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ABSTRACT

This study aims to explore the relationship between Corporate Social Responsibility (CSR), sales growth, and
firm size on sustainable capital structure, with profitability as an intervening variable, in agricultural companies
in Indonesia. The research employs a quantitative approach using secondary data collected from 88 agricultural
companies listed on the Indonesia Stock Exchange (IDX) over the 2021-2024 period. To examine the direct and
indirect relationships among the variables, path analysis is applied as the main statistical technique, supported
by multiple linear regression. CSR is measured using the Corporate Social Responsibility Disclosure Index (CSRDI).
Sales growth is calculated as the year-over-year percentage change in sales. Firm size is represented by the
natural logarithm of total assets, and profitability is proxied by Return on Assets (ROA). The sustainable capital
structure is measured using the Debt to Equity Ratio (DER). The results show that sales growth and firm size
have a significant positive effect on sustainable capital structure, both directly and indirectly through profitability.
In contrast, CSR does not exhibit a significant direct impact, suggesting it is not yet integrated into strategic
financing decisions. Profitability is confirmed as an important mediating variable, supporting the signaling
theory, which posits that profitable firms send positive signals to investors and creditors, thereby improving
their access to external funding. These findings highlight the critical role of internal firm characteristics and

operational performance in shaping sustainable capital structure decisions within Indonesia’s agricultural sector.
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While CSR remains important for compliance and reputation, its financial impact requires further strategic

integration. This study underscores the value of utilizing advanced quantitative methods such as path analysis to

uncover complex causal relationships and encourages future research to develop more detailed CSR metrics to

better assess its role in financial decision-making.
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1. Introduction

In the era of globalization and rapid technological
advancement, the intensity of business competition has
increased significantly, compelling companies across
sectors to continuously enhance their performance to
maintain competitiveness 1, Agricultural companies in
Indonesia, as a vital part of the nation’s food security
and rural economic development, are not only expected
to increase productivity but also to adopt sustainable
and strategic financial practices that ensure long-term
corporate resilience . One of the most critical finan-
cial decisions within this context pertains to a compa-
ny’s capital structure !, Capital structure, which refers
to the mix of debt and equity used to finance a firm'’s
assets *l, plays a pivotal role in determining financial
flexibility and operational sustainability. According
to Marhendra ), the composition of capital reflects a
firm’s ability to meet its financial obligations and op-
timize its cost of capital. An optimal capital structure
can strengthen a firm's value and reduce financial risks,
whereas a suboptimal structure may result in liquidity
issues and reduced investor trust .

Given the unique characteristics of the agricultural
sector, such as seasonality, weather dependency, and
price volatility, financial managers must carefully eval-
uate both internal and external determinants when
making capital structure decisions. Internal factors
such as firm size, sales growth, and profitability, along-
side broader market conditions, are central to this deci-
sion-making process. One increasingly influential inter-
nal factor is Corporate Social Responsibility (CSR). CSR
represents a company’s commitment to integrate envi-
ronmental and social considerations into its business
operations .. In the agricultural sector, CSR initiatives
may include sustainable farming practices, rural com-

munity development, biodiversity conservation, and

climate resilience programs. Beyond ethical and regula-
tory compliance, CSR is now widely regarded as a stra-
tegic lever that enhances corporate image, stakeholder
trust, and market access '*”. Empirical studies suggest
that well-executed CSR programs can strengthen stake-
holder relationships, improve operational continuity,
and positively affect financial outcomes .

Notable examples can be found among leading In-
donesian agricultural firms, such as those engaged in
palm oil, rubber, and plantation commodities, which
have implemented CSR programs that involve sustain-
able land management, the empowerment of smallhold-
er farmers, and support for rural infrastructure. These
programs not only address social and environmental
issues but also foster long-term consumer loyalty and
regulatory goodwill. Tangible benefits experienced by
local communities often lead to increased public trust,
which can indirectly support sales growth, a proxy for
business expansion. As highlighted by Nurhayati ",
sales growth reflects a firm'’s ability to capture market
share and drive revenue, making it a relevant indicator
in capital structure studies.

Firm size is another important factor influencing
access to external financing. Larger agricultural compa-
nies generally benefit from greater economies of scale,
better credit ratings, and increased investor confidence
due to their perceived financial robustness and opera-
tional efficiency '”. Consequently, they are more likely
to secure financing under favorable conditions and ex-
hibit higher leverage ratios "*. This suggests that firm
size may have a positive correlation with capital struc-
ture, especially in sectors characterized by high asset
intensity and long production cycles, such as agricul-
ture.

This study investigates the effect of Corporate So-
cial Responsibility (CSR), sales growth, and firm size on

capital structure, with profitability serving as an inter-
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vening variable, focusing on agricultural companies in
Indonesia. Although the sample consists of firms from
the agricultural sector, this study also considers the
unique characteristics and challenges faced by agricul-
tural companies, such as fluctuating commodity prices,
seasonality, and environmental sustainability pressu-
res, which may influence financial decisions and capital
structure. The agricultural sector in Indonesia has uni-
que and complex characteristics, including dependence
on natural factors, seasonal production cycles, and chal-
lenges related to climate risks and volatile commodity
prices. These conditions influence financial decisions in
agricultural companies, particularly regarding capital
structure and the use of financing sources. Moreover,
this sector is closely linked to environmental and so-
cial sustainability issues, making the implementation
of CSR increasingly important as a strategy to enhance
a company’s reputation while supporting sustainable
development. CSR in agriculture typically involves pro-
grams related to natural resource conservation, em-
powering farming communities, and environmentally
friendly agribusiness practices. This contextualization
aims to bridge the gap between financial aspects and
the specific conditions of the agricultural sector, which
are often overlooked in prior studies. The research is
motivated by inconclusive findings in previous litera-
ture. For example, Umam et al. " reported a significant
positive relationship between firm size and capital
structure, while Sari et al. ™ found no such association.
Similarly, conflicting results exist regarding the impact
of sales growth on leverage *"*\. By situating the study
within the agricultural context, this research seeks to
provide a more comprehensive understanding of how
firm characteristics influence capital structure in this
important sector.

These inconsistencies highlight the importance of
context-specific analysis, particularly in the agricultural
sector, which is highly influenced by socio-environmen-
tal factors and seasonal variations. Although this study
focuses on the relationships between firm size, CSR,
profitability, and capital structure, it also recognizes the
need for a more comprehensive understanding of how
capital structure is formed and managed in agricultural
firms. In this regard, the study emphasizes the strate-

gic role of CSR not merely as a compliance obligation

but as an internal strategic element that can influence
financial decision-making. However, this research has
not fully developed an integrated strategy that connects
these variables into a cohesive framework for financial
planning and sustainability.

To address this gap, integrated strategies in agri-
cultural firms must be formulated using a holistic ap-
proach that aligns with corporate social responsibility,
financial performance, and capital structure decisions.
CSR should be embedded in core business activities, not
only as a matter of compliance but as a driver of long-
term value. For example, sustainable farming practices,
fair labor treatment, and community engagement can
enhance a company's reputation, reduce operation-
al risks, and open access to green financing and ESG-
based investments.

