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Abstract

Purpose - This study aimed to examine the effects of Operational Efficiency
and Capital Structure on Financial Performance and to investigate the
moderating role of Liquidity in these relationships in Basic Materials
companies listed on the Indonesia Stock Exchange. The study was motivated
by inconsistent empirical findings regarding the determinants of Financial
Performance and the limited evidence concerning the role of Liquidity as a
moderating variable.

Design/methodology/approach - This study employed a quantitative
explanatory research design using secondary data obtained from annual
reports and financial statements of Basic Materials companies listed on the
Indonesia Stock Exchange during 2021-2025. The sample was selected using
purposive sampling. Panel data regression was employed to examine the
effects of Operational Efficiency and Capital Structure on Financial
Performance, while interaction terms were used to test the moderating effects
of Liquidity.

Findings - The results showed that Operational Efficiency had a positive
and significant effect on Financial Performance, whereas Capital Structure
did not have a significant effect. Liquidity also did not have a significant
direct effect on Financial Performance. Furthermore, Liquidity did not
significantly moderate the relationship between Capital Structure and
Financial Performance or the relationship between Operational Efficiency
and Financial Performance. These findings indicate that Financial
Performance in Basic Materials companies is more closely associated with
firm size and efficient asset utilization, while Liquidity does not significantly
alter the effects of Capital Structure and Operational Efficiency on Financial
Performance.

Research limitations/implications - This study was limited to Basic
Materials companies listed on the Indonesia Stock Exchange during 2021~
2025. The findings imply that companies should improve asset utilization
and maintain appropriate Liquidity while managing their financing
structure. Future research should extend the observation period, examine
other industrial sectors, and incorporate additional financial and non-
financial wvariables to provide a broader explanation of Financial
Performance.

JEL : M41, G30, H26
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INTRODUCTION

Financial performance is an important indicator for assessing a company’s ability to
manage its resources and generate profits. In the Basic Materials sector, company performance
faces diverse business dynamics. In the first quarter of 2025, the Basic Materials sector recorded
higher profit growth than sales growth, indicating improvements in companies” ability to
control costs and increase profit margins (Malik, 2025). However, this condition was not evenly
distributed across subsectors, as the cement and building materials subsector continued to face
pressure from excess production capacity, weak domestic demand, and increasingly intense
price competition (Pratama, 2024). These conditions suggest that Financial Performance in the
Basic Materials sector cannot be understood solely through general financial ratios but should
also be considered within the sector's specific operating environment.

One important financial decision concerns Capital Structure, which determines the
proportion of debt and equity used to finance company activities. Trade-Off Theory suggests
that companies balance the benefits of debt financing against the costs of financial distress and
financial risk (Kraus & Litzenberger, 1973). In a sector where companies require substantial
resources to support production and business activities, financing decisions may have
implications for financial flexibility and profitability. However, empirical evidence remains
inconsistent. Ritonga et al. (2021)found that Capital Structure, measured by the Debt to Equity
Ratio (DER), had no significant effect on Return on Assets (ROA), whereas Dewi & Sedana
(2024) and Nabiilah & Ghofar (2025) reported a positive relationship. These inconsistencies
indicate that the effect of financing structure may depend on the characteristics and financial
conditions of the companies being examined.

In addition to financing decisions, the ability to utilize assets efficiently is particularly
relevant to Financial Performance. Operational Efficiency, measured by Total Asset Turnover
(TATO), reflects the extent to which company assets are utilized to generate sales. Agency
Theory views efficient resource utilization as an indication of management's ability to
minimize inefficient resource use and create value for shareholders (Jensen & Meckling, 1976).
The relevance of this relationship becomes more important in the Basic Materials sector
because differences in production capacity, demand conditions, and competitive pressure may
affect the extent to which assets can be converted into sales and ultimately into profits.
Evidence from PT Barito Pacific Tbk and PT Semen Indonesia Tbk also illustrates that changes
in Operational Efficiency and Liquidity may occur alongside changes in Financial Performance.

