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ABSTRACT: One indicator that shows how effective and efficient a company is in achieving its goals is its financial performance. 

Maintaining and improving financial performance is mandatory for a company to continue to exist and attract investors. This 

financial information functions as a means of information, a tool for management accountability to business owners, a representation 

of company success indicators, and consideration for decision making. Tobin's Q is an indicator that can be used to measure a 

company's financial performance from an investment perspective. The aim of this research is to find out the conditions and 

determinant factors in analyzing financial performance in consumer cyclical companies for the 2015-2022 period. The research 

method uses dynamic panel data regression with the Arellano-Bond Generalized Method of Moment (GMM) approach on 24 

consumer cyclical sector companies from 2015 to 2022 listed on the BEI. The research results show that partially the company value 

in the previous period (Tobin’s Q(-1)) has a significant positive effect and can be backward looking towards achieving high and 

sustainable company value (Tobin’s Q) in the next period. Profitability (ROA) has a significant positive effect on company value 

(Tobin’s Q). This shows the company's prospects for sustainability in the future. 

KEYWORDS:  Cashflow Volatility, Firm Size, Growth, Hedge, Leverage, Liquidity, Profit (ROA), Tobin’s Q 

I. INTRODUCTION  

The consumer discretionary sector holds a prominent position within the Indonesian economy. Data for the period from January to 

June 2023 reveals that the market capitalization of the consumer discretionary sector is substantial, ranking as the second largest 

sector after the financial sector, with a valuation of IDR 1,196,638 trillion, equivalent to 12.65% of the overall capitalization in the 

Indonesia Stock Exchange [1]. The consumer cyclicals industry, encompassing sectors such as vehicles, housing, entertainment, 

and both durable and non-durable retail categories, exhibits a dependency on business and economic cycles [1]. This industry is 

notably sensitive to changes in economic growth and faces significant competition within the highly competitive sector [2]. 

Modern financial management has increasingly recognized the pivotal role of financial risk management in corporate strategies. 

This realization has led to the incorporation of risk management, including hedging practices, as a critical aspect of corporate 

decision-making. As outlined in [3], there is an analysis of the importance of transforming hedging into a government policy, aimed 

at maintaining public budgets and bolstering foreign currency reserves. It is well-established that the financial performance of a 

company directly influences the returns investors can expect to receive. Consequently, investors actively seek out companies with 

strong financial performance and invest their capital therein. 

The attainment of a net profit signifies an improvement in a company's financial performance. The effectiveness and efficiency 

of a company in achieving its objectives are often assessed through its financial performance. Sustaining and enhancing financial 

performance are imperative for a company's continued viability and appeal to investors. The financial performance of a company is 

communicated through its published financial statements. These financial statements serve multiple functions, including conveying 

vital information, serving as an accountability tool for management, reflecting key success indicators, and informing decision-

making processes [4]. Capital market participants commonly rely on this financial information as the basis for their investment 

decisions [5]. 

In the context of evaluating a company's financial performance from an investment perspective, Tobin's Q stands as a valuable 

indicator. Tobin's Q has undergone rigorous testing across various top management scenarios [6]. Moreover, it has been juxtaposed 

with the Altman Z value as an additional, pertinent indicator to gauge a company's economic health. Utilizing indicators as 

measurement tools for variables is of paramount importance, as it facilitates comprehension of their significance. The selection of 

an indicator as a variable measure is not a straightforward task, as it necessitates the precision to accurately represent the variable 

under scrutiny, thereby gaining scientific acceptance as the appropriate measure [6]. 
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In the realm of assessing firm value, Tobin's Q has been widely adopted in financial research, particularly in studies concentrating 

on firm valuation matters [7]. However, post-2002, some of James Tobin's colleagues observed that investors may not fully 

recognize its relevance. Tobin's Q serves as an instrument to gauge a firm's financial performance, especially its firm value, reflecting 

the management's proforma approach in managing the firm's assets. A higher Tobin's Q ratio is indicative of better growth prospects 

and a greater proportion of intangible assets. This phenomenon is driven by the fact that the higher the market value of a company's 

assets compared to their book value, the more willing investors are to pay a premium to possess the company. 

Given these considerations, this research endeavors to address the question of understanding the conditions and determinant 

factors influencing the analysis of financial performance in consumer cyclicals companies spanning the period from 2015 to 2022. 

In line with the context outlined above, this study adopts a dynamic panel data regression approach, utilizing the Generalized Method 

of Moments (GMM) Arellano-Bond technique, to investigate the financial performance of consumer cyclicals companies listed on 

the Indonesia Stock Exchange. The variables considered include Firm Size, Growth, Hedge, Leverage, Profit (ROA), Cashflow 

Volatility, Liquidity, and the company value variable (Tobin's Q) as the independent variable in this analysis. 

