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ABSTRACT

This study aims to analyze and empirically test the impact of financial leverage on investment
decisions, firms' value, and the role of investment decisions as a mediator. This study uses a
quantitative approach with secondary data. Manufacturing companies listed on the Indonesia Stock
Exchange in 2016-2022 are the research population. Sampling was done using purposive
sampling, and a sample of 117 companies was obtained. The data analysis technique used
structural equation modeling. The study's results showed that leverage did not affect investment
decisions. However, leverage showed a positive effect on firms' value. Investment decisions have a
positive effect on firms' value. Investment decisions can mediate the effect of leverage on firms'
value. This study theoretically offers a framework for understanding the role of financial leverage
on firm value through investment decisions. In addition, this study can be a reference for further
research. Practically, this study can be a reference for investors in choosing stock investments and
stakeholders in manufacturing companies to overcome obstacles, maximize market value, and
optimize capital structure.

Keywords: firms' value, investment decisions, financial leverage, manufacturing companies.
INTRODUCTION

The firm value measures a company's core strength, including earnings,
cash flow, assets, and growth potential. This is significant in business and finance
as it represents the comprehensive worth of a company in the market. A firm's
valuation can impact the choices taken by investors, shareholders, and the firm's
business strategies. Firm value becomes a key consideration in investment
decisions as it reflects the financial performance and prospects of the firms
(Vengesai 2023). However, inefficient investment choices may adversely impact a
company's worth. Numerous investors emphasize steady appreciation in the worth
of their stock market holdings to generate higher returns on their investments and
optimize their wealth (Ofulue et al. 2022).

In addition, financial leverage has been critical in shaping investment
decisions and firms' value, particularly in Indonesia's manufacturing sector.
However, leverage can raise financial risk and result in more extraordinary capital
expenses or financial trouble. Analytics of data from firms registered on the
Indonesia Stock Exchange (IDX) revealed that leverage serves as a control. This
implies that more considerable cash reserves do not automatically result in
additional investment activity, as there may be financial limitations when
pursuing external finance (Nugroho, Rizki, and Nasution 2019). The main
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objective of companies that have gone public or have been listed on the IDX is to
generate profits to increase shareholder prosperity through increasing firm value.
Every investment involves uncertainty or risk (Liong et al. 2023). Moreover, The
growth rate of shares of manufacturing businesses represented on the Indonesia
Stock Exchange has varied throughout the past five years due to global economic
developments (Sudiyatno et al. 2020). It also has the potential to reveal
destructive projects, reduce entrepreneur motivation, and ultimately decrease
overall efficiency (Nan and Wen 2023).

Understanding firms' value is significant in making stock investment
decisions from an investor's perspective (Guo et al. 2021). This helps investors
recognize stocks with growth potential and positive performance (Alexandridis et
al. 2020; Jaya and Kholilah 2020). This analysis can be enhanced by
understanding financial leverage, which reflects how much a company uses debt
to finance its operations and investments (Kijkasiwat, Hussain, and Mumtaz
2022). The company uses financial leverage to outperform its fixed-cost fund
costs (Hoang and Phung 2019). For company success, clear policies and
procedures are needed. Along with this, changes in business and increasing
complexity have increased the need for better governance (Kijkasiwat and
Phuensane 2020; Li, Li, and Zeng 2020; Zhou, Li, and Chen 2021; Ngoc,
Ichihashi, and Kakinaka 2022; Rostami, Kargar, and Samimifard 2022).

