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Abstract

This research aims to test the effect of foreign ownership, agency cost, and debt on firm
value. The Independent variable used in this research is foreign ownership, measured by the
percentage of foreign ownership; agency cost, measured by asset utilization; and debt,
measured by debt ratio. The dependent variable of this research is a firm value measured by
Tobin’s Q. Sample of this research is a manufacturing company listed in BEI from 2015 until
2019, which is 160 companies. The sample that this research used is 109 manufacturing
companies consisting of the consumer goods sector, basic industry and chemicals sector, and
various industrial sectors. The method used is multiple regression analysis with Eviews 10 as
the application. The results show that foreign ownership and debt positively affect firm value,
while agency costs negatively affect firm value.
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Introduction

Along with Indonesia's economic growth and globalization, especially free trade
between countries, investment opportunities exist in Indonesia. Attracts foreign investors to
invest in Indonesia. One form of investment by foreign companies is the existence of foreign
ownership in the manufacturing and Indonesian banking sectors. Foreign ownership in
Indonesian companies is divided into two types: foreign ownership through share investment
(trade) and foreign ownership through establishing subsidiary companies (ownership).
Foreign ownership of companies in Indonesia is considered to increase the company's value
because the company has a wider operational area and a high long-term presence in the eyes
of the public so it will increase its value. Firm value is the company's performance which is
reflected in the share price formed by the demand and supply of the capital market, which
reflects the public's assessment of the company's performance. Investors should know well
three stock valuations: book value, market value and intrinsic value. Investors are interested
in knowing the three values as important information in making the right investment
decisions (Tandelilin, 2001). Investors can use market value and intrinsic value to determine
which stocks are cheap, the right value or which are expensive. Share value is categorized as
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undervalued if the market value is smaller than its intrinsic value. Furthermore, overvalued
if the market value is greater than the intrinsic value (Hartono, 2016).

Several factors affect the company's value, including ownership structure, agency
costs and debt. Agency costs arise due to conflicts of interest between shareholders, including
foreign shareholders and managers. Agency theory says that the agent is the company's
management while the principal is the shareholder, where the agent and the principal have
their respective rights and obligations. Agency theory arises because there is asymmetric
information between the principal and the agent, where the agent has more information than
the principal. Agency costs arise when the interests of the agent are not in line with the
interests of the principal, which will impact the negligence and decisions of managers based
on their own interests (Jensen and Meckling, 1976). When agency costs increase, it will reduce
the value of the company. Another factor that affects the value of the company is debt. Debt
is a policy taken by the company as an alternative to the company's external financing. The
greater the company's debt level, the greater the cost of debt that the company must pay.
When the cost of debt is high, it will increase the company's financial risk and reduce its
value. The trade-off theory says that the company will prioritize using internal funds for its
operational activities, and if the funds are lacking, it will be financed with debt. When the
debt reaches a certain point, namely the maximum limit, it will increase the company's risk
and will have an impact on decreasing the company's value.

Some of the results of previous Research conducted by Mareta & Fitriyah (2017)
found that foreign ownership significantly positively atfects firm value. Hizazi (2014) found
that foreign ownership significantly positively affects firm value. Nikmah et al. (2013) found
that foreign commissioners and foreign share ownership significantly positively affected firm
value. Gande (2009) found that the value of multinational companies is higher than national
companies due to business diversification within multinational companies. Sukirni (2012),
entitled Managerial Ownership, Institutional Ownership, Dividend Policy, and Debt Policy
Analysis of Firm Value, shows that debt policy positively affects firm value. Septariani (2017),
entitled Effects of Dividend Policy and Debt Policy on Firm Value (Empirical Study of 1.QQ45
Companies on the IDX for the 2012-2015 Period) shows that debt policy as measured using
DER has a significant effect on company value as measured using PBV. Wardani and
Susilowati (2017), entitled The Effect of Agency Cost on Firm Value with Information
Transparency as a Moderating Variable, shows that agency cost positively affects firm value.
Naftaly et al. (2015), entitled Analysis of the Influence of Agency Cost and Corporate Social
Responsibility on Firm Value, show that agency cost partially affects firm value. Jabbary et
al. (2013), entitled Investigation of the effect of agency costs on firm performance of listed
firms in the Tehran Stock Exchange, show a significant relationship between agency costs
and company performance.

