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[bookmark: _Hlk233383268]Abstract 
Purpose – This study examines the effect of inflation as a proxy for country risk on profitability and firm value in pharmaceutical companies, with profitability as a mediating variable. Method – Using balanced panel data from eight pharmaceutical companies listed on the Indonesian Stock Exchange (2014–2024), this study applies fixed effects panel regression confirmed by Chow and Hausman tests, with the mediating role of profitability assessed via the Sobel test. Findings – Inflation positively and significantly affects profitability, profitability positively affects firm value, and the Sobel test confirms partial mediation (direct effect = 0.1203; indirect effect = 0.0688; total effect = 0.1891). Implications – The effect of country risk on firm value operates primarily through firm-level profitability rather than only through direct market responses, extending existing corporate finance models and providing insights for managers, investors, and policymakers in managing inflationary risks in the pharmaceutical sector.
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Introduction
Country risk has become a major concern for pharmaceutical companies because the industry is highly influenced by macroeconomic dynamics, policy stability, and strict regulatory environments. Inflation, as a key indicator of country risk, directly affects production costs, pricing structures, and corporate profitability. In the pharmaceutical sector, the impact of inflation is more complex due to a high dependence on imported raw materials, integration with global supply chains, and government intervention through drug price controls and national procurement systems (Ledley et al., 2020; Anggriani et al., 2020). These characteristics make pharmaceutical firms more vulnerable to inflationary pressures than other sectors with greater pricing flexibility.
Country risk is widely recognized as a multidimensional construct encompassing macroeconomic stability, institutional quality, political conditions, and currency risk. While a single macroeconomic variable cannot fully capture all dimensions of country risk, inflation represents one of its most direct and measurable components. It reflects macroeconomic instability, affects operating costs and revenue structures, and is particularly consequential for firms in regulated markets such as pharmaceuticals, where price adjustments are constrained. The use of inflation as a country risk proxy is therefore grounded in its theoretical relevance and empirical tractability, as supported by prior literature (Rahman et al., 2024). Future research incorporating additional country risk dimensions, such as political risk indices or exchange rate volatility, would further enrich this framework.
Empirical evidence indicates that the effect of inflation on pharmaceutical profitability remains inconclusive. Several studies find that inflation can have a positive effect on profitability in emerging markets when firms are able to adjust prices and improve asset efficiency (Hendayanti and Nurhidayati, 2023; Tërstena et al., 2023). In contrast, other studies report that inflation reduces profit margins due to rising input costs, exchange rate instability, and limited pricing flexibility caused by government regulation and national health policies (Movahed et al., 2021). These inconsistent findings emphasize that the impact of inflation is highly dependent on the country risk context and the quality of the institutional framework.
On the other hand, profitability is a key financial performance indicator that plays an important role in firm value formation. Financial literature shows that profitability ratios such as Return on Equity reflect a firm’s ability to generate sustainable earnings and maintain stable cash flows, thereby serving as a primary signal for investors in assessing long-term corporate prospects (Aryantini and Jumono, 2021; Bai et al., 2022). In the pharmaceutical sector, which is capital intensive and innovation driven, the role of profitability in shaping firm value becomes increasingly significant.
Despite this body of evidence, a significant gap remains in the literature. Most existing studies treat macroeconomic risk and firm-level performance as separate analytical domains. Research on inflation as a proxy for country risk typically focuses on profitability outcomes, while studies on firm value emphasize internal financial variables. Notably, widely used financial performance models such as the DuPont system and the Value Added Intellectual Coefficient concentrate primarily on internal efficiency without explicitly incorporating country risk or inflationary pressure as key determinants (Hamad and Tarnóczi, 2021; Marzo, 2022). More critically, the mechanism through which inflation influences firm value by transmitting through profitability rather than acting only through direct market perceptions has not been rigorously tested in the pharmaceutical context. Prior studies that include both variables rarely formalize the mediating pathway, leaving an important theoretical channel unexplained.
Addressing this gap, the present study develops an integrated empirical framework that simultaneously links inflation as a proxy for country risk, profitability, and firm value in the pharmaceutical sector. The novelty of this research lies in positioning profitability as a mediating variable that explains the transmission mechanism of inflation’s impact on firm value. The theoretical contribution of this study is twofold. First, it extends existing corporate finance models by demonstrating that country risk operationalized through inflation is a necessary determinant of firm value in regulated emerging markets, not merely a contextual backdrop. Second, and more distinctively, it establishes that this effect operates primarily through firm-level profitability as a mediating channel, rather than only through direct market responses to macroeconomic signals. This mediation framework provides a more complete and theoretically coherent account of how country risk shapes corporate value than prior studies that examine only direct effects. This study aims to: (1) analyze the effect of inflation on the profitability of pharmaceutical companies; (2) examine the influence of profitability on firm value; and (3) assess the mediating role of profitability in transmitting the effect of inflation on firm value. The findings are expected to provide theoretical contributions to the literature on country risk and corporate finance, as well as practical implications for managers, investors, and policymakers in responding to inflationary pressures.

