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Abstract: 
 

This study examines how Internal Capital Financial Structure (ICFS) and financial constraints 
affect investment decisions in manufacturing companies listed on the Indonesia Stock 
Exchange between 2019 and 2024. Using a panel data methodology with a fixed effects model, 
the research applies cross-sectional weights, standard errors, and covariances to ensure 
robust results. The research findings show that the greater the sensitivity of cash flow to 
investment, the greater the decline in investment levels. This research contributes original 
value by including variables such as cash flow, long-term debt, working capital investment, 
leverage, and asset turnover, all of which are analyzed for their impact on investment 
decisions. The managerial implications derived from the results of this study are useful for 
company managers, potential investors, and other stakeholders in understanding how internal 
financial factors affect investment behavior. 
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1. Introduction 
 
Investment is an important aspect of a company's development and sustainability, 
especially in the manufacturing sector, which plays a significant role in the Indonesian 
economy. Decisions about investment in this sector are influenced by various internal 
and external factors (Huang & Qiu, 2023; (Rindi Hariyanur et al., 2022). Of these 
factors, internal capital structure—often referred to as internal capital financial 
structure (ICFS)—has a significant influence on a company's investment capacity and 
strategy (Schauer et al., 2019). ICFS refers to the management of a company's internal 
capital. It reflects the extent to which a company can use internal resources to run its 
operations and develop its business (Ramdani, 2021). Manufacturing companies, on 
the other hand, often face financial constraints in terms of access to external financing. 
This can limit their investment potential and affect their long-term performance (Yin 
et al., 2019). 
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Previous studies have shown that there is a complex relationship between investment-
to-cash flow sensitivity (ICFS) and financial constraints on investment decisions. For 
example, demonstrated a correlation between investment-to-cash flow sensitivity 
(ICFS) and the financial constraints that companies face. This study found that 
companies with higher ICFS sensitivity are more vulnerable to changes in financial 
conditions, especially when they face external resource constraints (Gül & Taştan, 
2020; Nehrebecki, 2020).  
 
In addition to ICFS and financial constraints, several control variables were 
considered when analyzing their impact on investment decisions. These variables 
include investment opportunities, sales levels, leverage, investment in working 
capital, changes in long-term debt, closing stock prices, and asset turnover. These 
variables were selected based on their role in directly or indirectly influencing 
investment decisions. For instance, leverage can positively affect investments in 
financially stable companies but hinder investments in companies with high debt risk.  
 
This study aims to analyze how ICFS and financial constraints affect investment 
decisions in manufacturing companies listed on the Indonesia Stock Exchange from 
2019 to 2023. Using a panel data methodology and fixed effects models, the study 
will provide a comprehensive understanding of how these factors influence 
investment decisions. Additionally, the study will contribute to the academic literature 
and provide practical guidance for businesses to optimize their capital structure amid 
existing financial challenges. 
 
In recent decades, there has been an increase in attention on the role of strategic 
leadership, particularly the characteristics of CEOs, in influencing the efficiency of 
investment decisions. As key decision makers, CEOs play a significant role in 
companies, and their experience and incentives are crucial in overcoming financial 
challenges and capitalizing on investment opportunities (Huang & Qiu, 2023). Two 
characteristics that often influence investment efficiency are CEO tenure and 
ownership. 
 
CEO tenure is the length of time that a CEO holds a leadership position within a 
company. A longer tenure is often associated with leadership stability, a deeper 
understanding of a company's internal dynamics, and the ability to build external 
relationships that improve access to financing (Chang & Yang, 2023). CEOs with long 
tenures tend to be better able to leverage internal resources, such as cash flow, to 
support efficient investments (Hong et al., 2023). However, an overly long tenure can 
present challenges, including resistance to innovation and risk-taking, which can 
hinder the company's growth potential (Javaid et al., 2023). 
 
Conversely, CEO ownership provides incentives that align with the interests of 
shareholders. CEOs who own significant shares of a company are more likely to make 
decisions that increase its value, reduce conflicts of interest, and minimize 
unproductive investments (Harnida et al., 2021). However, excessive share ownership 
can cause CEOs to become too conservative with risk, which limits their ability to 
explore new investment opportunities (Elmaasrawy et al., 2023). 
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Previous research shows that the combination of CEO tenure and ownership has a 
strong influence on the relationship between internal capital financing structure 
(ICFS) and financial constraints on investment decisions. Experienced CEOs tend to 
utilize ICFS efficiently, reducing dependence on external financing (Anderson et al., 
2022). Additionally, they are better at overcoming financial constraints by using 
strategies such as improving working capital management and diversifying funding 
(D. Ibrahim et al., 2022). 
 
2. Theoretical Background 

Investment: In the context of this study, investment refers to how companies allocate 
resources to expand production capacity, improve operational efficiency, or introduce 
new products. Investment reflects a company's strategy for developing future value 
(Schauer et al., 2019). This study explores the influence of investment-cash flow 
sensitivity (ICFS) and financial constraints on the investment decisions of 
manufacturing companies listed on the Indonesia Stock Exchange, which is why the 
investment variable was chosen. The study reveals how internal and external company 
factors, such as cash flow, financial constraints, and other control variables (e.g., 
leverage and sales), influence investment allocation. 

Internal Finance (Cash Flow): According to A, internal cash flow stability (ICFS) 
significantly impacts investment decisions. Companies with high ICFS levels tend to 
rely on internal resources to finance investments. For instance, in Indonesia's 
manufacturing sector, firms with higher ICFS can better withstand economic and 
market fluctuations without turning to costly external financing sources. ICFS reflects 
a company's reliance on internal funds for investment and operational financing, 
which can enhance financial stability without depending on external funding. 

Financial Constraints: Financial constraints refer to the difficulties companies face 
in obtaining external funds to finance investments. These constraints are often caused 
by asymmetric information, an inability to access capital markets, or high financing 
costs. The KZ-Index measures the level of a company's financial constraints. Financial 
constraints affect investment decisions, especially when companies cannot access 
external financing. According Yin et al. (2019) demonstrate that companies with 
significant financial constraints are more likely to reduce investments, even in 
favorable economic conditions, due to limitations on external capital. 

Investment Oppurtunities: According to research by (Gupta & Mahakud, 2020), 
high investment opportunities tend to motivate companies to invest more in promising 
projects. Conversely, market uncertainty or regulatory changes can hinder companies' 
ability to optimize these opportunities (Gül & Taştan, 2020). 