Liquidity represents another dimension of corporate financial flexibility. The Current
Ratio (CR) reflects the company's ability to meet short-term obligations using current assets
(Brigham & Houston, 2019). However, a high level of Liquidity does not necessarily translate
into higher profitability because current assets may not always be utilized productively. This
issue is particularly relevant when companies face changing operational requirements, because
maintaining liquidity involves balancing short-term financial security with the productive use
of resources. Previous studies have reported inconsistent findings regarding the effect of
Liquidity on Financial Performance. Nawangsari & Nurani (2026) and Calvin Gunawan et al.
2022) found no significant effect, whereas Affi & As’ari 2023) reported a negative effect. These
differences suggest that Liquidity may not operate as a universal determinant of Financial
Performance across different corporate and industry contexts.
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These differences indicate that the relationships between Capital Structure, Operational
Efficiency, Liquidity, and Financial Performance remain inconclusive. Furthermore, Liquidity
is relevant not only as a factor directly associated with Financial Performance but also as a
potential factor that changes the strength of the relationship between internal company factors
and Financial Performance. Conceptually, adequate Liquidity can provide companies with
flexibility in conducting operational activities and meeting short-term obligations, while
excessive Liquidity may create opportunity costs because some current assets may remain
unproductive.

The existing literature has extensively examined Capital Structure, Operational
Efficiency, and Liquidity as individual determinants of Financial Performance. However,
limited attention has been given to whether Liquidity changes the relationships between
financing decisions, asset utilization, and Financial Performance. This issue is particularly
relevant because Liquidity represents not only a company’s ability to meet short-term
obligations but also the financial flexibility available to support operational activities.
Therefore, examining Liquidity as a potential moderating condition may provide a different
perspective on how Capital Structure and Operational Efficiency are translated into Financial
Performance.

The Basic Materials sector provides a relevant context for examining this relationship
because companies in this sector may face differences in production capacity, demand
conditions, production costs, and competitive pressure. Such conditions may influence how
financing decisions and asset utilization affect Financial Performance. Consequently,
relationships identified in other sectors may not necessarily operate in the same manner among
Basic Materials companies. This sector-specific context provides an opportunity to examine
whether Liquidity strengthens or weakens the relationships between Capital Structure,
Operational Efficiency, and Financial Performance.

Accordingly, this study aims to examine the effects of Capital Structure and Operational
Efficiency on Financial Performance, the direct effect of Liquidity on Financial Performance,
and the moderating role of Liquidity in the relationships between Capital Structure,
Operational Efficiency, and Financial Performance among Basic Materials companies listed on
the Indonesia Stock Exchange during 2021-2025. The contribution of this study is to provide
sector-specific empirical evidence on whether Liquidity functions as a conditioning factor in
these relationships, rather than assuming that higher Liquidity necessarily leads to better
Financial Performance.

LITERATURE REVIEW

Trade-Off Theory

Trade-Off Theory explains that companies determine their financing structure by
balancing the benefits and costs of debt. Myers (1984)explains that the static trade-off
framework considers an optimal debt level by balancing the benefits of borrowing against the
costs of financial distress. This theory is relevant to this study because the use of debt affects
the company’s financial risk and financial flexibility. In addition, the theory is used to explain
Capital Structure and Liquidity because companies need to balance the use of external
financing with their ability to maintain sufficient liquid resources to meet financial obligations.
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Thus, an appropriate balance between financing and liquidity is expected to support better
Financial Performance.

Agency Theory

Agency Theory explains the relationship between shareholders as principals and
managers as agents who are responsible for managing company resources. Fama & Jensen
(1983) explain that the separation between ownership and management can create agency
problems and agency costs because managers may have interests that differ from those of
shareholders. This theory is relevant to this study because management is responsible for
utilizing company resources efficiently and achieving the interests of shareholders. Therefore,
Operational Efficiency reflects management’s ability to manage resources effectively, while
Financial Performance represents the outcome of management’s ability to utilize those
resources in achieving company objectives.

Sector-Specific Financial Mechanism in Basic Materials

The financial relationships examined in this study should be considered within the
operating characteristics of the Basic Materials sector. Companies in this sector may face
differences in production capacity, domestic demand, and competitive pressure, which can
influence the conversion of financial resources and productive assets into sales and
profitability. The sector's operating conditions are therefore relevant when assessing whether
conventional financial relationships observed across industries remain applicable to Basic
Materials companies.

From the perspective of Trade-Off Theory, Capital Structure is determined by balancing
the benefits of debt financing against financial risk and financial distress costs. However, the
effect of debt on Financial Performance may depend on whether financing can be translated
into productive business activities. Liquidity may provide short-term financial flexibility, but
financial flexibility does not necessarily mean that additional resources will generate higher
profitability. From the perspective of Agency Theory, Operational Efficiency reflects
management's ability to utilize company resources effectively. Higher asset turnover indicates
that assets are being used to generate sales more intensively. Nevertheless, the financial benefit
of efficient asset utilization may depend on the company's ability to maintain operational
continuity and manage short-term financial requirements. Liquidity can theoretically provide
such flexibility, but whether this flexibility actually changes the relationship between asset
utilization and Financial Performance remains an empirical question. Therefore, this study
treats Liquidity as a potential boundary condition rather than assuming that higher Liquidity
automatically improves the effect of Capital Structure or Operational Efficiency on Financial
Performance. This sector-specific perspective provides the basis for testing whether the
moderating mechanism proposed by conventional financial theory is supported among
Indonesian Basic Materials companies.

