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Abstract: This paper intends to identify the influence of leverage on corporate value with profitability as an intervening
variable in developing countries of Eastern Europe. This research employs an associative approach methodology. The
demographic sample for this research comprises exclusively construction and real estate enterprises that are publicly included
in the Warsaw Stock Exchange and Bucharest Stock Exchange. The samples were collected from his 44 enterprises utilizing a
targeted sampling method. The writers utilized the data disseminated by the firm on the official websites of the Stock Exchange.
The data utilized in this investigation comprises quantitative data acquired from secondary sources. The research employed
path analysis as the methodology and the Smart PLS version 3.0 program as the tool. From the outcomes of this research, it
can be inferred that leverage does not influence firm value through profitability in both sectors of Poland, both sectors of
Romania, the Real Estate sector of Poland, the construction sector of Romania and the real estate sector of Romania.
Contrary, Leverage affects firm value through profitability in the Construction sector of Poland. This research exclusively
examines the entities included in a specific list of construction and real estate firms in developing countries of eastern Europe.
It is expected that this paper will provide suggestions for corporate management regarding the importance of profitability for
improving corporate value. This research examines the influences of leverage on company value, with profitability as an
intervening variable, among the Construction and Real Estate enterprises listed in Poland and Romania.

Keywords: Poland, Romania, Leverage, Profitability, Firm Value.

I. INTRODUCTION
The construction and real estate industries in Eastern European developing nations are expanding rapidly, with the real
estate sector projected to reach $11.85 trillion by 2023. The residential real estate sector is expected to dominate, with a market
value of $9.4 trillion in 2023. The market is expected to grow at a compound annual growth rate (CAGR) between 2023 and
2028, reaching $15.48 trillion by 2028. China is projected to generate the highest real estate value globally, reaching $131.2
trillion by 2023. The source of the information is the website: https://www.mordorintelligence.com.

Considering the evident prevalence of market flaws in developing economies (see, e.g. Bondzie Afful & Opoku, 2021;
Demir, 2009; Kiymaz, 2013; Varela, 2017), the study examines firms in Poland and Romania's construction and real estate
industries from 2018-2022. Both countries are experiencing growth in their sectors, focusing on modern and environmentally
friendly commercial real estate infrastructure. Poland is expected to expand further in 2023. Both countries are recognized as
successful players in the market, with ongoing projects in office, retail, and green spaces. The growth of local real estate
markets depends on establishing modern and environmentally friendly infrastructure.

Misconceptions arise when a surge in stock prices is mistakenly seen as a boost in corporate profits, leading to increased
value. Company managers aim to maximize profitability, which can be achieved by investing in projects with superior returns
on capital and improving sales volume. As profits rise, shareholders expect dividends, reflecting the company's reputation and
the expectation of increased profits.(Mangesti Rahayu et al., 2020). Debt investments, such as debt and fresh stock issues, offer
entrepreneurs capital and a broader range of possibilities for growth without relying on private funds. They also increase tax
revenue by reducing profits deducted from taxes. However, debt can also impose financial hardships, such as interest and
principal payments, influencing a company's financial flexibility. Prioritizing external capital through debt increases the risk of
firm insolvency due to poor decision-making, while corporate bonds increase operational risk during periods of declining
profits. (Groth & Anderson, 1997) Efficient layouts can reduce capital costs, increasing profitability and corporate value.
However, relying solely on debt can accumulate liabilities, leading to insolvency. There is currently no precise algorithm for
finding the ideal balance between debt and equity in a company's capital structure. Weston et al. (1996) said, “Increased debt
increases a firm's risk as it requires specific earnings before interest and tax threshold’’. Companies with high debt are more
precarious. However, if economic conditions improve, they can achieve greater earnings. Businesses must maintain financial
equilibrium by establishing an optimal debt-to-equity ratio, as debt and equity represent a corporation's capital structure. The
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optimal capital structure hypothesis was proposed by (Modigliani & Miller, 1963). Larger ownership stakes are recommended
to avoid cash flow disruptions in low-earning companies. Debt financing is efficient and generates profits. The trade-off theory
suggests corporations balance tax benefits with financial difficulties. Management failure occurs when agency costs rise due to
insolvency or loss of credibility. The ideal debt ratio is achieved by obtaining the highest tax shield. (Myers & Majluf, 1984)
Financially successful organizations often have lower debt levels due to their ample internal resources. However, incorrect
capital structure decisions can lead to significant negative outcomes. Overutilization of external money through debt can result
in increased expenses and financial jeopardy if the company cannot meet interest or installment obligations. This research aims
to examine leverage's influence on company value, with profitability serving as an intermediary variable.