Several studies on financial leverage and firms' value have been conducted
by Tarek (2019); Zuhroh (2019); Ibrahim and Isiaka (2021); Margono and
Gantino (2021); Bon and Hartoko (2022) show that financial leverage positively
affects a firm's value. A study by Alamgir and Cheng (2021); Alawiyah, Senewe,
and Paulina (2023) shows that leverage negatively affects a firm's value. Contrary
to other studies, such as the study of Al-Slehat (2019); Endri and Fathony (2020);
Nandi and Banerjee (2024) stated that financial leverage does not affect firms'
value. Several studies on financial leverage and investment decisions have been
conducted by Hermuningsih, Sari, and Rahmawati (2020); Thach and Quynh
(2022) showed that financial leverage positively affects investment decisions.
Studies by Mondosha and Majoni (2018); Akca, Karan, and Yildiz (2021); Thi,
Thu, and Thanh (2023); Jesuka, Vilela, and Cunha (2024) showed that leverage
negatively affects investment decisions. Contrary to other studies, such as the
study of Danso et al. (2019), which stated that financial leverage does not affect
investment decisions for high-growth firms. Several studies on investment
decisions and firms' value have been conducted by Fionita, Kufepaksi, and
Hasnawati (2021); Meutia et al. (2021); Stiadi (2023) showed that investment
decisions positively affect a firm's value. A study by Suteja et al. (2023) showed
that investment decisions negatively affect a firm's value. Contrary to other
studies, such as the study of Bon and Hartoko (2022), which showed that
investment decisions do not affect firm value. Previous studies have shown
inconsistent results, which could be a research gap.

However, research regarding the financial leverage on investment
decisions and firms' value, especially in manufacturing companies in Indonesia, is
still minimally studied. This study offers novelty in analyzing the relationship
between financial leverage, investment decisions, and firm value. Given the
limited existing research, positioning investment decisions as a mediating variable
between leverage and firm value is a novel approach. This framework could

=

=]

)

E pISSN 2549-3086 185
elSSN 2657-1676
https://ejournal.stiesyariahbengkalis.ac.id/index.php/jas


http://creativecommons.org/licenses/by-nc-sa/4.0/
http://creativecommons.org/licenses/by-nc-sa/4.0/
http://creativecommons.org/licenses/by-nc-sa/4.0/
http://creativecommons.org/licenses/by-nc-sa/4.0/
https://ejournal.stiesyariahbengkalis.ac.id/index.php/jas
http://creativecommons.org/licenses/by-nc-sa/4.0/
http://creativecommons.org/licenses/by-nc-sa/4.0/
http://creativecommons.org/licenses/by-nc-sa/4.0/

JAS (Jurnal Akuntansi Syariah)
December 2024, Vol.8, No.2: 184-202

provide new insights by clarifying how leverage influences a firm's value through
its impact on investment choices. While high leverage can restrict or shape
investment decisions (due to risk aversion or financial constraints), those
decisions directly impact the firm's value by influencing its growth potential, cash
flow generation, and competitive positioning. By combining these three elements
holistically, this research seeks to provide a deeper understanding of how the
financial structure of manufacturing companies influences investment decisions
and firms' value in Indonesia.

Based on the existing research gap and novelty, this research needs to be
empirically studied. This would provide a more comprehensive contribution to
understanding this sector's influence on the Indonesian economy. This study so
can enrich academic literature by presenting an in-depth analysis of the
relationship between financial leverage, investment decisions, and firm value,
especially in the context of manufacturing companies in Indonesia. Therefore, this
research aims to analyze and empirically test the effect of financial leverage on
company value and investment decisions in the manufacturing company sector by
considering it as a mediating variable. Along with the multiple effects of the
manufacturing sector, this study also has the potential to produce more effective
policy recommendations to support sustainable economic growth in Indonesia.

LITERATURE REVIEW

Signaling Theory

The signaling theory addresses resolving information imbalance in a
competitive setting (Spence 1973). The idea primarily focuses on the goal of
management to disseminate information and receive signals from the market,
stakeholders, and society (Bae, Masud, and Kim 2018). The objective of signaling
theory is to narrow this divide by enabling knowledgeable individuals to transmit
visible signals to those who are less knowledgeable. In finance, positive signals
encompass dividend payments, earnings releases, investment in new initiatives,
and insider sales of business shares. These signals indicate to investors that the
company possesses a robust financial position and hopeful future development
opportunities (Taj 2016). Conversely, dividend reductions, insider selling of
shares, or delays in project launches could be negative indicators, implying that
the company may encounter financial difficulties or diminished growth potential.

