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Abstract

This study aims to analyze the influence of Return on Assets and firm size on firm
value within the banking sector listed on the Indonesia Stock Exchange (IDX) during the
2019-2023 period. Firm value in this study is proxied by the Price-to-Book Value (PBV)
ratio. The independent variables employed are Return on asset (ROA), serving as an
indicator of profitability, and firm size, measured using the natural logarithm of total
assets. This study utilizes a quantitative method employing multiple linear regression
analysis. The data used is secondary data derived from the banks' annual financial
reports, obtained from the official IDX website and individual company publications. The
sample was selected using a purposive sampling method to identify banks that met the
established criteria throughout the observation period. The results indicate that, when
analyzed individually, Return on Asset (ROA) does not have a significant effect on firm
value. Conversely, firm size has a positive and significant effect on firm value, implying
that larger firm size leads to higher investor appreciation for the company. When
analyzed simultaneously, both Return on Asset (ROA) and firm size have a significant
effect on firm value. Thus, it can be concluded that Return on Asset (ROA) has a positive
but insignificant effect, whereas firm size has a positive and significant effect.
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INTRODUCTION

In the modern economy, the banking sector plays a vital role in maintaining the
stability and growth of the national economy. As financial intermediaries, banks are
tasked not only with mobilizing and channeling public funds but also with serving as a
crucial pillar in supporting investment and consumption activities. A banking firm's value
reflects its performance, reputation, and investment appeal, making it a primary focus
for management, investors, and other stakeholders.

One key indicator for assessing a bank's financial performance is Return on
Assets (ROA). ROA reflects management's efficiency in utilizing corporate assets to
generate profit. A higher ROA indicates a superior ability to generate earnings from total
assets (Kusjono and Aryanti 2021). In the capital-intensive banking industry, optimal
asset management is a critical determinant of a firm's sustainability and
competitiveness.

In addition to ROA, firm size is another factor influencing firm value. Firm size
reflects operational scale and resource endowment, which can foster investor
confidence regarding the company's stability and long-term prospects. Large firms tend
to enjoy easier access to external financing, broader business diversification, and
greater resilience against economic crises (Fajriah, Idris, and Nadhiroh 2022).

However, the relationship between ROA, firm size, and firm value is not always
linear or consistent, particularly in the banking sector, which is shaped by strict
regulations, economic volatility, and financial market dynamics. Therefore, it is essential
to conduct empirical research examining the impact of ROA and firm size on firm value,
specifically within the Indonesian banking industry during the 2019-2024 period a
timeframe encompassing the pre-pandemic, pandemic, and post-pandemic phases of
COVID-19.

In the modern economy, the banking sector plays a vital role in maintaining
national economic stability and growth. As financial intermediaries, banks not only
mobilize and allocate public funds but also serve as key pillars supporting investment
and consumer spending. A banking firm's value reflects its performance, reputation, and
investment appeal, making it a primary focus for management, investors, and other
stakeholders.

One key indicator for assessing a bank's financial performance is Return on
Assets (ROA). ROA reflects management's efficiency in utilizing corporate assets to
generate profit. A higher ROA indicates a superior ability to generate earnings from total
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assets (Kusjono and Aryanti 2021). In the capital-intensive banking industry, optimal
asset management is crucial for a firm's sustainability and competitiveness.

In addition to ROA, firm size is another factor influencing firm value. Firm size
reflects operational scale and resource endowment, which can foster investor
confidence regarding the company's stability and long-term prospects. Larger firms tend
to enjoy easier access to external financing, broader business diversification, and
greater resilience against economic crises (Fajriah, Idris, and Nadhiroh 2022).

However, the relationship between ROA, firm size, and firm value is not always
linear or consistent, particularly in the banking sector, which is shaped by strict
regulations, economic volatility, and financial market dynamics. Therefore, it is essential
to conduct empirical research examining the impact of ROA and firm size on firm value,
specifically within the Indonesian banking sector during the 2019-2024 period a
timeframe encompassing the pre-pandemic, pandemic, and post-pandemic phases of
COVID-19.