This research drew upon other earlier studies as individual references, specifically examining the influence of leverage
on profitability. (Chen et al., 2019; Grau & Reig, 2021; Mahmudin et al., 2019; Meghanathi & Chakrawal, 2021), leverage on
firm value (Admi, 2019; Amin & Mollick, 2021; Bosch-Badia et al., 2017; Chow et al., 2018; Karimi, 2020; Saputri & Bahri,
2021; Zhang & Zhou, 2020) and profitability on firm value (Fransisca & Herijawati, 2022; Mahdi & Khaddafi, 2020; Nanda &
Panda, 2018; Tarsono, 2021). This research uniquely includes the leverage-variable Debt-to-Assets Ratio (DAR) as an
indicator. This is significant because previous studies have shown conflicting results and employed other indicators. A
comparable analysis was carried out on Debt-to-Equity (DER). Nevertheless, we employed Return on Assets (ROA) and
Return on Equity (ROE) as indicators for the profitability characteristics. In light of this context, the findings of this research
make a valuable addition to the existing body of research on the influence of leverage on business value in developing nations
of Eastern Europe. Moreover, the anticipated outcomes are likely to have significant ramifications for the financial worth of
shareholders in Eastern Europe, a rapidly expanding economy in transition.

Il. LITERATURE REVIEW

A) Leverage on Profitability

The trade-off principle states that a business can use external debt to increase profitability since the tax deduction for
interest paid on such debt (Modigliani & Miller, 1963). Conversely, according to the pecking order hypothesis, corporations
tend to favor external debt over stock due to the relatively lower costs of information asymmetry associated with debt as
compared to equity. (Myers, 1984; Silva Serrasqueiro & Régo Rogéo, 2009). From this idea, the market would probably
underestimate the value of a company's newly issued shares due to the unequal distribution of information between
management and investors regarding a company's investment prospects. (Myers & Majluf, 1984).

Monetary leverage can increase or decrease profitability, depending on the trade-off, pecking order, and agency cost
theories. Contradictory conclusions regarding the correlation between leverage and profitability have been found in literary
works from industrialized nations such as the US, the UK, France, Belgium, Italy, Germany, and Norway (Berger &
Bonaccorsi di Patti, 2006; Frank & Goyal, 2003; Margaritis & Psillaki, 2007; Molina, 2005; Phillips & Sipahioglu, 2004;
Wald, 1999). In this context, some of the prior studies (Berger & Bonaccorsi di Patti, 2006; Jensen, 1986; Kraus &
Litzenberger, 1973; Margaritis & Psillaki, 2007; McConnell & Servaes, 1990; Ruland & Zhou, 2005; Wald, 1999). Discover
that the utilization of financial leverage has a beneficial influence on profitability. Conversely, a portion of the research (Baker
& Wurgler, 2002; Booth et al., 2001; Gill et al., 2011; Goddard et al., 2005; Krishnan & Moyer, 1997; Miller, 1977; Myers,
1977; Opler & Titman, 1994; Phillips & Sipahioglu, 2004; Rajan & Zingales, 1995; Roy & Witt, 1976; Titman & Wessels,
1988) Establish a negative correlation from financial leverage and profitability. Additionally, there is a continuous flow of
studies. (Bae et al., 2017; Campello, 2006; Pattitoni et al., 2014; Weill, 2008) These findings demonstrate a non-linear
correlation between the financial structure of a company and its performance in industrialized nations. The following is the
formulation of the investigation's first hypothesis:

H1: Leverage significantly influences profitability.

B) Leverage on firm value

Modigliani & Miller (1963) said, When discussing the economy of Arrow-Debreu, it is said any alterations in company
value caused by increases in debt might be eliminated with the counterbalancing exchange transactions (MM proposition ).
Avrbitration is feasible because any modification in a company's stock return resulting from variations in leverage can be
entirely attributed to alterations in a distinct set of systematic attributes that make up the stock's risk. Therefore, in markets
without friction, any positive influence of leverage on stock returns would be completely negated by altering their level of risk
(according to MM proposition I1). During their presentation of the fundamental concepts, MM admitted the existence of market
flaws that could potentially disrupt the arbitrage process. (Modigliani & Miller, 1958). In practical terms, outside of the realm
of modern portfolio theory, alterations in financial leverage may not be advantageous if they are entirely ascribed to previously
identified systematic causes and might thus exert an independent influence on the value of a corporation. The literature
provides evidence of many processes by which leverage influences business value, as outlined below. Traditionally, the
deductibility of taxes and the expenses associated with bankruptcy influence enterprises to make a trade-off in order to select
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the most advantageous level of debt that maximizes their value. (see, e.g. Kraus & Litzenberger, 1973; Miller, 1977;
Modigliani & Miller, 1963). Companies take into account various costs associated with altering their leverage in order to
optimize their worth. ( see, e.g. Baker & Wurgler, 2002; DeAngelo & Roll, 2015; Ho Et Al., 2020; Liu Et Al., 2020; Nguyen
Et Al., 2021). Moreover, the utilization of leverage can also influence funding and expansion opportunities, which in turn can
influence equity performance. (see e.g. Gilje, 2016; Lin, 2015).

(Modigliani & Miller, 1963) Stated that “’utilizing debt to finance activities enhances corporation values due to the
increased tax shield resulting from interest payments on the loan”. (Granzer et al., 2006) Additionally, it was stated that the
capital structure enhances the overall company's valuation. (Cheng et al., 2010) It is noteworthy because any alterations to the
debt proportion exist. A direct influence on the overall value of the company, either favourably or negatively. Furthermore,
(Kodongo et al., 2014) discovered that capital structure exerts a favorable influence on Tobin's Q. The second assumption of
this inquiry is outlined as follows:

H2: Leverage significantly influences firm value.