The manufacturing sector is an economic activity that carries out activities to change
basic goods mechanically, chemically or by hand so that they become finished or semi-
finished goods and are closer to the end user. The researcher decided to collect data from
manufacturing companies based on research conducted by Purnamawati and Khoirudin
(2019), where the manufacturing industry sector almost always gets top priority in the
development plans of developing countries like Indonesia. The manufacturing industry is the
leading sector, which means that with industrial development, other sectors will be
encouraged, such as the service and agricultural sectors. In addition, based on articles in the
Ministry of Industry, in the first quarter of 2020, foreign investment was recorded at IDR
44.2 trillion. This amount jumped from last year, with a nominal IDR of 28.1 trillion. Foreign
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interest in the manufacturing industry in Indonesia is still high, so it can be said that the
manufacturing industry is still one of the main economic drivers in Indonesia.

Literature Review and Hypotheses Development
Effect of Foreign Ownership on Company Value

Firm value is an investor's perception of the company, often associated with stock
prices. High stock prices make the company value also high. The usual company value is
indicated by Tobin's Q ratio, namely the ratio of market value to the total assets owned by
the company (Soliha and Taswan, 2002). Multinational companies can raise higher stock
prices compared to national companies. It is because investors are more selective in choosing
companies with foreign ownership that are considered more prepared and able to manage
funds and can provide these investors with benefits to increase the company's value.
Research conducted by Mareta & Fitriyah (2017) found that foreign ownership significantly
positively affects firm value. Hizazi (2014) found that foreign ownership significantly
positively affects firm value. Nikmah et al. (2013) found that foreign commissioners and
foreign share ownership significantly positively affected firm value.

H1: Foreign ownership has a significant positive effect on firm value.

Effect of agency costs on firm value

Agency costs are costs incurred due to conflicts between shareholders and managers.
When managers have complete information about the company's state compared to
shareholders, asymmetric information will occur, and each party will have different interests.
Agency costs, as measured by asset utilization, show that when a company can manage assets
efficiently, it will reduce idle cash so that agency costs are low. High agency costs will reduce
the value of the company. Research conducted by Herdinata (2019) found that asset
utilization significantly affects company performance. Wardani and Susilowati (2017) found
that agency costs positively affect firm value. Syofyan and Sudibyo (2019) found that the
asset utilization variable significantly positively affects firm value.

H2: Agency costs have a significant negative effect on firm value.

Effect of debt on firm value

Debt policy is a policy companies take to finance through debt, often measured by
the debt ratio. This ratio shows the amount of debt used by the company in carrying out its
operating activities. The greater the ratio, the greater the level of dependence of the company
on external parties and the more debt costs that the company must pay. Impact on the
company's profitability because some of the revenue is used to pay debts. The use of high
debt will increase the company's risk, and an increase in the company's risk will reduce the
value of the company. Research by Dewi and Suyono (2019) found that debt significantly
negatively affected company value. Mardiyati, et al. (2012) entitled found that debt will have
a significant negative effect on firm value. Nainggolan and Listiadi (2014) found that debt
policy has a negative effect on firm value.

H3: Debt has a negative effect on firm value.
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Research Methods

The population in this study are manufacturing companies listed on the IDX for the
2017-2019 period. According to Sugiyono (2014), The sample is part of the number and
characteristics possessed by the population. The sampling technique in this study used a
purposive sampling method. Purposive sampling is a sampling technique with certain criteria.
The sample criteria are as follows: Manufacturing companies listed on the IDX in a row for
the 2017-2019 period. Manufacturing companies that publish financial reports consecutively
during the 2017-2019 period. Manufacturing companies that have foreign ownership.
Manufacturing companies that have complete data according to research needs. The
company has a positive debt ratio. The type of data in this research is secondary data taken
from financial reports listed on the IDX for the 2017-2019 period.

