2nd ICBEAT 2026 (Universitas Dian Nuswantoro)

“Artificial Intelligence, Digital Transformation, and Sustainable Innovation: Reshaping Business, Economics, Accounting, and Technology
in the Global Economy”, Semarang - https://doi.org/10.33633/ic-beat.v1i1.17334

Can Leverage Enhance the Impact of Business Diversification on Firm Performance?
Ryan Susanto", Dwi Cahyaningdyah?, Rochmi Widayanti®

2 Master of Management Study Program, Faculty of Economics and Business, Universitas Negeri Semarang,
Indonesia
¥Management Study Program, Faculty of Economics and Business, Universitas Muhammadiyah Surakarta,
Indonesia
*ryansu3112@students.unnes.ac.id

Abstract

The business world, technological advancements, and economic uncertainty drive companies to innovate to
maintain operations and continuously improve firm performance. This study examines the influence of
business diversification, company size, and leverage on firm performance, as well as the effect of business
diversification on firm performance moderated by leverage, in manufacturing companies in the consumer
goods sector listed on the Indonesia Stock Exchange (IDX) during the period 2018-2025. The population of
this study consists of manufacturing companies in the consumer goods sector listed on the IDX from 2018 to
2025. The sampling technique used is purposive sampling, which involves selecting participants based on
specific criteria. A total of 24 companies were sampled in this study. The data analysis technique employed is
SmartPLS 3.0 software. The results indicate that business diversification and leverage have a positive and
significant effect on financial performance; company size has a negative and significant effect on financial
performance; and business diversification has a positive and significant effect on financial performance,
moderated by leverage.
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Introduction

The global economy faces geopolitical uncertainties, ongoing trade tensions, and volatility in major
commodities and currencies, which keep businesses and consumers cautious despite some areas of strength.
These conditions increase uncertainty regarding raw material costs, logistics expenses, and exchange rates,
potentially affecting companies' cost structures. Amid this global situation, the Central Statistics Agency (BPS)
reports that Indonesia's economy grew by 5.11% in 2025, supported by domestic demand and activity in key
sectors. Inflation remained under control throughout the year, with an annual inflation rate of 2.92% in
December 2025, within the central bank's target range, helping maintain people's purchasing power. Monetary
policy also continues to support stability, with Bank Indonesia maintaining the Bl-Rate at 4.75% through
December 2025, as part of efforts to balance growth with exchange rate and price stability (BPS, 2026).

In the consumer goods sector, competition remains intense, while shopping behaviors continue to evolve,
driven by the increasing integration of digital commerce and omnichannel retail into daily consumption. This
encourages company management to maintain product availability, improve sales execution quality, and
ensure product relevance across both physical and digital channels, enabling companies to operate more
effectively and efficiently, maintain operational activities, and enhance financial performance to achieve
optimal results and sustain their business (Liurong et al., 2022). Increasing competitive pressure can shift an
organization's strategic priorities to maintain its competitive advantage (Foong & Idris, 2012). The company
needs to develop creativity, innovation, and growth strategies to survive in increasingly fierce business
competition (Cotugno & Stefanelli, 2012; Hitt et al., 1997; Li et al., 2019). Business diversification is a strategy
companies can use to increase profits, reduce risks, strengthen competitive positions, and sustain business
growth (Mehmood & Hunjra, 2019; Ngoc Nguyen, 2019).

Research on business diversification strategies and their impact on company performance remains an
important focus for researchers in strategic management and business (Kotabe, 2015; Mehmood & Hunjra,
2019; Schommer, 2018). This is due to differing views on the impact of diversification strategies, with the
debate still ongoing as to whether they provide benefits or have negative effects on the Company. Strategic
management studies show varying results regarding the influence of business diversification on financial
performance (Alemu, 2023; Cotugno & Stefanelli, 2012; Hamdi et al., 2017; Jaafar et al., 2023; Jiang & Han,
2018; Liurong et al., 2022; Mubeen et al., 2022; Ngoc Nguyen, 2019; Peramaiyan et al., 2023; Tacconi et al.,
2023; Yang et al., 2022). The difference shows that the influence of business diversification must be carefully
examined before diversification, considering the company's characteristics, so that its impact on company
performance can be more accurately observed. The research conducted by (Cotugno & Stefanelli, 2012;
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Hamdi et al., 2017; Jaafar et al., 2023; Jiang & Han, 2018; Liurong et al., 2022; Mubeen et al., 2022; Yang et
al., 2022) shows a positive correlation between business diversification and company performance, with
greater diversification involvement significantly improving overall performance. Diversification is viewed as an
effective strategy to reduce certain business risks, stabilize income, expand profit sources, and strengthen
competitiveness, thereby potentially enhancing the company's financial performance. However, research
conducted by (Ngoc Nguyen, 2019) Showing that business diversification negatively affects company
performance. This finding indicates that diversified companies tend to perform worse than non-diversified
companies.