This strategy also requires companies to evaluate
the extent to which CSR initiatives impact profitability,
as operational efficiency achieved through sustainable
innovation can increase profit margins and internal fi-
nancing capacity, aligning with the pecking order theo-
ry. Furthermore, strong CSR performance can serve as
a positive signal to creditors and investors, thereby im-
proving access to external financing.

Moreover, the formulation of an effective capital
structure must take into account the firm’s character-
istics, such as size and sales growth. Large companies
with stable revenue streams have greater bargaining
power in structuring financing instruments that sup-
port sustainable investments. Thus, dynamic financial
strategies must be developed, balancing retained earn-
ings, debt, and equity based on CSR performance, oper-
ational scale, and corporate financial goals.

Accordingly, this study recommends that future
research explore the formulation and implementa-
tion of integrated strategies that directly connect CSR,
profitability, and capital structure in the context of the
agricultural sector. Such a holistic approach would bet-
ter support long-term resilience and sustainable value
creation in agriculture, which remains a vital sector for
Indonesia’s economic and environmental development.

This study contributes to the literature by examin-
ing the mediating role of profitability in the relationship
between corporate social responsibility (CSR), sales

growth, and firm size with capital structure. Using path
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analysis, the study reveals the indirect effects of these
variables on capital structure through profitability. The
findings provide strategic implications for corporate
managers in designing efficient and sustainable financ-
ing policies, taking into account internal drivers such as
profitability generated from CSR initiatives, sales per-
formance, and firm scale management.

These insights are particularly relevant for Indo-
nesian companies aiming to improve financial per-
formance by enhancing CSR engagement, optimizing
revenue growth, and managing organizational scale. A
better understanding of the role of profitability in capi-
tal structure decisions enables firms to adopt healthier
financing strategies and promote long-term business

sustainability.

2. Literature Review

2.1. Signal Theory

Signal theory explains the actions that management
must take to provide investors with clues regarding the
company’s future prospects "°. These signals serve as
tools to attract investors' attention and encourage them
to invest in the company """ As a form of communica-
tion, these signals provide information that reflects the
internal condition of the company and its long-term
prospects. This definition aligns with Setiawanta et al.
181 who stated that signals are information transmitted
by the information owner (the company) to the infor-
mation recipient (the investor), which can be used to
assess and project the company's future performance.

Corporate Social Responsibility (CSR) plays a cru-
cial role as a form of signal that a company can send to
its investors. Through the effective implementation of
CSR, a company not only demonstrates its commitment
to societal and environmental well-being but also en-
hances its reputation in the public eye .. From a man-
agerial perspective, CSR serves as a means of building
strong relationships with external stakeholders such
as the community, customers, and regulators *°\. By
fostering a positive image through CSR, the company
can show that it conducts business in a responsible
manner and in line with societal expectations " The

signal sent through CSR, in turn, influences public trust.

Increased public trust in the company, resulting from
effective CSR implementation, will positively impact
product sales *?. This rise in sales will have a direct
impact on the company's profit, which will ultimate-
ly attract the attention of investors **, Investors are
more likely to be attracted to companies with a positive
image and those that can demonstrate positive perfor-
mance through transparent social and environmental
disclosures "I,

The positive signals sent through CSR lead to in-
creased investor interest in investing in the company 231,
Companies that are proactive in disclosing relevant and
consistent CSR activities can strengthen positive per-
ceptions in the eyes of investors "”. In this context, CSR
not only benefits the company by enhancing its image
in the public but also functions as a performance indi-
cator that can guide investment decisions, potentially
leading to more profitable outcomes for the company
18] Through this disclosure, companies also seek to mit-
igate risks that may arise due to a mismatch between
their operational activities and societal expectations

261 Cavaco and Crifo

argue that companies can send
positive signals to investors by implementing Corpo-
rate Social Responsibility (CSR). These signals not only
build a positive image in the public eye but also attract
potential investors, which could lead to increased in-
vestment inflows into the company ?®. Thus, CSR plays
a strategic role in attracting investor interest and secur-

ing the company’s long-term financial sustainability.

2.2. Pecking Order Theory

In capital structure research, several key theories
are commonly used to explain how firms determine
the composition between debt and equity. One relevant
theory is the Pecking Order Theory, proposed by Myers
and Majluf . This theory suggests that firms prefer to
use internal financing (such as retained earnings) first,
followed by debt, and resort to issuing new equity only
as a last option. This hierarchy is driven by information
asymmetry between management and external inves-
tors, which makes equity financing more costly than
debt or internal funds.

In the context of agricultural companies in Indo-

nesia, this theory is particularly relevant, as income

551



Research on World Agricultural Economy | Volume 06 | Issue 03 | September 2025

fluctuations due to seasonality, commodity prices, and
reliance on natural resources may affect firms’ access to
external financing. Therefore, internal firm characteris-
tics such as profitability, size, and sales growth become
critical factors in determining capital structure, as out-
lined by the Pecking Order Theory.

The inclusion of Corporate Social Responsibility
(CSR) in this study can also be linked to the Pecking Or-
der Theory. Firms with strong CSR performance tend to
enjoy better reputations, which can reduce perceived
credit risk and improve access to debt financing. Thus,
CSR may serve as a strategic factor that influences cap-
ital structure decisions in line with the funding prefer-

ences suggested by the Pecking Order Theory.

2.3. Corporate Social Responsibility

Corporate Social Responsibility (CSR) in Indonesia
is regulated by several laws, such as Law No. 25 of 2007
on Investment, Law No. 40 of 2007 on Limited Liability
Companies, and regulations for State-Owned Enterpris-
es (SOEs) *°.. Although its implementation is limited,
these regulations emphasize the importance of CSR
in building harmonious relationships between com-
panies and the community ®". CSR can be understood
in two senses: broad and narrow *?. In a broad sense,
CSR relates to achieving economic sustainability, which
involves accountability to the global community ®*.,
In a narrow sense, CSR focuses more on a company's
commitment to sustainable development, aiming to im-
prove the quality of life and create an environment that
benefits all stakeholders **,

Several definitions of CSR point toward a concept
of cooperation between the company and its stakehold-
ers to maintain the company's sustainability **’. In the
legislation, CSR is also described as a responsibility to
create a balanced relationship that aligns with the so-
cial, cultural, and local norms "%, CSR plays an essential
role in the continuity of the company and the progress
of the surrounding community. The main objective of
CSR is to create value for society, raise environmental
awareness, and improve employee welfare ! In its im-
plementation, CSR emphasizes three core principles *”":
1. Accountability: The company's responsibility for

its decisions and policies, aimed at building pub-

lic trust.

2. Transparency: The openness of company infor-
mation to consumers and employees to strength-
en communication and relationships.

3. Sustainability: Reducing the negative impact of
the company's operations on the environment
and society while also enhancing performance
and profitability.