Capital Structure

Capital Structure refers to the composition of financing used by a company to finance
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its assets and operational activities, particularly the proportion of debt and equity. Mardiyanto
(2009) defines Capital Structure as the composition of funds used by a company to finance its
activities, while in this study Capital Structure is measured using the Debt to Equity Ratio
(DER). Based on Trade-Off Theory, companies need to determine an appropriate balance
between debt and equity because debt can provide financing benefits but can also increase
financial risk when used excessively.

Operational Efficiency

Operational Efficiency refers to the company’s ability to utilize its resources effectively
to produce output with the most appropriate use of inputs. Farrel (1957) explains efficiency as
the ability of a production unit to produce a certain level of output using the minimum possible
inputs, while Brigham and Houston (2019) explain that Total Asset Turnover (TATO) reflects
the effectiveness of asset utilization in generating sales. In this study, Operational Efficiency is
measured using TATO. Based on Agency Theory, Operational Efficiency reflects
management’s ability to utilize company resources effectively and minimize inefficient
resource use.

Liquidity

Liquidity refers to the company’s ability to meet its short-term obligations using its
current assets (Gitman, 2015). Brigham and Houston (2019) explain that liquidity reflects the
relationship between current assets and current liabilities. In this study, Liquidity is measured
using the Current Ratio (CR), which compares current assets with current liabilities. A higher
CR indicates a better ability of the company to meet its short-term obligations (Brigham &
Houston, 2019).

Financial Performance

Financial performance reflects how well or poorly a company manages its financial
resources to achieve its established objectives (Indika & Hermawan, 2026). In this study,
financial performance is measured using Return on Assets (ROA), which reflects the
company’s ability to generate profit from its assets. The use of ROA indicates the effectiveness
of the company in managing its assets to generate profits (Brigham & Houston, 2019). Based
on Agency Theory, financial performance reflects the effectiveness of management as the agent
in managing company resources to achieve the interests of shareholders as the principal
(Jensen & Meckling, 1976). Thus, higher financial performance indicates greater effectiveness
in managing the company’s resources.

Hypotheses development
The Effect of Capital Structure on Financial Performance

Capital Structure refers to the proportion of long-term debt and equity used by a
company to finance its operational activities and investments (Mardiyanto, 2009). Based on
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Trade-Off Theory, companies seek an optimal capital structure by balancing the benefits and
costs of debt. The use of debt can provide tax-shield benefits and additional financing for
operational and investment activities, while excessive debt may increase financial distress and
financial risk (Kraus & Litzenberger, 1973). Therefore, an appropriately managed Capital
Structure is expected to improve the effectiveness of financing and support Financial
Performance. This relationship is supported by (Az-Zahra et al., 2026; Dewi & Sedana, 2024;
Nabiilah & Ghofar, 2025), who found that Capital Structure has a positive effect on Financial
Performance. Accordingly, the proposed hypothesis is:

Hjy: Capital Structure has a positive effect on Financial Performance.

The Effect of Operational Efficiency on Financial Performance

Operational Efficiency refers to the company’s ability to conduct operational activities
effectively by utilizing resources optimally to produce maximum output at minimum cost
(Darmawan et al, 2023). From the perspective of Agency Theory, efficient resource
management reflects management’s ability to minimize waste and agency costs while
maximizing the interests of shareholders (Jensen & Meckling, 1976). Higher Operational
Efficiency enables companies to control costs, optimize asset utilization, and increase
productivity, thereby supporting higher profitability and Financial Performance. This
relationship is supported by (Indika & Hermawan, 2026; Khairi & Tugiantoro, 2026; Sabila &
Purwoko, 2026), who found that Operational Efficiency has a positive effect on Financial
Performance. Accordingly, the proposed hypothesis is:

Hb>: Operational Efficiency has a positive effect on Financial Performance.

The Effect of Liquidity on Financial Performance

Liquidity refers to the company’s ability to meet its short-term financial obligations
using its current assets (Septiana, 2019). Based on Trade-Off Theory, companies need to
maintain an optimal level of Liquidity by balancing the ability to meet short-term obligations
with the productive use of current assets. Adequate Liquidity can reduce financial distress,
maintain operational stability, and support working capital management, whereas excessive
Liquidity may create opportunity costs because some current assets may not be utilized
productively. Therefore, optimal Liquidity is expected to support profitability and Financial
Performance. This relationship is supported by (Nurzaeni et al., 2023), who found that
Liquidity has a positive effect on Financial Performance. Accordingly, the proposed
hypothesis is:

Hs: Liquidity has a positive effect on Financial Performance.