Research Objectives
1. To analyze the effect of Return on Assets on firm value in the banking industry
sector for the 2019-2024 period.
2. To analyze the effect of firm size on firm value in the banking industry sector for
the 2019-2024 period.
3. To analyze the simultaneous effect of Return on Assets and firm size on firm
value in the banking industry sector for the 2019-2024 period.

Previous Studies

Rahima and Muid (2022), in their study titled "The Influence of Financial
Performance and Firm Size on Firm Value (A Study of Banking Companies Listed on
the Indonesia Stock Exchange, 2018-2020)," found that Return on Assets (ROA) has a
positive and significant effect on firm value. Meanwhile, firm size has a positive but
insignificant effect. This study utilized the variables NPL, LDR, ROA, and firm size, using
Price to Book Value (PBV) as a proxy for firm value.

Ikhwan, L.D.S. (2021), in the journal article "Financial Performance and Firm
Value: The Role of Firm Size in Conventional Banking Companies on the IDX," stated
that firm size acts as a moderating variable that strengthens the relationship between
financial performance and firm value. This implies that larger firms experience an
enhanced impact of financial performance on firm value.
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Asraruddin, Zhang, and Sari A. (2023), in their study titled "The Influence of Firm
Size and Leverage on Financial Performance in Indonesian Banking Companies (2018—
2023 Period)," demonstrated that firm size does not have a significant effect on ROA.
Although the study focused on financial performance, the findings imply that firm size
does not always guarantee strong profitability.

Syahrani, Merawati, and Tandio (2023) conducted a study titled "The Influence of
Leverage, Growth, Firm Size, Risk Profile, and Profitability on Firm Value (An Empirical
Study of Banking Companies on the IDX, 2019-2021)." The results indicated that
profitability (ROA) and firm size have a positive and significant effect on firm value. This
study also incorporated the variables of risk profile and growth.

THEORETICAL REVIEW

Financial management focuses not only on raising funds but also on ensuring
that these funds are utilized efficiently to generate added value for the organization or
individual. Its objective is to ensure the smooth operation of business activities including
production and distribution in an effective and efficient manner.

According to Brigham and Houston (2019), financial management is defined as
the process of planning, controlling, and making financial decisions undertaken by a
company to manage its financial resources effectively and efficiently. Financial
management encompasses specific objectives and functions, including:

Objective

The objective of financial management is to maximize shareholder wealth by
maximizing the company's value. Corporate value can be reflected in the company's
stock price (Hariyani, 2021).

Functions

According to Jaya et al. (2018), the functions of financial management include:
Planning is a crucial management function. Through effective planning, a company can
map out its future prospects. Companies can create plans or forecasts regarding profit
and loss tailored to their specific needs whether for the short, medium, or long term and
Controlling is another key function of financial management. Generally, the execution of
this function is followed by an evaluation process. It allows the company to identify
problems that need correction or improvement. Through this function, the company can
detect any irregularities in its financial management.
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Auditing

The purpose of internal auditing is to validate or ensure that the company's
financial management is operating correctly and in compliance with established
regulations. Conducting regular audits helps mitigate the risk of financial loss resulting
from employee negligence.

Budgeting

Budgeting is a financial management function involving the allocation of funds to
meet the company's needs. By allocating funds or budgets as efficiently as possible, the
company can achieve optimal results. Allocations or company requirements may include
employee salaries, building operational costs, or other needs.

Reporting

Through financial management, a company can assess its financial standing.
This function facilitates future business decision-making by enabling the company to
analyze its operations. Financial reporting is typically conducted on a regular, phased
basis ranging from quarterly to annual intervals.

Signaling Theory

Signaling serves to describe the behavior of individuals or organizations seeking
to gain access. Signaling theory is a fundamental approach aimed at reducing
information asymmetry between two parties (Connelly et al., 2011). The theory was
developed to explain the activities of corporate insiders regarding information about a
company's operations and prospects as conveyed to external investors. Due to
information asymmetry, it is very difficult for investors to distinguish between high-quality
and low-quality companies. Managers may present unbalanced or unhelpful information;
regardless of whether the company is performing well or poorly, managers will often
claim that it possesses favorable growth prospects and profit potential.