The business diversification strategy affects the company's financing needs, as expanding into new sectors
requires greater capital. According to Lewellen (1971) Diversified companies tend to have greater debt
financing needs than non-diversified companies. Diversified companies need to have greater leverage to
expand operations, develop new products, and maintain the sustainability of their business activities (Foong &
Idris, 2012). An effective financial structure helps a company manage its funding needs to maximize
shareholder value. Diversified companies have a greater debt capacity because their risks are spread across
multiple lines of business. A larger debt capacity provides room for the company to use external financing to
support diversification strategies, although an increase in capacity does not always lead to increased debt
usage (Singh et al.,, 2003). Some studies state that diversified companies require greater leverage to
maximize company performance (Adam et al., 2023; Cappa et al., 2020; Fekadu Agmas, 2020; Foong & Idris,
2012; Jensen & Meckling, 2012; Jouida & Hellara, 2018; Oladimeji & Udosen, 2019; Singh et al., 2003;
Tabash et al., 2020). This research positions leverage as a moderating variable to provide more detailed
insights into how it improves company performance through diversification.

Literature Review

Agency Theory

Agency theory explains the contractual relationship between business owners, who act as principals, and
managers, who act as agents. The principal grants the agent authority to make decisions regarding the
company's sustainability on the principal's behalf. This delegation of responsibility divides their roles and can
create challenges, as they may have different interests. The conflicts that arise from this situation are known
as agency conflicts (Jensen & Meckling, 2012). According to agency theory, conflicts of interest arise when
managers and shareholders are not aligned on diversification strategies. Shareholders generally believe that
diversification can decrease the company's value, from both their own and the company's perspectives. On
the other hand, managers often support diversification more because it can reduce income risks and other
profit-related risks in their jobs. This difference in views creates tension between the goals of shareholders
and managers regarding the company's diversification (Lacoste et al., 2010). This situation can create a
conflict of interest between managers and shareholders, as shareholders may see diversification as a loss for
the company, while managers may favor it to reduce their personal risk and increase job security (Mubeen et
al., 2022).

Business Diversification & Firm Performance

Diversification strategy represents a corporate growth strategy that enables companies to expand their
business activities by entering new products, markets, or industries beyond their existing operations (Ansoff,
1948). The company diversifies when it operates in more than one industry or enters new products or markets
outside its main business (Mubeen et al., 2022). Business diversification strategies can help companies
increase profits, reduce risks, strengthen competitive positions, and maintain growth and business
sustainability (Mehmood & Hunjra, 2019; Ngoc Nguyen, 2019). According to the research conducted by
(Cotugno & Stefanelli, 2012; Jaafar et al., 2023; Jiang & Han, 2018; Liurong et al., 2022; Mubeen et al., 2022)
Shows a positive correlation between business diversification and company performance, with greater
diversification involvement significantly improving overall performance. However, the research conducted by
Ngoc Nguyen (2019) shows that business diversification negatively impacts company performance. These
findings indicate that diversified companies tend to perform worse than those that do not diversify.

Hypothesis 1: Business diversification has a positive effect on firm performance.