C) Profitability on Firm Value

The market capitalization ratio is a metric that can be used to quantify corporate worth. The market capitalization ratio
is a significant metric that indicates the relationship between share prices and a company's profitability and corporate worth.
This indicator enables firm management to comprehend the creditors' response to the company's performance and future
prospects. (Mahdi & Khaddafi, 2020) Simultaneously, the net revenue margin, operational earnings margin, and gross earnings
margin exerted a noteworthy and beneficial influence on the stock price.

However, in certain instances, the net profit margin and gross profit margin did not exhibit a favorable influence on the
stock price, and their influence was minimal. (Tarsono, 2021) Discovered that Return On Equity influences stock prices. In
addition, (Fransisca & Herijawati, 2022) Discovered that the level of profitability, which directly influences the gross earnings
margin, directly influences the stock price. Put simply, a company's worth increases in direct proportion to its earnings. The
high earnings of a firm indicate positive future prospects and lead to an increase in demand for the company's stock among
investors. The profitability ratio assesses a company's capacity to create profit through its operational activities. This enables
investors to evaluate the efficacy utilized by a corporation that employs its assets in its commercial activities to generate
profits. The profit margin is the outcome of a company's diverse policies and decisions. When there is an increase in demand
for a company's stock, the company's value also grows. According to this interpretation, the third assumption of the current
investigation is outlined as follows.

H3: Profitability significantly influences firm value.

According to relationship between leverage on profitability (c; Grau & Reig, 2021; Mahmudin et al., 2019; Meghanathi
& Chakrawal, 2021), leverage on firm value (Admi, 2019; Amin & Mollick, 2021; Karimi, 2020; Saputri & Bahri, 2021;
Zhang & Zhou, 2020) and profitability on firm value (Fransisca & Herijawati, 2022; Mahdi & Khaddafi, 2020; Nanda &
Panda, 2018; Tarsono, 2021). This research examines the influence of profitability on the correlation between leverage and
business value. From the explanation provided, the fourth hypothesis of this investigation is stated as follows:
H4: Profitability significantly influences the influence of leverage on the value of a corporation

I1l. MATERIAL AND METHODS
This research employs the associative approach methodology. The research methodology employed is quantitative
research, characterized by its fundamental nature and encompassing the collection and analysis of quantitative data, which is
subsequently validated by statistical techniques. The study's population comprises all construction and real estate enterprises,
which are noted on both the Warsaw Stock Exchange and the Bucharest Stock Exchange. A targeted sampling method was
utilized to gather samples from a total of 44 firms.

To obtain the requisite data for this investigation, the authors utilized the data made accessible on the authorized
websites of the Warsaw Stock Exchange, as published by the company (www.gpw.pl) and the Bucharest Stock Exchange
(www.bvb.ro), in addition to the following sources: Employing data documenting methodologies. Corporate annual report. The
study utilized quantitative data derived from secondary sources. The research employed path analysis as the data analysis
approach and the SmartPLS version 3.0 program as the instrument. A hypothesis is a provisional inference requiring empirical
verification to establish validity. The criterion for accepting or rejecting a hypothesis in this research is to evaluate the T
statistic or T table's statistical significance. The t-statistic value can be evaluated against the critical threshold derived from the
t-table.
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Table 1: Sample Selection Outcomes
No. Criteria (Poland) Amount No. Criteria (Romania) Amount
1 Construction Sector companies listed and 43 1 | Construction Sector companies listed and 25

reporting financial statements on the reporting financial statements on the Bucharest
Warsaw IDX in 2018-2022 Stock Exchange 2018-2022

2 Real Estate Sector companies that are 28 2 Real Estate Sector companies listed and 21
listed and report financial statements on reporting financial statements on the Bucharest
the Warsaw IDX in 2018-2022 Stock Exchange 2018-2022

3 Construction Sector companies that (27) 3 Construction companies that experienced losses (15)
experienced losses in 2018-2022 in 2018-2022

4 Real Estate Sector companies that (18) 4 Real Estate Sector companies that experienced (13)
experienced losses in 2018-2022 losses in 2018-2022
Total Sample of Companies 26 Total Sample of Companies 18
Total data processed (5 years) 130 Total data processed (5 years) 90

IV. RESULTS AND DISCUSSION

A) Results

The authors analyze two sectors in two emerging eastern European countries, Poland and Romania, together

(Construction and real estate industries in Poland and Romania) and separately (construction sector in Poland, real estate sector
in Poland, construction sector in Romania and real estate sector in Romania).

a. Descriptive Statistic
The purpose of the descriptive statistics analysis employed in this research is to present or explain the parameters in
research through frequency tables that display The values of least, highest, average, and standard deviations. The findings
of the descriptive statistical assessment appear in Table 2 below.