Stakeholder Theory

Stakeholder theory is a principle in the field of business ethics and
organizational management that proposes that firms should consider the concerns
and welfare of all their stakeholders rather than exclusively focus on shareholders
while making decisions (Freeman 1984; Freudenreich, Lideke-Freund, and
Schaltegger 2020). This approach expands upon the conventional emphasis on
increasing shareholder stock value by acknowledging that corporations also bear
obligations towards diverse other stakeholders impacted by their activities. This
emphasizes that companies have a moral obligation to consider the impact of their
actions on others (Jones, Harrison, and Felps 2018). It moves away from the idea
that profit is a company's only responsibility and instead suggests that businesses
must contribute to the well-being of all stakeholders.
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Trade-Off Theory

Trade-off theory is a concept in finance that explains how companies
balance the benefits and costs associated with using debt in their capital structure
(Kraus and Litzenberger 1973). According to static trade-off theory, every firm
has a perfect capital structure that maximizes market value (Khoa and Thai 2021).
Trade-offs can occur in various ways, such as a trade-off between the tax benefits
of debt and the cost of capital distress related to the trade-off model (Jarallah,
Saleh, and Salim 2019). Meanwhile, the widely used concept of trade-off theory
explains the relationship between risk and the use of financial leverage (debt). The
trade-off theory posits that tax advantages arise from using debt, prompting
corporations to employ debt optimally to enhance corporate value. The core
principle of the trade-off theory in capital structure is to equilibrate the advantages
and disadvantages associated with loan utilization (Dierker, Lee, and Seo 2019).
In the context of recent research Almustafa, Jabbouri, and Kijkasiwat (2023);
Kalash (2023) highlight the importance of understanding uncertainty in economic
policy and the negative impact of using financial leverage on future predictions
and corporate performance. Companies with high leverage levels are at risk of
failure if they cannot meet their interest and principal payment obligations
(Arhinful and Radmehr 2023).

Firms Value

Firm value encompasses a collection of financial and economic concepts
that elucidate how a company's total value is established and how it can be
optimized (Jensen 2010). The firm value is the overall valuation of a corporation
as accepted by the market, considering elements such as future profitability,
assets, liabilities, and risk (Card et al. 2018). Firm value is often used in financial
analysis to assess the health and potential of a company, both from the perspective
of investors, shareholders, and other stakeholders (Jiao 2010). Firm value is
essential for investors to provide an overview of the investment value and
potential returns (Khan, Qureshi, and Davidsen 2020). In addition, it is essential
as a basis for assessment when a company is acquired or merged (Jihadi et al.
2021). Then, it is essential for the company's financial strategy to help
management determine strategic steps, such as funding or investment (Kadim,
Sunardi, and Husain 2020). Firm value not only shows the company's current
condition but also reflects market expectations regarding the company's future
prospects (Jihadi et al. 2021). Tobin's Q is a popular proxy used to measure firm
value. It compares the market value of a company's assets to their replacement
cost (Tobin 1969). This ratio reflects whether a company is valued higher or lower
than its book value. If Tobin's Q > 1, the firm is considered overvalued, meaning
the market values the firm more than the replacement cost of its assets. If Tobin's
Q < 1, The firm is considered undervalued, meaning its assets are valued lower
than the cost to replace them.

