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ABSTARCT 
The	aims	of	this	study	was	to	obtain	empirical	evidence	of	how	ownership	structure	ie	

institutional	 and	 managerial	 ownership	 affect	 firm	 performance.	 The	 study	 also	

examine	 the	 moderating	 role	 of	 tax	 avoidance	 on	 the	 effect	 of	 institutional	 and	

managerial	ownerships	on	firm	performance.	A	model	was	developed	and	tested	using	

sample	 of	 58	 manufactured	 companies	 from	 2012	 to	 2014,	 which	 is	 listed	 on	

Indonesian	 Stock	 Exchange.	 Data	 were	 collected	 and	 analyzed	 using	 least	 square	

regression	 and	moderated	 regression	 analisys.	 The	 result	 	 showed	 that	 institutional	

ownership	and	managerial	oenrrship	affect	firm	performance.	This	study	also	showed	

that	tax	avoidance	moderates	the	effect	of	both	institutional	and	managerial	ownership	

on	firm	performance.	
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INTRODUCTION	

Firm	 performance	 of	 the	 company	 is	 very	 important,	 and	 the	 higher	 firm	 performance,	 the	
higher	 the	 credibility	 of	 the	 company.	 According	 to	 Wahyudi	 and	 Parwestri	 (2006)	 firm	
performance	also	describes	the	welfare	of	the	owner.	Allen	and	and	Philips	(2000)	described	
that	 financial	 performance	 will	 impact	 on	 increasing	 share	 purchase	 by	 outside	 block	
ownership.	This	condition	will	cause	management	will	attemted	to	do	various	efforts	so	 that	
have	 the	 impact	 on	 increasing	 the	 firm	 performance.	 Corporate	 governance	mechanism	 is	 a	
tool	that	can	help	the	principal	to	increase	the	firm	performance.		It	is	caused	by	it	can	control	
agency	 cost,	 and	 therefore	 it	 will	 impact	 on	 increasing	 the	 firm	 performance.	 Jensen	 and	
Meckling	 (1976)	 found	 that	 institutional	 ownership	 can	 reduce	 agency	 conflict	 problems.	
Another	finding	found	that	institutional	ownership	affect	the	firm	performance	based	on	their	
controls	 (Nuraina,	 2012).	 The	 other	 ownership	 structure	 ie	 managerial	 ownership	 can	 also	
affect	 the	 firm	performance.	 It	 is	 because	 the	ownership	 that	he	has	will	 cause	him	 to	more	
concerned	with	the	credibility	of	the	company.	Furthermore	it	has	an	impact	to	the	increasing	
of	 company’s	 performance.	 According	 Saifudin	 and	 Yuanda	 (2016)	 tax	 avoidance	 at	
manufacturing	 companies	 listed	 on	 the	 Stock	 Exchange	 period	 2011-2014,	 increasing	 every	
year.	In	2012,	the	average	ETR	arise	from	0.240	to	0.260,	or	an	increase	of	0.02	units	from	the	
previous	year.	Furthermore,	this	increase	also	occurs	in	the	following	year.	Ie	in	2013	to	0,	270	
and	in	2014	also	increased	to	0.271.	This	condition	becomes	one	of	the	indications	that	the	tax	
avoidance	phenomenon	from	year	to	year	has	increased	
	

LITERATURE	REVIEW	

Gideon	 (2005)	 found	 that	 fhe	 percentage	 of	 shares	 owned	 by	 the	 institution	may	 affect	 the	
process	of	preparing	the	financial	statements,	thus	it	caused	no	possibility	of	accrualization	by	
management,	thus	it	may	increase	the	firm	performance.	Institutional	 investors	are	generally	
sophisticated,	 and	 these	 conditions	 may	 affect	 the	 increasing	 of	 company’s	 performance.	
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Previous	study	was	conduct	by	Herawati	(2008),	Nuraina	(2012),	Wida	and	Suartana	(2014)	
also	 found	 that	 institutional	ownership	affects	 the	 firm's	performance.	This	 findings	 indicate	
that	 high	 institutional	 ownership	 will	 have	 an	 impact	 on	 firm’s	 performance.	 Managerial	
ownership	structure	also	affect	firm	performance.	
	