Table 2: Descriptive Statistic Outcomes

Variables [ N | Minimum | Maximum | Mean | SD
Construction and Real Estate sectors in Poland

Tobin’s Q 130 0.094 2620.440 294.656 426.873
PBV 130 0.072 6612.227 649.058 | 1031.064
ROA 130 0.001 0.311 0.063 0.048
ROE 130 0.001 0.531 0.120 0.093
DAR 130 0.179 1604.910 18.138 139.962
DER 130 0.019 9.165 0.983 1.337
Construction and Real Estate sectors in Romania

Tobin’s Q 90 0.016 1201.140 168.303 271.768
PBV 90 0.171 5579.684 562.475 864.824
ROA 90 0.002 0.248 0.071 0.056
ROE 90 0.000 0.725 0.129 0.114
DAR 90 0.239 66.127 5.867 8.617
DER 90 0.001 4.685 0.850 0.937
Construction sector in Poland

Tobin’s Q 80 0.160 2417.946 449.034 431.805
PBV 80 257.727 6612.227 1244.096 | 1218.805
ROA 80 0.006 0.239 0.068 0.043
ROE 80 0.016 0.725 0.150 0.109
DAR 80 1.143 10.163 2.632 1.740
DER 80 0.109 6.977 1.430 1.379
Real Estate sector in Poland

Tobin’s Q 50 0.707 2620.440 348.983 375.114
PBV 50 28.794 4150.024 707.412 650.017
ROA 50 0.003 0.127 0.065 0.032
ROE 50 0.005 0.290 0.139 0.075
DAR 50 0.179 4.904 0.899 0.845
DER 50 0.218 9.615 1.314 1.316
Construction sector in Romania

Tobin’s Q 50 0.094 1.009 0.465 0.196
PBV 50 0.072 1.311 0.356 0.220
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ROA 50 0.001 0.240 0.057 0.060

ROE 50 0.000 0.531 0.098 0.120

DAR 50 2.116 1604.910 39.261 223.742
DER 50 0.001 0.896 0.330 0.261

Real Estate sector in Romania

Tobin’s Q 40 0.016 7.588 1.438 1.635

PBV 40 0.224 13.661 2.105 2.838

ROA 40 0.002 0.311 0.079 0.068

ROE 40 0.004 0.252 0.085 0.070

DAR 40 1.910 66.127 16.687 13.271
DER 40 0.015 1.099 0.193 0.277

The descriptive statistics table above displays six results regarding Poland's building and real estate industry. Notably,
the average amount for Tobin's Q is 294.656. The minimal value was 0.094; the greatest amount is 2620.44, while the
standard deviation is 426.873. The average PBV is 649.058, which ranges from a low of 0.072 to a highest of 6612.227,
with a standard deviation of 1031.064. The mean ROA is 0.063, with a range of values from 0.001 to 0.311 and a standard
deviation of 0.048.

On the other hand, the mean ROE is 0.120, with a range of 0.001 to 0.531 and a standard deviation of 0.093. The
mean DAR value is 18.138, with the lowest value of 0.179 and the highest of 1604.910. The standard deviation is 139.962.
The mean value of DER is 0.983, with a lowest value of 0.019, a highest value of 9.165, and a standard deviation of 1.337.

b. Data Interpretation
i. Outer Model for Measurement
The measuring model refers to a framework or system used to quantify or assess certain aspects or variables of
interest to assess the accuracy and consistency of the model. Reviewing the external model using reflective indicators
entailed assessing the convergent and discriminant validity of the latent construct indications and the composite
reliability of the indicator blocks.

ii. Convergent Validity

Suggests the extent to which several Indicators of the identical concept are positively related to each other. The
assessment of convergent validity involved the analysis of loading factor values. In confirmatory studies, loading factor
values must exceed 0.7; however, in exploratory investigations, loading factor values within the range of 0.6 to 0.7 are
deemed suitable. Nevertheless, Latan and Ghozali (2012, p.78) state that loading factor values ranging from 0.5 to 0.6
are still deemed satisfactory in initial research endeavors for constructing measurement scales. Table 5 displays the
outcomes of the convergent validity tests.

Table 3: Loading Factors Outcome
Variables | Firm Value | Leverage | Profitability
Construction and Real Estate Sectors in Poland

Tobin’s Q 0.893

PBV 0.980

ROA 0.592
ROE 0.999
DAR -0.198

DER 0.991

Construction and Real Estate Sectors in Romania
Tobin’s Q 0.759

PBV 0.950

ROA 0.761
ROE 0.999
DAR -0.678

DER 0.951

Construction Sector in Poland

Tobin’s Q 0.740

PBV 0.951

ROA 0.741
ROE 0.983
DAR -0.726
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DER [ [ 0975 |
Real Estate Sectors in Poland

Tobin’s Q 0.993
PBV 0.974
ROA 0.980
ROE 0.943
DAR 0.973
DER 0.807

Construction Sector in Romania
Tobin’s Q 0.981
PBV 0.949
ROA 0.778
ROE 0.990
DAR -0.298
DER 0.967

Real Estate Sectors in Romania
Tobin’s Q 0.867
PBV 0.930
ROA 0.983
ROE 0.987
DAR -0.871
DER 0.889