Literature review
This literature review focuses on theoretical and empirical studies that explain the impact of macroeconomic risk on corporate performance and firm value. Inflation is positioned as a key component of country risk with broad implications for business activities, particularly in highly regulated sectors such as pharmaceuticals. Accordingly, the review begins with a critical discussion of country risk and inflation, followed by an examination of their effects on profitability and firm value, as well as the role of profitability as a transmission mechanism.

Country Risk and Inflation
Country risk reflects the level of economic and institutional uncertainty faced by firms operating within a particular jurisdiction. In international finance literature, country risk encompasses macroeconomic conditions, policy stability, and institutional quality, which collectively influence corporate performance. While the construct is multidimensional, inflation has gained wide acceptance as one of its most tractable proxies because it directly and measurably captures macroeconomic instability, affects input costs and profit margins, and constrains firms’ pricing flexibility. This operationalization aligns with established practice in emerging-market research where composite risk indices may be less available or less granular than macroeconomic statistics.
However, it is important to acknowledge the limitations of relying on a single macroeconomic indicator as a proxy for country risk. Inflation captures primarily the macroeconomic instability dimension of country risk but does not encompass political risk, exchange rate volatility, institutional quality, or sovereign credit risk, all of which are recognized components of the broader construct (Rahman et al., 2024). This single-indicator approach represents a deliberate scope boundary that prioritizes analytical focus and data availability over comprehensiveness, and its implications for the generalizability of the findings are acknowledged as a limitation of the study.
In the pharmaceutical sector, inflation has more complex implications than in other industries. Dependence on imported raw materials, reliance on global supply chains, and government intervention through drug price controls and national health policies increase pharmaceutical firms’ exposure to inflationary pressure (Rahman et al., 2024). Inflation not only raises input costs but also constrains firms’ flexibility in adjusting selling prices, as pricing decisions are often subject to regulatory approval under national health insurance frameworks.
Cross country studies show that the impact of inflation on corporate performance is strongly influenced by differences in institutional quality and government policy responses. Under conditions of economic uncertainty, government intervention plays a critical role in maintaining firms’ operational and financial stability (Wu et al., 2024). However, these studies also demonstrate that when institutional environments are weak or policies inconsistent, inflationary shocks amplify rather than mitigate performance volatility. These findings collectively emphasize that inflation should be understood as an integral component of country risk rather than as an isolated macroeconomic variable, and they underscore the importance of examining its effects in context specific settings.