The benefits of implementing effective CSR include
innovation in the development of environmentally
friendly new products that satisfy consumers, reducing
agricultural waste and packaging for cost efficiency, of-
fering more environmentally friendly and competitive
products, building closer and more positive relation-
ships with consumers, improving employee morale and
engagement within the company, as well as reducing

the risk of losses through more thoughtful planning
[38-40]

2.4. Company Characteristics

2.4.1. Sales Growth

Company growth is regarded as one of the key indi-
cators for assessing a business entity’s progress. A com-
pany is considered to be growing if there is a sustained
increase in its core operational activities *”. Among
various performance indicators, sales play a very sig-
nificant role. An increase in sales generally leads to a
direct improvement in profits, which ultimately has a
positive impact on the company’s overall financial per-
formance *". According to Engel *?, sales growth is the
result of comparing the difference between the current
year’s sales and the previous year’s sales. This defini-
tion emphasizes the importance of comparing different
periods to assess growth trends. Marlina et al. " further
added that the growth rate can be seen from increases
in both volume and price, especially in sales activities.
This is because sales is the primary activity conducted
by companies to achieve their main objective, which
is to obtain the expected level of profit. Meanwhile,

Mishra and Suar ¥

emphasizes that companies with
relatively stable sales have a greater capacity to obtain
loans and bear higher fixed costs compared to compa-
nies with unstable sales. Sales growth is an important

indicator of a company’s success and performance. An
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increase in sales from one period to the next reflects
the operational success of the company and shows its
ability to meet market demand and sustain a competi-

tive advantage over time ™",

2.4.2. Firm Size

Firm size is an important indicator in assessing the
operational and financial capacity of a business enti-
ty. Larger companies tend to have broader access to
resources, funding capabilities, and the potential for
higher profits. In empirical studies, company size is of-
ten used as a control variable representing the scale of
operations ™!, Laskar and Maji *Y define company size
based on nominal indicators such as total assets, total
sales, and market capitalization. Torang **' states that
company size reflects the demand for the services or
products produced by the organization. Meanwhile,

Oeyono et al. *%

uses average net sales as the main
proxy for company size. Arfan and Wahyuni *' add that
size can be determined through income, assets, and
equity, all of which reflect the financial strength of the
company. Legally, company classification in Indonesia
is regulated under Law No. 9 of 1995 and Law No. 20 of
2008, which divides businesses into micro, small, me-
dium, and large categories. The criteria for this classifi-
cation are based on net wealth and annual sales value.
Micro and small businesses are generally independent
and not affiliated with large companies. Incontrast, me-
dium and large businesses include entities with broad-
er economies of scale, including national and foreign

companies operating in Indonesia .

2.4.3. Profitability

Profitability is a key indicator of a company’s fi-
nancial performance, indicating the extent to which the
company can generate profit from its operational ac-
tivities "*’!. Profitability not only reflects the efficiency
of asset and capital usage but also serves as a measure
of management’s success in managing the company’s
resources %, Various ratios are used to measure prof-
itability, including Return on Assets (ROA), Return on
Equity (ROE), and Net Profit Margin (NPM). ROA re-

flects the company’s ability to convert assets into prof-

it. ROE measures the rate of return on shareholders’
invested capital. Meanwhile, NPM indicates operational
efficiency through the percentage of net profit relative
to revenue'*”. Empirically, profitability is often used in
research as both an independent and mediating vari-
able, as its ability to reflect competitiveness and busi-
ness sustainability. High levels of profitability are also
believed to encourage companies to engage in more
extensive disclosures, including those related to social

and environmental responsibility.

2.5. Sustainable Capital Structure

Capital structure refers to the strategic composition
of debt and equity that a company uses to finance its
operations and investments sustainably. According to
the Pecking Order Theory, firms do not aim for an op-
timal capital structure; instead they follow a hierarchy
of financing preferences due to information asymme-
try. Companies prefer to use internal funds (retained
earnings) first, then resort to debt, and consider issuing
equity as a last option. This financing behavior reflects
a desire to minimize external scrutiny and avoid signal-
ing negative perceptions to the market.

Capital structure is the balance between debt and
equity financing®™”, while emphasizing the significance
of aligning long-term financing decisions with internal
financial capacity to achieve sustainable capital man-
agement ",

Several key factors influence sustainable capital
structure decisions in line with the pecking order ra-
tionale. First, the asset structure (tangibility) ratio,
which is the ratio of fixed assets to total assets, affects
a firm’s ability to use internal resources or secure debt.
Second, strong sales growth enhances internal funding
by increasing revenues and retained earnings. Third,
firm size, indicated by total assets *%, reflects access to
internal and external resources; larger firms often have
more retained earnings to fund operations. Lastly, prof-

itability, as noted by Amini and Dal "*”!

, strengthens a
firm’s internal capital base, reducing reliance on exter-
nal financing.

By prioritizing internal resources and minimizing
external costs, firms can plan a capital structure that

supports financial sustainability, risk management, and
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long-term resilience.

2.6. Previous Research

Several previous studies have examined the rela-
tionship between a company’s profitability and its cap-
ital structure. Research by Pramana and Darmayanti “”!
found that profitability has a significant negative effect
on the capital structure of automotive companies. This
study suggests that companies with higher profitability
tend to rely more on internal funding rather than exter-
nal funding, consistent with the pecking order theory
and signal theory, which states that companies prefer
debt only when they lack internal capital. Additioinally,
Umam et al. " discovered that profitability functions as
an intervening variable that mediates the relationship
between company size, liquidity, and capital structure.
They showed that companies with higher profitability
tend to have a more optimal capital structure, thereby
minimizing their dependence on external debt. Howev-
er, other studies have yielded mixed results. Research
by ** revealed that profitability has a positive effect on
capital structure, where companies with higher prof-
its are more likely to increase their use of debt in their
capital structure. On the contrary, a study by Sari et al.

Corporate Social

Responsibility (X;)

I showed that sales growth and business risk did not

significantly influence the capital structure, even when
profitability was high, suggesting the presence of other
factors influencing capital structure decisions. Sever-
al studies also highlight the influence of other vari-
ables, such as company size and CSR, on profitability
and capital structure. Pradnyani et al. ®* indicated that
companies with higher profitability often have a more
balanced capital structure driven by wise manageri-
al decisions in managing the company’s finances. Al-
though several studies have examined the relationship
between profitability and capital structure, the diverse
results indicate that other variables, such as company
size, sales growth, and environmental performance,
need to be considered to understand the more complex
relationship between profitability and capital structure
54 Therefore, this study aims to fill this gap by exam-
ining the effect of company characteristics on capital

structure, with profitability as an intervening variable.

2.7. Hypothesis

A hypothesis is a provisional answer to a problem
based on theory. Figure 1 illustrates the theoretical
framework used in this study.