According to the data processing results by Smart PLS 3.0 shown in Table 3 above, the load factor results showed
values exceeding 0.5. Consequently, the model does not omit indications of leverage, profitability, and firm value
factors specifically for Real Estate firms in Poland. Specific indicators characterize the variables. The leverage variable
is made of two indicators, namely DAR and DER (Shaferiet al., 2020; Lestari, 2021). The profitability variable is
determined by two indicators, namely ROA and ROE. (Adhityaet al., 2016; Pramanaetal., 2016). In addition, the
variable representing the firm's value comprises two indicators: PBV and Tobin'sQ (Hadiyanti, 2016).

iii. Distinctiveness of Measures:

To evaluate discriminant validity, we conducted a comparison of the square root of the AVE for each construct
with the correlation values from the components in the model. (Fornell & Larcker, 1981) If the square root of the AVE
for each construct exceeds the correlation from latent variables in the model, then the model demonstrates strong
discriminant. The minimum acceptable AVE value must exceed 0.5. This score indicates that over 50 percent of the
variability in the indicator can be accounted for (Chin & Dibbern, 2010). The outcomes of the discriminant validity
assessments appear in Tables 4 and 5 below.

Table 4: AVE and the Square Root of AVE Outcome

Variables | AVE | Square Root AVE
Construction and Real Estate sectors in Poland

Firm Value 0.879 0.938

Leverage 0.511 0.715

Profitability 0.675 0.882

Construction and Real Estate sectors in Romania

Firm Value 0.739 0.860

Leverage 0.682 0.826

Profitability 0.789 0.888
Construction sectors in Poland

Firm Value 0.726 0.852

Leverage 0.739 0.860

Profitability 0.758 0.871
Real Estate sectors in Poland

Firm Value 0.967 0.983

Leverage 0.799 0.894

Profitability 0.926 0.962

Construction sectors in Romania
Firm Value | 0.931 0.965
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Leverage 0.512 0.716

Profitability 0.793 0.890
Real Estate sectors in Romania

Firm Value 0.809 0.899

Leverage 0.775 0.880

Profitability 0.971 0.985

From Table 3 above, we can see that the AVE value for each configuration is higher than 0.5. On the other hand,
the square root AVE values of each structure in the Polish construction sector are, for example, 0.852, 0.860, and 0.871.
In addition, the results of the square root AVE values and the correlations from the constructs in Table 5 suggest that:

Table 5: Laten Variable Correlation Outcome

Variables | Firm Value | Leverage Profitability
Construction and Real Estate sectors in Poland
Firm Value 1.000 0.439 0.413
Leverage 0.439 1.000 0.296
Profitability 0.413 0.296 1.000
Construction and Real Estate sectors in Romania
Firm Value 1.000 0.593 0.551
Leverage 0.593 1.000 0.442
Profitability 0.551 0.442 1.000
Construction sector in Poland
Firm Value 1.000 0.379 0.660
Leverage 0.379 1.000 0.352
Profitability 0.660 0.352 1.000
Real Estate sector in Poland
Firm Value 1.000 -0.128 -0.031
Leverage -0.128 1.000 -0.231
Profitability -0.031 -0.231 1.000
Construction sector in Romania
Firm Value 1.000 0.626 0.215
Leverage 0.626 1.000 0.393
Profitability 0.215 0.393 1.000
Real Estate sector in Romania
Firm Value 1.000 0.318 0.415
Leverage 0.318 1.000 -0.242
Profitability 0.415 -0.242 1.000

The square root of the AVE value (0.852) in the Firm Value variable is higher than the correlation between Firm
Value and Leverage (0.379) and Profitability (0.660) variables. The square root of the average (AVE) value in the
Leverage variable (0.860) is higher than the correlation between the Leverage variable and the Firm Value (0.379) and
Profitability (0.352) variables. The square root of the AVE value (0.871) in the Profitability variable is higher than the
correlation values between Profitability and the Firm Value (0.660) and Leverage (0.352) variables. The aforementioned
findings demonstrate that each concept exhibits strong discriminant validity, as evidenced by the AVE value of each
construct exceeding 0.5 and the square root AVE value surpassing the correlation from the constructs in the model.

iv. Composite Reliability

Refers to the degree of consistency and accuracy in measuring a construct or variable using multiple indicators or
items. The assessment of the reliability of constructs with reflected indicators was conducted according to the findings
of composite reliability. The frequently accepted guideline for evaluating construct reliability is that the composite
reliability value for confirmatory studies should exceed 0.7 and fall within the range of 0.6 to 0.7. Suitable for
conducting investigatory research. The outcomes for composite dependability are displayed in Table 6 below.

Table 6: Composite Reliability Outcome

Variables | Composite reliability
Construction and Real Estate sectors in Poland
Firm Value 0.936
Leverage 0.391
Profitability 0.796
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Construction and Real Estate sectors in Romania
Firm Value 0.848
Leverage 0.105
Profitability 0.880
Construction Sectors in Poland
Firm Value 0.839
Leverage 0.106
Profitability 0.860
Real Estate Sectors in Poland
Firm Value 0.983
Leverage 0.894
Profitability 0.962
Construction Sectors in Romania
Firm Value 0.964
Leverage 0.315
Profitability 0.883
Real Estate Sectors in Romania
Firm Value 0.894
Leverage 0.001
Profitability 0.985

According to the information provided in Table 6, the composite dependability of each construct is greater than
0.7; as a whole, there are only Real Estate sectors in Poland. This indicates that all study constructs are dependable.

v. Structural Model (Inner Model)

The internal model, also known as the structural equation model, was evaluated by examining the R-squared
percentage for each exogenous latent factor used as an indicator in the framework. A model with an R-squared value of
0.75 is considered strong, whereas a model with an R-squared value of 0.50 is considered intermediate, and a model
with an R-squared value of 0.25 is considered weak. The R-squared value in Partial Least Squares (PLS) indicates the
proportion of variations in the construct explained by the model. The R-Square findings obtained from using Smart PLS
3.0 are presented in Table 7.