 

II. LITERATURE REVIEW 

A. Foreign Exchange Exposure 

Every company faces a level of risk associated with the underlying assets it holds. When fluctuations occur in the value of these 

underlying assets, it invariably impacts the overall value of the company's assets. This is particularly relevant in cases where a 

company holds underlying assets denominated in foreign currency, as fluctuations in the value of the local currency can significantly 

affect the value of the company's assets. This situation highlights the company's exposure to foreign currency risk. Several factors 

contribute to this exposure, including transaction exposure, operating/economic exposure, and translation exposure [8]. Transaction 

exposure is a measure of the impact of exchange rate fluctuations on obligations that arise before exchange rate changes take place 

but are settled after such changes have occurred. This type of exposure arises not due to expectations but rather as a consequence of 

contractual obligations. Changes in exchange rates can result in a misalignment between receipts and expenditures in foreign 

currency, with any resulting gains or losses directly affecting actual cash flows. Operating/economic exposure, on the other hand, 

assesses the changes in the present value of cash flows generated by a company's operations due to unexpected shifts in exchange 

rates. In essence, operating exposure reflects the impact of foreign exchange rate fluctuations on the present value of a company's 

future cash flows. Translation exposure, as described by [9], pertains to changes in the accounting base of financial statements 

resulting from alterations in exchange rates. This involves the conversion of the position of assets and liabilities denominated in 

foreign currency into the company's base currency. Unlike transaction exposure, profits or losses associated with translation 

exposure do not have a direct impact on actual cash flows; instead, they are confined to accounting adjustments on paper. 

B. Hedging 

Upon gaining an understanding of the foreign exchange risk, companies must deliberate on whether and how to shield themselves 

against this risk. In the sphere of international finance, the selection of an appropriate strategy for managing currency risk remains 

a subject of ongoing debate. Corporate finance experts typically base their strategy choices on the distinctive characteristics and size 

of the company in question [10]. One frequently employed approach is hedging, which assumes various definitions, often involving 

safeguarding against currency risk. For instance, [9] define hedging as the act of taking a position to mitigate currency risk, while 

[11] view it as a means of avoiding fluctuations in asset prices. The Bank of Indonesia elaborates on hedging as a transaction 

undertaken by companies to safeguard the value of their assets, liabilities, income, and/or expenses from future currency value 

fluctuations. 

Hedging is closely intertwined with the Modigliani-Miller (M&M) theory, which posits that a company's value hinges on its 

earning capacity and the risk associated with its underlying assets. The fundamental principles of corporate finance assert that the 

value of a company results from the present value of its future cash flows. Consequently, hedging emerges as a crucial tool for 

influencing future cash flows and the cost of capital, thereby affecting the overall value of the company. Companies have various 

reasons for engaging in hedging activities, including the desire to create certainty surrounding future cash flows, reducing the risk 

of cash balances dropping below critical thresholds, and preparing for market imbalances and potential external shocks [9]. A range 

of hedging techniques is available for curtailing transaction exposure, encompassing the use of derivatives such as future or forward 

contract hedges, money market hedges, and currency option hedges [9]. In addition to derivative strategies, non-derivative 

approaches like leading and lagging, cross-hedging, and currency diversification are also valuable tools that help in mitigating 

transaction-related risks. These strategies offer companies a multifaceted toolkit to protect themselves against foreign exchange risk, 

tailored to their specific needs and circumstances.. 

C. Hedging Policy 

In the realm of hedging policies, various theoretical frameworks exist, as proposed by [12], encompassing three primary approaches: 

doing nothing, a passive approach, and an active approach. The "do nothing" approach entails companies converting cash outflows 

directly in the spot market when cash obligations arise. In the passive approach, companies anticipate future cash obligations by 
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employing forward transactions or derivatives. The active approach involves initiating derivative positions before any obligations 

materialize, with the dual objective of both protecting asset values and generating a profit. 

An alternative perspective offered by [13] distinguishes between tactical hedging to address short-term currency risk and 

strategic hedging to address long-term currency risk. However, [8] highlights that hedging policies can diverge significantly between 

companies, given varying levels of risk aversion among company management. Typically, companies have three primary 

alternatives: fully hedging almost all exposure, abstaining from hedging altogether, or selectively hedging based on specific 

conditions. While hedging proves effective in mitigating currency risk, several constraints must be considered. These include 

restrictions on the nominal amount that can be hedged, the efficacy of repeated short-term hedging, inaccuracies in income 

projections, and limitations on the range of currencies available in forward contracts. Prior to implementing an effective hedging 

policy, companies must follow a set of steps as suggested by [10] and [14]. These steps entail identifying the most impactful currency 

risks, developing a comprehensive currency management strategy, establishing a centralized company treasury, creating a robust 

control system, and forming a risk oversight committee. 