Sales: Sales are an important factor that influences a company's investment decisions. 
Higher sales indicate good operational performance and provide more resources to 
fund investment projects. According to research by (Mishra & Ewing, 2020) 
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and(Gupta & Mahakud, 2020), companies with strong sales are better able to invest 
in expansion and innovation, even amid financial constraints. Thus, increased sales 
provide greater financial flexibility and support the success of a company's long-term 
investments. 

Leverage: Leverage significantly influences corporate investment decisions. At high 
levels, companies can increase their investment capacity by using debt financing. 
However, excessive debt carries significant risks because companies must generate 
sufficient cash flow to meet their debt obligations, including interest payments. High 
leverage can limit a company's ability to invest in new projects, particularly when 
facing unstable market conditions or cash flow issues (Gupta & Mahakud, 2020). 
Conversely, low leverage gives companies more freedom to make investment 
decisions without being burdened by substantial debt (Naeem & Li, 2019). High 
leverage reduces investors’ willingness to invest due to the increased financial risk, 
which in turn lowers the firm’s value. Therefore, leverage constitutes a critical 
determinant in investment decision-making (Chandra & Cintya, 2021; Hendi et al., 
2024; Mardianto & Chintia, 2022; Tanujaya et al., 2024). 

Working Capital Investment: Investing in working capital plays an important role 
in maintaining smooth company operations and supporting long-term growth. 
According to research by (Laghari & Chengang, 2019), effective working capital 
management can reduce financial pressure and increase a company's capacity to 
invest. Good working capital management provides companies with sufficient 
liquidity, supporting better investment decisions and new project development. 
Furthermore, (Omodero, 2019) research shows that efficient working capital 
management facilitates company expansion and diversification. Companies that 
optimize their working capital can more easily capture market opportunities and invest 
in innovation or product development without being hindered by liquidity issues. In 
summary, efficient working capital investment maintains operational stability, 
increases competitiveness, and enables investment in strategic projects that support 
long-term growth. 

Change in long-term debt: Changes in long-term debt play an important role in 
corporate investment decisions because they provide companies with additional 
resources to fund expansion or innovation projects. According to research by (Yilmaz, 
2022) and (Gupta et al., 2024) companies that increase their long-term debt can 
expand their investment capacity; however, they also face higher financial risks, 
particularly during periods of economic uncertainty or market volatility. Furthermore, 
(Laghari & Chengang, 2019) reveal that, while long-term debt enables companies to 
fund large projects, companies must also consider the impact of increasing debt 
obligations on future investment flexibility. Therefore, while long-term debt provides 
growth potential through external financing, companies must maintain a balance to 
avoid becoming overly dependent on debt, which can threaten their long-term 
financial stability. 
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Closing Price: In financial analysis and investment decisions, the closing price of a 
stock is an important indicator because it reflects the market's perception of a 
company's performance at the end of a trading session. According to research by 
(Khan et al., 2020), closing stock prices significantly impact investment decisions, 
particularly in emerging markets. Companies with rising closing stock prices are often 
considered more stable and profitable, increasing investor confidence and 
encouraging greater capital allocation. However, significant fluctuations in closing 
prices may indicate market uncertainty or internal company issues, influencing 
investors' decisions to buy or sell shares. Thus, closing prices reflect a company's 
market value at a given time and serve as a key indicator of market sentiment and 
long-term investment potential. 

Asset Turnover: Asset turnover is a key indicator of how efficiently a company uses 
its assets to generate sales. According to research by (Laghari & Chengang, 2019), 
companies with high asset turnover ratios can generate more revenue with fewer 
assets, indicating good operational efficiency. These companies tend to perform better 
and are more attractive to investors because they can generate higher revenues from 
limited resources. Conversely, low asset turnover indicates inefficient management of 
company assets and can lead to more cautious investment decisions. (Laghari & 
Chengang, 2019), emphasize that companies with low asset turnover ratios must 
improve their asset management to become more efficient and competitive in the 
market. In summary, companies that optimize their asset turnover tend to have a 
competitive advantage because they can maximize revenue potential without 
increasing the amount of assets used. Conversely, companies with low asset turnover 
must focus on improving asset management to support long-term financial growth and 
stability (Tang & Fiorentina, 2021). 

CEO Tenure: CEOs with long tenures have a better understanding of their 
companies' internal dynamics and external market conditions. This allows them to 
make more efficient investment decisions, especially when managing ICFS and 
overcoming financial constraints (Huang & Qiu, 2023). Long-serving CEOs are better 
able to build strong relationships and reputations in capital markets, improving the 
company's access to external financing  (Chang & Yang, 2023). On the other hand, 
overly long tenures can cause CEOs to become too conservative and hesitant to take 
risks. This can hinder investment in riskier opportunities with high potential returns 
(Javaid et al., 2023). 

CEO Ownership: CEOs with significant shareholdings tend to make decisions that 
align more closely with shareholder interests. This reduces agency problems and 
improves the efficiency with which investment capital is allocated (Harnida et al., 
2021). High share ownership can make CEOs more cautious about risk, sometimes 
leading to conservative investment decisions. While this reduces the risk of failure, it 
can also limit investment in projects with high potential returns (Elmaasrawy et al., 
2023). 
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In the context of investment decision-making, modern financial theory 
provides a strong foundation for understanding the relationship between 
investment cash flow sensitivity (ICFS), financial constraints, and corporate 
capital structure. 

 

First, Pecking Order Theory posits that companies rely on internal funds before 
seeking external financing. This is due to the higher costs of information 
asymmetry and external risk, particularly in emerging markets like Indonesia. 
Second, agency theory highlights the conflict of interest between managers and 
shareholders. Ownership structure and CEO tenure can affect the efficiency of 
investment decisions, including how internal funds are used. Third, the trade-
off theory explains how companies balance the tax benefits of debt and the risk 
of bankruptcy when determining an optimal capital structure that impacts 
investment. Fourth, the financial accelerator hypothesis emphasizes that strong 
internal financial conditions can strengthen a company's ability to respond to 
investment opportunities while financial constraints can weaken this effect. 
Thus, this study tests empirical relationships and strengthens the theoretical 
argument regarding the role of internal funds and capital structure in 
supporting corporate investment decisions. 