Table 7: R-Square outcome

Variables | R square
Construction and Real Estate sectors in Poland
Firm Value 0.281
Profitability 0.087
Construction and Real Estate sectors in Romania
Firm Value 0.455
Profitability 0.196
Construction sectors in Poland
Firm Value 0.461
Profitability 0.124
Real Estate sectors in Poland
Firm Value 0.020
Profitability 0.053
Construction sectors in Romania
Firm Value 0.393
Profitability 0.154
Real Estate sectors in Romania
Firm Value 0.359
Profitability 0.059

According to Table 6 above, The Construction and Real Estate enterprises in Romania had the highest R-Square
value of 0.455 for the Firm Value variable. This outcome indicates that 45.5 percent of the Firm Value variable may be
attributed to the influence of profitability variables, while the remaining 54.5 percent is attributable to other variables. In
addition, the profitability variable achieved an R-squared value of 0.196. The findings indicate that 19.6 percent of the
profitability variable may be attributed to the influence of the leverage variable, whilst the remaining 80.4 percent is
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influenced by other variables unrelated to the firm's value.

The model's suitability in this research is contingent upon its substantiation by empirical evidence. In PLS
analysis, the fitness of a structural model is commonly evaluated by calculating the predicted value association (Q2),
which is derived from the R2 value of each endogenous variable. The estimated Q2 relevance value is calculated as 1 -
(1-0.196) (1 - 0.455) = 0.56182, equivalent to 56.18 percent. To clarify, the model accounts for 56.18 percent of the
explanation for Profitability and Firm Value, with the remaining 43.82 percent attributed to external variables not
included in the model. According to Hair et al. (2011), a Q2 value of more than 50 percent demonstrates that the model
has a satisfactory fit and is appropriate for additional study.

The hypothesis is tested using the values obtained from the output of the path coefficients, specifically the mean,
standard deviation, and T-value. The T-statistic results can be utilized to ascertain the acceptance or rejection of the
given hypothesis. The limits for rejecting or accepting the proposed hypothesis are specified in the t-table (significance
level = 5 percent). If t-statistic > t-table (one-sided), The alternative hypothesis (Ha) is considered valid, and the
assumption of nullity (HO) is denied. Yet, if the t-statistic is less than HO, then HO is denied. For a t table (one-sided),
The null assumption (HO) is affirmed, while the alternative hypothesis (Ha) is denied. The T-statistic results can be
found in the following table, along with the path coefficients (mean, STDEV, T-value):

The outcomes of depicting a comprehensive structural equation model in data processing are displayed below in
Figures 1.1 to 1.6.
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Table 8: Path Coefficients Outcomes

Variables Original sample Sample mean SD T statistics T P
(O) (M) (STDEV) (|O/STDEV)) table | Values
Construction and Real Estate Companies in Poland
Leverage -> Firm Value 0.348 0.276 0.253 1.371 1.71 0.085
Leverage -> Profitability 0.296 0.238 0.265 1.116 1.71 0.132
Profitability -> Firm 0.310 0.294 0.128 2.426 171 0.008
Value
Construction and Real Estate Companies in Roman
Leverage -> Firm Value 0.435 0.314 0.312 1.395 1.75 0.082
Leverage -> Profitability 0.442 0.375 0.310 1.426 1.75 0.077
Profitability -> Firm 0.358 0.333 0.105 3.397 1.75 0.000
Value
Construction Companies in Poland
Leverage -> Firm Value 0.167 0.148 0.101 1.652 1.77 0.050
Leverage -> Profitability 0.352 0.338 0.169 2.081 1.77 0.019
Profitability -> Firm 0.601 0.623 0.067 9.005 1.77 0.000
Value
Real Estate Companies in Poland
Leverage -> Firm Value -0.143 -0.138 0.164 0.872 1.89 0.192
Leverage -> Profitability -0.231 -0.144 0.323 0.714 1.89 0.238
Profitability -> Firm -0.064 0.019 0.245 0.261 1.89 0.397
Value
Construction Companies in Roman
Leverage -> Firm Value 0.640 0.578 0.273 2.346 1.89 0.010
Leverage -> Profitability 0.393 0.347 0.223 1.764 1.89 0.019
Profitability -> Firm -0.036 -0.022 0.152 0.237 1.89 0.406
Value
Real Estate Companies in Roman

Leverage -> Firm Value 0.445 0.075 0.455 0.979 2.01 0.164
Leverage -> Profitability -0.242 0.053 0.295 0.822 2.01 0.206
Profitability -> Firm 0.523 0.559 0.129 4.045 2.01 0.000
Value

Table 8 indicates that the t statistic value for the influence of leverage on profitability is bigger than the critical t value at
the given significance level of 5 percent; there is only one category, it is Construction Companies in Poland, 2.081. Therefore,
from the criteria for accepting or rejecting the aforementioned hypothesis, the findings of this research confirm the initial
notion that leverage substantially influences profitability.