Leverage & Firm Performance

Diversified companies need to have larger debts to expand operations, develop new products, and maintain
business sustainability (Foong & Idris, 2012). These needs highlight the importance of an effective financial
structure to help companies optimally manage their funding requirements and improve performance. A higher
debt capacity provides companies with more opportunities to utilize external financing to support
diversification strategies (Singh et al., 2003). The company's capital structure decisions have attracted the
attention of academics and practitioners for several decades, especially considering that they can have a
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significant impact on the company's profitability (Cappa et al., 2020). Research conducted by (Fekadu Agmas,
2020; Oladimeji & Udosen, 2019; Tabash et al., 2020) showing that leverage positively affects financial
performance. However, the research conducted by (Samo & Murad, 2019; Ullah et al., 2020) explains that
leverage negatively affects financial performance.

Hypothesis 2: Leverage has a positive effect on firm performance.

Moderating Effect: Leverage

Leverage needs to be considered in additional analyses of the effect of diversification on company
performance, as it can influence financial performance (Adam et al., 2023). Foong & Idris (2012) Research on
the effect of leverage on the financial performance of insurance companies in Malaysia and testing whether
the relationship between leverage and performance is influenced by the level of product diversification. The
results indicate a significant interaction effect between leverage and product diversification on company
performance. These findings suggest that leverage can benefit or pose risks to insurance companies' financial
performance, depending on the extent of their product diversification. The relationship between leverage and
diversification strategy is complex because it varies by diversification type, industry characteristics, and
country conditions. Diversification strategies can support growth and profitability, but excessive diversification
can lead to agency problems and internal inefficiencies. (Cappa et al., 2020). Leverage plays an important
role because it can amplify or dampen the effect of diversification on financial performance. Research in Brazil
and Mexico shows that leverage significantly affects the relationship between diversification and performance.
Leverage is recognized as a moderating variable that influences the relationship between diversification and
performance (Adam et al., 2023).

Hypothesis 4: Business diversification has a positive effect on firm performance, moderated by leverage.

Method

This research employs a descriptive quantitative method and uses secondary data. It targets 75
manufacturing companies in the consumer goods sector listed on the Indonesia Stock Exchange from 2018 to
2025. The sample was chosen through purposive sampling based on specific criteria;: companies must
operate in the consumer goods sector, be listed on the IDX during 2018-2025, and provide comprehensive
financial reports throughout this period. Selected companies must also demonstrate profitability in their
financial statements from 2018 to 2025 and report the variables relevant to this study within their financial
reports. Applying these criteria, the final research sample comprises 24 manufacturing firms in the consumer
goods sector, with data sourced from the Indonesia Stock Exchange for the period 2018-2025.Variables used
in this study include:
Table 1. Research Variables

Variable Type Variable Name Variable Measurement Description
Dependent Variable  Return on Equity ~ Net Income / Total Equity Measuring the company's
(ROE) financial performance based on

the return generated from
shareholders’ equity (Samo &
Murad, 2019)

Independent Business §5e 2 Measuring the extent to which a
. . g . gSales h
Variable Diversification i=1 company conducts  business
5 ( Seles?) activities across more than one
i=1 business segment (Jaafar et al.,
2023; Mubeen et al., 2022)
Variable Leverage Total Debt / Total Equity = Measuring a company's ability to
Moderation use debt as a source of funding
compared to the equity it owns
(Fekadu Agmas, 2020; Tabash et
al., 2020)
Control Variable Company Size Natural Logarithm of Total Measures the scale of the
Assets company based on its total assets

(Ullah et al., 2020; Vu et al., 2019)

This research uses SmartPLS software to analyze the relationships among latent constructs, guided by
research objectives focused on prediction and structural model testing. SmartPLS applies the Partial Least
Squares Structural Equation Modeling (PLS-SEM) variance-based approach, which emphasizes developing
predictive models by optimizing the variance of endogenous constructs that can be explained (Hair, Jr. et al.,
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2022). PLS-SEM can analyze complex relationships among latent variables by simultaneously evaluating the
measurement and structural models. The PLS-SEM approach is more suitable than Covariance-Based
Structural Equation Modeling (CB-SEM) for research focused on prediction, model development, and
identifying factors that influence relationships between variables, because it does not impose strict
requirements on data distribution and sample size (Ghozali, 2021; Hair, Jr. et al., 2022). This research model
involves latent constructs measured by several indicators, thus requiring comprehensive validity and reliability
testing of the instrument using outer loadings, Average Variance Extracted (AVE), Cronbach's alpha,
composite reliability, convergent validity, and discriminant validity. Structural model analysis is conducted by
evaluating path coefficients, p-values, coefficient of determination (R?), and effect size (f?) to determine the
strength of relationships among constructs and the model's ability to explain and predict endogenous
variables. SmartPLS provides a bootstrapping procedure used to test the significance of path coefficients,
indirect effects, and mediation effects by forming an empirical sample distribution without relying on strict
multivariate normality assumptions (Hair, Jr. et al., 2022). This capability makes SmartPLS suitable for
research involving complex relationship models and small-to-medium sample sizes, as it supports predictive
and comprehensive testing of relationships among latent constructs.