Variables and Operational Definitions

Firm value as the dependent variable (Y). Firm value is an investor's perception of a
company often associated with stock prices. The share price reflects the company's value.
Firm value is measured using Tobin's Q ratio, which is the ratio of market value to total
assets owned by the company. Foreign Ownership as an independent variable (X1). Foreign
Ownership is the number of company shares owned by foreigners, individuals and
institutions with a company's shares. Foreign Ownership can be calculated using the formula.
Foreign Ownership = (Total Shares of Foreign Parties)/(Total Outstanding Shares) x 100%.

Agency costs as an independent variable (X2), Djumahir (2014) defines agency costs
as costs incurred to ensure managers act in the interests of shareholders. Agency costs can
be proxied using Asset Utilization. The formula can calculate Asset Utilization: AU =(Total
Income)/(Total Assets) x 100%. Debt as an independent variable (X3). Debt policy is a
policy carried out by a company to fund its operations using financial debt or what is
commonly referred to as financial leverage. Debt Ratio can be calculated using the formula:
Debt Ratio =(Total Debt)/(Total Assets). The multiple linear regression analysis method is
an extension of the regression method in bivariate analysis, which is generally used to test
the effect of two or more independent variables on the dependent variable with interval or
ratio measurement scales in a linear equation. Regression analysis method using the OLS
method. This method is a statistical formula for analyzing structural equations and is a
development of the ordinary least square (OLS). With the following test model:

Result and Discussion
Descriptive Statistic

Descriptive statistics provide an overview of the data's characteristics and describe
the study's variables. Descriptive statistics tables will display some of the data in the study,
namely the number of observations, the average value (mean), the median value, the
maximum value, the minimum value, and the standard deviation. The statistical results of the
data used are as follows:

Table 1. Descriptive statistical results

Variable Number. of Mean Median | Maximum | Minimum Stagd:jlrd
obeservations deviation
Independent Variable
TOBINSQ | 327 10,927 1,0400 1054,1 0,01 90.161
Dependent Variable
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KA 327 37,080 | 28,250 | 99.770 0.01 34.724

AU 327 96,170 | 80,750 | 1155,07 0.06 106.99

DER 327 69,676 | 21,99 | 955.46 0.150 129.57
Control Variable

UP | 327 | 28819 | 2900 | 3300 | 2200 | 17915

Source: Results of Eviews10 data processing

Descriptive statistical results from 327 company observation data of manufacturing
companies listed on the IDX. The manufacturing companies studied comprised three
sectors: the consumer goods industry, basic industrial and chemical sectors, and various
industrial sectors for three periods, namely, 2017 to 2019. Tobin's Q variable on 327
manufacturing company observation data obtained a minimum value of 0 .01 and a
maximum of 1054.1. The average value is 10.927, and the standard deviation value is 90.161.
In 327 manufacturing company observation data, foreign ownership variables obtained a
minimum value of 0.01 and a maximum value of 99.770, with an average value of 37.080 and
a standard deviation of 34.724. In the foreign ownership variable, the average value in 2017
was 38.123. In 2018, it was 37.374; in 2019, it was 38.052. The growth or decrease in the
average amount of foreign ownership is that in 2018 the average value decreased by 0.748 or
2.002%, while in 2019, the average value increased by 0.678 or 1.782%. The asset utilization
variable for 327 manufacturing company observation data obtained a minimum value of 0.06
and a maximum value of 1155.07 with an average value of 96.170 and a standard deviation
of 106.99. The DER variable for 327 manufacturing company observation data was obtained
with a minimum value of 0.150 and a maximum value of 955.46 with an average value of
09.676 and a standard deviation value of 129.57. Firm size variable on a total of 327
manufacturing company observation data obtained a minimum value of 22.00 and a
maximum value of 33 00 with an average value of 28.819 and a standard deviation of 1.7915.