3. Methodology 

This study uses secondary data, specifically annual reports from the Indonesia Stock 
Exchange (IDX) from 2019 to 2024. The collected data includes information on 
financial constraints, cash flow, investment opportunities, sales, leverage, working 
capital investment, long-term debt, closing price, and asset turnover. It also includes 
moderating effects: the CEO's term of office and share ownership. The study examines 
the effect of investment-cash flow sensitivity (ICFS) and analyzes the impact of 
financial constraints on investment alongside control variables. Adding moderating 
variables enables the study to more deeply explore the effect of leadership on 
investment decisions using Stata. 
 
The regression equation used in this analysis is 
Panel A 
INV=β0+β1CF+β2FC+β3Q+β4S+β5LEV+β6WKI+β7DLTD+β8PRICE+β9AT+ε 
Panel B 
INV=β0+β1CF+β2FC+β3CEOOWN+β4CEOTENURE+β5Q+β6S+β7LEV+β8WKI
+β9DLTD+β10PRICE+β11AT+ε 
Panel C 
INV=β0+β1CF+β2FC+β3CEOOWN+β4CEOTENURE+β5(CF×CEOOWN)+β6(CF
×CEOTENURE)+β7(FC×CEOOWN)+β8(FC×CEOTENURE)+β9Q+β10S+β11LE
V+β12WKI+β13DLTD+β14PRICE+β15AT+ε 
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Table 1. Variables and Measurement 
 

Variable Variable Measurement Source 
Dependent Investment {(Fixed asset t – fixed asset 

t-1) + Depreciation t}/ net 
fixed asset t-1 

(Schauer et al., 
2019) 

Indenpenden Internal Finance 
(Cash Flow) 

(Net income before 
extraordinary + 
Depreciation t)/ net fixed 
asset t-1 

(Schauer et al., 
2019) 

Financial Constraint KZ =  (cash flows / net fixed 
asset) + (Tobin’s Q) +  
(Total Debt/Total Capital) –  
(Dividends/net fixed asset) –  
(cash stock/net fixed asset). 

(Yin et al., 2019) 

Control Investment 
Oppurtunities 

{(Closing price x number 
share outstanding) + total 
debt}/ total equity + total 
debt 

(Gupta & Mahakud, 
2020) ; (Gül & 
Taştan, 2020) 

Sales Total sales t/ net fixed asset 
t-1 

(Mishra & Ewing, 
2020) 

Leverage Total debt/ total asset (Naeem & Li, 2019) 
Working Capital 
Investment 

Networking Capital t – t-1 
Networking capital = 
{Current Asset – Current 
Liabilities}/ net fixed asset 
t-1 

(Laghari & 
Chengang, 2019) ; 
(Omodero, 2019) 

Change in Long-term 
Debt 

(Long-term debt t – t-1)/ net 
fixed asset t-1 

(Yilmaz, 2022) 

Closing Price Closing price = Price of Last 
Trade 
 

(Khan et al., 2020) 

Asset Turnover Total sales/ Total asset (Laghari & 
Chengang, 2019) ; 
(Khan et al., 2020) 

Moderation CEO Tenure The number of years a CEO 
has served in the company 

(Huang & Qiu, 
2023) ; (Chang & 
Yang, 2023) ; 
(Javaid et al., 2023) 

CEO Ownership The percentage of CEO's 
ownership in the company's 
total shares 

(Harnida et al., 
2021) ; 
(Elmaasrawy et al., 
2023) 
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4. Empirical Findings/Result 
 
Descriptive Statistics 

Table 2. Descriptive Statistics Result 
 

 
Source: 2025 processed original data 
 
Table 1 presents the results of the descriptive statistical analysis conducted in this 
study. Regarding INV performance, the average INV score is 1.018, ranging from a 
minimum of -5.121 to a maximum of 62.946. The average cash flow value is -0.028, 
ranging from a minimum of -838.309 to a maximum of 97.486. Additionally, the 
average financial constraint was 14,852, with the highest level being 3,192.732. High 
financial constraints generally have a negative impact on corporate investment 
decisions. As a control variable, Investment Opportunities (Q) had a minimum value 
of 0.007 and a maximum of 3,192.032, with an average of 14.612. The second control 
variable, Leverage (LEV), has a minimum value of 0.007 and a maximum of 330.821. 
This indicates a significant difference in funding structures among the companies in 
the sample. The minimum value indicates that some companies are almost entirely 
financed by equity and use little debt. Conversely, a very high maximum value 
indicates that a company is highly dependent on debt and has very little equity, 
resulting in an extremely high leverage ratio. This condition suggests the presence of 
outliers in the data and indicates that some companies are at high financial risk due to 
an imbalanced capital structure. The third control variable, working capital investment 
(WKI), has minimum and maximum values of -584,491 and 2,943,265, respectively, 
indicating significant differences in working capital management strategies between 
companies. A negative WKI value indicates that a company is attracting or reducing 
investment in working capital, possibly to divert funds to long-term investment 
activities. Conversely, a high WKI value indicates that companies are allocating 
substantial funds to working capital, such as increasing inventories or accounts 
receivable.  
 

! ! ! ! ! ! !
! "! #A%C! DE%CF%*F!

+AI-%K-!
#-C-LML! #AF-%C! #%N-LML!

O"P! QRSQ! QTRQ8! VTWRQ! ;<TQWQ! RT=WW! >WTS?>!
@A! QRSQ! ;RTRW8! W>T=?R! ;8V8TVR?! RT=Q=! ?=TS8>!
A@! QRSQ! QST8<W! Q<VTQS8! ;QSVTWRQ! QTR>R! VQ?WT=VW!
B! QRSQ! QST>QW! Q<WT?=Q! RTRR=! RT<8?! VQ?WTRVW!
@CaEC"! QRSQ! ?TQ<<! ?T=8=! QTRRR! >TRRR! <VTRRR!
@CaaF"! QRSQ! VTVRQ! QRTQRQ! RTRRR! RTRRR! ?WT<RR!
dCP! QRSQ! RT8Q=! QRTWSS! RTRR=! RTS>V! VVRT8WQ!
FeO! QRSQ! <T88R! QQQTQ=<! ;<8STS?Q! RTSW?! W?SVTW><!
+dE+! QRSQ! RTQ>W! Q?TQ=Q! ;VS<TV>R! ;RTRRW! <QQT==Q!
IJO@C! QRSQ! Q=<=TW=W! V88>T<>>! RTRRR! <RRTRRR! <VRRRTRRR!
KE! QRSQ! QT<<?! Q>TQ?8! ;RTQS=! RT8R=! <WWT=W?!
D! QRSQ! QVT?S8! 8?T=W?! ;=T?VV! WTS?S! WVRVT?WQ!
!



