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Abstract
The purpose of this study was to determine the effect of institutional ownership and investment
decisions on company value. This study was conducted at a manufacturing company listed on
the Indonesian stock exchange (BEI) in the index LQ-45 in 2012 -2016. Purposive sampling
was used as an election method with 3 criteria that produced 9 companies as samples that were
worth observing Eviews 9. The data analysis employed panel data regression analysis with the
use of model estimation of fixed effect model (FEM). The results showed that institutional
decisions affect negatively the company value while investment decisions do not affect the

company value.
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INTRODUCTION

Every company, in sustaining its
performance, has a long-term goal of
maximizing and maintaining the value of
the company so that the investors are
confident in investing in the company.
Company value is the price which is willing
to be paid by potential buyers if the
company is sold. According to James
Tobin, a company value is a managerial
performance in handling company assets as
indicated by the Tobin’s ¢ value.
Companies which want to attain long-term
goals will take several decisions, especially
on institutional ownership and investment
decisions.

Institutional ownership refers to the
proportion of share ownership at the end of
the year owned by an institution such as
insurance, banks or other institutions. Some
researchers believe that institutional
ownership is capable to influence the

company’s course in attaining its goal
which is to maximize the value of the
company. This is due to the control they
have (Wahyudi dan Pawestri, 2006). The
capital market is expected to react
positively when the company is run by
competent and qualified management or is
owned by shareholders with good image
and credibility. According to a study
conducted by Sukirni (2012), institutional
ownership has a significant positive effect
on company Vvalue. This is contrary to the
result of Evelyn's (2012) study, institutional
ownership does not affect the value of the
company.

Company value can be determined
by investment decision because stock
market prices are considered as reflecting
the value of the company’s real assets. This
view might lead to the interpretation that an
investment decision is essential since the
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attainment of company’s goal can be done
only through investment activities. The
availability of investment opportunities can
provide a positive signal about the growth
of the company in the future, consequently
it will elevate stock prices, as the stock
prices increase, so does the value of the
company (Fama, 1991).

This study was propelled by the
existence of a business phenomenon which
was considered as a gap phenomenon,
where the latest data in IDX as of February

2017  showed that  manufacturing
companies which were consistently
included in the LQ-45 listed on the

Indonesia Stock Exchange for the period of
February 2012 - February 2017 had
company value as shown in the table below

If the market value merely reflects
the assets recorded by a company, Tobin's
Q will equal 1. If Tobin's Q is greater than
1, then the market value is greater than the
value of the recorded assets of the
company. This signifies that the stock is
overvalued. If Tobin's Q is less than 1, the
market value is less than the recorded value
of the company’s assets. This indicates
undervalued shares which can also be
interpreted as potential decline in
investment growth.

Table 1
The value of manufacturing companies
consistently included in Indeks LQ-45

Source : www.idx.Com. Data process in the year of
2017

The table shows that of the nine
sample companies in this study, Tobin's g
value was different for each company. Six
sample companies had Tobin’s q > 1, while
the other three sample companies, which
were ASIlI (2013-2016), INDF (2012-
2016), and at the company SMGR (2016),
had Tobin’s q < 1. Companies with high
initial company values in the previous year
were declining, although Tobin’s ¢
suggested that the company can be
considered good, greater than 1, but this led
to inconsistency (fluctuation) in the value

of the company indicating the existence of
poor company performance. It reveals that
there is a management failure in handling
company assets, this is seen as a gap
phenomenon in this study, therefore it
requires further investigation.

PROBLEM FORMULATION

Referring to the background and the
limitation of the problem, the following
problems were formulated:

1. Is there any effect of institutional
ownership on the value of manufacturing
companies in the LQ-45 index listed on the
Indonesia Stock Exchange?

2. Is there any effect of investment
decisions on the value of manufacturing
companies in the LQ-45 index listed on the
Indonesia Stock Exchange?

RESEARCH PURPOSE

In order to answer the above-
mentioned problem, the research objectives
in this study are as follows:

1. To find out the effect of
institutional ownership on the value of
manufacturing companies in the LQ-45
index listed on the Indonesia Stock
Exchange.

2. To find out the effect of
investment decisions on the value of LQ-45
companies listed on the Indonesia Stock

Exchange.