The	 study	which	 conduct	 by	 Siallagan	 and	Machfoedz	 (2006)	 found	 that	 greater	managerial	
ownership	tend	to	improve	the	firm’s	performance.	The	study	of	Kamardin	(2014)	also	found	
the	effect	of	managerial	ownership	on	firm	performance	which	is	proxied	with	ROA.	Contrary,	
Benson	 and	 Davinson	 (2008)	 found	 a	 negative	 relationship	 between	managerial	 ownership	
and	 firm	 value.	High	managerial	 ownership	 is	 perceived	 as	 giving	 opportunistic	 behavior	 of	
managers.	 This	will	 cause	 the	market	 to	 react	 negatively,	which	will	 have	 an	 impact	 on	 the	
decline	company’s	value.	It	 indicates	that	managerial	ownership	has	a	negative	effect	on	firm	
performance.		
	
Tax	avoidance	 is	 an	avoidance	effort	 in	paying	 taxes	 conducted	by	 taxpayers	 legally	 and	not	
contrary	 to	 the	 provisions	 of	 taxation,	 using	 methods	 and	 techniques	 that	 tend	 to	 take	
advantage	of	the	weaknesses	contained	in	the	laws	and	regulations	of	taxation	itself,	so	that	the	
amount	of	 taxes	that	payable	to	decrease	(Pohan,	2015).	Santa	&	Regende	(2016)	 found	that	
tax	avoidance	are	negatively	effect	on	firm	value.	While	Chen,Xudong,	Na	Hu,	Xue	Wang,Xiaofei	
Tang	(2014)	found	that	tax	avoidance	behavior	increases	agency	costs	and	reduces	firm	value.	
However	 chen	 et	 al	 (2016)	 found	 significant	 positive	 indirect	 relationships	 between	 tax	
avoidance	and	market	value	
	
As	discussed	earlier,	both	institutional	and	managerial	ownership	affect	firm	performance,	i.e.	
the	greater	the	institutional	and	managerial	ownership,	the	higher	the	firm	value.	Aina	(2016)	
found	that	the	occurrence	of	tax	avoidance	will	affect	the	decrease	in	firm	value.		
	
H1:	Institutional	ownership	affects	firm	value	
H2:	Managerial	ownership	affects	firm	value	
H3:	Tax	avoidance	moderates	the	effect	of	institutional	ownership	on	firm	value	
H4:	Tax	avoidance	moderates	the	effect	of	managerial	ownership	on	firm	value	

	

DATA	AND	METHODOLOGY	

Population	and	Sample	

The	 population	 of	 the	 study	 is	 all	 manufacture	 listed	 companies	 on	 the	 Indonesian	 Stock	
Exchange	between	2012-	2014.	 	From	all	of	manufacture	companies	listed	on	the	Indonesian	
stock	exchange	from	2012	to	2014,	a	total	of	66	companies	as	a	sample.	After,	screening	based	
on	 criteria	 depicted	below	 in	Table,	 3.3,	 the	 finally	 sample	 size	was	115	 company.	Below	as	
shown	in	Table	3.1	are	the	detail	of	sample	description.	
	

Table	3.1:		Sample	Description	

	

Manufacture	ccompanies	listed	2012-2014	 	 144	
Incomplete	data	 	 	 	 	 		 (86)	
Qualified	sample	 	 	 	 	 		 	58	 	
Total	year-observations	 	 	3*58	=	174	 		

Sourced:	Processed	Data	
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Measurement	of	Firm	Value	

Firm	Value	is	measured	by	using	Tobin’s	Q	(james	Tobin,1969)	which	is	developed	by	Klapper	
and	Love	(Khomsiyah,	2005);	and	used	by	Chen	et	al	(2013),		Sudianto	and	Puspitasari	(2010).		