The Moderating Role of Liquidity in the Effect of Capital Structure on Financial
Performance

Capital Structure determines how companies finance their assets and operational
activities, while Liquidity represents their ability to meet short-term financial obligations.
According to Trade-Off Theory, debt provides potential financing benefits but also increases
financial obligations and financial distress risk when used excessively (Kraus & Litzenberger,
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1973). Liquidity may provide financial flexibility that enables companies to meet short-term
obligations associated with debt financing. This consideration is relevant for Basic Materials
companies because differences in production capacity, demand conditions, and competitive
pressure may require companies to maintain sufficient financial flexibility while managing
their financing structure. However, financial flexibility does not necessarily translate into
higher Financial Performance. Liquidity may reduce short-term financial pressure, but it may
also represent resources that have not been allocated productively. Therefore, whether
Liquidity changes the effect of Capital Structure on Financial Performance represents an
empirical question in the Basic Materials context. Based on the Trade-Off Theory and the
financial characteristics of the sector, higher Liquidity is expected to strengthen the positive
effect of Capital Structure on Financial Performance.

Hg: Liquidity strengthens the positive effect of Capital Structure on Financial Performance.

The Moderating Role of Liquidity in the Effect of Operational Efficiency on Financial
Performance

Operational Efficiency reflects management's ability to utilize company resources
effectively, while Total Asset Turnover indicates the ability of company assets to generate
sales. From the perspective of Agency Theory, efficient resource utilization reflects
management's ability to reduce inefficient resource use and improve outcomes for
shareholders (Jensen & Meckling, 1976). In the Basic Materials sector, the relationship between
asset utilization and Financial Performance may be particularly relevant because differences
in production capacity, domestic demand, and competitive pressure can affect the ability of
companies to convert asset utilization into profitable sales. Liquidity may theoretically
influence this relationship by providing short-term financial flexibility to support operational
activities. Adequate Liquidity may enable companies to maintain working capital and
operational continuity, potentially allowing the benefits of efficient asset utilization to be
realized more effectively. However, excessive Liquidity may also indicate that resources
remain in current assets without being productively deployed. Therefore, the moderating role
of Liquidity should be evaluated empirically rather than assumed to be universally beneficial
Based on Agency Theory and the sector-specific operating context, higher Liquidity is
expected to strengthen the positive relationship between Operational Efficiency and Financial
Performance.

Hs: Liquidity strengthens the positive effect of Operational Efficiency on Financial
Performance.

RESEARCH METHOD
Research Design

This study uses a quantitative approach with a causal research design to examine the
effect of Capital Structure, Operational Efficiency, and Liquidity on Financial Performance.
Liquidity is also examined as a moderating variable in the relationship between Capital
Structure and Operational Efficiency with Financial Performance. The study uses panel data,
which combines cross-sectional and time-series data, to obtain a broader observation of the
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companies during the research period. Panel data regression is used because it combines
observations across companies and periods in a single analytical model.

Population and Sample

The population of this study consists of 114 companies in the Basic Materials sector
listed on the Indonesia Stock Exchange as of December 31, 2025. The sample was selected using
a purposive sampling technique based on predetermined criteria.

1. Companies that were not listed on the Indonesia Stock Exchange during 2021-2025 were
excluded.

2. Companies that did not submit annual reports that could be used for the research period
were excluded.

3. Companies that did not report profits during 2021-2025 were excluded.

Based on these criteria, 44 companies were selected as the research sample, resulting in
220 observations from five years of observation.

Data Source

This study uses secondary data obtained from the annual reports of Basic Materials
sector companies listed on the Indonesia Stock Exchange for the 2021-2025 period. The data
were obtained from the official websites of the respective companies and the Indonesia Stock
Exchange website. The use of secondary data is appropriate because the variables examined in
this study, including Capital Structure, Operational Efficiency, Liquidity, and Financial
Performance, can be measured using information reported in companies’ financial and annual
reports.

Data Collection Method

Data collection was conducted through library research and field research. Library
research was carried out by reviewing relevant books, scientific journals, and other references
related to the research topic. Field research involved collecting secondary data from published
and audited financial and annual reports of Basic Materials sector companies through
company websites and the Indonesia Stock Exchange.

