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Abstract

Introduction

The debate regarding the capital structure decision starts from (Modigliani & Miller, 1958), which
states that it has nothing to do with firm value. Then it is developed in the company model to choose
debt in the capital structure if there is a greater benefit in tax savings compared to bankruptcy costs
(Miller, 1977). There are still differences and disagreements between managers to determine their
relationship to firm value. When a company chooses to do debt, the implication is that it raises
operating expenses. When companies choose to incur debt, the tax burden is reduced. Another
method of determining the capital structure is to follow the capital structure of the industry (similar
companies, which are then averaged) or other companies (one or two) that have the same business
risk.

If a company has a capital structure that deviates too much from the industry average, the market
(outsiders) will immediately question the cause. These deviations don't have to mean bad. If most
companies use a conservative capital structure, the industry average for capital structure will appear
smaller. Although it is likely that the optimal debt ratio could be higher than the industry average.
Therefore, financial managers must prepare strong and convincing arguments if they want to use a
capital structure that deviates significantly from the industry average. The coverage ratio is often used
by lenders and rating agencies to assess the risk of bankruptcy. . Competition in the business world is
getting tougher,Capital structure decisions are an important component, these conditions require
companies to be superior in competition to achieve company goals. The company has a goal of being
able to increase the prosperity of shareholders and achieve optimal profits. In meeting these
objectives, it is necessary to make the right decisions from company management in making funding
decisions. The company's financial funding decisions affect the company’s activities. Capital is needed
by every company, for operational funds and for company expansion. The company must determine
the amount of capital needed to fulfill or finance the company (Maryanti, 2016)

Because until now it is still a puzzle, this study aims to fill the gap whether the choice of capital
structure is determined by the industrial sector. Different industrial sectors have a greater variation in
capital structure, which is due to the different characteristics of the business scope (Das & Roy, 2007).
They explained that technology-based companies have debt on a more varied capital structure, apart
from the company's limitation on bank credit. Indonesia is a country based on a bank-market system,
not a capital market system (Warjiyo, 2015), so that the supply of credit can encourage a bigger debt
increase in the capital structure. Therefore, the aim of this research is to find out whether there are
differences in debt in the capital structure across sectors or different industries. In an increasingly
competitive business world, companies must be able to develop and create new values or innovations
in order to survive in the competition, among others by creating value through improving business




processes. The company is driven to have an advantage over its competitors. In carrying out its
business activities, profit is the main goal that must be achieved by every company, with these
advantages, the company's capital and assets will increase which in turn will increase the company's
ability to carry out its operations. The benefits obtained are not only determined by the company's
own ability, but also by the level of competition. Every company must be able to create added value
for its company in order to survive and be able to outperform its competitors, so that it becomes a
superior company.

This paper is divided into 5 parts, namely the second part is the literature review, the third is the
research method. Furthermore, section four discusses the findings and discussion, and closes in the
fifth section.

LITERATURE REVIEW

The fact that there are relatively different external funding requirements can be attributed to the
varied industrial developments and the different developments in the financial market sector (Rajan
& Zingales, 1996). Assuming a perfect capital market, they have identified the financing needs of a
larger financial sector due to the demand for industrial technology. Since the need for external funds
indicates the desired amount of investment that cannot be financed through internal cash flows; the
composition of external funds in the capital structure is important. The emergence of an arbitration
process that will make the share price (company value) that does not use debt or that uses debt,
ultimately the same. The arbitrage process arises because investors always prefer investments that
require less funds but provide the same net income with the same level of risk (Morniaga, 2013). A
good capital structure will have an impact on the company and indirectly the company's financial
position will increase and the company's value will be high. Mistakes in managing the capital structure
will result in large debt, and this will also increase financial risk because the company's inability to pay
interest and debt expenses, so the company's value will decrease (Dewi & Sudiartha, 2017).

The pecking order theory states that companies prefer the use of internal rather than external funds
in order to finance their business development. If the internal source of funding originating from
financial slack is insufficient, external funding sources are used. If an external source of funding is
needed, the main choice will be taken from the use of debt by issuing bonds. Agency fees play an
important role in funding decisions because of the possible conflicts between shareholders and bond
/ debt holders. If the company is experiencing financial difficulties, shareholders can encourage
management to take action, which may have an impact on shifting financing from bond / debt holders
to shareholders. Bond / debt holders who are aware of this will demand a higher rate of return if a
potential transfer of wealth is seen. However debt and interest payments can reduce agency conflicts
between shareholders and managers. Bond / debt holders have the legal right to claim compensation
if management fails to pay interest when due, so that management will face the possibility of losing
their jobs if they fail to run the company efficiently.