Sales Growth (X3)

Sustamable
Capital
Structure (Y)

Firm Size (X:)

Figure 1. Theoretical framework.
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2.7.1. Hypothesis Development

Corporate Social Responsibility (CSR) and Sustain-
able Capital Structure

Capital structure refers to the balance of funding
through debt and equity. A company with a high level of
leverage increases the attention of debtholders in over-
seeing its activities ©**. Leverage is inversely related to
a company’s CSR program because the company aims
to avoid attracting undue scrutiny from debtholders, in
line with the signaling theory °. Signaling theory pos-
its that individuals act in their interest, while CSR is un-
dertaken for the benefit of the collective. However, CSR
initiatives within a company significantly influence the
increase in public trust in the company **. When public
trust is high, the profits the company receives are like-
ly to increase, and many individuals may even entrust
their funds to the company, which, in turn, can enhance
the company’s capital. Based on the above explanation,

the following hypothesis can be formulated:

H1. There is a significant relationship between corporate
social responsibility and sustainable capital structure in

the Indonesian agricultural sector

Sales Growth and Sustainable Capital Structure
From the perspective of signaling theory and peck-
ing order theory, larger firms tend to have a compara-
tive advantage in accessing external financing, particu-
larly long-term debt. In the context of the agricultural
sector, this advantage becomes increasingly relevant
due to the industry’s capital-intensive nature, its reli-
ance on seasonal cycles, and the inherent volatility in
commodity prices. Large agribusiness firms are gen-
erally more capable of sending positive signals to in-
vestors and financial institutions through transparent
financial reporting, stable cash flows, and well-struc-
tured capital arrangements, thereby enhancing market
confidence in their long-term prospects. Moreover, in
line with the pecking order theory, larger firms typical-
ly show a clear preference for utilizing internal funds
before seeking external financing. They are better po-
sitioned to manage this financing hierarchy efficiently
due to higher profitability and stronger internal re-
serves. The possession of fixed assets that can serve as

collateral, strong credit reputations, and professional

managerial structures further strengthen their bargain-
ing position in obtaining debt at relatively lower costs.
Therefore, firm size in the agricultural sector plays a
crucial role in shaping financing strategies that align
with both the signals conveyed to the market and the
hierarchy of financing preferences, as outlined in sig-
naling and pecking order theories ",

Additionally, larger companies generally possess
higher total assets, which can be used as collateral to
secure debt. The greater the amount of assets a compa-
ny holds, the more likely it is to obtain loans, as lenders
feel more confident in the available collateral. If a com-
pany fails to meet its debt obligations, the assets can be
used as compensation *’!, Therefore, larger companies
are more likely to rely on debt as a source of funding,
which is reflected in a higher Debt to Equity Ratio (DER).
In the context of sales growth, several studies indicate
that increased sales can create additional financing
needs, particularly to support working capital and ca-
pacity expansion 15859 Companies experiencing high
sales growth may face increased liquidity demands
and thus tend to utilize external financing, including
debt, to sustain operations and meet rising market
demand. This tendency is more pronounced in larger
firms, which have broader access to credit markets and
sufficient assets to serve as collateral. Thus, significant
sales growth in large companies can lead to increased
debt usage, which in turn affects the company’s capital
structure. Based on this explanation, the hypothesis

that can be proposed in this study is as follows:

H2. There is a significant relationship between sales
growth and sustainable capital structure in the Indone-

sian agricultural sector

Firm Size and Sustainable Capital Structure

Firm size reflects the scale of a business entity,
which can be measured using indicators such as total
sales, total assets, average sales, and average total as-
sets. Firms with higher sales and asset levels tend to
be classified as larger entities, which, in turn, increases
their opportunities to obtain external financing sourc-
es. Larger firms generally have a greater capacity to ac-
cess loans compared to smaller firms “”, This enables
large firms to rely more heavily on leverage, given their

greater ability to meet debt obligations. Therefore, it
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can be concluded that firm size has a significant impact
on capital structure, with larger firms tending to use a
higher proportion of debt to finance their operations
and expansion. Based on this reasoning, the proposed

hypothesis is:

H3. There is a significant relationship between firm size
and sustainable capital structure in the Indonesian agri-

cultural sector

Corporate Social Responsibility and Sustainable
Capital Structure Mediated by Profitability

Effective implementation of Corporate Social Re-
sponsibility (CSR) can enhance a company’s reputation
and public trust, which in turn can increase customer
loyalty and attract investors Y. These positive out-
comes may drive higher revenues and profits. Improved
profitability provides the company to have greater
flexibility in choosing financing sources, particularly
by minimizing reliance on external funding, such as
debt . According to signaling theory, companies with
high profitability tend to use internal funds to meet
their capital needs, thereby indirectly influencing their
capital structure. Therefore, profitability may serve as
a mediating variable in the relationship between CSR
and capital structure. Based on this explanation, the hy-

pothesis proposed is:

H4. There is a significant relationship between corporate
social responsibility and sustainable capital structure
mediated by profitability in the Indonesian agricultural

sector

Sales Growth and Sustainable Capital Structure Me-
diated by Profitability

The inclusion of profitability as a mediating vari-
able provides a more nuanced understanding of the
relationship between sales growth and capital struc-

ture. According to Sya’dah and Huda *”!

, sales growth
reflects projections of future sales volume based on
historical trends in growth. A company is considered
to have strong performance if its sales volume con-
sistently increases year over year. When sales growth
outpaces the increase in operating costs, it contributes
to higher company profits. However, such growth may
also increase the company’s need for financing to sup-

port operational activities. According to signaling the-

ory, companies may seek external sources of financing,
such as debt, to meet these funding needs. In this con-
text, profitability plays a crucial role in bridging the re-
lationship between sales growth and capital structure
13 Sales growth accompanied by profit increases can
enhance lenders’ confidence in a company's ability to
fulfill its financial obligations, thereby influencing the
capital structure. Based on this reasoning, the hypothe-

sis proposed is:

H5. There is a significant relationship between sales
growth and sustainable capital structure mediated by
profitability in the Indonesian agricultural sector

Firm Size and Sustainable Capital Structure Mediat-
ed by Profitability

Firm size reflects a company’s capacity to produce
goods and deliver services to customers, and it serves
as an important indicator of the company’s profitabil-
ity level ®”. According to the concept of economies of
scale, increasing the scale of production allows firms to
reduce the per-unit cost of production. When compa-
nies can produce goods more efficiently, profit margins
tend to rise, thereby improving return on assets (ROA).
This increase in profitability, resulting from a larger
operational scale, influences the firm’s decisions re-
garding capital structure **, More profitable companies
are generally better positioned to finance their capital
needs internally, thereby reducing their reliance on
external financing such as debt. Based on this explana-

tion, the following hypothesis is proposed:

H6. There is a significant relationship between firm size
and sustainable capital structure mediated by profitabil-

ity in the Indonesian agricultural sector

3. Research Methodology

The hypothesis is a provisional answer provided to
a problem based on theory '**’. Figure 1 illustrates the
theoretical framework used in this research.

This study uses secondary data obtained from the
financial statements of companies listed in Indonesia
during the period from 2021 to 2024. The selected cri-
teria focus on agricultural sector companies that pub-

lish financial or sustainability reports on the official
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website of the Indonesia Stock Exchange *°!,

The selection of the 2021-2024 period is based
on several considerations. First, this period reflects
the most recent financial reporting years, ensuring
the relevance and timeliness of the data used in the
study. Second, the post-pandemic years, particularly
starting in 2021, represent a critical recovery phase
for many industries, including agriculture, making it a
relevant timeframe to examine financial strategies such
as capital structure decisions. Third, there has been an
increasing emphasis on sustainability reporting in In-
donesia during this period, driven by regulatory devel-
opments and heightened stakeholder awareness, allow-
ing this study to capture recent trends in both financial
and non-financial corporate disclosures.

The sample used in this study consists of 88 com-
panies. All data were analyzed using multiple linear re-
gression testing, path analysis, and partial testing.