Hypothesis testing

Testing the first hypothesis is the effect of foreign ownership on firm value. The
hypothesis states that foreign ownership has a significant positive effect on firm value. The
regression results for the first hypothesis are as follows:

Table 2. Descriptive statistical results

. Dependent Variable
Independent Variable TOBINSQ
Constanta > 10887
(14.372)
0.0746%+*
KA (7.9939)
-0.0233*
AU (-1.81106)
0.0265%+*
DER (3.9414)
-0.1764*+*
up (-14.768)
R Square 0.4179

Source: Results of Eviews10 data processing
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Table 3 shows that foreign ownership has a significant positive effect on firm value,
which is proxied using Tobins Q with a coefficient of 0.0746. It shows that the higher the
foreign ownership of a company, the higher the value of the company. The second
hypothesis in this study is the effect of agency costs on firm value. The results of testing the
hypothesis in Table 3 show that agency costs proxied by asset utilization significantly
negatively affect firm value at a significance level of 10% and a coefficient of -0.0233. It
shows that the higher the agency costs, the lower the firm value. The third hypothesis is the
effect of debt on firm value. The results of hypothesis testing in Table 3 show that debt
significantly positively affects firm value with a coefficient of 0.0265. It shows that when the
company's debt increases, it will increase the value of the company. The control variable in
this study is company size which is proxied using LN total assets; the results show that
company size has a significant negative effect on firm value with a coefficient of -0.1764.
The control variable in this study, namely firm size as measured by LN total assets, indicates
that firm size has a significant negative effect on firm value with a coefficient of -0.1764. It
indicates that the larger the company's size, the lower the company's value. The R-square
value of 0.4179 indicates that the dependent variable can explain its effect on the dependent
variable of 41.79%. The remaining 58.79% is influenced by other variables not examined in
this study.

Effect of Foreign Ownership on Company Value

The results of hypothesis testing show that foreign ownership has a significant
positive effect on firm value. It shows that when the percentage of foreign ownership in a
company increases, it will be followed by an increase in its value. Foreign ownership is the
portion of shares owned by foreign investors in the form of individuals, companies, legal
entities, or governments with foreign status to the company's total share capital. (Farooque
et al., 2007). Based on agency theory, differences in interests between managers and
shareholders will result in agency conflicts, so companies need to have a mechanism that can
protect the interests of shareholders. One of these mechanisms can be through foreign
ownership. According to Simerly and Lie (2000), foreign ownership is considered a party that
supports the improvement of good corporate governance. It is due to the company's foreign
ownership increasing its technological capabilities to keep up with developing countries
through direct imports of new capital and technology. (Benfratello and Sembenelli 2002).

The more foreign parties who invest their shares in the company, the company will
innovate in systems, technology, expertise, products and marketing to positively impact
company performance and increase company value. The higher the foreign ownership, the
foreign party as the majority shareholder will appoint a foreigner to serve as a commissioner
or board of directors. Of course, it will create an alignment of goals and principles between
foreign shareholders and management, who are also foreign parties, to increase the
company's value. The performance of foreign companies is better than foreign companies.
It is because foreign companies have a level of efficiency in utilizing company resources and
annually conduct research and development in developing company strategies. Of course, in
line with research conducted by Rakhmardi (2011) that foreign ownership in companies,
both institutional and individual, is considered an important matter. Indirectly, foreign
shareholders will monitor the rise and fall of share prices, which will later reflect the rise and
fall of the company's value. This study's results align with Chibber and Majumdar (1999),
who found that foreign ownership positively affects the performance of companies in India.
With more and more foreign parties investing their shares in the company, it will increase

46



Jurnal Al-Qardh, Vol.8, No.1, Juli 2023, hlm. 41-51

the performance of the companies whose shares are invested; this happens because
foreigners who invest their share capital have a management system, technology and
innovation. Hizazi (2014) found that foreign ownership significantly positively affects firm
value. Nikmah et al. (2013) found that foreign ownership has a significant positive effect on
firm value.