Costs that will arise as a result of fulfilling company capital can be either an explicit cost or an implicit
cost that must be paid by the company or the profits hinted at by investors. Opportunity cost causes
the incidence of capital costs that are not cash costs. Companies need to be careful in determining
the optimal capital structure used by companies, with the aim of reducing liquidity risk. Profitability
has a negative effect on structure Company Capital. This means that if the profitability increases then

there will be a decline in the Company's Capital Structure. The opposite applies when profitability
decreases, so there will be an increase in the company's capital structure the building construction
sub-sector on the IDX. High internal company funds obtained from profitability so as to be able to
fund company investment with a lower risk, the company will tend to use internal versus external
funding (Prastika and Candradewi, 2019)




Hypothesis: there are differences in the capital structure between industries in Indonesia

METHOD

The data used in this research is the debt and equity ratio which describes the proposition of using
external data on companies listed on the Indonesia Stock Exchange in 2009. Data obtained are 127
observation units, with the distribution as shown in Figure 1.
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Figure 1. Indonesia Stock Exchange Sector Distribution

The results of the prerequisite test showed that the data was not normal, so the test was carried out
with non-parametric statistics, namely the Kruskal-Wallis as represented on figure 2.
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Figure 2. Kruskall-Wallis Result

Research result in Table 1 show that the variation in all sectors has positive skewness, meaning that
most of the DER data are on the left side of the median. The company is trying to maintain a low DER




ratio in all sectors. However based on kurtosis it is known that The KW test results show that the p
value is smaller than 0.05, which means that Ho is rejected and Ha is accepted. The results show that
there are differences in the capital structure between sectors on the Indonesia Stock Exchange. These
results are consistent with previous research (Rajan & Zingales, 1996). In infrastructure companies,
using debt is greater than that of others, on the other hand, in agriculture, debt is smaller than equity.

Table 1. Descriptive and Normality Research Result

PROPERTY,
BASIC INFRASTRUC REAL ESTATE TRADE,
INDUSTR TURE, AND SERVICES
AGRI Y AND  CONSUME UTILITIES & MISCELLANE BUILDING &
CULT CHEMIC R GOODS TRANSPORTA  MINI ous CONSTRUCTI  INVESTME
URE ALS INDUSTRY  TION NG INDUSTRY ON NT
Mean 048 096 1.42 318 1.65 1.76 149 1.68
Media
n 0.35 092 0.59 1.99 143 0.86 099 1.24
Mode  #N/A ANJA INJA INJA ENJA INJA ENJA ENJA
Stand
ard
Deviat
ion 0.30 079 2.50 306 146 345 155 1.64
Sampl
e
Varian
ce 0.09 062 6.27 937 213 1187 241 270
Kurto
sis -1.73 1.01 9.16 077 0.67 3.87 742 3.54
Skewn
ess 0.74 1.05 2.98 1.50 1.19 1.81 255 1.83
Table 2. Research Result
PROPER
TY,
REAL
ESTATE
INFRASTR AND
BASIC CONSU UC-TURE, MISCE BUIL
INDUST MER UTILITIES L-LANE DING
AGRIC RY AND GOODS & ous CONS TRADE, SERVI
UL-TU CHEMIC  INDUST TRANSPO MININ  INDUS TRUCTI CES &
RE ALS RY R TATION G TRY ON INVESTMENT
median 0.35 0.92 0.59 1.99 1.43 0.86 0.99 1.24
rank
sum 182 735 487 837 901 586 1185 3215
count 6 14 10 9 13 10 18 47 127
5520.6 62446 34339, 21991 | 54038
r"2/n 67 38587.5 23716.9 77841 .23 6 78012.5 9.7 4.1
14.90
H-stat 557
14.90
H-ties 557
df 7
0.037
p-value 229
alpha 0.05
sig yes




Discussion

The difference in debt in the capital structure can be caused by weak good governance in Indonesia,
so that sharehaolders and managers collaborate to use debt for their interests (Harijono & Tanewski,
2012). Managers will act on their interests, namely being opportunistic in nature so that they are
detrimental to shareholders or acting on the interests of shareholders that are detrimental to the
interests of debtholders (La Rocca et al., 2007). Or other causes such as future growth opportunities
are often constrained by limited funds, resulting in over or underinvestment.

Suggestion

Different sector characteristics cause the use of debt in the capital structure to vary. The future
growth opportunities will determine the use of this debt. When the capital structure is at optimal
conditions, managers can accept or refuse to explore these growth opportunities.
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