Numerous factors influence a company's decision to employ hedging strategies. The size of the firm plays a pivotal role, with 

larger companies capitalizing on economies of scale to manage derivative transactions [15]; [16]. Additionally, the level of leverage, 

or higher debt, increases the need for hedging to mitigate risks [17][18][19]. Dividend policies also impact hedging, where lower 

dividend distributions enhance a company's investment capacity, while higher dividends may pose liquidity challenges [20][15][21]. 

Liquidity concerns factor into hedging choices, with less liquid companies more likely to utilize derivatives [22]. Managerial 

ownership encourages the use of hedging, as risk-averse managers aim to maximize resources [23]. Cash flow volatility stands as 

another key driver; companies with higher volatility often benefit more from derivatives, particularly when faced with fluctuating 

exchange rates [24]. Lastly, company growth prompts the utilization of hedging to address various fluctuations, such as interest 

rates, commodity prices, and exchange rates, as higher external financing costs encourage hedging practices [25]. Governance 

aspects, including legal considerations, also support hedging. Research by [26][27] underscores the role of the legal framework in 

economics and its influence on the use of hedging. The quality of legal systems plays a pivotal role, with stronger legal systems 

correlating with increased hedging practices. 

D. Company Value 

The valuation of a company can be approached from various angles, with two primary methods being the balance sheet approach 

and the market approach. The balance sheet approach assesses a company's value based on its assets, while the market approach 

takes into account metrics like market capitalization and the market value of debt minus cash on hand [28]. Furthermore, the capital 

structure of a company plays a significant role in determining its valuation, as outlined by [29], with valuation often relying on 

proxies such as stock values [30]. Additionally, the value of a company is closely intertwined with shareholder profits in relation to 

stock movements [31]. Various factors that influence the value of companies in Indonesia, including Profitability, Company Size, 

Capital Expenditure, Leverage, Dividends, and Liquidity, have been the subject of research [32]. 

In addition to these factors, two less-explored factors in the Indonesian context are Multinational Diversification and Industry 

Diversification. These factors pertain to a company's expansion abroad and diversification across different industries, both of which 

can impact the overall value of the company [33]. To enhance a company's value, making optimal investment decisions and prudent 

financing choices is of paramount importance. Hedging plays a pivotal role in addressing underinvestment problems and risk 

shifting, thereby reducing financial distress risk and the level of information asymmetry [34][35][36]. By mitigating these risks, 

hedging indirectly contributes to the maximization of a company's value. 

E. Research Variables 

Dependent Variable 

In this study, the dependent variable is the company value, which is represented by Tobin's Q. This choice aligns with the 

research conducted by [25] and [37]. Tobin's Q value is calculated using the formula of the natural logarithm (ln) of the ratio of the 

market value of assets to the book value of assets. This logarithmic transformation helps capture the growth rate or geometric rate 

of growth of the ratio of the market value of assets to the book value of assets. Consequently, a higher ln (Tobin's Q) value signifies 

a greater company value. 

Independent Variables 

Firm size  

As per [38], larger companies tend to have lower relative investment costs than smaller ones. This is because larger companies 

have better access to external funding, capital markets, and credit. Lower investment costs can save a company's cash flows and 

increase its overall value. In this study, firm size is measured using the natural logarithm (log) of the total assets, following the 

approach of [25][39]. 
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Growth   

To assess a company's growth, the level of investment or capital expenditure is considered. Investment in company assets can 

lead to the production of goods for sale. The amount of products sold influences the firm's value. Therefore, the capital expenditure 

variable is analyzed for its impact on firm value. 

Hedge 

Hedge is represented by hedging foreign exchange derivatives which is the value of the company's decision to hedge foreign 

exchange. This variable is a proxy for the amount of hedged decisions by the company. The foreign exchange derivative variable is 

one of the research variables that wants to know the direct impact on firm value. 

Leverage 

ccording to [38], an increase in a company's long-term debt raises the cost of external funding. Companies with substantial debts 

often seek to minimize their exposure to exchange rate risk through hedging. Leverage in this study is defined as the ratio of long-

term debt in foreign currency to total assets, based on the research of [11]. 

Profit (ROA) 

Companies with high profits tend to be valued more highly than those with lower profits, as indicated by [25][11][40]. 

Profitability is assessed using the Return on Assets (ROA) indicator, which calculates the ratio of net income to total assets. 

Cashflow Volatility  

Cash flow volatility is used as an indicator of the level of uncertainty in a company's income, which can contribute to increased 

financial risk. Companies with substantial cash flow volatility benefit from strategic use of derivative instruments, as discussed in 

[41]. This volatility is linked to fluctuations in the exchange rate affecting the company's operations, as detailed in [34]. This study 

calculates average volatility over a three-year period during the observation period, following the methodology outlined in [41]. 