However, investors will assign a low average valuation to the company overall. In
signaling theory, this is referred to as a "pooling equilibrium," where high-quality and low-
quality companies receive the same "pooled" valuation (Megginson, 1997). Information
asymmetry or unbalanced information describes a situation where managers possess
different (and more extensive) information regarding a company's condition or prospects
compared to investors (Brigham & Houston, 2019). This asymmetry arises because
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management holds information that can be used to issue statements intended to alter
the perceptions of external parties (Husnan, 2019:325).

Brigham and Houston, (2019) This theory posits that companies possess internal
information unknown to external parties, such as investors, creditors, and regulators. To
mitigate information asymmetry, companies can transmit signals through various
publicly accessible performance indicators. These signals are interpreted by the market
as reflections of the company's condition and prospects.

In the banking industry, financial signals are particularly crucial because banking
is a trust-based sector. Investors and other stakeholders rely heavily on reported
financial information to assess the risks and returns associated with a bank's activities.
In the context of this study, signaling theory is employed to explain how Return on Assets
(ROA) and firm size serve as signals conveyed by management to investors to assess
firm value, specifically within the banking sector.

ROA indicates a company's ability to generate profit from its total assets. Within
signaling theory, a high ROA serves as a positive signal that the company is managed
efficiently and productively, and possesses favorable future profit prospects. In the
banking industry where managed assets are vast and complex (comprising, for instance,
loans, securities, and cash) a bank's ability to generate profit from its assets is vital. ROA
that increases over time demonstrates effective asset and risk management, which can
boost investor confidence and drive an increase in the firm's market value.

Relationships Between Research Variables

This study examines the influence of two independent variables Return on Assets
(ROA) and Firm Size on Firm Value, which serves as the dependent variable. The
relationships among these three variables have been demonstrated in various prior
studies and can be theoretically explained through signaling theory.

The Relationship Between Return on Assets and Firm Value

Return on Assets is a profitability indicator that demonstrates a company's
efficiency in utilizing its assets to generate profit. A higher ROA indicates greater
efficiency in asset management, thereby reflecting strong financial performance. In
accordance with signaling theory, this sends a positive signal to investors, suggesting
that the company has bright prospects and the potential to increase its value
(Atrianingsih and Nyale 2022).
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Numerous prior studies indicate that ROA has a significant positive impact on firm
value, including within the banking sector. Therefore, in the context of this study, it is
expected that a higher bank ROA will correspond to a higher firm value, as reflected by
share prices or the Price-to-Book Value (PBV) ratio.

The Relationship Between Firm Size and Firm Value

Firm size reflects a company's operational scale and financial stability.
Companies with substantial total assets are considered better equipped to handle
business risks, reach broader markets, and access external funding more easily.
According to signaling theory, large firms can project greater credibility to investors, as
they are assumed to possess more professional management and robust organizational
structures (Widyaningsih, Susilowati, and Andriana 2022).

Empirical research often demonstrates that firm size has a positive influence on
firm value, particularly in financial sectors such as banking. Investors tend to perceive
large firms as more stable and lower-risk, factors that can ultimately enhance firm value.

ResearchFramework
— Return on
A ceet
Firm Value
o Firm Size

Figure: Research Framework

Research Hypotheses

Based on the conceptual framework above, the hypotheses for this study are as follows
H1: Return on Assets has a positive and significant effect on firm value in the

banking industry sector for the 2019-2023 period.
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H2: Firm size has a positive and significant effect on firm value in the banking
industry sector for the 2019-2023 period.

H3: Return on Assets and firm size simultaneously have a positive and significant
effect on firm value in the banking industry sector for the 2019-2023 period.

RESEARCH METHODOLOGY
Research Time and Location

The research will be conducted from March to August 2025. The data used will
be obtained from the annual financial reports of banks listed on the Indonesia Stock
Exchange (IDX), accessed via the companies' official websites and the IDX website.

Research Approach

This study employs a quantitative approach with a causal-comparative research
design. This approach is used to determine the influence of Return on Assets (ROA)
and Firm Size on Firm Value within the Indonesian banking sector. The data used is
secondary data in numerical form, which will be analyzed statistically.