Furthermore, the t statistic for the influence of leverage on firm value exceeds the critical value from the t table at the
given significance level of 5 percent, which is only in one category. It is a Construction Company in Romania, 2.346. From the
acceptance and rejection criteria outlined in the hypothesis, the research’s result confirms that leverage considerably influences
business value.

Besides, the t-statistics value for the influence of profitability on company value exceeds the critical t-value at the given
level of significance of 5 percent; there are four categories: Construction and Real Estate Companies in Poland, 2.426;
Construction and Real Estate Companies in Roman, 3.397; Construction Companies in Poland, 9.005; Real Estate Companies
in Roman, 4.045. Therefore, According to the hypothesis acceptance and rejection criteria mentioned above, the findings of
this research confirm the third hypothesis that profitability significantly influences company value.

In addition, this research aimed to examine the influence of leverage on company value by analyzing its relationship
with profitability. The results of his fourth hypothesis test using Smart PLS 3.0 are shown in Table 9 below.

Table 9: Testing the Influence of Intervention

Variables | Original Sample | Standard error | T statistics | T table | Conclusion
Construction and Real Estate Companies in Poland
Leverage -> Profitability -> Firm Value | 0.092 | 0.076 | 1212 [ 171 ] Rejected

Construction and Real Estate Companies in Roman
Leverage -> Profitability -> Firm Value | 0.159 | 0.105 [ 1504 [ 175 ] Rejected
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Construction Companies in Poland
Leverage -> Profitability -> Firm Value | 0.212 | 0.109 | 1945 | 177 [ Accepted
Real Estate Companies in Poland
Leverage -> Profitability -> Firm Value | 0.015 0.084 | 0176 | 189 | Rejected
Construction Companies in Roman
Leverage -> Profitability -> Firm Value | -0.014 | 0.066 | 0215 [ 189 | Rejected
Real Estate Companies in Roman
Leverage -> Profitability -> Firm Value | -0.127 0.170 | 0744 [ 201 ] Rejected

From the above calculation, we can see that the obtained calculated t-value exceeds the critical value from the t-table at
a 5 percent significance level. There is only one category, 1.945 construction companies in Poland. This shows that
intermediate parameters are important. Therefore, according to the hypothesis acceptance and rejection criteria mentioned
above, the findings regarding this research confirm the fourth hypothesis that leverage has a considerable influence on firm
value through profitability.

B) Discussions

a. The Influence of Leverage on Profitability

The acceptance of H1, which asserts that leverage substantially influences profitability, has been confirmed in
Poland's construction sector. There is a negative link between leverage and profitability, indicating that increases in
leverage result in corresponding changes in profitability. A negative correlation implies that more leverage results in
decreased profitability. The results of this investigation support the results of an earlier study. (Chen et al., 2019) and (Grau
& Reig 2021), researchers who investigated the influence of capital structure on profitability. The findings of this
investigation suggest that managers should expect higher rates of return when using debt to finance business operations. On
the other hand, in both sectors of Poland, both sectors of Romania, the Real Estate sector of Poland, the construction sector
of Romania, and the real estate sector of Romania states are rejected. This correlation is positive, meaning that changes in
leverage do not cause changes in profitability. A positive direction means that higher leverage increases profitability. The
results of this research support those of previous studies. (Bae et al., 2017) and (Pattitoni et al., 2014). The findings
demonstrate a non-linear correlation between the capital structure and firms' achievement in industrialized nations.

Capital structure primarily concerns the source of funds obtained from either internal or external sources. Internal
funding sources refer to the financial resources originating from the company's earnings. In the meantime, external funds
could be raised by the creditors. The greater the percentage of debt in the capital structure, the greater the liability a
company has to bear, as it has to pay installments and interest on the debt. The level of interest rates on borrowed capital
reduces corporate profits and lowers corporate profitability. This finding is consistent with researchers who researched
this topic (Abor, 2005); the findings indicate that LTDTA has a detrimental influence on Return on Equity.

b. The Influence of Leverage on Firm Value

The outcome aligns with hypothesis H2, which posits that leverage exerts a substantial influence on the value of a
corporation. The results offer concrete proof that leverage plays a significant role in determining the value of companies in
the Polish construction industry. The path coefficient demonstrates that leverage exerts a positive and statistically
significant influence on the firm's value. Consequently, when debt levels rise in the capital structure, the corporation's
overall value also increases. This phenomenon arises due to the inverse relationship between debt levels in the capital
structure and tax liabilities, resulting in a perceived reduction in the amount of interest paid on the debt. This exerts a
favorable influence on the stock price within the stock market, ultimately augmenting the company's overall worth. The
findings of this research align with the financial decision theory put forward by (Modigliani & Miller, 1963). Using debt to
finance a firm enhances its worth by lowering tax obligations and reducing interest payments on debt. This finding supports
(Mangesti Rahayu et al., 2020) Discovered that capital structure exerts a favorable and substantial influence on the overall
worth of a corporation. (Granzer et al., 2006) It was also discovered that the method of increasing capital enhances the
worth of a company. (Cheng et al., 2010) Offered empirical evidence indicating that alterations in debt ratios can either
positively or negatively affect the value of a company. Nevertheless, this research finds that leverage significantly does not
influence the firm value in both sectors of Poland, both sectors of Romania, the Real Estate sector of Poland, the
construction sector of Romania, and the real estate sector of Romania.