Liquidity 

As per [38], companies with limited cash often exhibit a higher Tobin's Q because they are more likely to invest in projects with 

positive Net Present Value (NPV). Conversely, companies with surplus free cash flows tend to invest in projects with negative NPV. 

The quick ratio variable is used to assess its potential impact on project NPV and overall firm value. To elucidate the logical 

progression of the research, it will be delineated as follows: 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 1. Conceptual framework 

 

Hypothesis 

The hypothesis used in this study is generally used to test the extent of the influence between the independent and dependent 

variables in the model in the equation. Based on the above framework and supporting theories, the hypothesis formulation is: 

H1 :   Firm size has a positive effect on firm value  

H2 :   Growth has a positive effect on firm value  

H3 :   Hedge has a positive effect on firm value  
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H4 :    Leverage has a positive effect on firm value  

H5 :    Profit has a positive effect on firm value  

H6 :    Cashflow volatility has a positive effect on firm value  

H7 :    Liquidity has a positive effect on firm value 

 

III.  RESEARCH METHOD  

This study uses secondary data in the form of annual financial reports from 24 companies in the consumer cyclicals sector from 

2015 to 2022 listed on the IDX. The research was conducted from July 2022 to July 2023. Data collection is done by purposive 

sampling by considering companies that go public at least from 2015 and are still public companies until 2022. The sampling 

companies are included in the apparel, automotive component and automotive retail sub-categories. The model used in this study is 

the model used by [39] with the consideration that there are quite a lot of variables studied related to firm value, namely Firm Size, 

Growth, Hedge, Leverage, Profit (ROA), Cashflow Volatility, and Liquidity, by considering the time period variable. Researchers 

assume that these variables are appropriate to assess various companies that have different characteristics on the Indonesia Stock 

Exchange. The first analysis used in this study is descriptive analysis which is part of statistics that discusses the preparation of data 

into a list or schedule, making graphs, and others that do not involve drawing conclusions. The things included in this analysis are 

analytical processing, and interpretation of data, as long as it does not involve drawing general conclusions or making 

generalisations. 

To analyse the factors that affect the value of a company (Tobin's Q), the method used is dynamic panel regression. Panel data 

analysis that is more suitable for describing dynamism is dynamic panel data regression. In the dynamic data model there is a lag of 

the dependent variable, this variable is correlated with the error. Therefore, estimation using OLS will produce biased and 

inconsistent estimators. To overcome this, the dynamic panel data model can be estimated using the Generalised Method of Moment 

(GMM) approach. 

The dynamic panel data regression method is an application of the method to the dynamism of the current data and has a 

relationship to the previous data, usually this method is used in economics with dynamic variables. In the dynamic sense is a value 

of a variable that is influenced by the value of other variables with the current time and which also has a relationship with the past 

time (Arrelano and Bond, 1991). This equation is presented as follows: 

 

 
Description:  

𝑦𝑖, : dependent variable on the i-th cross-section unit for time period t  

𝒙′𝑖, : vector of independent variable observations of the i-th cross-section unit for time period t with size 1×k  

𝑢𝑖, : error member 𝛿 is a scalar,  

𝒙′𝑖,: is a vector of independent variables of size 1×k.  

 

While 𝜷 is defined as a constant vector which has a size of k×1. If it is assumed that 𝑢𝑖, is a one way error component, the model 

obtained is written as follows: 

𝑢𝑖,𝑡 = 𝜇𝑖 + 𝑣𝑖𝑡 

where 𝜇𝑖 is assumed to be 𝜇𝑖 ~ IIDN(0, 𝜎𝜇2) as the individual-specified error component and 𝑣𝑖𝑡 is the common error component 

assumed to be 𝑣𝑖𝑡 ~ IIDN(0, 𝜎𝑣2) [42]. The most basic problem in dynamic models is the correlation between the endogenous 

explanatory variables and the error variables or in other words yi,t-1 is correlated with the error component 𝑢𝑖,𝑡 even though it is 

assumed that the errors are uncorrelated. This causes the OLS estimator to be biased and inconsistent. 

Anderson and [43]  suggested using the instrument variable estimation method. The result was that the estimator was unbiased, 

consistent, but not efficient. Then, Anderson and Hsiao's instrument variable method was developed by [44] who suggested a method 

called Arellano-Bond GMM. This method is able to produce estimators that are unbiased, consistent and efficient. 

GMM Parameter Estimation  

The estimation for dynamic panel estimates the GMM method, the principle used by [44] is to use the Arellano-Bond GMM. The 

correlation between the endogenous variables (𝑦𝑖,-1 ) and the error is the definition of a dynamic panel data model. Some of the 

estimates that have been developed, show what assumptions underlie the estimates, how well the estimates perform relative to each 

other and how to test the validity of the assumptions behind the estimates to select the most appropriate estimate for the data used 

in the study. 