Investment Decisions

Investment decisions are the process of assessing and selecting assets,
projects, or investment opportunities to generate profits or achieve specific
financial goals in the future (Roychowdhury, Shroff, and Verdi 2019). These
decisions involve evaluating various investment alternatives based on potential
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returns, risks, and organizational or individual goals (Jain, Walia, and Gupta
2019). The main objective of investment decisions is to optimize returns, so
choose investments that provide maximum returns (Paiva et al. 2019). In addition,
managing risk must ensure that investments align with risk tolerance (Aini and
Lutfi 2019). Then, increasing shareholder value, in the context of a company,
focuses on decisions that increase the value of the company (Roychowdhury,
Shroff, and Verdi 2019). Net Present Value (NPV) is one of the methods
commonly used to evaluate investment decisions (Dobrowolski and Drozdowski
2022). This method calculates the difference between the present value of cash
inflows and outflows of a project or investment. If the NPV is positive, the
investment is considered profitable; if negative, the investment is considered
unfeasible.

Financial Leverage

Financial leverage is using debt or loan-based financing in a company's
capital structure to increase potential returns for shareholders (Arhinful and
Radmehr 2023). Evaluation of the return on loan capital can be carried out by
monitoring the efficiency of the level of financial leverage, an essential
consideration for the management of commercial organizations in determining the
level of leverage before making decisions regarding loan parameters (Boyko et al.
2019; Al-Slehat 2019). The higher the level of financial leverage, the greater the
risk of financial distress and potential bankruptcy for the company, and therefore,
a higher cash ratio allocation becomes essential to reduce the likelihood of
financial distress and ensure the availability of adequate borrowing capacity but
also reflect the company's financial performance managed by management
(Ahmed, Awais, and Kashif 2018; Minh, Thi, and Be 2022). However, internal
control is needed to effectively restrain inefficient investment, whether over-
investment or under-investment (Chen et al. 2021). Financial leverage has
emerged as a prominent global strategy for accumulating capital in developing
countries (Tarek 2019). Proxies and formulas such as the debt-to-equity ratio
(DER) measure financial leverage (Arhinful and Radmehr 2023). A higher ratio
indicates greater use of debt relative to equity, implying higher financial leverage
and risk.

Hypothesis Development

Financial leverage refers to using debt to finance a company's assets. The
higher the leverage, the greater the potential return for shareholders, and the
higher the financial risk the company faces (Ibrahim and Isiaka 2021). Signaling
theory indicates to investors that the company possesses a robust financial
position and hopeful future development opportunities. Signaling theory suggests
that financial leverage affects how the market perceives investment decisions.
Using leverage as a source of investment funding is often considered a positive
signal (Margono and Gantino 2021). In addition, the trade-off theory explains
how companies balance the benefits and costs of using debt in capital structure.
This affects how companies finance investments and make investment decisions.
The level of leverage directly affects risk tolerance, cost of capital, and financial
flexibility, ultimately affecting investment decisions. Studies conducted by
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Hermuningsih, Sari, and Rahmawati (2020); Thach and Quynh (2022) showed
that financial leverage positively affects investment decisions.
H1: Financial leverage has a positive effect on investment decisions.

Financial leverage refers to using debt in a company's capital structure to
increase the potential return on investment. Using debt, a company can increase
the capital available for investment without issuing additional shares (Nukala and
Prasada Rao 2021). The relationship between financial leverage and firm value
depends on how well the firm manages its debt, the risks involved, and other
market factors. The trade-off concept elucidates the correlation between risk and
the utilization of financial leverage. The trade-off theory posits that firms will
optimize their firm value by utilizing debt to a certain extent, as it leads to tax
advantages (Dierker, Lee, and Seo 2019). The main challenge in increasing
financial leverage lies in managing financial risks that can arise from high debt
accumulation (Danso et al. 2019; Dong et al. 2021; Papadimitri, Pasiouras, and
Tasiou 2021; Rostami, Kargar, and Samimifard 2022). Well-managed leverage
can increase the firm's value but also carries risks that must be considered to avoid
harming stakeholders. Stakeholder theory encourages companies to make
financial decisions that focus on shareholders and consider the interests of other
parties involved to achieve sustainable company value. If the firm can generate a
higher rate of return than the cost of debt, leverage can increase the firm's value.
Studies conducted by Tarek (2019); Zuhroh (2019); Ibrahim and Isiaka (2021);
Margono and Gantino (2021); Bon and Hartoko (2022) show that financial
leverage positively affects a firm's value.