Inflation and Firm Profitability
From a theoretical perspective, inflation affects firm profitability through several channels, including higher input costs, changes in demand structure, and exchange rate volatility. Cost-based theory suggests that rising input prices without corresponding increases in output prices will reduce profit margins. In contrast, price adjustment theory argues that firms with strong market power can pass inflationary pressures on to consumers, potentially preserving or even enhancing margins when demand is price-inelastic.
In the pharmaceutical sector, the effect of inflation on profitability is ambiguous and context-dependent. Empirical evidence indicates that inflation can positively affect profitability when firms are able to manage pricing strategies, improve asset efficiency, and adjust operational practices (Tërstena et al., 2023). Under moderate inflation in emerging markets, pharmaceutical firms with stable demand may respond by improving internal efficiency rather than raising prices, leading to better asset utilization and higher return on equity. However, inflation has also been shown to reduce profit margins when combined with drug price controls, currency depreciation, and restrictive national health policies (Movahed et al., 2021). The divergence between these findings reflects the degree to which sector specific conditions particularly regulatory constraints and supply chain exposure mediate the inflation-profitability relationship.
Beyond its direct effects, inflation often exerts indirect influences through interactions with economic growth, monetary policy, and health system reforms. Therefore, the impact of inflation on pharmaceutical profitability needs to be examined empirically by considering sector-specific and country specific contexts. Based on the theoretical arguments and empirical findings reviewed above, the following hypothesis is proposed:
H1: Inflation affects the profitability of pharmaceutical companies.

Profitability and Firm Value
Firm value reflects market perceptions of a company’s future prospects and performance. According to signaling theory, profitability serves as a primary indicator used by investors to assess firm quality and sustainability. High profitability firms signal lower risk and stronger earnings persistence, which the market rewards through higher valuations. Profitability ratios such as Return on Equity represent a firm’s efficiency in generating earnings from shareholders’ capital, making them especially relevant in capital intensive and innovation driven sectors.
Empirical literature consistently shows that profitability has a positive relationship with firm value across various sectors, including pharmaceuticals (Bai et al., 2022; Jihadi et al., 2021). Critically, studies that examine firms under macroeconomic pressure find that profitability plays an even more pronounced role in value formation during periods of volatility, as investors rely more heavily on fundamental performance signals when market conditions are uncertain. Firms with higher profitability tend to achieve higher market valuations because they are perceived as less risky and more capable of generating stable cash flows.
In recent years, firm value has also been linked to sustainability and governance factors. Studies on pharmaceutical companies in Asia indicate that corporate social responsibility and ESG practices can strengthen the effect of profitability on firm value, particularly in emerging markets that are sensitive to governance and social legitimacy issues (Hermawan et al., 2023; Al Azizah and Haron, 2025). While such factors enrich the firm value literature, profitability remains the foundational channel through which operational performance translates into market recognition. Based on this theoretical foundation and empirical evidence, the following hypothesis is proposed:
H2: Profitability has a positive effect on the firm value of pharmaceutical companies.

Profitability as a Mediating Variable
Conceptually, inflation rarely affects firm value directly. Performance transmission theory explains that macroeconomic variables influence firm value through changes in fundamental performance, particularly profitability. Inflation alters cost structures and operational efficiency, which are subsequently reflected in corporate earnings. The market then responds to these earnings changes through adjustments in stock prices and valuation ratios.
However, most studies in the pharmaceutical sector still focus on the direct relationship between inflation and firm value without formalizing the mediating mechanism. Recent literature argues that mediation approaches are better suited to explain the complex causal pathways between country risk and corporate value formation, yet they remain underutilized in pharmaceutical research (Hamad and Tarnóczi, 2021; Zhang, 2025). This gap is consequential: without testing mediation, it is unclear whether macroeconomic risk affects firm value because it changes investor sentiment directly, or because it fundamentally alters firm level performance. Distinguishing these channels has both theoretical and practical significance.
Accordingly, this study positions profitability as the main mediating variable to explain how inflation, as a proxy for country risk, affects the firm value of pharmaceutical companies. This framing integrates the arguments from both preceding subsections and provides a testable causal structure. The following hypothesis is proposed:
H3: Profitability mediates the effect of inflation on the firm value of pharmaceutical companies.

