pivotal ϐinancial metrics within the Indonesian
agricultural sector. Through a comprehensive exami‑
nation of the pertinent variables, six principal relation‑

ships were discerned. The analysis revealed that inϐla‑
tion exerted a positive but statistically insigniϐicant inϐlu‑
ence on return on equity (ROE). This is because agricul‑
tural companies with robust market bargaining power
could offset rising input costs throughprice adjustments,
thereby maintaining stable revenues. The advancement
of Indonesia’s AgTech ecosystem, bolstered by initiatives
such as the IMACE application and platforms like Tani‑
Hub and Aruna, has bolstered sector resilience and in‑
novation. Additionally, inϐlation demonstrated a statis‑
tically signiϐicant positive impact on return on assets
(ROA). This was due to the fact that rising prices for es‑
sential agricultural commodities, including palm oil, cof‑
fee, and rubber, resulted in increased revenues, particu‑
larly with stable demand from export markets in India
and China. Since the majority of Indonesia’s agricultural
export commodities are priced in USD (such as palm oil,
coffee, and rubber), revenues in Rupiah increase nomi‑
nally even though prices in USD remain the same. This
increases export revenues, while the value of ϐixed as‑
sets such as land and equipment in the ϐinancial state‑
ments remains recorded in Rupiah with normal depre‑
ciation. This is consistent with the ϐinding that inϐla‑
tion has a positive impact on ROA due to the increase
in the value of leading commodities such as palm oil
and coffee. The impact of inϐlation on proϐit margins
(PM) was found to be positive but statistically insignif‑
icant. This indicates that agricultural companies have
the potential to effectively manage inϐlation through en‑
hanced production processes, long‑term contracts, and
advancements in agricultural technology. Consequently,
they can mitigate rising input costs, such as those asso‑
ciated with fertilizers and fuel. Conversely, inϐlation had
a signiϐicant negative effect on asset turnover (ATO), as
rising input costs did not always lead to proportional
increases in sales. This resulted in higher production
costs without a corresponding revenue increase, which
in turn lowered the income‑to‑asset ratio. The study
also revealed a positive correlation between inϐlation
and earnings per share (EPS). The government through
the Ministry of Agriculture has set the HET for subsi‑
dized fertilizers such as urea (Rp 2,250/kg) and NPK
(Rp 2,300/kg) in 2024. This supports companies to re‑
duce input costs, which is relevant to the ϐinding that
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cost efϐiciency can keep EPS positive despite high inϐla‑
tion. This was observed as a result of companies imple‑
menting cost‑reduction strategies, including efϐiciency
improvements and waste minimization, which enabled
them to maintain proϐit margins, particularly in the con‑
text of increased selling prices. However, the impact of
inϐlation on the price‑earnings ratio (PER) was found
to be insigniϐicant. This was attributed to the inϐluence
of market perceptions of future earnings and risks on
stock prices. The ϐindings of this study illustrate the in‑
tricate relationship between inϐlation and ϐinancial per‑
formancemetrics in the agricultural sector, with varying
effects across different indicators.

Research shows that inϐlation increases input costs
(fertilizer, seeds, fuel). Thus, controlling production
costs and increasing supply chain efϐiciency through
price transparency and ϐlow of goods. With blockchain,
actors and business actors can trace the origin, qual‑
ity, price, and distribution of agricultural inputs in real
time. This systemprevents unreasonablemark‑ups,min‑
imizes distribution deviations, and increases trust in
data input. The beneϐits of input cost efϐiciency are to
reduce inϐlationary pressures on proϐit margins and as‑
set turnover. Meanwhile, price transparency will make
it easier for the government to intervene if input prices
exceed a reasonable threshold.

5. Conclusions
While the study offers valuable insights, it is impor‑

tant to consider the limitations of the research design.
Firstly, it should be noted that the analysis is primarily
focused on the Indonesian agricultural sector. As a re‑
sult, the ϐindings may not be directly applicable to other
industries or countries with different economic condi‑
tions. Secondly, the study is based on secondary data,
which may restrict the range of variables included and
may not fully reϐlect the complexities of inϐlation’s im‑
pact on agricultural companies in real‑time. Further‑
more, while the study examines key ϐinancial metrics
such as ROE, ROA, and EPS, it does not explore other fac‑
tors that could also inϐluence the performance of agri‑
cultural companies, including market competition, gov‑
ernment policies, and global trade dynamics. Lastly, the

study focuses on aggregate data, and a more detailed,
micro‑level analysis of individual companies could pro‑
vide further insights into the speciϐic effects of inϐlation
on different types of agricultural businesses. Future re‑
search could address these limitations by expanding the
scopeof analysis to include abroader range of industries,
using real‑timedata, and considering additional external
factors.
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Appendix A

Table A1. Deϐinitions and Full Forms of Variables.
Variables Deϐinition

Return on Common Stock‑
holder’s Equity (ROE)

Measures proϐitability from the perspective of ordinary shareholders by indicating how ef‑
fectively their equity is being utilized to generate proϐits.

Return on Assets (ROA) Measures overall proϐitability by indicating how efϐiciently a company is using its assets to
generate net income.

Proϐit Margin (PM) Measures the percentage of revenue that has turned into proϐit, indicating operational efϐi‑
ciency.

Asset Turnover (ATO) Indicates how efϐiciently a company uses its assets to generate sales revenue.

Earnings Per Share (EPS) Measures the net income earned on each outstanding ordinary share, indicating proϐitability
available to shareholders.

Price‑Earnings Ratio (PER) Reϐlects investors’ expectations regarding a company’s future earnings growth and risk, in‑
dicating the market valuation relative to earnings.

Inϐlation Rate (INF) Represents the annual percentage increase in the general price level of goods and services,
inϐluencing purchasing power and operational costs.
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