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ABSTRACT 
 

The ownership and value relationship of the company has a lot of 
contentious issues. Previous studies have only examined the linear effect 
of ownership concentration on company value. In contrast to previous 
studies, the novelty of this study is to test the effect of nonlinearity in the 
concentration of ownership on firm value using 240 non-financial 
companies listed on the Indonesia Stock Exchange during the period 2010-
2018 with 2,151 observations. The results showed that the concentration of 
ownership showed the effect of nonlinear U-shaped on firm value. This 
study confirms that ownership concentration negatively influences the 
firm's value first and will show a positive effect after reaching a certain 
point. In addition, the debt level and firm size have a positive effect on the 
firm’s value. 
Keywords: Firm value, ownership concentration, nonlinear. 

 
ABSTRAK 

 
Hubungan kepemilikan dan nilai perusahaan masih ada beberapa 
masalah yang diperdebatkan. Studi sebelumnya hanya meneliti efek linear 
dari konsentrasi kepemilikan terhadap nilai perusahaan. Penelitian ini 
dilakukan untuk menguji pengaruh nonlinier dalam konsentrasi 
kepemilikan terhadap nilai perusahaan menggunakan 240 perusahaan 
non-keuangan yang terdaftar di Bursa Efek Indonesia selama periode 
2010-2018 dengan 2.151 pengamatan. Hasil penelitian menunjukkan 
bahwa konsentrasi kepemilikan menunjukkan pengaruh berbentuk U 
(nonlinier) terhadap nilai perusahaan. Penelitian ini menegaskan bahwa 
konsentrasi kepemilikan memengaruhi secara negatif nilai perusahaan 
terlebih dahulu dan akan menunjukkan efek positif setelah mencapai titik 
tertentu. Selain itu, tingkat utang dan ukuran perusahaan memiliki efek 
positif pada nilai perusahaan. . 
Kata kunci : Nilai perusahaan, konsentrasi kepemilikan, nonlinier 

 
INTRODUCTION 

 
The company is a business entity that runs economic activities 

intending to obtain profits. If the value of the company increases, it can 
improve the welfare of its shareholders or owners. Improved company 
performance can be achieved if the company can increase profits and can 
maintain its survival. But in the process, there are differences in objectives 

Artikel dapat diakses melalui : https://journal.unesa.ac.id/index.php/jepk 
Jurnal Ekonomi Pendidikan dan Kewirausahaan Vol. 7 No. 2 Hal 145-158 

p-ISSN 2303-324X, e-ISSN 2579-387X 



  

 146 Ahmad Aziz Putra Pratama: U-Shape Nonlinearity of Ownership Concentration On 
Firm Value 

 

between shareholders and owners, especially in terms of increasing individual 
achievement and the distribution to be received. 

According to agency theory, Jensen and Meckling (1976) explain that 
the concentration of ownership acts as an internal mechanism to alleviate 
conflicts between company owners and managers. Agency theory says there 
is a natural conflict that occurs because of differences in managers and 
company owners. Agency theory has three assumptions namely moral hazard, 
risk-averse and bounded rationality. In this highly concentrated environment, 
conflicts between owners and managers become less important. However, 
conflicts arise between large and minor shareholders (Renders & 
Gaeremynck, 2012). 

In companies with concentrated ownership structures, shareholders 
have high supervisory rights over the company, so agency conflict will be 
reduced because the management becomes part of the company's activities 
under the supervision of the shareholders. Therefore the ownership structure 
as a corporate governance mechanism must be analyzed based on the interests 
and character of each actor. A concentrated ownership structure has the 
benefit of an internal mechanism for disciplining management. Ownership of 
shares owned by the largest shareholder is an incentive to monitor and 
influence the decision making within the company to act in the interests of 
shareholders and the company. This cannot be done by shareholders if there is 
very little share ownership in the company (Shleifer and Vishny, 1986; 
Shleifer and Vishny, 1997). 