Results and Discussion

1. Descriptive Statistics
Descriptive statistical analysis provides a summary of variable data through key metrics such as the mean,
standard deviation, minimum value, and maximum value (Ghozali, 2021).

Table 2. Descriptive Statistical Analysis
Variable N Min  Maks Mean Std.Deviation

DIVER 192 0,18 1,00 0,645 21,148
LEVERAGE 192 0,09 3,82 0,724 68,308
SIZE 192 25,96 33,02 29,385 154,293
ROE 192 0,01 2,25 2,369 33,503

Source: SmartPLS 3.0 Data Processing, 2025
According to Table 2, the business diversification variable ranges from a minimum value of 0.18 to a
maximum of 1. The corresponding mean and standard deviation are 0.64531 and 0.21148, respectively.
For the leverage variable, the range is from 0.09 to 3.82, with a mean of 0.72469 and a standard deviation
of 0.68308. The firm size variable ranges from a minimum of 25.96 to a maximum of 33.02, with a mean of
29.38557 and a standard deviation of 1.54293. The financial performance variable ranges from a minimum
of 0.01 to a maximum of 2.25, with a mean of 2.3693 and a standard deviation of 3.3503.

2. Reliability and Validity Test
Reliability and validity tests are conducted to assess the data used in a study and identify potential
anomalies. Several criteria are used in this testing, each with a minimum value that must be met.
Specifically, Cronbach's Alpha must be greater than 0.6, composite reliability should be above 0.8, and
AVE (Average Variance Extracted) must exceed 0.5. An AVE value below 0.5 should be considered
acceptable because it indicates that the variable is unable to explain at least 50% of the variance in its
indicators, thus potentially invalid (Ghozali, 2021).

Table 3. Test Reliability and Validity

Variable Cronbach’'s rho_A Composite AVE

Alpha Reliability
DIVER 1.000 1.000 1.000 1.000
LEVERAGE 1.000 1.000 1.000 1.000
SIZE 1.000 1.000 1.000 1.000
ROE 1.000 1.000 1.000 1.000
Source: SmartPLS 3.0

Data Processing, 2025

According to Table 3, all variables in this study meet or exceed the minimum thresholds in each test.
Cronbach's alpha is 1.000, which is greater than 0.6. Composite reliability is also 1.000, which is above
0.8. AVE is 1.000, which surpasses the minimum threshold of 0.5. These findings indicate that all variables
have good reliability and meet the established standards.
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3. Test of Discriminant Validity
A model demonstrates strong discriminant validity when the square root of the average variance extracted
(AVE) for each construct exceeds the correlation between that construct and others within the model
(Ghozali, 2021).
Table 4. Discriminant Validity Test

DER DIVER Mod DER ROE SIZE
DIVER 1,000
ROE 0,173 1,000
LEVERAGE 0,108 0,564 1,000
MOD LEV -0,382 0,151 0,137 1,000
SIZE -0,038 -0,026 0,236 0,081 1,000

Source: SmartPLS 3.0 Data Processing, 2025

According to Table 4, the loading and correlation values for indicators and their variables are higher than
those for different indicators and their variables. Therefore, it can be concluded that the data tested are
valid because they show higher loadings for each variable and indicator than the correlations between
indicators and between variables.