Table 1. Measurement of Variables

Concept Variable Measurement Source
D d Financial Performance Net Profit (Indika &
ependent _
Variable Total Assets Hermawan, 2026)
Independent Capital Structure Total Liabilities (Nabiilah &
Total Equity Ghofar, 2025)

Variable
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Operational Efficiency Net Sales (Retnowati &
Total Assets Cahyani Putri,
2024)
Moderating Liquidity Current Assets (Humaira &
Variable Current Liabilities Delvianti, 2026)

Source: Processed data (2026)

Capital Structure is measured using the Debt to Equity Ratio (DER), which represents
the proportion of debt relative to shareholders” equity. Operational Efficiency is measured
using Total Asset Turnover (TATO), which indicates the effectiveness of asset utilization in
generating sales. Liquidity is measured using the Current Ratio (CR), which represents the
company’s ability to meet short-term obligations using current assets. Financial Performance
is measured using Return on Assets (ROA), which reflects the company’s ability to generate
profit from its total assets.

RESULTS
Table 2 Descriptive Statistics
Variable N Min Max Mean Std.Dev
C 220 1.000 1.000 1.000 0.000
DER 220 0.019 2.186 0.576 0.474
TATO 220 0.011 5.764 0.896 0.836
CR 220 0.393 467.128 5.708 31.485
ROA 220 0.000 0.395 0.067 0.060
Explanatory :

DER (Capital Structure), TATO (Operational Efficiency), CR (Liquidity), ROA
(Financial Performance)
Source: Eviews9 Data Processing (2026)

Based on the descriptive statistical analysis, all variables consist of 220 observations.
Capital Structure, proxied by the Debt to Equity Ratio (DER), has a minimum value of 0.019
and a maximum value of 2.186, with a mean of 0.576 and a standard deviation of 0.474. This
indicates that the level of debt relative to equity varies across the sampled companies.
Operational Efficiency, proxied by Total Asset Turnover (TATO), has a minimum value of
0.011 and a maximum value of 5.764, with a mean of 0.896 and a standard deviation of 0.836.
This indicates differences in the companies' ability to utilize their assets to generate sales.
Meanwhile, Liquidity, proxied by the Current Ratio (CR), has a minimum value of 0.393 and a
maximum value of 467.128, with a mean of 5.708 and a standard deviation of 31.485. The wide
range and relatively high standard deviation indicate substantial variation in the liquidity
levels of the sampled companies. Financial Performance, proxied by Return on Assets (ROA),
has a minimum value of 0.000 and a maximum value of 0.395, with a mean of 0.067 and a
standard deviation of 0.060. This indicates that the ability of companies to generate profits from
their assets varies across the sample. Overall, the descriptive statistics indicate considerable
differences in the characteristics and financial conditions of the companies included in the
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study.

Selection of the Best Panel Data Model
Chow Test

Decision-making criteria and based on the value of F calculated:
- If the probability (Prob) on the cross-section F<0.05 and if F calculates > F table then a better
model is Fixed Effect.
- If the probability (Prob) on the Cross Section F is >0.05 and If F is calculated < F table then
a better model is Common Effect

Table 3. Uji Chow

Effects Test Statistic d.f. Prob.
Cross-section F 7.514801 (43,171) 0.0000
Cross-section Chi-square 233.452592 43 0.0000

Source: Eviews9 Data Processing (2026)

Based on the results of the Chow Test using EViews 9, the probability value of the Cross-
section F is 0.0000. This value is lower than the significance level (a = 0.05). Therefore, the null
hypothesis (H,), which indicates that the Common Effect Model (CEM) is the appropriate
model, is rejected. Thus, the Fixed Effect Model (FEM) is considered more appropriate than the
Common Effect Model (CEM). Consequently, the Hausman Test is required to determine the
most appropriate model between the Fixed Effect Model (FEM) and the Random Effect Model
(REM).

Hausman Test
Decision-making criteria and based on the value of F calculated:
- If the probability on the Cross Section Random > 0.05, then the better model is the Random
Effect Model (REM).
- If the probability on Cross Section Random <0.05, then the better model is the Fixed Effect
Model (FEM).

Table 4. Uji Hausman

Test Summary Chi-Sq. Statistic Chi-Sq. d.f. Prob.

Cross-section random 38.401256 5 0.0000

Source: Eviews9 Data Processing (2026)

Based on the results of the Hausman Test, the probability value of the Cross-section
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Random is 0.0000. This value is lower than the significance level (a = 0.05). Therefore, the null
hypothesis (H,), which indicates that the Random Effect Model (REM) is the appropriate
model, is rejected. Thus, the Fixed Effect Model (FEM) is considered more appropriate than the
Random Effect Model (REM). Based on the results of the Chow Test and Hausman Test, the
Fixed Effect Model (FEM) is selected as the most appropriate panel data regression model for
this study.