Generalised Method of Moment  

The Generalised Method of Moment estimation method will eventually become a model whose estimation is unbiased, consistent 

and efficient. Here is the estimation equations:  
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Description: 

𝒁 : Valid instrument matrix  

𝑾 ̂ : Unbiased and consistent estimate for 𝑾(𝑳𝒙𝑳) where L is the number of instrument variables. 

 

To find out the results of the two step estimator by substituting the weights 𝑾 ̂ with 𝚲 ̂-1 with: 

 

 
the estimation results become as follows: 

 
 

The above equation is an Arellano-Bond GMM estimate that is unbiased, consistent and efficient. In summary, some criteria used 

to find the best dynamic model or GMM are: 

1. Unbiased.  

When Ordinary Least Squares (OLS) estimation is used for dynamic panel regression, it will produce biased and inconsistent 

estimates due to the correlation of the dependent lag with the error, so GMM estimation is used as a solution that produces unbiased, 

consistent, and efficient estimates. The estimator of pooled least squares is biased upwards and the estimator of fixed-effects is 

biased downwards. An unbiased estimator will be somewhere in between. 

2. Valid Instruments.  

The Sargan test is used to determine the validity of using instrument variables that are greater than the number of estimated 

parameters. The instrument will be valid if the Sargan test results cannot reject the null hypothesis.  

3. Consistent.  

The consistency of the estimator obtained can be checked from the Arellano-Bond statistics m1 and m2, which are calculated 

automatically in Eviews. Consistent estimation means that in the 2nd order first defference there is no autocorrelation between the 

residuals and the endogenous variables, indicating that the null hypothesis is not rejected. 

Parameter Estimation of GMM Arellano Bond Dynamic Panel Data Simultaneous Equation 

The first step that must be taken to determine the estimation method in the simultaneous equation model is equation identification. 

If each structural equation is identified correctly or redundantly, the estimation method used in the simultaneous equation system is 

2SLS. In the dynamic panel data simultaneous equation system, each structural equation is a dynamic panel data regression equation 

with exogenous variables. One of the exogenous variables contained in each structural equation is an explanatory endogenous 

variable. The following are the parameter estimation steps of the dynamic panel data simultaneous equation with 2 SLS, namely: 

1. Estimating the value of endogenous variables through reduced form using Arellano-Bond GMM.  

2. Estimate the structural equation by substituting the endogenous variables on the right side with the endogenous variable estimates 

obtained in step 1 using GMM Arellano-Bond.  

Thus, this series of estimation methods is then called Two Stage Least Square Generalised Method of Moment Arellano-Bond 

(2SLS GMM AB). 

 

IV.  RESULT AND DISSCUSSION 

A. Descriptive Analysis  

The results of descriptive statistical analysis show that there are 192 data in the research period 2015-2022. It is known 

that the Tobin's Q variable has a minimum value of -2.293382 and a maximum value of 1.83875 with a standard deviation of 

0.620673 and an average value of 0.091362, which means that the entire sample used has an average of 0.091362. The firm size 

variable has a minimum value of 10.95098 and a maximum value of 13.75925 with a standard deviation of 0.595324 and an average 

value of 12.36635, which means that all samples used have an average of 12.36635. The growth variable has a minimum value of 

0.0000 and a maximum value of 1,139197 with a standard deviation of 0.173583 and an average value of 0.139989, which means 

that all samples used have an average of 0.139989. The hedge variable has a minimum value of 0.0000 and a maximum value of 

1.0000 with a standard deviation of 0.368915 and an average value of 0.161458, which means that of all the samples used, the 

average is 0.16145. Provides an overview or description of the research data presented in Table 1 below. 
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Table 1. Descriptive Statistical Analysis 

  LnTobinQ Firm_Size Growth Hedge Leverage Profit Std_Dev Liq 

 Mean 0.091362 12.36635 0.139989 0.161458 0.2697 0.021316 236524.6 1.888484 

 Maximum 1.83875 13.75925 1.139197 1 3.348048 1.618764 7752380 19.40986 

 Minimum -2.293382 10.95098 0 0 0 -0.605702 1245.637 0.001053 

 Std. Dev. 0.620673 0.595324 0.173583 0.368915 0.597803 0.164771 640693.4 3.243312 

Observations 192 192 192 192 192 192 192 192 

 

The leverage variable has a minimum value of 0.0000 and a maximum value of 3.348048 with a standard deviation of 0.597803 and 

an average value of 0.2697, which means that the entire sample used has an average of 0.2697. The profit variable has a minimum 

value of -0.605702 and a maximum value of 1.618764 with a standard deviation of 0.164771 and an average value of 0.021316, 

which means that the entire sample used has an average of 0.021316. The cashflow volatility variable (std dev) has a minimum 

value of 1245.637 and a maximum value of 7752380 with a standard deviation of 640693.4 and an average value of 236524.6, 

which means that the entire sample used has an average of 236524.6. The liquidity variable has a minimum value of 0.001053 and 

a maximum value of 19.40986 with a standard deviation of 3.243312 and an average value of 1.888484, which means that all 

samples used have an average of 1.888484. 