The results of this investigation corroborate the pecking order theory and the presence of information asymmetry. The
hierarchy of financial utilization within the capital system, i.e., earnings, debt, and new issues, must be maintained to avoid
negative investor perceptions. Debt utilization in the capital structure is usually popular with investors because it has a
beneficial influence on the stock price and ultimately increases the company's value. If a company issues stock to finance
its operations, investors will react negatively because existing shareholders will not view the stock issuance as a good thing.
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Issuing new shares in response to financial needs augments the number of shares within a firm, resulting in A reduction in
the price of the shares and amplification of the shares, ultimately leading to a decline in the stock price in the market.
Therefore, investors often have a positive perception of incorporating debt into the capital structure as that positively affects
the rise in stock price, thus enhancing the company's value.

c. The influence of Profitability on Firm Value

Empirically, the findings show that firm profitability is a decisive factor influencing the valuation of a company in
both sectors in Poland, in both sectors in Romania, in the construction sector in Poland, and the real estate sector in
Romania. This result is consistent with H3's prediction that profitability significantly correlates with firm value. This result
also supports (Nagano, 2003); he finds companies are more inclined to utilize internal metrics to increase corporate
profitability than external measures to increase shareholder value. Then (Mardiyati et al., 2012) confirmed that profitability
positively influences corporate value. The direction of this correlation is positive, indicating that all factors related to firm
profitability have a positive and significant influence on firm value. This positive sign suggests that improved profitability
empirically increases firm value in Indonesian manufacturing industries. Profitability is a company's capacity to earn
revenues by asset management and sales, so Profitability is a key determinant of company value.

Investors may utilize a company's profitability as a gauge of the company's future potential in order to make
investment decisions (according to signaling theory). High profitability is indicative of exceptional efficiency. As the level
of profitability rises, there is a corresponding growth in internal funds. The study's findings demonstrate that profitability,
inside an empirical framework, serves as a variable that can be utilized to ascertain or forecast the worth of manufacturing
companies in Indonesia.

d. The influence of Leverage on Firm Value through Profitability

This result is consistent with H4, which predicts the substantial influence of profitability on the relationship between
leverage and company value. This finding provides empirical evidence that utilizing leverage does not influence the value
of a company through profitability in both sectors of Poland, both sectors of Romania, the Real Estate sector of Poland, the
construction sector of Romania, and the real estate sector of Romania. Contrary, Leverage influences the valuation of a
company through profitability in the Construction sector of Poland. The finding of this research support correlation of
previous studies which tests the relationship between leverage on profitability (c; Grau & Reig, 2021; Mahmudin et al.,
2019; Meghanathi & Chakrawal, 2021), leverage on firm value (Admi, 2019; Amin & Mollick, 2021; Karimi, 2020; Saputri
& Bahri, 2021; Zhang & Zhou, 2020) and profitability on firm value (Fransisca & Herijawati, 2022; Mahdi & Khaddafi,
2020; Nanda & Panda, 2018; Tarsono, 2021).

V. CONCLUSION AND SUGGESTIONS FOR FURTHER RESEARCH

From the findings of this research, it can be inferred that: (1) Leverage has no influence on profitability in both sectors
of Poland, both sectors of Romania, the Real Estate sector of Poland, the construction sector of Romania, and the real estate
sector of Romania. Otherwise, Leverage has an influence on profitability in the Construction sector of Poland. (2) Leverage has
no influence on firm value in both sectors of Poland, both sectors of Romania, the Real Estate sector of Poland, the
construction sector of Romania, and the real estate sector of romania. Contrary, Leverage has an influence on firm value in the
Construction sector of Poland (3) Profitability has no influence on firm value in the construction sector of Romania and the
Real Estate sector of Poland. Otherwise, Profitability influences firm value in both sectors of Poland, both sectors of Romania,
the Construction sector of Poland and the real estate sector of Romania. (4) Leverage does not influence firm value through
profitability in both sectors of Poland, both sectors of Romania, the Real Estate sector of Poland, the construction sector of
romania, and the real estate sector of Romania. On the Contrary, Leverage influences firm value through profitability in the
Construction sector of Poland.

Although many other variables may have some influence on firm value, The factors that were examined in this research
were restricted to debt and profitability. Therefore, for further research, the hypothesized variables are expected to influence
profitability as a mediator and directly for companies listed in the construction and real estate sector during the 2018-2022
period. It is not generated for all companies. The next authors may be able to describe in detail the economic conditions of each
country to make it easier to compare each sector of the country.
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