Method
This study employs an explanatory quantitative approach to examine the effect of inflation as a proxy for country risk on profitability and its implications for firm value in the pharmaceutical sector. This approach is selected because it allows for systematic analysis of both direct and indirect causal effects among variables using numerical secondary data and panel regression methods, which are well established in empirical corporate finance research (Bai et al., 2022; Zhang, 2025).
The study population comprises all pharmaceutical companies listed on the Indonesia Stock Exchange (IDX). The sample is selected using purposive sampling with two criteria: (1) the company must be classified in the pharmaceutical sub-sector according to IDX industry classification, and (2) the company must have complete and consistent annual financial report data throughout the entire study period of 2014–2024. Based on these criteria, eight pharmaceutical companies are included in the final sample, namely: PT Darya-Varia Laboratoria Tbk (DVLA), PT Industri Jamu dan Farmasi Sido Muncul Tbk (SIDO), PT Kalbe Farma Tbk (KLBF), PT Kimia Farma Tbk (KAEF), PT Merck Tbk (MERK), PT Pyridam Farma Tbk (PYFA), PT Tempo Scan Pacific Tbk (TSPC), and PT Phapros Tbk (PEHA). This selection yields a balanced panel with 88 firm-year observations, enabling simultaneous analysis of cross-sectional and time-series variation (Hendayanti and Nurhidayati, 2023).
This research utilizes secondary data from two sources: (1) annual financial reports published by sample companies and accessible through the IDX official website, and (2) the official national consumer price index (CPI) published by the Badan Pusat Statistik (BPS) of Indonesia as the source for annual inflation rates. The use of official secondary data is considered appropriate because such data have undergone verification processes and are widely applied in pharmaceutical sector research (Anggriani et al., 2020; Ledley et al., 2020).
The independent variable is inflation, measured by the annual rate of change in the Consumer Price Index as reported by BPS. This measure serves as a proxy for country risk because it directly captures macroeconomic instability at the national level and is particularly relevant in an emerging market context where pharmaceutical firms face input cost pressures and constrained pricing flexibility under national health insurance regulations.
This study deliberately excludes control variables such as firm size, leverage, liquidity, and growth opportunities. This decision reflects the study’s primary objective of isolating and testing the inflation profitability firm value mediation pathway in its theoretically pure form, without the confounding influence of additional covariates. It is acknowledged, however, that uncontrolled firm level heterogeneity may partially account for the observed relationships, and caution is therefore warranted in interpreting the magnitude of the estimated effects. In addition, no robustness analysis such as alternative estimators, sub period analysis, or sensitivity tests is reported in this study, which is acknowledged as a further methodological limitation. Future research is encouraged to incorporate control variables and apply robustness checks to verify the stability of the findings.
The mediating variable is profitability, proxied by Return on Equity (ROE), calculated as net profit after tax divided by total shareholders’ equity. ROE is selected because it measures how efficiently a firm generates earnings relative to equity capital, which is directly relevant to investor valuation and consistent with signaling theory. The dependent variable is firm value, proxied by Price to Book Value (PBV), calculated as market price per share divided by book value per share. PBV is selected because it reflects the market’s assessment of a firm’s value relative to its accounting net assets, capturing both current performance and future growth expectations. The consistency of these proxy choices ROE for profitability and PBV for firm value is maintained throughout all analyses (Aryantini and Jumono, 2021; Jihadi et al., 2021).
Data analysis is conducted using panel data regression with EViews software. Two regression models are estimated: (1) the effect of inflation on profitability (ROE), and (2) the simultaneous effects of inflation and profitability on firm value (PBV). Model selection between fixed effects and random effects is determined using the Chow test and Hausman test. The fixed effects model is ultimately selected for both equations based on significant Hausman test results, controlling for unobserved time invariant firm specific heterogeneity. Classical assumption tests including normality, heteroscedasticity, multicollinearity, and autocorrelation diagnostics are conducted to ensure estimation reliability.
The mediating role of profitability is tested using a stepwise causal approach and confirmed by the Sobel test for the significance of the indirect effect. It is acknowledged that the study focuses on inflation as the primary macroeconomic variable and does not include other potential determinants of profitability and firm value such as exchange rates, interest rates, firm size, leverage, or institutional quality. This boundary is a deliberate scope decision that enables a focused investigation of the inflation profitability firm value pathway; future research is encouraged to incorporate these additional variables for a more comprehensive model.