H2: Financial leverage has a positive effect on a firm's value.

Investment decisions, such as investing in new projects, expansions, or
product developments, can increase a firm's future cash flows. If a company
makes a profitable investment, such as an expansion that generates additional
revenue or a product innovation that the market is interested in, the firm's value
will increase because the market is projecting greater profits in the future
(Pangestuti et al. 2022). Signaling theory explains how investment decisions made
by a company can signal to the market about the firm's quality and prospects,
which in turn affects the firm's value. Decisions that are considered wise can
increase the firm's value. In addition, stakeholder theory states that good
investment decisions consider short-term financial gains and their impact on other
stakeholders. Investment decisions that consider the welfare of all stakeholders
can strengthen relationships with them, reduce risk, and improve the firm's
reputation, which ultimately contributes to increasing the firm's value (Chang et
al. 2022). The right investment decisions can increase the company's profitability
and growth in the future, which will directly increase the firm's value (Margono
and Gantino 2021). Studies conducted by Fionita, Kufepaksi, and Hasnhawati
(2021); Meutia et al. (2021); Stiadi (2023) showed that investment decisions
positively affect a firm's value.

H3: Investment decisions have a positive effect on a firm's value.

High investment decision information provides an excellent signal to
investors about the firm's value. Sensible investment decisions augment a firm's
value by fostering growth, increasing profitability, and bolstering market
competitiveness (He et al. 2022). These characteristics enhance shareholder value,
stock prices, and overall firm's value in the long term. By judiciously choosing
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investments corresponding to strategic objectives, companies may guarantee
ongoing value generation for the organization and its stakeholders. Trade-off
theory views that investment decisions help determine the extent to which a
company can use leverage optimally to increase the firm's value. Successful
investment decisions can reinforce the positive signals from debt use, increasing
the firm's value. Investment decisions serve as a link between financial leverage
and the firm's value. Smart investment decisions can maximize the potential for
financial leverage, increase returns on equity, and reduce debt-related risks,
thereby increasing a firm's value (Tangngisalu et al. 2023).

H4: Investment decisions can mediate financial leverage's effect on firm value.

Investment
Decisions

. H3

H2

A 4

Financial Leverage Firm’s Value

Figure 1 Research Framework
METHOD

This study used quantitative research, with data sources coming from
secondary data. This cross-sectional study has a time series called panel data
based on time and time sequence dimensions. The population in this study is all
manufacturing sector companies listed on the Indonesia Stock Exchange (IDX),
with an observation period from 2016 to 2022, namely 205 companies. The
reasons for using this timeframe are as follows: First, this study used panel or
pooled data, a combination of cross-sectional and time series data. So, the wider
the period used, the greater the number of samples that can be obtained. Second,
data for 2016 is used as the beginning of the period, with the hope that financial
reports can be obtained with more objective company conditions because they are
relatively far from the financial crisis that occurred in 1997. Third, the data for
2022 is used as the end of the period because, at the time of data collection, the
Indonesia Stock Exchange (IDX) last published the Indonesian Capital Market
Directory (ICMD) for 2022, which contains the company’s financial statements
for 2022.

The sampling technique used purposive sampling with the following
criteria: (1) the company published financial reports from December 31, 2016, to
2022; (2) the company has information related to financial leverage, investment
decisions, and company value. Based on these criteria, a sample of 117 companies
was obtained, so the amount of data observed was 117 x 7 years = 819
observation data. The research variables consist of financial leverage as an
independent variable, company value as a dependent variable and investment
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decisions as a mediating variable (Table 1). This study uses structural equation
modeling (SEM) to analyze the causal relationship between latent variables
(Wang and Sun 2017). SEM with panel data uses SPSS software version 22.