Regression Model Specification Test  

The next test is to determine the unbiasedness criteria by comparing the GMM first difference dependent lag estimator with 

the FEM (Fixed Effect Model) model which is biased downward and the PLS (Pooled Least Squares) model which is biased upward. 

Unbiased lag estimators are between the FEM and PLS models.  

 

Table 2. Estimation Results of Company Value Equation (Tobin's Q) with PLS model 

 
   Source: Processed secondary data (Eviews) 
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Table 3. Estimation Results of Company Value Equation (Tobin's Q) with FEM model 

 
         Source: Processed secondary data (Eviews) 

 

Table 4. Estimation Results of Company Value Equation (Tobin's Q) with First Difference GMM model 

 
       Source: Processed secondary data (Eviews) 

 

Comparison of FD-GMM, SYS-GMM estimators with FEM and PLS can be seen in Table 5 as follows: 

 

Table 5. Comparison of GMM Estimator with FEM and PLS 

Parameters  First Difference 

Coefficient  

GMM FEM 

Coefficient  

PLS Coefficient 

δ 0.443024 0.401665 0.717507 

                   Source: Processed secondary data (Eviews) 
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From Table 5, it can be seen that the coefficient of the First Difference GMM model is between the FEM model and the PLS model. 

Thus the lag independent first difference GMM estimator model fulfils the criterion of unbiasedness.  The model specification test 

is a test of the consistency of the estimates obtained on the results of the Arellano-Bond GMM analysis and also to determine the 

validity of the instrument variables that have instruments exceeding the number of estimated parameters (overidentifying restriction 

conditions). The method used is the Sargan test and the Arellano Bond test. 

1. The Sargan test is used to determine the validity of the use of instrument variables. The hypothesis used is: 

H0: The overidentifying restriction condition in the model estimation is valid 

H1: The overidentifying restriction condition in the model estimation is invalid. 

The significance level () used is 0.05. The decision-making criterion is to accept H0 if the probability value (J-statistic) >  (0.05). 

 

Table 6. Sargan Test Results 

 
Source: Processed secondary data (Eviews) 

 

From the estimation results in Table 6, when viewed from the probability value (J-statistic) in the GMM model of 0.413536 is 

greater than the significant value   (0.05). This indicates that H0 is accepted, which means that there is no correlation between 

errors and there is no problem with the validity of the instrument or it can be said that the model estimation is valid. 

 

2. The Arellano Bond test is conducted to test the consistency of the estimates obtained from the GMM process. Consistent 

estimation means that in the 2nd order first defference there is no autocorrelation between the residuals and the endogenous 

variables. The hypothesis is as follows:  

H0: There is no autocorrelation in the i-th order residuals. 

H1: There is autocorrelation in the i-th order residuals 

 

Table 7. Arellano Bond Test Results 

 
         Source: Processed secondary data (Eviews) 
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Table 7 shows the probability value of the Arellano-Bond test on the GMM model is 0.2654 on AR(1) and 0.5006 on AR(2), 

respectively. With a significance level of  (0.05), the probability value is greater than the significance level of  (0.05), so H0 is 

not rejected, which means that there is no autocorrelation in the 1st and 2nd order first difference errors so that the resulting estimates 

are consistent. 

Parameter Significance Test 

Parameter significance testing is carried out in two stages, namely simultaneous tests and partial tests. 

1. Simultaneous Test 

The simultaneous test is used to determine the effect of all independent variables on the dependent variable. In dynamic panel data 

regression, the simultaneous test can use the Wald test (Arellano & Bond, 1991) with the following hypothesis:  

H0 : δ = β1 = β2= β3= β4= β5= β6= β7=0 

H1: there is at least one δ, βk ≠ 0, with k = 1,2,3,...7 

The H0 decision is rejected if the probability value (p-value) <  (0.05), which means that there is at least one independent variable 

in the model that affects the dependent variable. In Table 1, there are variables with a value (p-value) <  (0.05), namely the 

LnTobin's Q (-1) variable with a p-value of 0.0000 and the profit variable (ROA) with a p-value of 0.0396. This shows that the 

LnTobin's Q (-1) and profit (ROA) variables in the model affect the firm value variable (Tobin's Q). 