CODE OF YEAR
MANUFACTURING |
COMPANY 2012 | 2013 | 2014 | 2015 | 20:
ASII 111 |0.85 |0.85 |0.66 |0.8
GGRM 192 112 (140 |1.65 |1.3
HMSP 711 | 7.14 |7.38 |9.93 | 8.6
ICBP 3.86 | 4.06 |4.39 |4.27 |25
INDF 0.60 | 0.49 |045 |0.32 (0.4
INTP 3.16 | 243 | 279 |261 |16
KLBF 433 | 414 |570 |3.76 |3.9
SMGR 2.68 | 2.10 |2.20 |1.38 |0.9
UNVR 7.95 | 11.96 | 10.28 | 10.60 | 10.
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THEORETICAL REVIEW

The prime goal of a company is to
elevate the value of the company by
increasing the prosperity of its owners or
shareholders. Company value is basically
measured from several aspects, one of
which is the company’s stock market price,
it is because the company’s stock market
price mirrors the investor's valuation of the
total equity owned (Wahyudi and Pawestri
2006). Wahyudi and Pawestri (2006)
define corporate value as market value. The
reason is because the value of the company
can provide prosperity or profit for the
shareholders to the maximum if the
company's stock price increases. The
higher the stock price, the higher the
shareholders' profit. This situation is highly
favored by investors because the increasing
stock demand results in the increase of the
company value. The value of the company
can reach its maximum if the shareholders
entrust the management of the company to
competent people, such as managers or
commissioners.

This study sought to examine the
value of the company using the company's
value approach with the Tobin's Q ratio.
The reason for choosing the Tobin's Q ratio
in this study to measure the corporate value
was because the calculation of the Tobin's
Q ratio is more rational considering the
elements of liability are also included as a
basis for calculation.

The effect of Institutional Ownership on
Company Value

A greater percentage of shares
owned by institutional investors will result
in more effective monitoring effort, which
in turn will raise the value or performance
of the company as it controls the
opportunistic behavior of managers and
forces managers to lower debt levels
optimally, thus reducing agency costs. The
ownership structure does not consist of
managerial ownership only but institutional
ownership as well. Institutional ownership

is the shareholder from outside the
company. Institutional shareholders are
usually in the form of entities such as
banking, insurance, pension funds, mutual
funds and other institutions. Institutional
investors are generally large shareholders
because they have large funding. The
greater the level of institutional
shareholding, the greater the supervision
carried out to hinder managerial
opportunistic ~ behavior.  Jensen and
Meckling (1976) stated that institutional
ownership has an important role in
minimizing agency conflicts that occur
between shareholders and managers. Study
conducted by Sukirni (2012) revealed that
institutional ownership has a significant
positive effect on company value.

Based on the previous discussion,
the first hypothesis was developed as
follows:

H1: There is an effect of instutional
ownership on the value of the company in
the manufacturing company in the LQ-45
index listed on the Indonesia Stock
Exchange.

The Effect of Investment Decisions on
Company Values

Investment decisions refer to
decisions regarding investing in the present
in order to gain or profit in the future. Fama
(1978) stated that the value of a company is
determined solely by investment decisions.
When managers succeed in making right
investment decisions, the assets invested
will generate optimal performance so as to
provide a positive signal to investors which
sequentially will increase the stock price
and company value. The result of
Haruman's (2007) study pinpointed that the
high investment by the company will
increase the value of the company. High
investment is a signal of the company's
revenue growth in the future. The signal
will be considered as good news which in
turn will affect investors’ perceptions
toward the company's performance which



will ultimately affect the company's value.
Haruman (2007) and Wijaya (2010) stated
that investment decisions have positive
effect on company value.

Based on the discussion above, the
second hypothesis was formulated as
follows:

H2: There is an effect of investment
decisions on the value of the company in
manufacturing companies in the LQ-45
index listed on the Indonesia Stock
Exchange.

RESEARCH METHOD

The research type of this study was
quantitative research with associative
methods, and this study aimed at
determining the effect or the relationship
between two or more variables.

Data Collection Method
Data collection methods used in this
study were documentation of data or
secondary data which was done by
collecting data published by the Indonesia
Stock Exchange (IDX) in the form of the
Table 2
Sample Withdrawal Proses

No | Description Amount

Companies listed in the
calculation of the LQ-45
1 | index for the period of 15
February 2012 — January
2016

Recorded manufacturing
companies that were not
consistent in the
2 | calculation of the LQ-45 6
index for the period of
February 2012 — January
2016

Manufacturing
companies that were
3 | listed and possessed the 9
data needed as research
substance of this study

Companies that become
the sample in this study

company’s annual financial statements and
a summary of manufacturing performance
listed in LQ-45 in 2012-2016 period.

Sample and Sampling Technique

The population of this study was all
the companies listed in the Indonesia Stock
Exchange which were recorded in the
calculation of the LQ-45 index for the
period of February 2012 - February 2017.
The samples of this study were
manufacturing companies listed in the
Indonesia Stock Exchange which were
consistently recorded in the calculation of
the LQ-45 index for the period of February
2012 - February 2017 and regularly
published audited annual financial reports
and submitted them to Indonesia Stock
Exchange. The sampling technique
employed in order to take the company as a
sample member was purposive sampling,
this technique was used because it met
certain criteria applied which were in line
with research objectives.

The data analysis employed in this
study was simple regression analysis of
panel data and the calculations in this study
were carried out using Eviews V 9 software.