Table 5. Hypothesis Test Result

Variable Prediction Coefficient T-Statistic Prob.

C -0.031855 -1.899458 0.0592

DER + -0.003247 -0.166619 0.8679

TATO + 0.111921 6.797285 0.0000

CR + -1.42E-05 -0.069663 0.9445

DER*CR + -0.004338 -0.383759 0.7016

TATO*CR + 0.002077 0.765631 0.4450
Explanatory :

DER (Capital Structure), TATO (Operational Efficiency), CR (Liquidity), ROA
(Financial Performance)
Source: Eviews9 Data Processing (2026)

Debt to Equity Ratio has a positive effect on Financial Performance

The first hypothesis (H1) proposed in this study states that Debt to Equity Ratio (DER)
has a positive effect on Financial Performance. The results show a regression coefficient of -
0.003247, indicating a negative direction of influence, which is inconsistent with the proposed
hypothesis. The t-statistic is -0.166619, with a probability value of 0.8679, which is greater than
the significance level of 0.05 (5%). Thus, Debt to Equity Ratio has a negative and insignificant
effect on Financial Performance. Therefore, H1 is rejected and HO is accepted. This indicates
that changes in the level of debt relative to equity do not significantly affect the company's
Financial Performance.

Total Asset Turnover has a positive effect on Financial Performance

The second hypothesis (H2) proposed in this study states that Total Asset Turnover
(TATO) has a positive effect on Financial Performance. The results show a regression
coefficient of 0.111921, indicating a positive direction of influence, which is consistent with the
proposed hypothesis. The t-statistic is 6.797285, with a probability value of 0.0000, which is
smaller than the significance level of 0.05 (5%). Thus, Total Asset Turnover has a positive and
significant effect on Financial Performance. Therefore, H2 is accepted and HO is rejected. This
indicates that companies with higher asset utilization efficiency tend to achieve better Financial
Performance.

Current Ratio has a positive effect on Financial Performance

The third hypothesis (H3) proposed in this study states that Current Ratio (CR) has a


https://ojs.azzukhrufcendikia.or.id/index.php/ajaf

AND FINANCE

https:/ /ois.azzukhrufcendikia.or.id/index.php/ajaf
773090 497005 VOL. 2. No. 3 ; September (2026)

I‘ '55“|Tgii‘9?|ﬂl”l JOURNAL OF ACCOUNTING
9

positive effect on Financial Performance. The results show a regression coefficient of -1.42E-05,
indicating a negative direction of influence, which is inconsistent with the proposed
hypothesis. The t-statistic is -0.069663, with a probability value of 0.9445, which is greater than
the significance level of 0.05 (5%). Thus, Current Ratio has a negative and insignificant effect
on Financial Performance. Therefore, H3 is rejected and HO is accepted. This indicates that the
level of current assets relative to current liabilities does not significantly affect the company's
Financial Performance.

Liquidity moderates the effect of Debt to Equity Ratio on Financial Performance

The fourth hypothesis (H4) proposed in this study states that Liquidity moderates the
effect of Debt to Equity Ratio (DER) on Financial Performance. The results show a regression
coefficient of -0.004338, indicating a negative interaction effect. However, the t-statistic is -
0.383759, with a probability value of 0.7016, which is greater than the significance level of 0.05
(5%). Thus, the interaction between Debt to Equity Ratio and Current Ratio (DER*CR) does not
have a significant effect on Financial Performance. Therefore, H4 is rejected and HO is accepted.
This indicates that Liquidity does not significantly moderate the relationship between Debt to
Equity Ratio and Financial Performance.

Liquidity moderates the effect of Total Asset Turnover on Financial Performance

The fifth hypothesis (H5) proposed in this study states that Liquidity moderates the
effect of Total Asset Turnover (TATO) on Financial Performance. The results show a regression
coefficient of 0.002077, indicating a positive direction of the interaction effect, which is
consistent with the proposed hypothesis. The t-statistic is 0.765631, with a probability value of
0.4450, which is greater than the significance level of 0.05 (5%). Thus, the interaction between
Total Asset Turnover and Current Ratio (TATO*CR) has a positive but insignificant effect on
Financial Performance. Therefore, H5 is rejected and HO is accepted. This indicates that
Liquidity does not significantly moderate the relationship between Total Asset Turnover and
Financial Performance.