The operational variables consist of independent,
dependent, and mediating variables. The independent
variables used in this study are: first, corporate social
responsibility (CSR), which has the potential to im-
prove profitability through enhanced reputation and
public trust, which in turn influences the company’s
capital structure; second, sales growth, which has the
potential to drive an increase in company profits, there-
by strengthening internal financing and impacting cap-

ital structure through profitability; third, company size,

which reflects the efficiency of economies of scale that
can improve profitability and indirectly influence capi-
tal structure.

CSR is measured using the Corporate Social Re-
sponsibility Disclosure Index (CSRDI), which is deve-
loped based on the Global Reporting Initiative (GRI)
standards. The index covers three main aspects: econo-
mic, environmental, and social, consisting of a total of
120 disclosure items. These items are derived from the
GRI Universal Standards (especially GRI 2: General Di-
sclosures, which includes approximately 30 mandatory
items) and GRI Topic Standards (covering 31 specific
topics such as energy, emissions, human rights, and
occupational health and safety). Each item is assessed
using a binary scoring system, where a score of 1 is gi-
ven if the item is disclosed and O if not, based on the
company’s annual reports and/or sustainability reports
published through the Indonesia Stock Exchange. This
measurement allows for a standardized and objective
assessment of CSR performance in relation to financial
decision-making variables.

The mediating variable in this study is profitability,
which represents the company’s efficiency in generat-
ing profits from total assets and is a key factor in capital
structure decision-making. Companies with high prof-
itability tend to use retained earnings as a source of fi-
nancing, thereby relying less on debt. The operational-

ization of variables in this study is presented in Table 1.

Table 1. Variabel used in study:.

Variable Type Variabel Measure Scale
. Sustainable Capital . . _Total Liabilities .

Dependen Variable Structure Debt of Equity Ratio (DER) = Total Bquity ¥ 100% Ratio

i - X,
Corporate .S(.)c.lal Re CSRDI, — j Ratio

sponsibility N;
Independen Vari- Sales , — Sales ;4
able Sales Growth Sales Growth = Ratio
Sales 1
Firm Size Firm Size = Ln Total Asset Natural Logarithm

Net Profit T

Mediation Variable Profitability ROA = et Profit after Taz x100% Ratio

Total asset

Source: Authors (2025).

In data analysis, path analysis is used to test the re-

lationship between independent variables (corporate

social responsibility, sales growth, and company size)

and the dependent variable (capital structure) while
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controlling for other factors that may influence the re-
sults, specifically the mediating variable (profitability).

The results of this study are expected to provide a
more comprehensive understanding of how corporate
social responsibility (CSR), sales growth, and company
size can affect the capital structure of companies in In-
donesia, particularly through the profitability path as
the mediating variable. By considering the role of prof-
itability, this study aims to explain the internal mech-
anisms linking social responsibility, operational per-
formance, and company size to the financing decisions
made by management.

In this context, it is important to emphasize that
capital structure is a strategic component in corporate
financial management, which is highly influenced by
operational efficiency and the company’s reputation in
the eyes of stakeholders. CSR, as a form of company re-
sponsibility towards social and environmental aspects,
not only impacts external legitimacy but also contrib-
utes to profitability through a better reputation and in-
creased investor trust. Likewise, sales growth becomes
an important indicator of the company’s marketing and
operational performance, which, when managed effi-
ciently, leads to increased profits that ultimately affect
the capital structure. Company size also plays a key
role, as a larger economy of scale allows for cost effi-
ciency and higher profit margins, thereby strengthen-

ing the company’s financial position.

4. Results

4.1. Equations and Descriptive Statistics

This study utilized financial data from the financial
statements of 88 agricultural companies listed on the
Indonesia Stock Exchange (IDX) from 2021 to 2024. The
financial data used include variables that form the basis
for calculating capital structure, including sales growth,
which is measured as a delta (the difference between
sales in year t and sales in year t-1). Since this method
requires year-to-year comparative data, the total num-
ber of observations used in this study is 264, obtained
by multiplying 88 companies by three calculation peri-
ods (2021-2022, 2022-2023, and 2023-2024). In addi-

tion to financial data, this study also utilized data on the

implementation of corporate sustainability reports. All

88 agricultural companies included in the model con-

sistently published annual sustainability reports. Path

analysis was employed as the analytical method, using

the following regression Equations (1) and (2):
Y =p1X1 + p2X2 + p3X3 + €1

Z = p4X1 +p5X2 + p6X3 + p7Y + €2

(1)
(2)
Description:

X1: corporate social responsibility

X2: Sales growth

X3: Firm size

Y: Sustainable Capital structure

Z: Profitability

pi1Xi: Path coefficient of CSR toward capital structure
p2X2: Path coefficient of sales growth toward capital
structure

psXs: Path coefficient of firm size toward capital struc-
ture

paXi: Path coefficient of CSR toward profitability

psX2: Path coefficient of sales growth toward profitabili-
ty

psXs: Path coefficient of firm size toward profitability
p7Y: Path coefficient of profitability toward capital
structure

€1, €2 : Error terms

The inclusion of profitability as a mediating vari-
able in this study is crucial for understanding the un-
derlying mechanisms linking Corporate Social Respon-
sibility (CSR), sales growth, and firm size to capital
structure. Profitability reflects a firm's operational effi-
ciency and serves as a key channel influencing financ-
ing preferences between internal and external sources.
This research adopts a multidimensional approach by
combining financial data with CSR indicators, sales
growth, and firm size to move beyond conventional fi-
nancial analysis.

CSR is assessed as a social responsibility initiative
that can improve stakeholder trust and financial out-
comes. Sales growth represents marketing effectiveness
and value creation, while firm size indicates operation-
al scale and cost efficiencies. Together, these variables
provide a comprehensive framework for analyzing
how strategic and operational factors influence capital

structure through the mediating role of profitability. It
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is important to note that Table 2 presents descriptive
statistics (mean, maximum, minimum, and standard de-
viation) of these variables, offering an initial overview
of their distribution and characteristics within the sam-
ple. Although Table 2 alone does not explain the causal
effects, it provides essential background information

that supports further inferential analysis on how CSR
and firm characteristics relate to capital structure. Sub-
sequent analysis will utilize these data to empirically
test the relationships and mediating effects proposed in

this study.

Table 2. Descriptive statistics.

N =264 Mean Max Min Std. Dew.
SCapitalStructure 0.695 3.410 0.090 0.627
CSR 0.308 0.500 0.100 0.121
SalesGrowth 0.129 1.110 0,010 0.166
FirmSize 28.920 32.820 25.95 1.718
Profitability 0.124 0.610 0.010 0.116

Source: Data analysis results, 2025.

This study focuses on companies within the agri-
cultural sector, as this sector primarily comprises firms
engaged in the production, processing, and distribution
of agricultural products activities that are vital to na-
tional food security and rural economic development.
The demand for agricultural goods tends to remain rel-
atively stable due to their fundamental role in meeting
basic human needs.

To ensure the validity of the regression analysis, a
multicollinearity test was conducted using the Variance
Inflation Factor (VIF) during the preliminary estimation
stage. The highest recorded VIF value was 1.125. Ac-
cording to the general guidelines provided by Hair et al.
7] a VIF value below 10 indicates that multicollinearity
is not a serious concern. Therefore, it can be concluded

that the regression model used in this study does not

suffer from significant multicollinearity issues (Table
3).