Tobin’s	Q	=:	
!"#$%#&'

'(
	

Where:	
MVE	 =	The	closing	price	at	the	end	of	the	book	x	the	number	of	shares	outstanding		
DEBT	 =	Current	Liabilities	+	Long	Term	Liabilities	
TA	 =	Total	asset	
	
Measurement	of	independent	variables	

Institutional	ownership	=	%	institutional	ownership	in	the	company	(Siregar	&	Utama,	2008;	
	 	 	 											Ratnawati	&	Ali,	2015)	
Managerial	ownership	=	%	of	managerial	ownershio	in	the	company	
Tax	Avoidance	=	Cash	Effective	Tax	Rates	(Cash_ETR)	which	developed	by	Dyreng	et	al.	(2008).		
	 	 	 	

)*+ℎ_-./= 012345267289
07:;<26=>?@A;

B	100%	
	
Techniques	of	data	Analysis	

The	 test	 of	 hypotheses	 was	 done	 using	 multiple	 regression	 models	 as	 stated	 below:		
	

Hypothesis	1	and	2:	FV	=	α	+	β1InsOwn	+	β2MgrOwn	+	ε	
	

Hypothesis	3	and	4:	FV	=	α	+	β1InsOwn*TaxAv	+	β2MgrOwn*MgrTaxAv	+	ε	
	Where		
	FV	=	Firm	Value	
	InstOwn	=	Institutional	ownership	
	MgrOwn	=	Managerial	Ownership	
	TAv	=	Tax	Avoidance	
	

Normality	Testing:	Using	normal	probability	plot	analysis	it	detected	that	all	of	the	data	have	
a	normal	distribution.		
	
Multicollinearity	 Testing:	 Based	 on	 the	 VIF	 value,	 it	 can	 be	 concluded	 that	 there	 is	 no	
autocorrelation	occure	in	this	study.	Variance	Inflation	Factor	(VIF)	value	of	each	independent	
variable	as	shown	in	the	following	Table	3.4.1.	
	

Table	3.4.1	Regression	Result	

	
Model				Collinearity	Statistics	Tolerance					VIF													P	Value	
InstOwn	 	 1.000	 	 	 							1.000	 0.017	
MgrOwn	 	 1.000	 	 	 							1.000	 0.027	
InsOwnTAv	 0.921	 	 	 							1.086	 0.041	 	
MgrOwnTAv	 0.921	 	 	 							1.086	 0.016	
	

Dependen	Variable:	Firm	Value	(Y)	

	
Table	3.4.1	shows	that	all	the	independent	variables	have	a	tolerance	value>	0.10	and	VIF	<10.	
Therefore,	it	can	be	concluded	that	the	independent	variables	used	in	the	regression	model	of	
this	research	is	free	from	the	problem	of	multicollinearity	(Gozali,	2013).			
	
Autocorrelation	Testing	
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The	 test	 result	 showed	 there	 is	 no	 autocorrelation	 occurred	 in	 the	 regression	model	 of	 this	
study.	It	can	be	seen	from	the	DW	value	as	shown	in	Table	3.2	below.	The	Durbin-Watson	value	
of	1.761	which	is	the	value	between	-2	to	+2	(Gozali,	2013).		

Table	3.4.2	Model	summary	

Model	 	R	 R	Square	 Adj	R	Square	 F	Change	 Durbin	Watson	

1	 0.27a	 0.077	 	 0.061	 	 4.996	 	 1.916	 	

	

Heteroscedasticity	Testing	

The	results	are	shown	that	 the	points	on	 the	 image	does	not	 form	a	specific	pattern	and	 the	
data	spread	above	and	below	the	number	0	on	the	Y	axis,	where	this	indicates	that	the	model	
did	not	experience	heterocedasticity,	and	this	model	fit	for	use	in	this	study.	