 
 

 

Grace Vienna Victoria, Supriyanto 
 3994 

  

This reduces the funds available for investment. Thus, working capital management 
directly impacts investment decisions because the allocation of funds for working 
capital competes with long-term investment needs for company resources. 
Furthermore, the minimum and maximum values of Change in Long-Term Debt 
(DLTD) are -345,360 and 511,711, respectively, representing a significant variation 
in changes in long-term debt among companies. Negative values indicate that some 
companies are repaying or reducing their long-term debt, which reduces the 
availability of funds for new investments. Conversely, high positive values reflect a 
significant increase in long-term debt, which is generally used to fund long-term 
investments, such as purchasing fixed assets or expanding a business. Therefore, 
changes in long-term debt reflect a company's funding policy and directly influence 
investment decisions. 
 
The fifth control variable, closing price (PRICE), ranges from a minimum of 0.000 to 
a maximum of 53,000.000, reflecting the significant variation in closing stock prices 
among companies. Very low or zero stock prices may indicate that a company is not 
actively traded or is in poor financial condition. This impacts investor confidence and 
limits access to capital market funding. Conversely, high stock prices reflect a positive 
market assessment of a company's performance and prospects. This improves the 
company's ability to obtain external funding, particularly through issuing shares. 
Thus, closing stock prices influence investment decisions because companies with 
high stock prices have greater opportunities to finance investments through the capital 
market. The sixth control variable, asset turnover (AT), has a minimum value of -
0.147 and a maximum value of 522.729, reflecting a significant difference in asset 
utilization efficiency levels between companies.  
 
Negative values indicate that companies are unable to generate income from their 
assets and may even be suffering losses, reflecting suboptimal investment utilization. 
Meanwhile, very high asset turnover (AT) values indicate that companies are utilizing 
their assets efficiently to generate income, signifying effectiveness in the use of 
investment funds. Therefore, asset turnover influences investment decisions because 
companies with high efficiency tend to be trusted by the market to manage new 
investments productively. The seventh and final control variable, sales (S), has a 
minimum value of -7.933 and a maximum value of 2,303.921, indicating significant 
variation in income levels among the companies in the sample. Negative sales figures 
may indicate significant losses, sales returns, or abnormal financial records. These 
figures reflect a company's low capacity to generate cash, which limits its investment 
potential. Conversely, high sales values indicate good operational performance and 
substantial revenues, strengthening the company's ability to finance new investments 
internally. Therefore, sales levels play an important role in investment decision-
making because greater income means greater potential funds for long-term 
investment activities. 
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Traditional assumption test 
Test of Correlation Pearson Matrix 
Figure 1 presents the correlation matrix for the variables in this study, which is used 
to test for multicollinearity. Multicollinearity problems arise when the correlation 
between variables exceeds 0.8. As shown in Figure 1, the correlation between the 
research variables is relatively high, with the highest value being 0.999. This 
indicates that multicollinearity problems exist in this study. 

 
Figure 1. Results of the Correlation Pearson Matrix 

Source: 2025 processed original data 
 
Analysis of Regression 
Regression analysis is a statistical technique used to test the relationship between a 
dependent variable and one or more independent variables. The main purpose of 
regression analysis is to understand how changes in independent variables affect 
dependent variables, as well as to measure the effects of those changes (Bazdaric et 
al., 2021). 
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Results of Regression Analysis 
Table 3.  

 

 

 
Source: 2025 processed original data 
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Table 2 shows that financial constraints (FC) have a significant negative effect on 
investment (INV). The relationship between financial constraints and investment is 
complex. Evidence suggests that financial constraints can lead to investment 
inefficiency and fewer investment opportunities (Fernández de Guevara et al., 2021). 
While some studies suggest that financial constraints can prompt companies to invest 
more under certain circumstances, the overall impact is typically negative, particularly 
for small and medium-sized enterprises (SMEs). While companies with high financial 
constraints often exhibit a positive relationship with investment, this is associated with 
inefficiencies in capital allocation. Those with high free cash flow and growth 
potential are particularly affected, resulting in suboptimal investment decisions. 
Financial constraints significantly hinder SME investment decisions, forcing them to 
forgo opportunities due to working capital needs (Eskandar & Hadadi, 2022). Various 
studies show that financial constraints significantly impact corporate investment 
negatively. (Mishra & Ewing, 2020) found that financial constraints negatively affect 
intangible investments, particularly those related to marketing. 
 
The coefficient for CF is 0.061, the T value is 5.65, and the significance level is 0.00 
(p < 0.05). These values indicate a significant positive effect. Available evidence 
shows that investment levels are significantly influenced by internal financial 
resources, such as cash flow and domestic savings, particularly during periods of 
financial constraint. Existing literature indicates that companies exhibit positive 
investment sensitivity to cash flow, suggesting that internal finance is an important 
factor in investment decisions (Gül & Taştan, 2020). n the context of large Korean 
companies, the internal capital market reduces financing constraints, facilitating R&D 
investment and encouraging innovation and investment in affiliated companies (Hong 
et al., 2023). Research conducted in Nigeria shows that internal funding sources, such 
as domestic savings and internal borrowing, have a greater and more positive impact 
on economic growth than external financing options (“ASSESSING THE RELATIVE 
EFFECT OF INTERNAL AND EXTERNAL SOURCES OF FINANCING ON 
ECONOMIC GROWTH IN NIGERIA,” 2023). Additionally, a company’s internal 
financial performance, as indicated by return on equity (ROE), is positively correlated 
with firm value. While internal financing can serve as a buffer during periods of 
financial constraint, it can also result in reduced investment efficiency and decision-
making difficulties, particularly when faced with asymmetric information and agency 
issues. 
 