The panel data regression model in this
study is as follows :

Y(Q)it = a + bl INSTit +b2
PERIt +e

Table 3
Description | Q? INST? MVE/BVE?
Mean 3.743778 | 0.736667 | 10.10089
Min 0.320000 | 0.500000 | 1.050000
Max 11.96000 | 1.980000 | 62.93000
Std. Dev 3.275250 | 0.364349 | 14.97222

Descriptive Statistics



Based on the table above, the results
of the analysis using descriptive statistics
on the value of the company shows that the
value of the company proxied by Tobin’s Q
has the highest value of 11.96 owned by PT.
Unilever Indonesia, Tbk. in 2013, while the
lowest value of 0.32 was owned by PT.
Indofood Sukses Makmur, Tbk, that was in
2015, with an average value of 3.74 and a
standard deviation of 3.27.

Then the results of the analysis
using descriptive statistics on institutional
ownership variables (INST) proxied by
institutional share ownership found that the
highest value was owned by PT. HM

Sampoerna, Tbk. for 1.9, the lowest value
of 050 was owned by PT. Astra
International, Tbk. and PT. Indofood
Sukses Makmur, Tbk. in 2013 with an
average value of 0.73, with a standard
deviation of 0.36.

The results of the analysis using
descriptive statistics on investment decision
variables proxied by the market to book
value of equity ratio (MVE / BVE) revealed
that the highest value was owned by PT.
Unilever Indonesia, Tbk, a total of 62.93 in
2016 and the lowest value of 1.05 owned by
PT. Indofood Sukses Makmur, Tbk in 2015
with an average value of 10.10, with a
standard deviation of 14.97.

Table 4
Result of fixed effect Test

Dependent variable : Q?

Method : pooled least square

Variable Coefficient Std. Error t-Statistic Prab.
C 5.197543 0.464234 11.19597 0.0000
INST? -1.744311 0.618767 -2.819009 0.0080*
MVE? -0.01671 0.014369 -1.16291 0.2530
R-squared 0.963730 Mean dependent var 3.743778
Adjusted R-squared 0.953063 S.d. dependent var 3.27525
S.E. of regression 0.709583 Akaike info criterion 2.360307
Sum squared resid 17.11925 Schwarz criterion 2.801936
Log likelihood -42.10691 Hannan-Quinn criter 2.524942
F-statistic 90.34231 Durbin-Watson stat 2.037026
Prob(F-statistic) 0.000000

Source : Output Result Fixed effect, 2018

Description = * significant at the level of 1% or 0.01; ** significant at the level of 5% or

0.05; *** significant at the level of 10% or 1

Based on the table results of fixed
effect model, it was found out that

0.05 so it can be concluded that partially
institutional ownership has a significant

institutional ownership has a regression
coefficient of -1.744311 with a significance
probability of 0.0080. This shows that the
probability of its significance is far below

effect on the value of the company or the
hypothesis H1 "there is an effect of
institutional decisions on company value”
accepted.



The table of the results of the fixed
effect test shows that investment decisions
have a regression coefficient of -0.0671
with a significance probability of 0.2530. It
shows that the probability of its
significance is far above the significance
level of 0.05 so it can be concluded that
partially investment decisions do not have a
significant effect on company value or H2
hypothesis "there is an effect of investment
decisions on company value™ was rejected.

Based on the table of results of fixed
effect test, the it panel data regression
model equation can be formulated which
explains the influence of institutional
ownership ratio (KI) and investment
decision (MVE) on company value (Q) in
manufacturing sector company listed on the
Indonesia Stock Exchange in the index Lg-
45 2012-2016 period, as follows:

Tobin’s Q = 5.197543 - 1.744311 INST-
0.01671IMVE+



The regression equation above has
the following meanings:
constant = 5.197543. If the institutional
ownership variable and investment decision
=0, then the value of the company becomes
5.197543.
coefficient X1 = - 1.744311. For each
additional institutional ownership of 1 unit
with the assumption that the investment
decision is fixed and unchanged, it will
decrease the company value by 1.744311 or
any decrease in institutional ownership by
1 unit assuming that the investment
decision is fixed and unchanged, it will
increase the company value by 1.744311.
coefficient X2 = - 0.01671. For each
additional investment decision of 1 unit
assuming that institutional ownership
remains constant and unchanged, it will
reduce the value of the company by
0.01671 or any reduction in investment
decisions by 1 unit assuming that
institutional ownership remains unchanged,
it will increase the company value by
1.744311.

Determination Coefficient Test (R?)

The coefficient of determination is
shown by the adjusted R-Square value.
Adjusted R-Square value of this panel data
regression model is used to determine how
much ability the independent variable has
in explaining the dependent variable.