The Adjusted R Square value for the regression mo-
del has been calculated to assess the explanatory power
of the independent variables after adjusting for the
number of predictors in the model. The result shows an
Adjusted R Square of 0.633, indicating that approxima-
tely 63.3% of the variation in the dependent variable
(capital structure) can be explained by the independent
variables (CSR, sales growth, and firm size), after con-
trolling for profitability as a mediating variable. This
suggests that the model has good explanatory power
and supports the relevance of the selected variables
in explaining capital structure decisions, presented in
Table 4.

Table 3. Multicollinearity test results.

Model

Collinearity Statistics

Tolerance VIF
CSR 0.889 1.125
SalesGrowth 0.978 1.023
FirmSize 0.899 1.112
Profitability 0.944 1.059

Source: Data analysis results, 2025.

Table 4. Coefficient of determination test results.

Model Summary®

Model R R Square

Adjusted R Square Std. Error of the Estimate

1 426" .182

.633 .633169

a. Predictors: (Constant), Profitability, CSR, SalesGrowth, FirmSize
b. Dependent Variable: Capital Structire

Source: Data analysis results, 2025

559



Research on World Agricultural Economy | Volume 06 | Issue 03 | September 2025

4.2. Regression Analysis Results

This study employs multiple regression analysis
with a path analysis model. The testing involves three
stages of pathways, as follows:

Path 1: Corporate Social Responsibility (CSR) to capital
structure mediated by profitability

Path 2: Sales growth to capital structure mediated by
profitability
Path 3: Firm size to capital structure mediated by prof-
itability

The following are the results of the path analysis
testing based on the three-step paths, as illustrated in

Figures 2, 3, and 4.

Profitability
[Z)

-0.0102//1

CSR (X1)

—

-0.082

@103

Capital
Structure (Y

Figure 2. Path analysis test 1.

Source: Data analysis results, 2025.

Profitability
(2)

0,297

Sales Growth

(X2)

=)

0,136

2,108

Capital
Structure (Y)

Figure 3. Path analysis test 2.

Source: Data analysis results, 2025.

Based on Figure 2, it shows the direct effect of CSR
(X;) on capital structure (Y) of -0.082, while the indi-
rect effect of CSR (X;) on capital structure (Y) through
profitability (Z) is -0.010 x 2.108 = -0.021, and the total
effect is -0.082 + (-0.021) = -0.103. The indirect effect
is recorded as larger at -0.021 compared to the direct
effect, which is -0.082. This suggests that profitability
may serve as a mediating function between corporate

social responsibility and capital structure.

The results in Figure 3 show the direct effect of
sales growth (X,) on capital structure (Y) of 0.136,
while the indirect effect of sales growth (X,) on capital
structure (Y) through profitability (Z) is 0.297 x 2.108 =
0.626, and the total effect is 0.136 + 0.626 = 0.762. The
indirect effect is recorded as larger at 0.626 compared
to the direct effect, which is 0.136. This suggests that
profitability may serve as a mediating function between

sales growth and capital structure.
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Profitability

(Z)

0,228

Firm Size (Xs)

=)

0,267

2,108

Capital
Structure (Y)

Figure 4. Path analysis test 3.

Source: Data analysis results, 2025.

Figure 4 shows the direct effect of firm size (X;) on
capital structure (Y) as 0.267, while the indirect effect
of firm size (X;) on capital structure (Y) through profit-
ability (Z) is 0.228 x 2.108 = 0.481, and the total effect
is 0.267 + 0.481 = 0.748. The indirect effect is larger
at 0.481 compared to the direct effect, which is 0.267.
This suggests that profitability serves as an intervening
variable between firm size and capital structure. Based
on the findings and the previous explanation, the inter-
vening variable, profitability, was proven to mediate the
relationship between Corporate Social Responsibility
(CSR) and capital structure; thus, hypothesis H, is ac-
cepted. This finding indicates that effective CSR imple-
mentation contributes to increased profitability, which
in turn influences the company’s financing structure
decisions.

Therefore, the presence of a strong CSR program
contributes to enhancing the company’s profitabili-
ty, which in turn influences capital structure through
internal financing mechanisms. In this context, profi-
tability acts as a transmission mechanism that links
corporate social responsibility with strategic financial

decision-making. Furthermore, profitability also media-

tes the relationship between sales growth and capital
structure. Thus, Hs is accepted, indicating that when
sales growth is accompanied by sound financial and
operational management, it can generate higher profits.
These increased profits, in turn, strengthen the com-
pany’s capacity to rely on internal financing and reduce
its dependence on external debt.

Thus, while sales growth may not directly change
the capital structure, profitability plays a crucial role in
connecting sales performance to the company's financ-
ing structure decisions. Furthermore, the profitabili-
ty intervening variable can also mediate the firm size
variable, meaning Hg is accepted. This result shows that
companies with larger operational scales tend to gain
cost efficiency and higher revenues, which positively
impacts their increased profitability. Profitability then
becomes an important channel that influences financ-
ing preferences, with more profitable companies having
a higher tendency to rely on internal funding in struc-
turing their capital.

The following is the partial test result to determine
the ability of each independent variable, presented in
Table 5.

Table 5. Results of the T-Test Coefficients®.

Model Unstandardized Coefficients

Standardized Coefficients

Beta Std. Error Beta t Sig
(Constant) -0.322 0.223 -1.439 0.155
CSR -0.001 0.128 -0.001 -0.006 0.996
SalesGrowth 0.213 0.085 0.297 2.509 0.015
FirmSize 0.015 0.008 0.228 1.843 0.070

Note: “Dependent variable: capital structure.
Source: Data analysis results, 2025.
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The results in Table 4 show that the corporate so-
cial responsibility variable has a significance value of
0.996, indicating that it is greater than 0.1. Therefore,
H, is not accepted, as corporate social responsibility
does not have a significant effect on capital structure.
The sales growth variable has a significance value of
0.015, indicating that it is less than 0.1. Therefore, H, is
accepted, as sales growth affects capital structure. The
firm size variable has a significance value of 0.070, indi-
cating that it is less than 0.1. Therefore, H, is accepted,

as firm size affects capital structure.

5. Discussion

Corporate Social Responsibility (CSR), sales growth,
and firm size are internal factors believed to significant-
ly influence a company’s strategic financial decisions,
including capital structure. CSR reflects a company’s
commitment to social and environmental responsibili-
ty, which not only affects its reputation but also shapes
stakeholder perceptions, including those of creditors
and investors ., Companies with strong CSR commit-
ments tend to have better access to financing and lower
capital costs, as they are perceived as more responsible
and trustworthy in the financial market.

However, when comparing CSR disclosure levels
across Southeast Asian countries such as Thailand, Sin-
gapore, the Philippines, Malaysia, and Indonesia, sig-
nificant disparities emerge. As illustrated in Figure 5,
Indonesia ranks the lowest in CSR disclosure per topic
among its regional peers. This lag in transparency sug-
gests that Indonesian companies, particularly in the

57,5
Level CSR
Disclosure

per Topics =

agricultural sector, need to enhance their sustainability
reporting practices to gain greater trust from financial
institutions and attract more socially conscious inves-
tors.