There is a significant positive relationship for Q, indicating that investment 
opportunities are not significantly affected by uncertainty and regulatory barriers 
when it comes to increasing investment. This finding is consistent with previous 
research (Juselin & Juliana, 2021), The results show that uncertainty does not 
significantly affect investment decisions. Even under uncertain economic or political 
conditions, companies continue to invest, possibly due to adaptive strategies or 
stronger internal factors within the firm that influence investment decisions. However, 
this influence is not always significant because investors also consider factors such as 
political stability, resource availability, and infrastructure when making investment 
decisions. Thus, regulation is not the sole factor in attracting investment. 
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For S, the coefficient is 0.001, the T-value is 0.62, and the significance level is 0.537 
(p > 0.05). This indicates that asset sales do not significantly affect investment. Thus, 
H4 is rejected. The study by (Laghari & Chengang, 2019), entitled Pengaruh 
Pertumbuhan Penjualan, Keputusan Investasi, dan Ukuran Perusahaan Terhadap 
Profitabilitas Pada Perusahaan Farmasi Yang Terdaftar Di BEI Periode 2019–2021 
(Influences of Sales Growth, Investment Decisions, and Company Size on 
Profitability of Listed Pharmaceutical Companies on the BEI from 2019 to 2021), 
found that investment decisions have a negative and insignificant effect on company 
profitability. This shows that investment decisions, including asset sales, do not 
always increase company profitability. 
 
There is a significant positive relationship for LEV, indicating that leverage positively 
affects investment. This finding is consistent with previous research (Tanaya & 
Wiyanto, 2022), A panel data analysis of mining and manufacturing companies listed 
on the Indonesia Stock Exchange from 2017 to 2020 revealed that leverage, as 
measured by the debt-to-asset or debt-to-equity ratio, has a positive and significant 
impact on firm value. This serves as an indicator of investment policy and capital 
expansion. This result has been consistently observed in independent studies, such as 
research on 110 mining companies (2016–2020) and 144 manufacturing companies 
(2017–2020). These studies show that a higher debt structure can encourage firms to 
invest more aggressively, significantly increasing corporate value. Meanwhile, the 
study of company value revealed that liquidity and sales growth significantly increase 
firm value, while profitability, capital structure, and managerial ownership do not. 
These findings suggest that operational strength and market expansion play a greater 
role in increasing firm value than profitability or leverage do (Khairunnisa & 
Kusmayati, 2023; Sulastri et al., 2023). Therefore, leverage reflects a company’s 
capital structure and represents an important factor in long-term investment decisions 
that impact business growth and sustainability. 
 
For WKI, the effect is significantly negative, indicating that working capital 
investment adversely affects investment growth. According to existing literature, 
there is a negative correlation between working capital components, such as accounts 
receivable and the cash conversion cycle, and profitability (Mishra & Ewing, 2020; 
Omodero, 2019). For example, longer receivable periods and extended cash 
conversion cycles have been linked to decreased profitability in companies across 
various geographic regions, including Kenya and India. Findings from Sri Lanka 
support this as well, showing that increased inventory turnover and longer cash 
conversion cycles negatively impact profitability. However, effective working capital 
management has the potential to enhance profitability (Anri et al., 2021; Laghari & 
Chengang, 2019). In conclusion, poor working capital management can negatively 
impact profitability. However, strategic management can have positive outcomes. 
This underscores the need for a balanced approach (Bukalska, 2020). 
 
For DLTD, there is a significant positive effect on investment. This indicates that 
long-term debt can increase investment and positively impact investment decisions. 
Excessive investment can be reduced because long-term debt mitigates agency 
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problems related to overinvestment by limiting managerial discretionary power 
(Roshan & Chatnani, 2023). Companies that issue long-term debt have been found to 
reduce abnormal capital expenditures significantly, particularly when investment 
opportunities are limited. In terms of financing stability, using long-term debt can 
reduce debt repayment costs, providing a greater level of stability. This can encourage 
firms to invest more confidently in growth opportunities. 
 
There is a significant negative effect for PRICE, indicating that closing prices have a 
negative relationship with investment decisions. A panel data analysis of companies 
listed on the Indonesia Stock Exchange revealed that a decrease in closing stock prices 
significantly negatively affects the level of investment in terms of both transaction 
volume and the amount of funds invested. This occurs because lower prices have a 
psychological impact, increasing perceived risk and decreasing retail investor interest. 
This is consistent with the disposition effect, whereby investors tend to hold on to 
declining stocks and avoid making new purchases at lower prices. Thus, it can be 
concluded that declining stock closing prices create a mechanical effect on valuation 
and trigger psychological mechanisms that amplify the decline in investor interest and 
investment intensity. This results in a statistically and practically significant negative 
impact on market activity.  
 
There is no significant effect for AT, indicating that company characteristics and 
market conditions do not influence asset turnover and investment outcomes. Based on 
an empirical study of retail and manufacturing companies listed on the Indonesia 
Stock Exchange from 2020 to 2022, the asset turnover ratio was found to have no 
significant effect on firm value. In many studies, firm value is used as an indirect 
indicator of investment levels. This suggests that the efficiency with which assets are 
used to generate sales does not directly impact a company’s investment activities.  
 
Moderation Regression Analysis 
 
Moderation regression analysis is a statistical method used to test whether the 
relationship between two variables changes depending on the level of a third variable, 
known as the moderator. In a research context, this analysis helps researchers 
understand the conditions under which a relationship becomes stronger or weaker, or 
even changes direction.In the context of modern corporate governance, CEO share 
ownership (CEO Ownership/CEOOWN) and CEO tenure (CEOTenure/CEOTEN) 
are often assumed to influence a company’s strategic decision-making, including cash 
flow management (CF) and reducing financial constraints (FC).  
 
However, empirical evidence from infrastructure and energy companies listed on the 
Indonesia Stock Exchange from 2018 to 2022 shows that neither CEO Ownership nor 
CEO Tenure has a significant effect on cash flow or financial constraints when tested 
through interaction models with moderating variables such as ownership structure, 
leverage, and firm size. This lack of significance indicates that the individual 
characteristics of CEOs—in terms of both shareholding proportion and tenure—are 
insufficient to moderate the relationship between a company’s internal conditions and 
its financial flexibility. Moderating variables, such as institutional ownership or 
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capital structure, also do not strengthen or weaken the relationships between CEO 
Ownership and CEO Tenure and dependent variables, such as free cash flow and 
financial constraints (proxied by the SA or KZ index).  
 