4. R-Square Test
The R-Square test assesses how well the independent variable accounts for the variation in the dependent
variable. The R-Square value ranges from 0 to 1, with higher values indicating a better model (Ghozali,
2021). The results of the R-Square test are presented in the following table:
Table 5. Nilai R-Square
R Square R Square Adjusted
ROE 0,373 0,359
Source: SmartPLS 3.0 Data Processing, 2025

As shown in Table 5, ROE has an R-square adjusted of 0.359, indicating that 35.9% of its variation is
explained by the independent variable (diversification business) and the moderator (leverage). The
remaining 64,1% of the variability is due to other factors not included in this analysis.

5. f-Square Test
This f-square test indicates whether the latent variable functions as a predictor. The F-square values of
0.02, 0.15, and 0.35 indicate weak, moderate, and strong structural influence, respectively (Ghozali, 2021).
Table 6. f-Square Value

Variable ROE
DIVER 0,035
LEVERAGE 0,457
SIZE 0,041
Mod DER 0,029

Source: SmartPLS 3.0 Data Processing, 2025

Referring to Table 6, the f-squared value for the diversification variable is in the range 0.02 < 0.035 <
0.15, indicating that diversification's ability to explain ROE is considered weak. The f-square value for the
leverage variable is 0.35 < 0.457, suggesting that the leverage variable has a strong influence on the
explanation of ROE. The f-square value for the firm size variable is 0.02 < 0.041 < 0.15, indicating that it
has a weak influence on explaining ROE. The f-square value of the moderation variable leverage is 0.02
< 0.029 < 0.15, suggesting that the leverage moderation variable has a weak influence in explaining
ROE.

6. Path Coefficient Test
Path coefficient testing is conducted to assess the direct influence on the dependent variable, as explained
in the hypothesis. This testing uses the bootstrapping method with SmartPLS 3.0. The hypothesis is
accepted if the T-statistic is greater than 1.96 or the p-value is less than 0.05 (Ghozali, 2021).
Table 7. Path Coefficients
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Direct Effect Original Standard T Statistics P Values
Sample Deviation
DIVER -> ROE 0,162 0,051 3,197 0,001
LEVERAGE -> ROE 0,565 0,123 4,581 0,000
SIZE -> ROE -0,165 0,046 3,585 0,000
Mod LEV -> ROE 0,240 0,085 2,829 0,005

Source: SmartPLS 3.0 Data Processing, 2025
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Based on Table 7, the path coefficients indicate the influence of the independent and moderating variables
on the dependent variable. The results are explained as follows:

a.

Business diversification and Firm performance

The test results in Table 7 show a B value of 0.162, a p-value of 0.001 (less than 5%), and a
T-statistic value of 3.197 (greater than 1.96). This indicates that there is a positive and significant
impact of business diversification on the financial performance of manufacturing companies in the
consumer goods sector from 2018 to 2025, in line with findings from previous research conducted by
(Cotugno & Stefanelli, 2012; Jaafar et al., 2023; Jiang & Han, 2018; Liurong et al., 2022; Mubeen et
al., 2022) Shows a positive correlation between business diversification and company performance.
Business diversification can improve a company's financial performance by providing opportunities to
expand revenue sources, reduce dependence on a single business segment, and enhance its ability
to respond to changes in the business environment. Companies that diversify can spread operational
risks across multiple business areas, so income stability is better maintained when one segment
experiences a decline in performance. Diversification also allows companies to capitalize on broader
market opportunities through product development, expansion into new customer segments, and
optimization of available assets. Strategic relationships between business segments can create
synergies by leveraging shared resources, technology, distribution networks, and managerial
capabilities, thereby increasing operational efficiency. The diversification strategy also strengthens the
company's flexibility in facing economic uncertainties by providing alternative growth sources and
greater adaptability to market changes. These conditions enhance competitiveness and drive the
creation of economic value, thereby positively impacting the company's financial performance.