From the table above, it is known
that the adjusted R-Square value is 0.9530.
it indicates that 95.30% of the company
value can be explained by the variation of
the independent variables  namely
institutional ownership and investment
decisions, the remaining 4.70% is
explained by other variables outside this
study, such as managerial decisions,
funding decisions, dividend policies, etc.

The effect of institutional decisions on
firm value

Institutional investors as majority
shareholders have a tendency to

compromise or be on the side of the
management and ignore the interests of
minority shareholders. Investors and
management have an alliance strategy
which is a form of institutional investor
cooperation to oversee the performance of
the company's management as an effort to
optimize the performance of the company's
management as in the GGRM company
whose 75.55% of its shareholding is owned
by the institution yet gives full
responsibility to managers (directors and
the board of commissioners). The act of
supervising by institutional investors
towards management is expected to reduce
management actions that might harm the
company. Yet in reality there is still much
management who often takes non-optimal
actions or policies that tend to lead to
personal interests that can put the company
in harm eventhough there are institutional
investors supervising over them. This
prevents the institutional investors and
management from reaching their Alliance
strategy resulting in negative responses of
the market.

The strategy of an alliance between
institutional investors and management
which was negatively responded by the
market lead to a decreasing of the
company's stock price in the capital market
that way the institutional ownership has not
been able to become a mechanism that
could increase the value of the company.

According to Lee in Wien lka
(2010), institutional investors are the
temporary  owners (transfer  owner)
therefore they focus only on current profits.
Changes in present earnings can influence
institutional investors' decisions. If this
change is seen to be unprofitable by the
investors, they will withdraw their shares.
Since institutional investors have large
amounts of shares, when they withdraw
their shares it will affect the value of the
shares as a whole. This means that
institutional ownership has not been able to
become a mechanism to increase company
value.



This study was supported by the
research of Wahyudi and Pawesti (2006)
who found that although institutional
ownership was high but unable to increase
the value of the company. On the other
hand, this study was contrary to the study of
Sukirni (2012) who found that there was a
positive  influence and  significant
institutional ownership on company value.

The effect of investment decisions on
firm value

The results of this study are
opposite to the idea of Fama (1978) which
sees the value of a company is solely
determined by investment decisions. The
interpretation of this opinion is that the
attainment of company goals, which is
maximizing the value of the company, can
be achieved through investment activities.
The finding of this study is also in contrary
to the signaling theory, which states that
investment decisions taken by the company
will provide a positive signal about the
growth of the company in the future that
results in the increasing of the stock price in
the capital market which serves as one of
the indicators of company value. This
suggests that no matter how large the
investment made by the company is, it does
not affect the value of the company. One of
the cause might be that the level of
investment risk borne in the future is in
accordance with the amount of investment
made which in turn affects investor
confidence to invest certain funds in the
company.

The results of this study are
consistent with the result of the study
conducted by Wahyudi and Pawestri
(2006). They found that the effect of
investment decision variables on firm value
is not significant. However, this study is not
consistent with the results of the study
conducted by Wijaya (2010), it was found
that the effect of investment decision
variables on firm value is significant.

SUMMARY

The purpose of this study was to
determine the effect of institutional
ownership and investment decisions on the
value of the company with a sample of as
many as 9 manufacturing companies listed
in the LQ-45 index for the five-year period,
namely 2012 - 2016. Based on the analysis
and discussions presented in the previous
sections, the following conclusions were
drawn:

Institutional Ownership  (INST)
variable has a negative effect on firm value,
this indicates that the presence of high
institutional ownership will have an impact
on the decline of the company value in the
capital market due to an alliance that does
not run optimally between shareholders and
managers in managing the company so that
institutional ownership was not able to
become a mechanism that can increase the
value of the company.

The investment decision variable
(MVE/BVE) does not have significant
effect on the value of the company this
indicates that no matter how large the
investment made by the company does not
affect the value of the company.

RECOMMENDATION

The samples in this study were only
the manufacturing companies included in
the Index LQ-45 therefore only inadequate
number of samples were available for this
study. The analysis employed one
ownership structure and one financial
decision only whereas there were many
other factors that greatly influenced the
value of the company such as managerial
and public ownership, funding decisions,
dividend policy as well as external factors
such as interest rates, inflation rates,
currency exchange rates and socio-political
situations.

It is expected that a further research
can be carried out applying other factors
such as company size, managerial
ownership, growth, asset structure, and also
external factors such as interest rates,



inflation rates, currency exchange rates and
socio-political situations.

This study applied MVE / BVE
(market to book value of equity ratio) to
promote investment decisions. 10S
(Investment Opportunity Set) provides
various proxies that can be used to assess
investment decisions, therefore it is
strongly recommended a further study
using other proxies in investment decisions,
such as Total Assets Growth, Market to
Book Assets Ratios, Capital Expenses to
market the value of assets, and Current
Assets to Total Assets.
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