	
	

RESULT	AND	ANALYSIS	

Institutional	Ownership,	Managerial	Ownership,	and	Firm	Value	

From	 table	 3.4.1	 it	 can	 be	 seen	 that	 P	 value	 of	 institutional	 ownership	 and	 managerial	
ownership	respectively	have	positive	value	0.026	and	0.003,	which	is	smaller	than	0.05,	so	it	
can	 be	 concluded	 that	 both	 institutional	 ownership	 and	 managerial	 ownership	 affect	 firm	
value.	Based	on	that	finding	it	can	be	concluded	that	the	higher	the	institutional	ownership	and	
managerial	 ownership	 it	 will	 be	 the	 higher	 the	 firm	 value.	 That	 finding	 indicated	 that	
institutional	ownership	and	managerial	ownership	have	the	ability	to	affec	the	firm	value.	Such	
control	 is	carried	out	through	effective	monitoring	so	that	it	will	 impact	on	the	increased	the	
company’s	 credibility.	 These	 conditions	will	 of	 course	 affect	 the	 increase	 in	 firm	 value.	 This	
finding	is	in	line	with	Dechow	et	al.	(1996),	who	found	that	high	institutional	ownership	would	
be	followed	by	increasing	the	credibility	of	the	company's	financial	statements.	
	
Gideon	 (2005)	 also	 found	 that	 certain	 percentage	 of	 shares	 owned	 by	 the	 institution	 could	
affect	the	process	of	preparing	financial	statements,	which	does	not	rule	out	any	accrualization	
in	the	interest	of	the	management.	Because	in	general	institutional	investors	are	sophisticated	
investors,	 it	 will	 lead	 to	 institutional	 investors	 better	 able	 to	 utilize	 the	 current	 period	
information	 to	 predict	 future	 earnings,	 compared	 to	 investors	 other	 than	 institutional	
investors.	This	finding	is	also	in	line	with	Herawati	(2008),	Nuraina	(2012),	Wida	and	Suartana	
(2014).	These	findings	indicate	that	high	institutional	ownership	will	impact	on	increasing	firm	
value.	 Other	 findings	 by	 McConnell	 and	 Servaes	 (1990),	 Nesbitt	 (1994),	 Smith	 (1996),	 Del	
Guercio	 and	Hawkins	 (1999),	 and	Hartzell	 and	 Starks	 (2003)	 in	 Cornett	 et	 al.	 (2008)	 found	
empirical	 evidence	 that	 controls	 by	 institutional	 investors	 may	 limit	 the	 manager's	
dysfunctional	 behavior,	 which	 results	 in	 a	 decrease	 in	 firm	 value.	 Meanwhile	 Cornet	 et	 al.	
(2008)	 suggests	 that	 the	 control	 of	 the	 firm	 by	 an	 institutional	 investor	 can	 encourage	
managers	 to	 focus	 more	 attention	 on	 the	 company's	 performance	 so	 that	 it	 will	 reduce	
opportunistic	 or	 self-serving	 behavior,	 which	 will	 ultimately	 have	 an	 impact	 on	 the	
improvement	of	firm	value.	
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Managerial	 ownership	 is	 the	 ownership	 of	 shares	 owned	 by	managers	 at	 the	 company.	 The	
existence	of	managerial	ownership	will	further	improve	the	performance	of	the	company.	it	is	
because	the	ownership	in	the	company,	the	manager	will	feel	that	the	company	is	his,	so	he	will	
try	 to	 run	 the	company	well.	Therefore,	 the	higher	 the	managerial	ownership,	 the	better	 the	
company	performance.	
	