In this study, the level of CSR disclosure is assessed
using the Corporate Social Responsibility Disclosure
Index (CSRDI), which is constructed based on the Glo-
bal Reporting Initiative (GRI) framework. CSRDI in-
corporates 120 indicators derived from GRI Universal
Standards and Topic-specific Standards, capturing the
breadth and depth of disclosure across three core su-
stainability dimensions: economic, environmental, and
social. These three pillars represent the foundation of
sustainable business practices. The economic dimen-
sion covers aspects such as economic performance,
market presence, and procurement practices, empha-
sizing the company’s ability to create value not only for
shareholders but also for broader stakeholders. The en-
vironmental dimension includes disclosures on energy
usage, emissions, waste management, water conserva-
tion, and other ecological impacts, reflecting the com-
pany’s responsibility toward minimizing environmental
harm. The social dimension covers labor practices, hu-
man rights, occupational health and safety, community
engagement, and product responsibility, highlighting
the company’s commitment to social welfare and equi-
table development. Figure 5 presents cross-country
comparisons of average disclosure levels across the
same dimensions. The low CSRDI scores among Indo-
nesian companies indicate insufficient transparency or

underreporting in one or more of the three key areas.

56,3
48,9

60,6,
54,4

Economic

el Thailand 57,5
Singapore 57,5
Philippines 56,2

e Malaysia 57,6

==@-——|ndonesia 53

Environmental Social
48,9 56,3
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48,1 52,1
54,4 60,6
40,6 52,1

Figure 5. Level CSR disclosure per topics.

Source: ASEAN CSR network (reprocessed).
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This issue is particularly relevant for agricultural
firms in Indonesia, which primarily focus on production
and distribution activities essential to national food se-
curity and rural economic development. Despite their
strategic role, many of these companies have not prior-
itized transparent CSR disclosures, potentially limiting
their access to capital under favorable terms. Strength-
ening CSR initiatives and improving disclosure quality
are therefore critical for building investor confidence
and reducing perceived financial risk.

In addition to CSR, sales growth indicates a com-
pany’s ability to generate stable and sustainable reve-
nue. Firms with high sales growth are typically viewed
as having promising business prospects and stronger
profit-generating capacity, making them more attrac-
tive to funding providers. Meanwhile, firm size reflects
operational scale and available resources; larger firms
are generally seen as more credible and financially sta-
ble, leading to better financing opportunities and lower
risk perceptions.

Thus, internal factors such as CSR, sales growth,
and firm size interact in complex ways to influence cap-
ital structure decisions. For agricultural companies in
Indonesia, strengthening transparency in CSR report-
ing, promoting sustainable revenue growth, and man-
aging operational scale efficiently are vital strategies
for achieving a healthier capital structure and support-

ing long-term business sustainability.

5.1. Corporate Social Responsibility and
Sustainable Capital Structure

The results of this study indicate that corporate
social responsibility (CSR) does not have a significant
impact on capital structure, which means that H; in
this research is not accepted. This condition suggests
that, although CSR is theoretically expected to enhance
a company’s reputation and public trust, in practice,
many agricultural sector companies have not consis-
tently implemented social responsibility programs. The
low implementation of CSR reflects that many compa-
nies still prioritize internal operational interests, such
as cost efficiency in logistics and profitability in ship-
ping, over contributing to social welfare and the preser-

vation of marine environments. As a result, the poten-

tial of CSR to influence financing decisions has not been
fully utilized. According to signaling theory, companies
should aim to align their activities with social expecta-
tions to maintain public trust, particularly in industries
that directly interact with coastal communities and
marine ecosystems. However, the weak CSR practices
in the agricultural sector indicate that CSR has not yet
become a strategic part of financial decision-making,
including determining capital structure. This suggests
a disconnection between the goals of agricultural envi-
ronmental sustainability and financing policies in many
of the companies studied.

These findings are inconsistent with the research

1 [53]

by Pradnyani et a , who found a significant posi-

tive impact of CSR on capital structure, as well as with

Giannarakis

, who reported a significant negative
impact of CSR on capital structure. The discrepancy in
these results may be due to variations in the industry
sector and the time periods studied, which affect the
context of CSR implementation in each study. Overall,
this research shows that CSR has not yet become a de-
termining factor in the formation of capital structure
in Indonesia’s agricultural sector. Therefore, stronger
encouragement is needed from regulators and stake-
holders to ensure that CSR is more comprehensively in-

tegrated into business and financial strategies.

5.2. Sales Growth and Sustainable Capital
Structure

The results of this study indicate that sales growth
has a significant positive impact on capital structure,
supporting H, in this research. This condition also sug-
gests that the higher the sales growth rate, the more
capital-intensive the company’s capital structure. This
finding indicates that, theoretically, sales growth can in-
fluence capital structure if it is supported by increased
public trust in the company. High levels of trust from
the public are likely to encourage higher sales volumes,
which in turn can provide the company with more flex-
ibility in managing its capital structure. This trust can
be built through the company’s strategic approach to
consumers and the community, such as providing qual-
ity services, transparency of information, and active

involvement in socially relevant activities within the
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surrounding environment %, This finding is consistent
with the study by Marlina et al. °, which states that
sales growth has a significant positive effect on capital
structure. However, this finding is not aligned with the

study by Sari et al. **!

, which found that sales growth
has no significant partial effect on capital structure.
This finding supports signaling theory, as high sales
growth can send a positive signal to investors and cred-
itors regarding the company’s future financial pros-
pects, thereby influencing funding decisions and the

company's capital structure.

5.3. Firm Size and Sustainable Capital Struc-
ture

The results of this study indicate that firm size has
a significant positive impact on capital structure, sup-
porting H, in this research. This finding suggests that the
larger the company, the greater its ability to access ex-
ternal sources of funding, both from banking and capital
markets, thereby increasing the proportion of debt in its
capital structure. This result is consistent with the study

U7 which states that firm

by Pramana and Darmayanti
size has a significant positive effect on capital structure.
This proves that the larger the company’s size, the great-
er the number of assetsit owns. With this, the amount
of debt used as a source of funding for the company
becomes capital that can be used to sustain business
operations. However, this study is not in line with the
study by Sari et al. ™*), which states that firm size has no
significant partial effect on capital structure. This find-
ing supports signaling theory, as the large size of a com-
pany sends a positive signal to investors regarding the
company’s stability and credibility in managing financial
resources, including its ability to meet long-term obliga-
tions. Larger companies tend to have broader access to
external funding sources because they are considered to
have lower risk compared to smaller companies. As a re-
sult, the capital structure of larger companies tends to be
more leveraged due to investor confidence in the compa-

ny’s ability to manage and repay borrowed funds.