Coefficient of Determination Test

Table 6. Coefficient of Determination Test

R-squared 0.711225 Mean dependent var 0.067260
Adjusted R-squared 0.630165 S.D. dependent var 0.059662
S.E. of regression 0.036283 Akaike info criterion -3.601440
Sum squared resid 0.225115 Schwarz criterion -2.845586
Log likelihood 445.1583 Hannan-Quinn criter. -3.296206
F-statistic 8.774075 Durbin-Watson stat 1.844249
Prob(F-statistic) 0.000000

Source: Eviews9 Data Processing (2026)
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The coefficient of determination test shows an R-squared value of 0.711225 and an
Adjusted R-squared value of 0.630165. This indicates that Capital Structure, Operational
Efficiency, Liquidity, and the interaction variables explain 63.02% of the variation in Financial
Performance after adjustment for the predictors included in the model, while the remaining
36.98% is explained by factors outside the research model. Furthermore, the F-statistic value of
8.774075 with a probability value of 0.000000 indicates that the model is statistically significant.
Thus, the variables included in the model jointly provide explanatory information for Financial
Performance.

DISCUSSIONS
The Influence of Capital Structure on Financial Performance

Based on the partial test results, the first hypothesis (H1) is rejected, indicating that
Capital Structure has a negative and insignificant influence on Financial Performance. This
finding indicates that changes in the proportion of debt and equity do not significantly affect
Financial Performance. Based on Trade-Off Theory, debt can provide financing benefits but
may also increase financial risk and financial obligations. Therefore, the use of debt in the
company’s capital structure does not necessarily improve Financial Performance. This finding
is consistent with Andini & Imronudin (2026), who found that capital structure does not
significantly affect Financial Performance. However, it differs from (Az-Zahra et al., 2026; Dewi
& Sedana, 2024; Nabiilah & Ghofar, 2025), which found a positive influence of capital structure
on Financial Performance.

The Influence of Operational Efficiency on Financial Performance

Based on the partial test results, the second hypothesis (H2) is accepted, indicating that
Operational Efficiency has a positive and significant influence on Financial Performance. This
finding suggests that companies with higher operational efficiency are better able to utilize
their assets to support business activities and generate sales, which ultimately contributes to
improved profitability and Financial Performance. Effective utilization of company assets
allows resources to be used more productively, so the company can generate greater returns
from the assets it owns. Therefore, the more efficiently a company manages and utilizes its
operational resources, the greater its ability to improve Financial Performance. This finding is
consistent with (Indika & Hermawan, 2026; Khairi & Tugiantoro, 2026; Sabila & Purwoko,
2026), who found that Operational Efficiency has a positive relationship with Financial
Performance.

The Influence of Liquidity on Financial Performance

Based on the partial test results, the third hypothesis (H3) is rejected, indicating that
Liquidity has a negative and insignificant influence on Financial Performance. This finding
suggests that the company’s ability to meet its short-term obligations does not significantly
determine its Financial Performance. A higher level of Liquidity does not necessarily lead to
higher profitability because excessive current assets may indicate that some company
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resources are not being utilized productively to support business activities. Conversely,
maintaining liquidity at an appropriate level allows companies to fulfill their short-term
obligations while still utilizing their resources efficiently. Therefore, liquidity alone is not
sufficient to improve Financial Performance, as profitability is also influenced by how
effectively the company manages and utilizes its resources. This finding is consistent with
(Calvin Gunawan et al., 2022; Humaira & Delvianti, 2026; Nawangsari & Nurani, 2026), which
found that Liquidity does not significantly affect Financial Performance.

The Moderating Role of Liquidity in the Relationship between Capital Structure and
Financial Performance

The results indicate that Liquidity does not significantly moderate the relationship
between Capital Structure and Financial Performance. From the perspective of Trade-Off
Theory, Liquidity may provide financial flexibility that enables companies to meet short-term
obligations associated with debt financing. However, the availability of current assets does not
necessarily determine whether debt financing is allocated to productive activities that generate
higher returns. Therefore, greater Liquidity may reduce short-term financial pressure without
necessarily changing the economic consequences of the company’s financing structure. This
finding may also be related to the characteristics of the Basic Materials sector. Companies in
this sector may require substantial resources for production capacity, inventories, and
operational activities, while the financial consequences of debt financing may depend on how
effectively the funds are allocated and utilized. Consequently, the relationship between Capital
Structure and Financial Performance may be influenced more strongly by the productive use
of financing, financial costs, and operating conditions than by the level of short-term liquidity.
In addition, the Current Ratio may not fully capture the dimension of financial flexibility that
is relevant to the moderating mechanism. The Current Ratio measures the relationship between
current assets and current liabilities, but it does not directly indicate the quality, availability,
or productive use of those current assets. Thus, a higher Current Ratio does not necessarily
mean that a company has greater flexibility to convert financing into productive activities. This
provides a possible explanation for why Liquidity, when measured using the Current Ratio,
does not significantly change the relationship between Capital Structure and Financial
Performance. Therefore, the finding does not support the expectation derived from Trade-Off
Theory that higher Liquidity strengthens the effect of Capital Structure on Financial
Performance. Instead, the evidence suggests that Liquidity and Capital Structure may operate
through different financial mechanisms in the observed Basic Materials companies.