Table 1 Operational Variables

Variables Formula Scale
Firm’s Value . Market Value of Firm’s Assets Ratio
Tobin’s Q = T
Replacement Cost of Firm'’s Assets
Financial pEp . Total Debt (Liabilities) Ratio
Leverage ' Total Equity
Investment G Ratio
g 7 — —_C
Decisions NPV Z (1+r)t Co

t=0

Cq: Cash inflow or outflow at time t (where t=0 represents the initial investment).
r: Discount rate or required rate of return.

t: Time period (e.g., years).

n: Total number of periods.

Cy: Initial investment or cash outlay at t=0

RESULTS AND DISCUSSIONS

Descriptive Statistical

Descriptive statistical tests are used to see a general picture of data
distribution through each variable's minimum, maximum, average, and standard
deviation values . The results of the descriptive statistical tests can be seen in

Table 2.

Table 2 Descriptive Statistical Results
Variables Min Max Mean Std. Deviation
Firm’s Value -20.86 936.97 8.5696 37.81828
Financial Leverage -31.78 216.26 1.9368 8.52772
Investment Decisions -1803.25 5478.72 24.8874 215.00815

Source: secondary data (processed, 2024)

Table 2 shows findings reflect a dataset with considerable variability in
investment valuation (NPV) and firm value (Tobin’s Q), likely influenced by
differing strategies, market conditions, and financial positions across firms. The
extreme values and large standard deviations across all three variables suggest
that the sample contains high-growth firms with significant market valuations and
more conservative or distressed firms, providing a broad perspective on firm
investment and leverage behavior.

Normality Test

A normality test is conducted to determine whether the residual value of
the data is normally distributed. The test is conducted using the Kolmogorov-
Smirnov test if the asymp. sig. > 0.05, and then the data is normally distributed.
Based on the results of the Kolmogorov-Smirnov test, the asymp sig. is known as
0.200 > 0.05, meaning that the data is normally distributed.
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Hypothesis Test

The hypothesis is tested by comparing the p-values with a significance
level of 0.05 and the t-statistic with 1.96. The hypothesis is influential if the p-
values < 0.05 and the t-statistic > 1.96. Conversely, the hypothesis is not
influential if the p-values > 0.05 and the t-statistic < 1.96. The results of the
hypothesis test can be seen in Table 3.

Table 3 Hypothesis Test Results

Hypothesis Coefficient t-Statistic p-values

H1: Financial Leverage — Investment 0.010 0.183 0.855
Decisions

H2: Financial Leverage — Firm’s Value 0.231 2,208 0.027

H3: Investment Decisions — Firm’s Value 0.257 3,427 0.000

H4: Financial Leverage — Investment 0.014 4.537 0.001

Decisions — Firm’s Value

Source: secondary data (processed, 2024)

Table 3 shows the results, where the first hypothesis has a coefficient
value of 0.010, t-statistic 0.183 < 1.96, and p-values 0.855 > 0.05, meaning that
financial leverage has no effect (H1 is rejected). The second hypothesis has a
coefficient value of 0.231, t-statistic 2.208 > 1.96, and p-values of 0.027, meaning
that financial leverage positively and significantly affects the firm's value (H2 is
accepted). The third hypothesis has a coefficient value of 0.257, t-statistic 3.427 >
1.96, and p-values 0.000 < 0.05, meaning that investment decisions positively and
significantly affect a firm's value (H3 is accepted). The fourth hypothesis has a
coefficient value of 0.014, a t-statistic of 4.537 > 1.96, and a p-values of 0.001 <
0.05, meaning that investment decisions can mediate the effect of financial
leverage on a firm's value (H4 is accepted).

The Effect of Financial Leverage on Investment Decisions

The study results show that financial leverage does not affect investment
decisions. This shows that high or low levels of financial leverage will not affect
investment decisions at all. This is because the main focus of investment decisions
is on the economic feasibility of investment, long-term growth strategy, and
consistency with strategic objectives. Financial leverage is only relevant if it
affects the firm's ability to fund the investment (Al-Slehat 2019). Financial
leverage does not directly affect investment decisions because both have different
focuses and analyses. However, financial leverage can affect investment decisions
in extreme conditions through funding limitations or increased risk (Kling et al.
2021).