Effect of Agency Fees on Firm Value

The results of the study show that agency costs have a significant negative effect on
firm value. When agency conflicts increase, agency costs will be higher, so firm value will
decrease. Agency costs are costs incurred due to conflicts between shareholders and
managers. When the goals and principles between shareholders and managers are not aligned,
it will cause agency conflict. High agency costs will result in the company needing to be more
efficient in managing company funds, reducing the company's value. Agency costs, as
measured by asset utilization, show that when a company can manage assets efficiently, it
will reduce idle cash so that agency costs are low (Yermack (1996)). The costs incurred by
the company in carrying out tax avoidance practices will reduce the value of the company.
According to Chen et al. (2013), agency costs will reduce firm value by reducing current or
future cash flows. The costs incurred by the company are a deduction to obtain company
profits. The higher the costs incurred by the company, the lower the profit earned, and vice
versa. The results of this research align with Riantani, Rahmawati & Sodik (2015), showing
that agency costs negatively affect firm value. Research conducted by Lutfia, Susyanti & Salim
shows that agency costs have a negative effect on firm value. Research conducted by the
State (2019) shows that using path analysis, agency costs have a significant negative effect on
firm value.

Effect of Debt on Firm Value

The results of hypothesis testing show that debt has a positive effect on firm value.
It means that when the company's debt is binding, it will increase the value of the company.
The company's debt policy that involves funding from external parties will increase the risks
that the company will face; when the company can manage these risks well, it will increase
the value of the company. The results of this study support the trade-off theory, which states
that companies will use debt up to a certain point, where the tax savings from additional debt
equals the cost of financial distress (Myers 2001). The optimal level of debt will be reached
when the tax savings reach the maximum amount of bankruptcy costs. The trade-off theory
implies that managers will think about a trade-off between tax savings and bankruptcy costs
in determining the level of corporate debt. Companies with high profitability levels will try
to reduce their taxes by increasing their debt ratios. Increasing the optimal debt ratio
proportional to the tax savings will increase the company's value.

Debt is additional capital from external parties so that the company can increase
production capacity or expand, increasing company profits. It will have an impact on
increasing the company's value, which will have a negative impact on investors. Suppose
excessive debt will increase the company's risk in generating profits and cause doubts by
shareholders about how the company can repay its debts. This will have an impact on the
profit that the company will obtain to reduce the value of the company. Normayanti (2017)
states that excessive debt will increase the company's risk in generating profits and cause
shareholders doubts about the company's ability to repay its loans. This study's results align
with previous research conducted by Sukirni (2012), who found that debt policy variables
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have a positive effect on firm value. Mardiyati et al. (2012) found that debt policy has a
positive but insignificant effect on firm value. Pratiwi and Mertha (2017) also found that debt
policy has a significant positive effect on firm value, and dividend policy strengthens the
effect of debt on firm value.

Conclusion

Based on the results of data processing, it can be concluded: Foreign ownership significantly
positively affects company value in manufacturing companies for the 2017-2019 period.
Agency costs significantly negatively affect firm value in manufacturing companies in the
2017-2019 period. Debt has a significant positive effect on firm value in manufacturing
companies in the 2017-2019 period. The practical implications obtained from the results of
this research for the manufacturing industry are as follows: Companies should increase the
composition of foreign ownership to increase the company's value. Companies should
improve supervision of the corporate governance system to minimize deviant behavior to
create cost efficiency and increase corporate value. Companies should increase debt to
expand investment activities so that it will increase the value of the company.
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