2. Partial Test 

Partial test is used to determine the effect of each independent variable on the dependent variable. The hypothesis in this test is as 

follows: 

H0 : δ, βk = 0 

H1: δ, βk ≠ 0 with k = 1,2,3,...7 

The H0 decision is rejected if the probability value (p-value) <  (0.05). This means that it shows that there is a lag of the independent 

variable that affects the dependent variable. The partial test results of the dynamic panel data regression model with the first-

difference GMM approach can be seen in Table 1. These results show that there is a lag in the independent variable that has a value 

(p-value) <  (0.05), thus the decision taken is to reject H0. The lag of the dependent variable, namely the LnTobin's Q(-1) variable 

with a p-value of 0.0000 and the profit variable (ROA) with a p-value of 0.0396 has a significant effect on firm value (Tobin's Q). 

Interpretation of Dynamic Panel Data Regression Results 

Based on the first-difference GMM approach presented in Table 4, the dynamic panel data regression equation is obtained as 

follows: 

Yit = 0.443024 Yi,t-1 - 0.473880 (X1) + 0.188982 (X2) + 0.171634 (X3) - 0.111089 (X4) +  

         0.221226 (X5) - 3.63E-08 (X6) - 0.027086 (X7) + 𝑢𝑖,         

         where i = 1,2,3, …192   t = 2015,.., 2022. 

 

Based on above a equation, several things can be conveyed including: 

1. The value of δ = 0.443024, explains that if there is an increase in the value of the company in the previous period by one time, 

it will increase the value of the company in the next period by 0.443024 times. 

2. The regression coefficient β1 is -0.473880, indicating that the company value decreases by 0.473880 times for every 1 time 

increase in firm size.   

3. Regression coefficient β2 of 0.188982, indicates that the company value increases by 0.188982 times for every 1 increase in 

growth.   

4. Regression coefficient β3 of 0.171634, indicates that the company value increases by 0.171634 times for every 1 time increase 

in hedge_Fx.   

5. Regression coefficient β4 of -0.111089, indicates that the company value decreases by 0.111089 times for every 1 time increase 

in leverage. 

6. Regression coefficient β5 of 0.221226, indicates that the company value increases by 0.221226 times for every 1 time increase 

in profit.   

7. Regression coefficient β6 equal to -3.63E-08, indicates that the company value decreases by 3.63E-08 times for every 1 time 

increase in cashflow volatility.   

8. Regression coefficient β7 of -0.027086, indicates that the company value decreases by 0.027086 times for every 1 time increase 

in liquidity. 

LnTobin's Q(-1) 

The lag coefficient of the firm value indicator (Tobin's Q (-1)) has a positive and statistically significant effect with a p-

value of 0.0000 <  (0.05). This shows that every consumer cyclicals company in Indonesia can take the right policy with backward 

looking in achieving high and sustainable firm value (Tobin's Q). 
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Growth. 

Studies suggest that companies experiencing significant growth face increased investment costs, including fluctuations in 

interest rates, commodity prices, and exchange rates [25]. Consequently, they tend to be more inclined to implement hedging 

policies, which, as indicated by Tobin's Q, can ultimately have a positive impact on the overall value of the firm. It is worth noting 

that several studies conducted in Indonesia have also explored the relationship between a company's growth and its firm value, as 

measured by Tobin's Q [45][32]. However, it is essential to consider that the findings of our present study do not reveal a significant 

effect, and thus, these results cannot be directly compared to those of the earlier research. 

Profitability 

The profit coefficient demonstrates a positive and statistically significant effect, as evidenced by a p-value of 0.0396, which 

is less than the predetermined significance level (α = 0.05). It is worth noting that a company's profits serve as a key indicator of its 

potential for future sustainability. This observation is supported by previous research from [32], [46], and [47], all of which affirm 

the substantial positive impact of profitability on firm value, specifically as measured by Tobin's Q. These studies collectively 

underscore the notion that the higher a company's profitability growth, the more promising its future outlook becomes. This positive 

relationship between profit (ROA) and firm value is further corroborated by research conducted by [48]. In a similar vein, [49] also 

asserts that company performance significantly influences firm value, as indicated by Tobin's Q. 

Firm Size 

The assertion that a company's size positively correlates with the quality of its technology and systems, facilitating more 

effective asset management and ultimately enhancing overall company performance, is put forward. However, these findings are in 

contradiction to prior research conducted in Indonesia, which suggests that there is no discernible relationship between firm size 

and firm value [32]. Researchers attribute this contradictory effect on firm value to the influence of the leverage factor or long-term 

debt. In this context, the larger size of a firm is primarily attributable to a higher reliance on leverage, resulting in increased utilization 

of long-term debt. As a significant portion of this long-term debt is denominated in foreign currency, it imposes a growing liability 

burden on the company, thereby leading to a reduction in the company's value, as measured by Tobin's Q. 