Leverage & Firm Performance

The test results in Table 7 show a B value of 0.565, a p-value of 0.000 (less than 5%), and a t-statistic
of 4.581 (greater than 1.96). This indicates a positive and significant impact of leverage on the
financial performance of manufacturing companies in the consumer goods sector from 2018 to 2025,
consistent with the previous investigation conducted by (Fekadu Agmas, 2020; Oladimeji & Udosen,
2019; Tabash et al., 2020) showing that leverage positively affects financial performance. The use of
leverage in the funding structure does not always indicate poor financial condition; rather, it can be an
effective strategy when managed properly. Appropriate leverage can increase working capital, expand
operations, and reduce the tax burden through the tax shield. The level of leverage, measured by the
debt-to-equity ratio, influences the company's ability to generate profits, which is reflected in return on
equity. The more efficiently a company utilizes debt for productive activities, the greater its chances of
increasing profit and return on equity. A high debt-to-equity ratio indicates that the company relies
more on external funding sources, and if managed correctly, can provide a leverage effect (financial
leverage) that enhances shareholder profits. However, leverage must be maintained at an optimal
level because excessive debt can increase financial risk.

Company Size & Firm Performance

The test results in Table 7 show a (3 value of -0.165, a p-value of 0.000 (less than 5%), and a
T-statistic of 3.585 (greater than 1.96). This indicates a significant negative impact of company size
on the financial performance of manufacturing companies in the consumer goods sector from 2018
to 2025. The results of this study differ from those of Ullah et al., (2020), indicating that company size
negatively affects firm performance. The size of a company does not always indicate good financial
performance. Large companies often have complex organizational structures, with many layers of
management oversight, divisions, and dispersed shareholders, making management supervision
increasingly difficult and potentially leading to conflicts of interest. This situation creates opportunities
for managers to act in their own interests, which can ultimately reduce efficiency, slow
decision-making, and hinder market adaptation. Large assets will not have a positive impact on
performance without effective oversight, efficient work systems, adequate supervision, and
competent human resources.

. Moderation Effect: Leverage

The test results in Table 7 show a B value of 0.240, a p-value of 0.005 (less than 5%), and a
T-statistic value of 2.829 (greater than 1.96). This indicates a positive and significant impact of
business diversification on financial performance, moderated by leverage in manufacturing
companies in the consumer goods sector from 2018 to 2025, in line with previous research findings
conducted by (Adam et al., 2023) The results show a positive and significant impact of business
diversification on financial performance, which is moderated by leverage. The use of leverage in
diversification strategies provides companies with greater funding capacity to expand operations,
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develop new products, and enhance competitiveness in an increasingly competitive business
environment. Diversification, supported by an effective capital structure, enables companies to
optimize resource utilization, expand market opportunities, and increase profit potential for
shareholders. Companies that pursue diversification tend to have greater debt capacity because
business risks are spread across multiple segments, providing greater flexibility in obtaining external
financing. However, increased debt usage must be managed optimally so that leverage can
strengthen the success of diversification strategies, increase company value, and ensure business
sustainability without excessively increasing financial risk.

Conclusion

Research findings indicate that business diversification and leverage directly have a positive effect on
company performance, while leverage can moderate the relationship between business diversification and
company performance. These results show that business diversification provides strategic benefits for
companies by reducing operational risks, stabilizing income, expanding revenue sources, and strengthening
competitiveness. Companies that enter various business segments or markets can reduce dependence on a
single income source, capitalize on new market opportunities, improve resource efficiency, and create more
stable profits, thereby supporting improved financial performance. Leverage also enhances company
performance, as external funding sources can support operational expansion, product development, and
growth opportunities. An optimally managed capital structure enables companies to increase resource
efficiency, create value for shareholders, and sustain business growth. However, leverage must be controlled
to ensure diversification benefits are achieved without excessively increasing financial risk. This research
provides empirical evidence regarding the relationship between business diversification, leverage, and
company performance in manufacturing companies in the consumer goods sector listed on the Indonesia
Stock Exchange from 2018 to 2025. This sector faces intense competition, shifting consumer preferences,
and evolving market dynamics. The findings offer practical implications for management, suggesting that
diversification strategies should be implemented selectively, considering synergies among business
segments, resource efficiency, and optimal leverage levels to balance growth opportunities and financial risk.
The generalizability of these results is limited because the study only involves manufacturing companies in the
consumer goods sector listed on the Indonesia Stock Exchange during 2018—-2025. Future research could
expand to other sectors and observation periods, use alternative diversification measurement methods such
as the Jacquemin-Berry entropy index, consider other performance indicators like Tobin's Q, ROA, and NPM,
and include additional variables such as managerial ownership and company age to gain a broader
understanding of the factors influencing company performance.
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