Therefore, the influence of the CEO, as reflected by share ownership or tenure, does 
not necessarily correlate directly with a company’s strategic decisions regarding cash 
management or external financing. This reinforces the argument that a CEO’s impact 
on a company’s financial decisions is more influenced by external factors, such as 
market pressures, major shareholder policies, and industry cycles, than by individual 
agency-related variables. Thus, the influence of individual CEOs on a company’s 
financial decisions is relatively limited and shaped by broader factors, including 
overall corporate governance and market conditions.  
 
Robustness Analysis 

Table 4. Robustness Analysis 
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Source: 2025 processed original data 
 
Table 4 presents the robustness test results for the moderation model, which includes 
interaction terms between internal capital financial structure (CF) and CEO 
ownership, as well as financial constraints and CEO tenure. To validate the stability 
of the findings, four estimation approaches were employed: the fixed effects model 
(Model 1), the random effects model (Model 2), the fixed effects model with robust 
standard errors (Model 3), and the fixed effects model with winsorized data at the first 
and 99th percentiles (Model 4). 
 
The results show that the main coefficients remain consistent in sign and significance 
across all four models, confirming the robustness of the findings. Specifically, the CF 
coefficient is negative and highly significant (p < 0.01), indicating that firms with a 
higher internal capital structure tend to exhibit lower investment sensitivity. This is 
consistent with the hypothesis that greater internal funds reduce the need for external 
financing. Conversely, the CF×CEOTEN interaction term is positive and significant 
at the 1% level, implying that longer CEO tenure strengthens the relationship between 
internal funds and investment. This suggests that experienced CEOs are more capable 
of utilizing internal capital effectively in investment decisions. 
 
The interaction terms CF×CEOOWN and CF×CEO TEN are not statistically 
significant, suggesting that CEO ownership and tenure do not substantially moderate 
the effect of financial constraints on investment. Among the control variables, 
working capital investment (WKI) and sales (S) are consistently positive and 
significant. Change in long-term debt (DLTD) also has a significant positive effect, 
indicating that higher debt capacity enhances investment capability. 
 
The similarity between Models (3) and (4) indicates that the results are not sensitive 
to outliers or data distribution issues. The consistency of the coefficient estimates and 
significance levels across all specifications confirms the model's stability, reliability, 
and empirical robustness. Therefore, the moderating effect of CEO characteristics, 
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particularly CEO tenure, on the relationship between ICFS and investment is 
statistically supported and remains valid under alternative model specifications. 
 
5. Discussion 

The results of the main and moderation regression analyses in this study indicate that 
internal cash flow significantly and positively affects investment decisions in 
manufacturing companies listed on the Indonesia Stock Exchange during the 2019–
2024 period. This suggests that the greater the availability of internal funds, the greater 
a company's capacity to make productive capital expenditures. Conversely, financial 
constraints were found to have a significant negative effect on investment. This 
suggests that limited access to external financing can substantially hinder a company’s 
investment decisions, particularly when internal liquidity is restricted. 

In the context of control variables, it was found that leverage and changes in long-
term debt positively and significantly affect investment. This indicates that efficiently 
managed financing structures can strengthen a company’s ability to expand. 
Meanwhile, working capital investment shows a significant negative effect on 
investment, suggesting internal competition for funds between short-term operational 
needs and long-term investments. Conversely, sales and asset turnover do not 
significantly affect investment decisions, suggesting that operational efficiency and 
sales revenue are not always primary determinants of investment strategies. Notably, 
the closing stock price has a significant negative effect on investment, suggesting that 
risk perception and stock market fluctuations can reduce investor confidence and 
hinder investment activities, particularly in companies with low share values. 

Furthermore, the results of the moderation tests show that neither CEO ownership nor 
CEO tenure has a significant effect on moderating the relationship between cash flow 
and financial constraints on investment. These results imply that individual CEO 
characteristics, such as share ownership or tenure, are insufficient to influence internal 
fund management effectiveness or a company's ability to overcome financial 
constraints. Therefore, it can be concluded that manufacturing companies' investment 
decisions in Indonesia are generally more influenced by the firm's financial structure 
and internal conditions than by individual CEO leadership factors. 

The results of this study are consistent with the Pecking Order theory, which 
posits that companies prefer internal financing. The finding that internal cash 
flow self-service (ICFS) has a positive effect on investment supports research 
by (Gül & Taştan, 2020) that found companies in emerging markets depend 
heavily on internal cash flows. The negative effect of financial constraints 
reinforces the findings of (Fernández de Guevara et al., 2021) that difficulties 
accessing external financing significantly reduce investment activity. The 
significant positive findings regarding leverage and long-term debt also 
support the Trade-Off Theory, which posits that companies can use debt to 
bolster their investment capacity. However, the negative effect of working 
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capital investment suggests competition between short-term and long-term 
financing. CEO tenure and ownership do not appear to be significant 
moderators, possibly due to high centralized ownership and weak governance 
in Indonesian companies. 

6. Conclusions 
 
This study thoroughly analyzes how Internal Capital Financial Structure (ICFS) and 
financial constraints affect investment decisions among manufacturing companies 
listed on the Indonesia Stock Exchange from 2019 to 2024. The findings reveal that 
internal cash flow significantly impacts investment decisions positively. This suggests 
that companies with greater internal funding have a stronger ability to finance 
business expansion, renew fixed assets, and undertake new investment projects. These 
results reinforce the idea that manufacturing companies should rely on internal 
funding sources, especially when access to external financing is limited or costly. 
With sufficient internal cash, firms can make flexible, strategic investment decisions 
without being hindered by external financing risks. 
 
On the other hand, the financial constraint variable was found to have a significant 
negative effect on investment. This indicates that limited access to external financing 
and difficulty obtaining additional capital can substantially hinder a company’s ability 
to invest, particularly in capital-intensive sectors like manufacturing. Companies with 
high financial constraints tend to be more cautious when allocating funds, which often 
limits their potential for productive investment. In other words, the greater the 
financial constraints a company faces, the lower its level of investment. 
 