Signaling theory sees that financial leverage functions more as a tool to
communicate information to investors than as a direct factor influencing
investment decisions. So, financial leverage that does not affect investment
decisions shows that the signal from financial leverage is relevant to investors, not
management, in determining investment feasibility. Trade-off theory explains how
financial leverage affects capital structure, not directly on investment decisions;
financial leverage is used to optimize the cost of capital after making investment
decisions (Yeh et al. 2020). This study's results align with the study conducted by
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Danso et al. (2019), stating that financial leverage does not affect investment
decisions for high-growth firms. This happens because, at that time, the level of
information asymmetry is low so that financial leverage does not affect
investment decisions. Financial leverage does not affect investment decisions, so
market volatility caused by changes in interest rate policies or tighter credit access
may be reduced. This is because investments are still made based on economic
opportunities rather than financial conditions.

The Influence of Financial Leverage on Firm’s Value

The study results show that financial leverage positively affects firm
value. This illustrates that the higher the level of financial leverage, the higher the
firm value. This happens because financial leverage allows companies to utilize
debt funding to increase potential profits without using additional equity. Debt
interest is a tax-deductible expense. Therefore, with debt, companies can reduce
their tax burden, ultimately increasing net cash flow and firm value (Nurdani and
Rahmawati 2020). By using debt, shareholders can earn higher returns on their
investments, increasing the firm's shares' attractiveness and value. Financial
leverage allows firms to fund large investments without having to issue additional
equity; if the investment provides significant profits, the firm's value will increase
(Ibrahim and Isiaka 2021).

The positive effect of financial leverage on firm value aligns with the
principle of trade-off theory, which explains that companies need to maintain
financial leverage at an optimal level to maximize firm value. Stakeholder theory
also views that financial leverage positively affects firm value if financial leverage
is managed by considering the welfare of all stakeholders. That way, the firm not
only meets shareholder goals but also builds strong relationships with other
stakeholders, which ultimately increases the company's value holistically. The
results of this study are in line with studies conducted by Tarek (2019); Zuhroh
(2019); Ibrahim and lIsiaka (2021); Margono and Gantino (2021); Bon and
Hartoko (2022) show that financial leverage positively affects a firm's value. With
the positive influence of financial leverage on company value, management can
design financial strategies aligned with the primary objective, namely maximizing
shareholder welfare.

The Effect of Investment Decisions on Firm’s Value

The study results show that investment decisions positively affect firm
value. This depicts that the better investment decisions are made, the more firm
value can be increased. This happens because suitable investments create growth
potential, increase revenue, and strengthen the firm's competitive position and
value. Investments in profitable assets generate greater cash flow in the future
(Beladi, Deng, and Hu 2021). Investors appreciate stable and increasing cash flow
because it shows the company's ability to create long-term value. Sound
investment decisions show that management has a clear strategy and expertise to
manage resources optimally to increase investor confidence, which can drive up
stock prices and firm value (Appah et al. 2023). Then, in strategic investment
decisions in various sectors, firms can reduce dependence on one source of
income, thus providing more excellent stability for the firm's value (Hoskisson et
al. 2018). Furthermore, investment decisions utilizing existing capital for
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productive investment rather than saving it or allocating it inefficiently will create
added value for shareholders (Cheng and Wu 2018).