Data Types and Sources

The data used in this study is secondary data obtained from official publications
rather than directly by the researcher. Data sources include:

The official Indonesia Stock Exchange (IDX) website: https://www.idx.co.id/id,
Annual financial reports of the respective companies, Banking industry annual reports
and other relevant secondary sources

Data Collection Techniques
Data collection for this study is conducted through documentary research
gathering data from documents published by authorized bodies, such as annual financial
reports and company annual reports.
Data collection steps include:
1. Accessing banking company data via the IDX website.
2. Downloading and compiling data that meets the established criteria.
3. Processing the data into a tabulated format for statistical analysis.
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Population, Sample, and Sampling Technique
The population for this study consists of all banking companies listed on the
Indonesia Stock Exchange (IDX) during the 2019-2023 period. This population was
selected because the banking sector possesses characteristics relevant to the variables
under study such as ROA, asset size, and firm value which are regularly published.
The sampling technique used is purposive sampling, which involves selecting a
sample based on specific criteria relevant to the research objectives. The sample criteria
for this study are as follows:
1. Banking companies listed on the Indonesia Stock Exchange (IDX) consecutively
during the 2019-2023 period.
2. Companies that published complete annual financial reports throughout that
period.
3. Companies with complete data regarding ROA, total assets, and firm value (PBV).

Data Analysis Method
The data analysis method employed in this study is multiple linear regression

analysis, which aims to determine the simultaneous and partial effects of the
independent variables namely ROA and Firm Size on Firm Value. This analysis was
conducted using SPSS software.

The regression model used in this study is:

Y=a+B1X1+p2X2+€

Where:

Y =Firm Value

a = Constant

B1, B2, = Regression Coefficients
X1, X2, = ROA, Firm Size
e = Error

DISCUSSION

Research Description

This study focuses on the banking sector listed on the Indonesia Stock Exchange
(IDX) during the 2019-2023 period. The data utilized are secondary data, comprising
annual financial statements and stock prices published via the official IDX website,
individual bank financial reports, and other relevant sources. The dependent variable in
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this study is Firm Value, proxied by Price to Book Value (PBV). The independent
variables employed are Return on Assets (ROA) and Firm Size.

Sample selection was conducted using the purposive sampling method to identify
banks meeting the following criteria: consistent listing on the IDX throughout the study
period, publication of complete annual financial statements, and the availability of data
corresponding to the research variables.
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Based on the table, the ROA of the sample banks reveals a profitability
performance range extending from very low (0.11%) to quite high (5.32%). The mean
value of 2.17% indicates that, in general, the sampled banks generate net profits
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amounting to approximately 2% of their total assets. The variation (standard deviation)
is relatively small (1.06%), suggesting that the disparity in profitability among the banks
is not particularly wide.

The size of the sampled banking firms varies from relatively small (29.6) to large
(34.4). The mean value of 30.6 indicates that the majority of the firms possess
substantial assets. A standard deviation of 0.94 suggests that the differences in firm size
are relatively stable and not widely dispersed.

Multiple Linear Regression

Multiple linear regression is a statistical analysis method used to determine the
influence of two or more independent variables on a single dependent variable. This
model is useful for understanding the extent to which each independent variable
contributes to explaining the dependent variable.

Coefficients Result of Multiple Linear Analysis

Coefficients®

Model Standardized
Unstandardized Coefficients Coefficients Correlations Collinearity Statistics
B Std. Error Beta t Sig. Zero-order | Partial Part Tolerance VIF
1 (Constant) -296.742 7436.241 -.040 968
ROA 1295.311 2189.670 022 592 555 145 042 022 979 1.021
Firm Size .006 .000 853 22.946 .000 856 853 844 979 1.021

a. Dependent Variable: Nilai Perusahaan

Source: Processed data
Based on the Coefficients table, the multiple linear regression model is obtained
as follows:
The constant value indicates that if the independent variables (ROA and Firm
Size) are held constant or set to zero, the Firm Value would be -296.742. However, the
significance value is 0.968 (>0.05); therefore, this constant is not statistically significan

t-Test

The t-test is used to examine the partial effect of a single independent variable
on the dependent variable, assuming that the other variables remain constant. This test
helps determine whether an independent variable individually has a significant effect on
the dependent variable.
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Based on the table above: the regression coefficient (B) is 1,295.311, the
calculated t-value is 0.592, and the Sig. value is 0.555 (> 0.05). This indicates that ROA
does not have a significant effect on Firm Value. Although the coefficient is
mathematically positive, statistically, ROA fails to explain the variation in Firm Value
within the banking sector for the 2019-2023 period.