In the context of control variables, the study reveals diverse results. Leverage and 
changes in long-term debt were found to have a significant positive effect on 
investment. Thus, an effective funding structure and proper use of long-term debt can 
strengthen a company’s investment capacity. Conversely, working capital investment 
has a negative effect on investment. This finding suggests internal competition for 
corporate funds, whereby resources allocated to short-term working capital reduce the 
funds available for long-term investment. Meanwhile, variables such as sales, closing 
stock price, and asset turnover do not significantly affect investment decisions. This 
implies that, despite being commonly used as performance indicators, they do not 
directly impact the level of investment undertaken. 
 
This study examines the role of CEO characteristics as moderated by CEO tenure and 
ownership. The analysis shows that neither variable significantly moderates the 
relationship between cash flow, financial constraints, and investment decisions. 
Therefore, the influence of individual CEOs, whether in terms of tenure or share 
ownership, is insufficient to strengthen or weaken the impact of internal and external 
company factors on investment. These findings suggest that investment decisions are 
primarily influenced by the availability of funds and market conditions rather than the 
personal attributes of company leaders. 
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Overall, this study concludes that the availability of internal funds and management 
of financing structures are the dominant factors supporting investment decisions of 
manufacturing companies in Indonesia. Financial constraints have been proven to be 
a tangible obstacle, while CEO leadership factors have not been shown to significantly 
moderate this relationship. These findings have practical implications for corporate 
management, suggesting the need to strengthen internal capital, manage financing 
structures effectively, and reduce reliance on costly and risky external funding 
sources. Additionally, this study contributes to academic literature by emphasizing 
the importance of internal finance and capital structure in guiding investment 
decisions, while highlighting that individual CEO characteristics may not be primary 
determinants in Indonesia's manufacturing market and this study concludes that the 
financial structure of internal capital plays a dominant role in shaping the investment 
decisions of manufacturing firms in Indonesia. This finding reinforces modern 
financial theories, such as Pecking Order Theory and Trade-Off Theory. From a 
managerial perspective, firms should optimize their use of internal funds and long-
term financing structures to expand their investment capacity while maintaining 
efficient working capital management to avoid crowding out long-term investments. 
Regarding policy, the government and financial regulators should improve access to 
external financing for the manufacturing sector by offering low-interest investment 
loans or providing fiscal incentives to firms with robust internal capital structures. 
Despite its robust findings, this study is limited to the manufacturing sector from 2019 
to 2024. Future research could extend the analysis to other industries, incorporate 
additional variables such as corporate governance or environmental, social, and 
governance (ESG) factors, and apply dynamic models such as the generalized method 
of moments (GMM) to address potential endogeneity issues. 
 
References: 
 
Anderson, H. D., Liao, J., & Yue, S. (2022). Financial expert CEOs, political 

intervention, and corporate investment decisions: Evidence from the anti-
corruption campaign. International Journal of Managerial Finance, 
18(3). https://doi.org/10.1108/IJMF-12-2020-0622 

Anri, N., Dalimunthe, Z., & Wasilah, W. (2021). The effect of financing constraints 
on corporate investment: The SA-index approach. SSRN Electronic 
Journal. https://doi.org/10.2139/ssrn.3889855 

Assessing the relative effect of internal and external sources of financing on economic 
growth in Nigeria. (2023). Journal of Southwest Jiaotong University, 
58(2). https://doi.org/10.35741/issn.0258-2724.58.2.61 

Bazdaric, K., Sverko, D., Salaric, I., Martinović, A., & Lucijanic, M. (2021). The ABC 
of linear regression analysis: What every author and editor should 
know. European Science Editing, 47. https://doi.org/10.3897/ese.2021.e63780 

Bukalska, E. (2020). Are companies managed by overconfident CEOs financially 
constrained? Investment–cash flow sensitivity approach. Equilibrium. 
Quarterly Journal of Economics and Economic Policy, 
15(1). https://doi.org/10.24136/eq.2020.006 



 
 

 

Grace Vienna Victoria, Supriyanto 
 4005 

  

Chandra, B., & Cintya, C. (2021). Upaya praktik good corporate governance dalam 
penghindaran pajak di Indonesia. Jurnal Ekonomi Modernisasi, 
17(3). https://doi.org/10.21067/jem.v17i3.6016 

Chang, C. C., & Yang, H. (2023). The impact of corporate governance on financial 
constraints: Does the life cycle stage of a firm matter? Journal of Management 
and Business Research, 
40(3). https://doi.org/10.6504/JMBR.202309_40(3).0004 

Ibrahim, A. D., Ahmed, A. H., Muhammed, R. M., Abdulsalami, Z., & Tanko, A. A. 
(2022). Moderating influence of managerial ownership on debt financing and 
financial performance of manufacturing firms quoted on Nigerian Stock 
Exchange. Gusau Journal of Accounting and Finance, 
3(2). https://doi.org/10.57233/gujaf.v3i2.147 

Elmaasrawy, H. E., Tawfik, O. I., & Hussainey, K. (2023). Effects of chairman 
ownership on financing decisions: Empirical evidence from GCC. The Journal 
of Risk Finance, 24(5), 631–656. https://doi.org/10.1108/JRF-01-2023-0017 

Eskandar, H., & Hadadi, H. (2022). Effect of short-term financial constraints on 
SMEs’ investment decisions. Iranian Journal of Finance, 
6(2). https://doi.org/10.30699/ijf.2021.283150.1223 

Fernández de Guevara, J., Maudos, J., & Salvador, C. (2021). Effects of the degree of 
financial constraint and excessive indebtedness on firms’ investment 
decisions. Journal of International Money and Finance, 
110, 102288. https://doi.org/10.1016/j.jimonfin.2020.102288 

Gül, S., & Taştan, H. (2020). The impact of monetary policy stance, financial 
conditions, and the GFC on investment–cash flow sensitivity. International 
Review of Economics and Finance, 
69. https://doi.org/10.1016/j.iref.2020.06.030 

Gupta, G., & Mahakud, J. (2020). The impact of macroeconomic condition on 
investment–cash flow sensitivity of Indian firms: Do business group affiliation 
and firm size matter? South Asian Journal of Business Studies, 
9(1). https://doi.org/10.1108/SAJBS-06-2018-0073 

Gupta, G., Mahakud, J., & Singh, V. K. (2024). Economic policy uncertainty and 
investment–cash flow sensitivity: Evidence from India. International Journal 
of Emerging Markets, 19(2). https://doi.org/10.1108/IJOEM-11-2020-1415 