Within the framework of signaling theory, investment decisions provide
essential information to the market. Smart and strategic decisions convey that the
company has the opportunity to increase profits, competitiveness, and growth,
thereby increasing the firm's value in the eyes of investors. From a stakeholder
theory perspective, effective investment decisions create value for all
stakeholders. When companies make investments that consider the welfare of
stakeholders, this results in solid relationships, increased trust, reduced risk, and
created competitive advantages, thus indirectly supporting the increase in the
firm's value (Hoskisson et al. 2018). Studies conducted by Fionita, Kufepaksi, and
Hasnawati (2021); Meutia et al. (2021); Stiadi (2023) state that investment
decisions positively affect a firm's value. With proper management, positive
investment decisions can be the main driving force for increasing company value,
ensuring sustainability, and strengthening competitive position in the market.

The Effect of Leverage on Firm Value Through Investment Decisions

The study results show that investment decisions can mediate the effect of
financial leverage on firm value. This can happen because investment is a firm's
primary mechanism to allocate resources to assets to increase profitability and
firm value (Bon and Hartoko 2022). The use of debt in the capital structure allows
companies to have access to additional funding sources. With increasing financial
resources, companies can make more extensive or strategic investment decisions
(Lee and Shin 2018). High leverage levels increase financial risk because the
company must pay interest and principal on debt. However, if investment
decisions generate sufficient cash flow, the leverage risk can be offset, thus
positively impacting firm value (Habib et al. 2021). Leverage provides investment
capacity, while investment decisions determine how this capacity is translated into
increased firm value (Ibrahim and Isiaka 2021; Jihadi et al. 2021). Investment
decisions mediate between financial leverage and firm value because investment
decisions determine how leverage is used to create value. Optimal use of leverage,
accompanied by the right investment decisions, can maximize the potential for
increasing firm value.

Signaling theory is closely related to how investment decisions mediate
the effect of financial leverage on firm value because investment decisions serve
as a means to demonstrate how leverage is used to create value. Sound investment
decisions send positive signals to the market, improving investor perceptions and
firm value (Huang 2018). Within the framework of trade-off theory, financial
leverage will only increase firm value if it is used to fund investment decisions
that generate sufficient cash flows to cover the cost of debt. Firms must
continually evaluate whether their investment decisions help achieve the optimal
balance between the benefits and costs of leverage (Demarzo and He 2021). In the
context of stakeholder theory, investment decisions ensure that leverage is used to
create long-term value that considers all stakeholders' interests. By strategically
allocating leverage to investments that support stakeholder interests, firms can
increase value sustainably while mitigating risks to all parties involved (Alkaraan
et al. 2023). Financial leverage is not only a financing tool but also strategically
impacts investment decision-making, ultimately determining the firm's value.
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Therefore, company management must manage leverage carefully so as not only
to improve capital efficiency but also to create value for all stakeholders.

CONCLUSIONS

Financial leverage contributes significantly to a firm's value because it can
increase the value of manufacturing companies in Indonesia. Investment decisions
also positively affect firm value, indicating that larger investment decisions can
increase firm value. Investment decisions act as a bridge, where leverage can
positively or negatively affect the firms' value, depending on how well the
company can identify and execute profitable investment opportunities. Thus,
investment decisions play an important role in ensuring that the leverage taken by
the company has a positive impact on the value of the company. Furthermore,
financial leverage and strategic investment decisions drive firm value and promote
growth and competitiveness in the Indonesian manufacturing sector.

The theoretical implications provide a conceptual structure for
understanding the interrelationship between financial leverage, investment
decisions, and firm value. In addition, this study can be a reference for further
research. The practical implications involve the strategies and tangible challenges
Indonesian manufacturing firms must overcome to enhance their market value and
maximize their financial structure. The limitation of this study is in terms of the
number of variables. Future studies suggested adding independent variables such
as liquidity, firm size, and profitability, then adding control variables from
external factors such as macroeconomic conditions, government policies, and
market sentiment. Using non-linear data analysis models can better understand the
complex dynamics between financial leverage, investment decisions, and a firm's
value. Thus, further study will provide more profound and relevant insights for a
practical understanding of business and finance. Future studies are also suggested
to expand the scope, adopt a more contextual analysis approach, and consider
dynamic market factors to increase the validity and relevance of the results.
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