5.4. Corporate Social Responsibility and
Sustainable Capital Structure with Prof-
itability as an Intervening Variable

The results of this study indicate that profitabili-
ty plays a significant role as an intervening variable in
the relationship between corporate social responsibil-
ity (CSR) and capital structure. Therefore, hypothesis
H,is accepted. This finding suggests that the level of
profitability, measured using Return on Assets (ROA),
influences the ability of corporate social responsibility
to drive the company's capital structure. This result is
consistent with the study by Pradnyani et al. **, which
states that profitability can mediate the relationship be-
tween corporate social responsibility (CSR) and a com-
pany’s capital structure. The findings support the view
that companies that consistently implement CSR tend
to gain a positive image in the eyes of the public and
stakeholders, which ultimately enhances profitability
1. This increase in profitability then provides greater
financial flexibility for companies in determining their
capital structure composition, including making financ-
ing decisions through debt or equity. This finding also
aligns with signaling theory, where companies weigh
the benefits and costs of external financing, and profit-

ability becomes a key factor in such decisions ",

5.5. Sales Growth and Sustainable Capital
Structure with Profitability as an Inter-
vening Variable

The results of this study show that profitability
plays a significant role as an intervening variable in the
relationship between sales growth and capital struc-
ture. Therefore, hypothesis H; is accepted. This finding
suggests that sales growth does not directly affect the
company's capital structure, but through increased
profitability, the company has a better financial capac-
ity to determine its financing strategy. In this context,
profitability strengthens the company's internal finan-
cial position, which in turn provides flexibility in choos-
ing the capital structure, whether in the form of equi-
ty or debt financing. This finding supports signaling
theory, which asserts that financial information such
as profitability is used by management to convey the
company's prospects and stability to external parties.
Therefore, the higher the level of profitability obtained
from sales growth, the greater the likelihood that the

company will attract more optimal sources of financing
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in determining its capital structure. This result is also
consistent with the findings of Marlina et al. ¥l which
state that sales growth has a significant positive effect

on capital structure through increased profitability.

5.6. Firm Size and Sustainable Capital Struc-
ture with Profitability as an Intervening
Variable

The results of this study indicate that profitability
successfully functions as a mediating variable in the
relationship between firm size and capital structure,
thereby supporting hypothesis H. This finding suggests
that larger firms tend to have greater asset capacity
and operational efficiency, which in turn enhances their
profitability. In the context of capital structure theory,
particularly the Pecking Order Theory, highly profit-
able companies tend to prioritize internal financing
(retained earnings) over external funding such as debt
or equity. As a result, greater profitability may lead to
lower reliance on debt, highlighting an indirect effect
of firm size on capital structure through profitabili-
ty. However, it is also acknowledged that not all firms
strictly avoid using debt. In some cases, companies may
strategically employ debt to fund expansion or benefit
from tax shields. From the perspective of the signaling
theory, large firms with strong profitability send posi-
tive signals to the market about their financial stability
and prospects. These signals reduce information asym-
metry between the firm and creditors or investors, po-
tentially improving access to external financing under
more favorable conditions. Thus, firm size indirectly
influences capital structure through its impact on prof-
itability. This relationship is theoretically supported by
both the Pecking Order and Signaling theories. It is con-
sistent with the findings of Pramana and Darmayanti
7l who observed that larger firms tend to exhibit more
stable financial structures due to their stronger prof-

it-generating capacity.

6. Conclusion

The results of this study show that Corporate So-
cial Responsibility (CSR) does not significantly affect

the company’s capital structure, indicating that social

responsibility activities have not yet become a factor
considered by companies in their financing decisions.
This suggests that CSR implementation is seen more as
a form of compliance or image-building rather than a
strategy with a direct impact on company funding poli-
cies. In contrast, sales growth and firm size were found
to have a significant positive effect on capital structure.
These findings suggest that companies with consistent-
ly increasing sales and large operational scales tend
to utilize external funding sources, including debt, to
expand their businesses. Steady sales growth indicates
potential future cash flows, while firm size reflects the
asset capacity and bargaining power of companies in
obtaining funding. Furthermore, profitability plays a
significant role as an intervening variable in the rela-
tionship between CSR, sales growth, firm size, and cap-
ital structure. This means that the three independent
variables not only directly affect capital structure but
also indirectly through improvements in company prof-
itability. This aligns with signaling theory, where high
profitability provides a positive signal to the market
and creditors regarding the company’s financial stabili-
ty, thereby increasing confidence in its ability to access
external funding.

These findings contribute important insights into
understanding the factors that influence company cap-
ital structure, particularly in the context of firms in
developing countries. Although CSR does not directly
affect capital structure, the increase in profitability re-
sulting from sales growth and operational efficiency in
larger companies can strengthen a company’s financial
position and its ability to optimally manage its capital
structure. The study’s findings have important implica-
tions for industry, especially in terms of capital struc-
ture management. Companies need to pay attention to
the relationship between sales growth and firm size
with capital structure, as well as understand the im-
portance of profitability as an intervening variable that
strengthens the relationship between these variables.
In this way, companies can take strategic steps to im-
prove their financial performance and strengthen their
market position, ultimately enhancing the company’s
capital structure. Additionally, this finding provides
valuable insights for managers in formulating better

policies regarding resource allocation and external
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funding.

This study has several limitations that should be
addressed in future research. The sample size is limited
to agricultural companies listed on the Indonesia Stock
Exchange (IDX) during the 2021-2024 period, which
means that the findings may not be fully generalizable
to other industrial sectors. Additionally, the diversity
in CSR disclosures and the financial performance of the
companies analyzed also pose a challenge that could af-
fect the consistency of these findings. Therefore, future
research is recommended to expand the sample to in-
clude other sectors and extend the study period to gain
a more comprehensive understanding of the relation-
ship between CSR, sales growth, firm size, and capital

structure.

7. Suggestions

In the context of Indonesia’s agricultural sector,
particularly in provinces such as Sumatra, which not
only plays a significant role in shaping the regional
economy but is also one of the largest contributors to
production and employment in the national agricultur-
al sector, companies face increasing pressure to align
their financial and operational strategies with sustain-
able business practices. However, the results of this
study show that Corporate Social Responsibility (CSR)
does not have a significant direct effect on the capital
structure of agricultural companies, indicating that CSR
activities are currently viewed more as compliance ef-
forts or image-building rather than strategic financial
decisions.

Furthermore, this study does not detail the types
of CSR activities undertaken by agricultural compa-
nies, nor does it include quantitative measurements of
CSR implementation. Therefore, the ability to provide
specific recommendations regarding CSR is limited
because the empirical basis needed to understand the
impact of CSR activities on capital structure decisions is
not available in this research.

In contrast, firm characteristics such as sales growth
and firm size were found to have a significant positive
effect on capital structure decisions. Companies with
consistent sales growth and larger operational scales

tend to utilize external funding sources, including debt,

to support their business expansion. Sales growth sig-
nals potential future cash flows, while firm size reflects
its asset capacity and bargaining power in obtaining fi-
nancing under favorable terms.

Moreover, profitability plays a crucial mediating
role in this relationship. Profitability not only directly
affects capital structure but also strengthens the influ-
ence of CSR, sales growth, and firm size on financing
decisions. This aligns with signaling theory, where high
profitability sends positive signals to creditors and
investors regarding the company’s financial stability,
thus enhancing the company’s ability to access external
funding.

Based on these findings, agricultural companies
should prioritize improving operational efficiency and
profitability to strengthen financial resilience and op-
timize their capital structure. While CSR remains im-
portant for regulatory compliance and reputation en-
hancement, its direct impact on financing decisions is
currently limited. However, to provide more accurate
and actionable recommendations regarding CSR, future
research needs to specify the types of CSR activities
conducted and develop valid measurements of CSR im-
plementation. Understanding these dynamics is vital
for managers and policymakers aiming to support a
sustainable and financially robust agricultural industry

in Indonesia.
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