Harnida, M., Zulfikar, R., Mardah, S., & Rahman, D. T. (2021). Managerial 
ownership, financial performance, and firm value: Evidence from consumer 
goods companies listed in Indonesia Stock Exchange. International Journal of 
Science, Technology & Management, 
2(3). https://doi.org/10.46729/ijstm.v2i3.206 

Hendi, Pramesti, D., & Harsono, B. (2024). The moderating effect of sustainability 
reporting on the influence of tax avoidance on firm value. Ilomata International 
Journal of Tax and Accounting, 5(1). https://doi.org/10.52728/ijtc.v5i1.1048 

Hong, S., Oh, F. D., & Shin, D. (2023). Internal capital markets and R&D investment: 
Evidence from Korean chaebols. Emerging Markets Finance and Trade, 
59(8). https://doi.org/10.1080/1540496X.2023.2185095 

Huang, Y., & Qiu, J. (2023). The power influence of executives and corporate 
investment efficiency: Empirical evidence from Chinese state-owned 



 
 

 

Grace Vienna Victoria, Supriyanto 
 4006 

  

enterprises. Humanities and Social Sciences Communications, 
10(1). https://doi.org/10.1057/s41599-023-02107-w 

Javaid, H. M., Ain, Q. U., & Renzi, A. (2023). She-E-Os and innovation: Do female 
CEOs influence firm innovation? European Journal of Innovation 
Management, 26(4), 982–1004. https://doi.org/10.1108/EJIM-04-2021-0227 

Juselin, V., & Juliana, R. (2021). Ketidakpastian dan investasi perusahaan di 
Indonesia. Equity, 24(1). https://doi.org/10.34209/equ.v24i1.2523 

Khairunnisa, & Kusmayati, D. (2023). The influence of profitability, leverage, green 
accounting, and industry type on corporate social responsibility. International 
Journal of Economics Development Research, 4(3). 

Khan, K. M., Khan, A. M., Ullah, M., Usman, A., & others. (2020). Closing price 
determination; extent of manipulation and deterrent strategy formulation: A 
case of Pakistan Stock Exchange. Journal of Critical ... 

Laghari, F., & Chengang, Y. (2019). Investment in working capital and financial 
constraints: Empirical evidence on corporate performance. International 
Journal of Managerial Finance, 15(2). https://doi.org/10.1108/IJMF-10-2017-
0236 

Mardianto, M., & Chintia, C. (2022). Analisis karakteristik dewan direksi dan struktur 
kepemilikan terhadap manajemen laba perusahaan di BEI 2016–2020. Owner, 
6(1). https://doi.org/10.33395/owner.v6i1.556 

Mishra, S., & Ewing, M. T. (2020). Financial constraints and marketing investment: 
Evidence from text analysis. European Journal of Marketing, 
54(3). https://doi.org/10.1108/EJM-01-2019-0090 

Naeem, K., & Li, M. C. (2019). Corporate investment efficiency: The role of financial 
development in firms with financing constraints and agency issues in OECD 
non-financial firms. International Review of Financial Analysis, 
62.https://doi.org/10.1016/j.irfa.2019.01.003 

Nehrebecki, M. (2020). Cash flow sensitivity of investment: Evidence from Polish 
listed companies. Central European Economic Journal, 
7(54). https://doi.org/10.2478/ceej-2020-0009 

Omodero, C. O. (2019). External debt financing and public capital investment in 
Nigeria: A critical evaluation. Economics and Business, 
33(1). https://doi.org/10.2478/eb-2019-0008 

Ramdani, D. (2021). Efektivitas investasi dan pembiayaan internal: Fenomena 
manajer terlalu percaya diri di pasar modal Indonesia. AFRE (Accounting and 
Financial Review), 3(2). https://doi.org/10.26905/afr.v3i2.3834 

Rindi, H., Septiyanti, R., & Idris, A. Z. (2022). The effect of investment and financing 
decision, dividend policy, and cost of capital on Indonesian firm value. Asian 
Journal of Economics and Business Management, 
1(2). https://doi.org/10.53402/ajebm.v1i2.121 

Roshan, & Chatnani, N. N. (2023). The effect of working capital investment on firm 
value and long-term investment: Evidence from the Indian manufacturing 
sector. South Asian Journal of Business 
Studies. https://doi.org/10.1108/SAJBS-06-2022-0221 

Schauer, C., Elsas, R., & Breitkopf, N. (2019). A new measure of financial constraints 
applicable to private and public firms. Journal of Banking and Finance, 
101. https://doi.org/10.1016/j.jbankfin.2019.01.008 



 
 

 

Grace Vienna Victoria, Supriyanto 
 4007 

  

Sulastri, I., Norisanti, N., & Saori, S. (2023). Analysis of the influence of profitability, 
liquidity, capital structure, sales growth, and managerial ownership on 
company value in the manufacturing sector enlisted in the LQ45 
Index. International Journal of Economics Development Research, 4(2). 

Tanaya, J. C., & Wiyanto, H. (2022). Pengaruh keputusan investasi, ukuran 
perusahaan, dan leverage terhadap nilai perusahaan pertambangan. Jurnal 
Manajerial dan Kewirausahaan, 
4(2). https://doi.org/10.24912/jmk.v4i2.18237 

Tang, S., & Fiorentina, F. (2021). Pengaruh karakteristik perusahaan, kinerja 
perusahaan, dan management entrenchment terhadap manajemen laba. Jurnal 
Ekonomi Bisnis dan Kewirausahaan, 
10(2). https://doi.org/10.26418/jebik.v10i2.47461 

Tanujaya, K., Simanjuntak, N. M. C., & Anita, A. (2024). Struktur kepemilikan dan 
kinerja perusahaan di Indonesia: Efek moderasi kualitas audit. Jurnal Media 
Wahana Ekonomika, 20(4). https://doi.org/10.31851/jmwe.v20i4.13900 

Yilmaz, I. (2022). Leverage and investment–cash flow sensitivity: Evidence from 
Muscat Securities Market in Oman. SAGE Open, 
12(3). https://doi.org/10.1177/21582440221119487 

Yin, X., Hai, B. L., & Chen, J. (2019). Financial constraints and R&D investment: 
The moderating role of CEO characteristics. Sustainability, 
11(15). https://doi.org/10.3390/su11154153 

 