Ruan	et	al	(2011)	found	that	managerial	ownership	affect	fir	performance.	The	study	of	Li	et	al	
(2007)	 also	 found	 that	 managerial	 ownership	 has	 the	 positive	 effect	 on	 firm	 performance.	
Their	findings	indicated	that	the	higher	managerial	ownership,				
	
Moderating	Role	of	Tax	Avoidance	

The	 test	 results	 by	 using	moderated	 regression	 analysis	 shows	 that	 tax	 avoidance	 acts	 as	 a	
variable	 that	 moderates	 the	 influence	 between	 institutional	 ownership	 and	 managerial	
ownership	on	firm	value.	Negative	beta	values	indicate	that	tax	avoidance	weakens	the	effect	
both	 between	 institutional	 ownership	 and	 managerial	 ownership	 on	 firm	 value.	 The	
occurrence	 of	 tax	 avoidance	 in	 companies	 will	 further	 weaken	 the	 effect	 of	 institutional	
ownership	and	managerial	ownership	on	 firm	value.	The	test	results	 indicate	that	 the	higher	
the	 institution	ownership,	 it	will	be	 followed	by	 the	higher	 firm	value.	The	occurrence	of	 tax	
avoidance	 in	 companies	 will	 reduce	 the	 strong	 of	 the	 effect	 of	 institutional	 ownership	 in	
increasing	the	firm	value.		
	
Tax	avoidance	behavior	by	managers	tends	to	have	a	decrease	in	firm	value,	caused	by	small	
profits	as	a	result	of	tax	avoidance.	According	to	Armstrong	et	al.	(2010)	if	a	company	avoids	
taxes	 with	 poor	 governance,	 it	 poses	 a	 risk	 of	 a	 conflict	 of	 interest,	 which	 will	 trigger	 an	
opportunity	 for	 managers	 to	 divert	 costs	 for	 their	 personal	 interests.	 It	 may	 also	 have	 an	
impact	on	the	company’s	value.	According	to	Aina	(2016),	the	occurrence	of	tax	avoidance	will	
decrease	firm	value.	
	
Hypothesis	testing	results	that	test	the	effect	of	managerial	ownership	on	firm	value	indicates	
that	managerial	ownership	affect	firm	value.	A	positive	beta	value	indicates	that	the	larger	the	
managerial	 ownership,	 the	 higher	 the	 firm	 value.	 Testing	 on	 the	 role	 of	 tax	 avoidance	 as	 a	
variable	 that	 moderates	 the	 effect	 between	 managerial	 ownership	 on	 firm	 value	 shows	
significant	P	value	as	well	as	beta	which	is	negative.	This	indicates	that	the	occurrence	of	tax	
avoidance	 weakens	 the	 influence	 between	 managerial	 ownership	 on	 firm	 value.	 The	
occurrence	of	 tax	avoidance	at	 the	company	will	 reduce	 the	role	of	managerial	ownership	 in	
affecting	firm	value.	

	

CONCLUSIONS	AND	RECOMENDATIONS	

The	 objective	 of	 this	 study	 is	 to	 provide	 some	 empirical	 evidences	 of	 how	 institutional	
ownership	 and	 managerial	 ownership	 affect	 firm	 value,	 also	 want	 to	 investigate	 the	
moderating	 role	 of	 tax	 avoidance	 on	 the	 relationship	 between	 institutional	 ownership	 and	
managerial	ownership	on	firm	value.	In	this	study	it	was	proposed	that	institutional	ownership	
and	managerial	ownership	have	a	positive	effecs	on	firm	value.	The	result	also	showed	that	tax	
avoidance	affects	the	relationship	between	institutional	ownership	and	managerial	ownership	
on	 firm	 value.	 This	 finding	 also	 suggests	 that	 interaction	 of	 tax	 avoidance	 weakened	 the	
influence	of	institutional	ownership	and	managerial	ownership	on	firm	value.		
	
The	results	of	 this	study	can	help	 institutions	such	as	the	Indonesia	Stock	Exchange	and	also	
investors	to	know	how	the	institutional	ownership	and	managerial	ownership	affect	the	firm	
value.	Besides,	from	the	theoretical	aspect,	these	findings	provide	a	better	understanding	of	the	
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agency	theory	more	broadly.		
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