The Moderating Role of Liquidity in the Relationship between Operational Efficiency and
Financial Performance

The results show that Liquidity does not significantly moderate the relationship
between Operational Efficiency and Financial Performance. From the perspective of Agency
Theory, Operational Efficiency reflects management’s ability to utilize company resources
effectively and reduce inefficient resource use. Although efficient asset utilization is expected
to improve Financial Performance, the benefits of Operational Efficiency do not necessarily
depend on the amount of short-term financial resources held by the company. One possible
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explanation is that Operational Efficiency and Liquidity represent different dimensions of
financial management. Total Asset Turnover reflects the effectiveness of productive assets in
generating sales, whereas the Current Ratio primarily reflects the company’s ability to meet
short-term obligations. Consequently, an increase in current assets does not automatically
improve the utilization of productive assets or strengthen the contribution of asset turnover to
Financial Performance. The characteristics of the Basic Materials sector may also contribute to
this result. Asset utilization in this sector can be affected by production capacity, demand
conditions, inventory requirements, and competitive pressure. These factors may influence the
ability of productive assets to generate sales more directly than the level of short-term liquidity.
Therefore, higher Liquidity does not necessarily provide an additional mechanism through
which efficient asset utilization translates into higher Financial Performance. Furthermore, the
use of Current Ratio as a proxy for Liquidity may not fully represent the type of financial
flexibility required to support productive asset utilization. Current Ratio measures the
relationship between current assets and current liabilities but does not distinguish whether
current assets are readily available or efficiently deployed in operational activities. Thus, the
insignificant moderating effect may indicate that short-term liquidity, as captured by Current
Ratio, is not sufficient to change the relationship between Operational Efficiency and Financial
Performance. Accordingly, the finding does not support the Agency Theory-based expectation
that greater Liquidity strengthens the benefits of efficient resource utilization. The evidence
instead suggests that Operational Efficiency and Liquidity may influence Financial
Performance through relatively distinct mechanisms in the observed Basic Materials
companies.

CONCLUSIONS

This study examined the effects of Capital Structure and Operational Efficiency on
Financial Performance and investigated the direct and moderating roles of Liquidity among
Basic Materials companies listed on the Indonesia Stock Exchange during 2021-2025. The
findings indicate that Capital Structure does not have a significant effect on Financial
Performance, whereas Operational Efficiency has a positive and significant effect. Liquidity
does not have a significant direct effect on Financial Performance and does not significantly
moderate the relationship between Capital Structure and Financial Performance or between
Operational Efficiency and Financial Performance. The findings indicate that Financial
Performance in the observed Basic Materials companies is more closely associated with the
effective utilization of productive assets than with the level of debt financing or short-term
liquidity. The results also show that Liquidity does not automatically function as a
conditioning factor that strengthens the effects of Capital Structure or Operational Efficiency
on Financial Performance. Thus, the proposed moderating mechanism of Liquidity is not
empirically supported within the observed sector and period. The findings have practical
implications for management. Companies should focus on improving the utilization of
productive assets and ensuring that financial resources are allocated to activities that support
sales and profitability. Liquidity remains important for maintaining the ability to meet short-
term obligations, but increasing current assets alone should not be considered sufficient to
improve Financial Performance. Financing decisions should also consider the productive use
of debt and the financial risks associated with the chosen capital structure. This study has
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several limitations. First, the analysis is limited to Basic Materials companies listed on the
Indonesia Stock Exchange during the 2021-2025 observation period. Second, the model
includes a limited number of financial variables and does not directly incorporate external
sector-specific factors such as commodity price movements, production costs, demand
conditions, and other industry dynamics. Third, Liquidity is measured using the Current Ratio,
which may not fully capture all dimensions of financial flexibility relevant to the moderating
mechanism. Future research may extend the observation period and examine other industrial
sectors or subsectors to determine whether the relationships remain consistent under different
operating conditions. Future studies may also incorporate sector-specific variables such as
commodity prices, production costs, demand conditions, or inventory characteristics. In
addition, alternative measures of Liquidity or multiple liquidity indicators may be employed
to examine whether different dimensions of financial flexibility produce different moderating
effects.
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