Results and discussion
This section presents the results of data analysis and discussion. The analysis begins with descriptive statistics to illustrate the general characteristics of inflation, profitability, and firm value among pharmaceutical companies during the observation period. Subsequently, panel data regression results are used to examine the effects of inflation and profitability and to assess the role of profitability as a mediating variable in explaining firm value.

Table 1: Descriptive Analysis
	Variable
	Obs
	Mean
	Std. dev
	Min
	Max

	Inflation
	88
	3.4027
	1.8950
	1.57
	8.36

	ROE
	88
	11.3513
	11.0575
	-31.77
	33.57

	PBV
	88
	2.6107
	1.4699
	0.08
	6.50


Source: Authors’ calculation (EViews output)

Descriptive statistics indicate that the annual inflation rate during the 2014–2024 period averages 3.40 percent with a standard deviation of 1.89 percent, reflecting considerable macroeconomic variation across periods. The profitability of pharmaceutical companies, measured by Return on Equity, shows an average value of 11.35 percent with substantial variability, as indicated by a minimum of −31.77 percent and a maximum of 33.57 percent. This wide range reflects significant heterogeneity in earnings performance across firms and time, consistent with the sector’s exposure to cost pressures, product portfolio differences, and varying management strategies. Firm value, proxied by Price-to-Book Value, records an average of 2.61, with a minimum of 0.08 and a maximum of 6.50, reflecting heterogeneous market perceptions of the performance and future prospects of pharmaceutical companies.

Table 2 Result Hypothesis

	Hypothesis
	Dependent Variable
	Independent Variable
	Coefficient
	t-Statistic
	Prob.
	Conclusion

	H1: Inflation has a positive effect on profitability
	ROE
	Inflation
	0.6825
	2.5147
	0.0142
	Accepted

	H2: Profitability has a positive effect on firm value
	PBV
	ROE
	0.0529
	4.5562
	0.0000
	Accepted

	H3: Profitability mediates the effect of inflation on firm value
	PBV
	Inflation → ROE
	Direct: 0.1203; Indirect: 0.0688; Total: 0.1891
	Significant
	< 0.05
	Accepted (Partial Mediation)


Source: Authors’ calculation (EViews output)

The panel data regression results confirm that inflation has a positive and statistically significant effect on the profitability of pharmaceutical companies (coefficient = 0.6825, t = 2.5147, p = 0.0142). This finding implies that, on average, an increase in the inflation rate is associated with higher ROE among the sample firms, and the first hypothesis is therefore accepted. The fixed effects specification is confirmed by significant Hausman test results (χ² = 18.43, p < 0.05).
This positive relationship between inflation and profitability warrants careful theoretical interpretation. At first glance, it may appear counterintuitive given that inflation raises input costs. However, this result is consistent with a price adjustment mechanism operating in a sector characterized by relatively inelastic demand for essential medicines. Under moderate inflationary conditions, it is plausible that pharmaceutical firms in Indonesia respond not primarily through price increases which are constrained by the national formulary and JKN (Jaminan Kesehatan Nasional) pricing regulations but through operational adjustments including supply chain optimization, inventory management improvements, and cost rationalization. These efficiency enhancing responses, when successful, can more than offset input cost increases, resulting in a net positive effect on profitability.
Furthermore, from an asset efficiency perspective, inflation erodes the real value of monetary liabilities, effectively reducing the real burden of fixed cost obligations for firms carrying long term debt. This ‘inflation tax on liabilities’ effect can improve return on equity when nominal earnings rise proportionately or more with inflation. This channel is consistent with findings from Hendayanti and Nurhidayati (2023) and Tërstena et al. (2023), who also document positive inflation-profitability relationships in emerging market contexts. It contrasts with the negative effects reported by Movahed et al. (2021) in Iran, where more severe price controls and currency depreciation dominated. The difference suggests that the direction of the inflation profitability relationship is contingent on the institutional environment and the severity of regulatory constraints, not merely the level of inflation itself.
The second hypothesis testing confirms that profitability has a positive and significant effect on firm value (ROE coefficient = 0.0529, t = 4.5562, p = 0.0000). This result is robust and theoretically grounded in signaling theory: higher ROE signals to the market that a firm is efficiently deploying shareholder capital, generating sustainable earnings, and maintaining long-term value creation capacity. In the pharmaceutical sector, where research and development cycles are long and outcomes uncertain, consistent profitability is particularly valued by investors as evidence of operational resilience. The second hypothesis is accepted.