ANOVAP
Model Sum of
Squares df Mean Square F Sig.
1 Regression 4.133E12 2 2.066E12 271.007 .000?
Residual 1.502E12 197 7.625E9
Total 5.635E12 199

a. Predictors: (Constant), Firm Size, ROA

b. Dependent VVariable: Nilai Perusahaan

Source: Processed data

F-Test

The F-test is used to examine the simultaneous effect of all independent variables
on the dependent variable within a multiple linear regression model. This test determines
whether the regression model employed is collectively valid for explaining the dependent
variable.

The results of the F-test (simultaneous test) show a calculated F-value of 271.007
with a significance value of 0.00 (less than 0.05); this indicates that the independent
variables—ROA and Firm Size—have a significant simultaneous effect on the
dependent variable, Firm Value.

The Effect of Return on Assets (ROA) on Firm Value

The research results indicate that the Return on Assets (ROA) variable does not
have a significant effect on the firm value of banking companies during the 2019-2023
period. This is evidenced by a significance value of 0.555 (> 0.05); consequently, the
hypothesis is rejected. Theoretically, ROA should serve as a crucial profitability indicator,
reflecting a company's ability to generate profit from its total assets. A high ROA
generally signals strong financial performance, thereby boosting investor confidence
and positively impacting firm value. However, this study did not find a significant effect.
One possible reason is the nature of the banking industry, which is heavily influenced
by regulations, economic stability, and external factors such as interest rates and
monetary policy. When making investment decisions, investors may prioritize factors like
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bank size, reputation, and stability over profitability alone. These results align with
several previous studies finding that ROA does not always significantly influence firm
value within the banking sector.

The Effect of Firm Size on Firm Value

The research results indicate that the Firm Size variable has a positive and
significant effect on firm value. This is evidenced by a calculated t-value of 22.946 and
a significance level of 0.000 (< 0.05). This implies that the larger the firm, the higher its
value, as reflected in its stock price in the capital market. This aligns with the theory that
large firms possess competitive advantages—such as broader access to funding,
operational stability, and greater investor confidence. Investors tend to perceive large
banks as having more promising prospects, thereby contributing to an increase in firm
value. These findings are consistent with previous research indicating that firm size is a
dominant factor influencing firm value, particularly in the banking sector. 8.2.7.3.

The Influence of Return on Assets (ROA) and Firm Size on Firm Value

Based on the F-test results, a significance value of 0.000 (< 0.05) was obtained,
indicating that the variables ROA and Firm Size jointly exert a significant influence on
Firm Value. This demonstrates that, although ROA does not have a significant effect in
isolation, it contributes to increasing firm value when combined with Firm Size. These
results reinforce the view that firm value in the banking sector is influenced not only by
profitability but also by the size and operational capacity of the firm. Investors tend to
consider the combination of financial performance (profitability) and business scale (Firm
Size) before making investment decisions.

CONCLUSION

Based on the research findings regarding "The Effect of Return on Assets and
Firm Size on Firm Value in the Banking Sector Listed on the Indonesia Stock Exchange
(IDX) for the 2019-2023 Period," the following conclusions can be drawn:

Return on Assets does not have a significant effect on Firm Value. This is
indicated by a significance value greater than 0.05; thus, it can be concluded that the
bank's profitability level is not the primary factor considered by investors when valuing
banking firms during the study period.

Firm Size has a positive and significant effect on Firm Value. The research results
show that the larger the bank's size, the higher the firm value. Investors tend to place a
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higher value on banks with large total assets, as they are perceived to be more stable
and possess more promising business prospects.

ROA and Firm Size simultaneously have a significant effect on Firm Value. This
is evidenced by the significant F-test result, indicating that the combination of profitability
and firm size influences the value of banking firms on the IDX.
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