Hedge 

As indicated in a study by [25], it is suggested that foreign hedging strategies can have a positive impact on firm value, 

measured by Tobin's Q. This positive influence is attributed to the hypothesis that hedging may lead to reduced leverage costs, 

primarily because companies can exercise better liquidity management. Consequently, the adoption of hedging practices is believed 

to enhance the firm's size, ultimately contributing to an increase in the company's value [50]. However, it is important to note that 

the findings of the analysis conducted in this specific study did not yield statistically significant results, making it challenging to 

draw general conclusions. Nonetheless, the use of hedging as an alternative method for mitigating currency risk, especially in the 

context of consumer cyclicals companies, remains an area of interest and potential exploration. 

Leverage 

Leverage is a fundamental component of the capital structure strategy aimed at enhancing firm value. However, the findings 

in this study run counter to earlier research, which has asserted that leverage exerts a significant and positive impact on companies 

[45][32]. Researchers in this study posit that, especially for capital-intensive consumer cyclicals companies, a higher level of foreign 

exchange debt can translate into a greater cost burden for the company. This is especially pertinent when considering that the 

company's revenue is denominated in rupiah. The cost burden becomes even more pronounced in the event of a depreciation of the 

rupiah relative to foreign currencies. Consequently, this situation engenders a negative leverage effect on firm value, as measured 

by Tobin's Q. 

Cashflow Volatility 

Cash flow volatility is a critical indicator of the significant uncertainty surrounding a company's anticipated business 

income. Companies with exceptionally high business income often face financial risks, such as bankruptcy costs. This high cash 

flow volatility is, in part, driven by fluctuations in exchange rates related to the company's operational activities, including exports 

and imports. Companies with substantial cash flow volatility are more inclined to employ hedging strategies to mitigate these 

inherent risks. It is noted that as cash flow volatility increases, so does the likelihood of a company implementing hedging policies, 

resulting in a positive correlation with firm value [51].However, it's worth highlighting that the findings in this study diverge from 

the expectations. Contrary to the anticipated positive relationship, this study reveals a negative association between cash flow 

volatility and firm value, as assessed by Tobin's Q. 

Liquidity  

Companies endowed with sufficient liquidity have the capacity to expand their business more effectively compared to those 

facing liquidity constraints. Surprisingly, recent research indicates that an excessive surge in liquidity may not always be welcomed 

by investors, who may interpret it as a sign that the company is not investing its resources optimally. This notion aligns with the 

findings of [52], suggesting that while optimal cash reserves can enhance firm value, an excessive buildup of cash can have a 
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detrimental impact. This perspective is supported by research conducted by [53] and [54], which assert that liquidity levels have no 

significant influence on hedging activities and the determinants of firm value, as measured by Tobin's Q. The results of this study, 

in line with other research in Indonesia [32], reveal a significant negative relationship between liquidity and firm value, as indicated 

by Tobin's Q. This is rooted in the assumption that investors generally do not favor companies hoarding excessive liquidity, as it 

may imply underutilization of resources that could be deployed more productively. Nevertheless, it is essential to acknowledge that 

the results of this study do not exhibit statistical significance, and therefore, comparisons with previous research should be made 

with caution. 

 

V. CONCLUSION 

The results of the analyses that have been carried out in this study can be concluded as follows: 

1. To examine the financial performance of companies in the consumer cyclical sector, a dynamic panel regression analysis is 

carried out with the Generalised Method of Moment (GMM) Arellano-Bond approach where the company value (Tobin's Q) is 

significantly influenced by the company value in the previous period (Tobin's Q (-1)) and profitability (ROA) for the period 

2015 - 2022. 

2. The value of the company in the previous period (Tobin's Q (-1)) has a significant positive effect and can be a backward looking 

towards achieving high and sustainable company value (Tobin's Q) in the next period. 

3. Profitability (ROA) has a significant positive effect on firm value (Tobin's Q). This shows the prospect of the company's 

sustainability in the future. 

4. For further researchers, they can add other variables that affect the company's financial performance such as Good Corporate 

Governance, ROE, DER and can examine various companies on the Indonesia Stock Exchange with a long enough research 

period. 

 

VI.  RECOMMENDATION 

Based on the conclusions drawn from this study, it is recommended that companies in the consumer cyclical sector pay close 

attention to their financial performance indicators, particularly the company value in the previous period (Tobin's Q (-1)) and 

profitability (ROA). These factors have been found to significantly influence the company's value in the subsequent period. The 

positive effect of Tobin's Q (-1) suggests that companies should adopt a backward-looking approach to sustain high company value. 

Similarly, the positive impact of ROA on firm value indicates that profitability is a key determinant of a company's future 

sustainability. For future research, it would be beneficial to consider additional variables that may affect a company's financial 

performance. These could include Good Corporate Governance, Return on Equity (ROE), and Debt-Equity Ratio (DER). 

Furthermore, expanding the scope of research to include various companies listed on the Indonesia Stock Exchange over a longer 

research period could provide more comprehensive insights into the dynamics of financial performance in this sector. This would 

ultimately contribute to a more robust understanding of the factors driving company value and profitability. 
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