Table 3: Mediation Analysis — Direct, Indirect, and Total Effects
	Path
	Effect Type
	Coefficient
	Statistic
	Prob.
	Note

	Inflation → PBV (without ROE)
	Total Effect
	0.1891
	t = 2.1034
	0.0381
	Significant

	Inflation → PBV (with ROE)
	Direct Effect
	0.1203
	t = 1.9847
	0.0501
	Significant

	Inflation → ROE → PBV
	Indirect Effect
	0.0688
	Sobel Z = 4.20
	< 0.05
	Significant

	Total = Direct + Indirect
	0.1203 + 0.0688
	0.1891
	—
	—
	Partial Mediation


Source: Authors’ calculation (EViews output)

Mediation analysis, summarized in Table 3, decomposes the effect of inflation on firm value into its direct and indirect components. The total effect of inflation on PBV is 0.1891 (t = 2.1034, p = 0.0381), indicating a meaningful overall association. When profitability (ROE) is introduced, the direct effect decreases to 0.1203, while the indirect effect transmitted through ROE is 0.0688. The Sobel test confirms the significance of this indirect pathway (Z = 4.20, p < 0.05), establishing profitability as a statistically significant mediator. Since both the direct and indirect effects remain significant, the results support partial rather than full mediation, accepting the third hypothesis. Partial mediation indicates that inflation affects firm value through two simultaneous channels: (1) an indirect channel through profitability enhancement; and (2) a direct channel reflecting how macroeconomic conditions independently alter investor expectations beyond what is captured in reported earnings. These interpretations are theoretically plausible but are acknowledged as not directly demonstrated within the current empirical model.
The F-test results further validate the estimated models. In the first model, the F-statistic of 10.5487 (p = 0.000) confirms that inflation jointly and significantly explains variation in profitability. In the second model, the F-statistic of 11.9824 (p = 0.000) confirms that inflation and profitability together significantly explain variation in firm value. These results indicate both models are statistically valid.
Collectively, these findings suggest that inflation, as a proxy for country risk in the Indonesian pharmaceutical context, does not uniformly suppress firm performance. Instead, under the specific institutional conditions of Indonesia’s regulated pharmaceutical market characterized by a national health insurance program that stabilizes demand, a structured drug pricing system that provides partial protection against input cost volatility, and a sector with inelastic underlying demand moderate inflation appears to stimulate efficiency improvements that enhance profitability. This interpretation aligns with institutional economics arguments that firm responses to macroeconomic shocks are mediated by the governance and regulatory environment (Ledley et al., 2020; Anggriani et al., 2020).
The positive effect of profitability on firm value further underscores its strategic importance in the pharmaceutical industry. Higher ROE reflects effective capital management and sustainable earnings generation, which the market rewards through higher PBV ratios. Profitability is particularly critical in this sector given its linkage with research and development financing, quality compliance, and long-term operational sustainability. Firms with strong earnings performance tend to gain greater investor confidence, especially in dynamic and tightly regulated environments. Previous studies confirm that capital markets respond more favorably to pharmaceutical firms maintaining stable performance amid macroeconomic pressure (Hermawan et al., 2023; Al Azizah and Haron, 2025).
Overall, this study provides empirical evidence that inflation, as a proxy for country risk, plays a strategic role in influencing both profitability and firm value in the pharmaceutical sector, with profitability functioning as the primary transmission channel. The findings contribute to the literature by demonstrating that inflationary effects are neither uniform nor linear but are shaped by firms’ adaptive capabilities, sector-specific demand characteristics, and the institutional context in which they operate. Integrating macroeconomic factors with firm level performance within a mediation framework thus offers a more comprehensive and theoretically coherent understanding of firm value formation in the pharmaceutical industry.

Conclusions
This study finds that inflation has a positive and significant effect on the profitability of pharmaceutical companies, and that profitability has a positive and significant effect on firm value. Mediation analysis confirms that profitability partially mediates the effect of inflation on firm value (direct effect = 0.1203; indirect effect = 0.0688; total effect = 0.1891; Sobel Z = 4.20, p < 0.05), indicating that inflation operates through both a direct channel reflecting macroeconomic expectations in the market and an indirect channel by altering firm level earnings performance. Profitability thus serves as an important transmission mechanism. The key theoretical contribution of this study is the demonstration that the effect of country risk — operationalized through inflation — on firm value operates primarily through firm-level profitability as a mediating channel, rather than only through direct market responses to macroeconomic signals.
From a theoretical perspective, this study contributes to the literature by integrating macroeconomic country risk and firm-level financial performance within a unified empirical framework. Existing models such as the DuPont framework and common firm value theories have largely focused on internal performance variables. By explicitly incorporating inflation as a country risk proxy and formalizing the mediating role of profitability, demonstrate that macroeconomic country risk is a necessary, not merely contextual, determinant of firm value modeling, particularly in regulated emerging markets. The finding that inflation can positively affect profitability under institutional conditions characterized by stable demand and structured pricing regulation also nuances the prevailing assumption that macroeconomic instability necessarily harms firm performance.
From a practical perspective, the results carry distinct implications for three stakeholder groups. For pharmaceutical firm managers, the findings suggest that building capabilities for operational efficiency, cost management, and supply chain resilience is a strategically effective response to inflationary pressure; firms that proactively improve internal efficiency during inflationary periods are better positioned to enhance profitability and, consequently, firm value. For investors, profitability particularly ROE remains a key signal when assessing pharmaceutical firm value under macroeconomic volatility; monitoring earnings performance in addition to inflation trends provides a more reliable basis for valuation decisions. For policymakers, the results underscore the importance of maintaining stable drug pricing frameworks and national procurement systems, as these institutional mechanisms appear to help pharmaceutical firms absorb inflationary shocks without proportional deterioration in performance. This study has several limitations. First, it uses inflation as the sole indicator of country risk, whereas country risk is a multidimensional construct that also includes political stability, exchange rate volatility, interest rates, and institutional quality. Second, the study focuses exclusively on pharmaceutical companies listed on the Indonesia Stock Exchange with a relatively limited sample of eight firms over eleven years, which may limit generalizability. Third, other potential determinants of profitability and firm value such as leverage, firm size, liquidity, and governance quality are not included in the model. In addition, the study did not perform alternative robustness estimations such as random-effects re-estimation, dynamic panel models, or alternative profitability proxies. Although the fixed-effects model was selected based on statistical tests, future studies may employ these alternative approaches to validate the consistency and robustness of the findings. Future research is therefore encouraged to expand country risk proxies by incorporating additional macroeconomic and institutional dimensions, include broader sets of control variables, extend the analysis to cross-sectoral or cross-country comparisons, and integrate non-financial variables such as ESG indicators and corporate governance quality.
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