Company value is a particular condition that has been achieved by the 
company to continue his life and be able to maximize profits. Gitman (2006) 
explains that the purpose of a company that has gone public is to increase the 
prosperity of the owner or shareholders by increasing the value of the 
company. High stock prices indicate that the company can provide excellent 
prospects and provide confidence in the market going forward. 

Anderson and Reeb (2003) have found a U-shaped relationship between 
family ownership and corporate value when companies have a limited 
ownership structure. As investigated by Lozano et al. (2016) found that if the 
main owner has effective control over the company (if the ownership of the 
largest shareholder is large enough to control the control of the company) 
then the relationship between ownership concentration and firm value is in 
the form of U. Family companies usually see investment in the long run so 
they must make the best investment decisions for the company. So this causes 
family ownership to have a positive effect on company value. 

The purpose of this study is to analyze the effect of nonlinear ownership 
concentration on firm value for companies that have different levels of 
ownership. Researchers will clarify the effect of ownership on firm value. In 
this study, researchers used data from the annual financial statements of non-
financial companies listed on the Indonesia Stock Exchange or IDX in the 
2011-2018 periods. 
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In Indonesia, several companies have used the concept of ownership to 
evaluate their company, which is reflected in the annual financial statements. 
In the study of Lozano et al. (2016) explains that there is a U-shaped 
relationship between ownership concentration and firm value. The 
relationship between ownership concentration and firm value, there is a 
positive relationship for lower ownership levels and has a negative 
relationship for higher ownership levels. 
 
Agency Theory 

Jensen and Meckling (1976) explain the agency relationship in the 
agency theory that the company is a collection of contracts (nexus of 
contracts) between the owners of economic resources (principal) and 
managers (agents) who take care of the use and control of these resources. 
Agency relationship causes two problems, namely: the occurrence of 
asymmetric information (information asymmetry), where management, in 
general, has more information about the actual financial position and the 
operating position of the entity of the owner and the occurrence of conflict of 
interest due to unequal goals, where management does not always act in the 
interests of the owner. To overcome or reduce this agency problem, agency 
costs will be borne by both the principal and the agent. 

 
Convergence of Interest 

Jensen and Meckling (1976) state that the convergence of interests 
between managers and owners can be achieved by giving share ownership to 
managers. If managers have shares in the company, they will have interests 
that tend to be the same as other shareholders. With the pooling of interests, 
agency conflict will be reduced so that managers are motivated to improve 
firm value and shareholder prosperity. 

Managers who have access to company information will have the 
initiative to manipulate that information if they feel the information is 
detrimental to their interests. However, if the interests of managers and 
owners can be aligned, managers will not be motivated to manipulate 
information or manage earnings so that the quality of accounting information 
and earnings informatization can improve. Increasing managerial ownership 
is expected to reduce earnings management actions, as reflected in the 
reduced value of discretionary accruals. The amount of managerial ownership 
is expected to improve the quality of financial reporting and the resulting 
profits. 

 
Entrenchment 

Entrenchment theory is an integrated theory in corporate governance. 
The entrenchment strategy is carried out by managers to increase personal 
profitability, the dependency of shareholders and the resources they control in 
achieving the goal of stabilizing oversight of the company. Entrenchment 
occurs when there is an increase in expectations by the majority shareholder. 
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Majority shareholders have strong control over using the company to fulfill 
the interests compared to the interests of all shareholders. Entrenchment is the 
act of controlling shareholders by their control rights to carry out 
expropriation (Anderson and Reeb, 2003). Entrenchment actions arise due to 
several things, including the threat of takeover (hostile takeover), 
compensation received by managers does not match the performance they 
produce, the number of shares owned by managers is relatively small, and 
tenure of managers. 

 
Ownership Concentration 

Ogden et al. (2003) define the ownership structure as the distribution of 
shares among investor classes. Maramis (2007) states that concentrated stock 
ownership is a condition where most of the shares are owned by a small 
number of individuals or groups, so that these shareholders have a relatively 
dominant number of shares, or in other words the concentration of ownership 
is the largest percentage of ownership owned by an investor, and reveals that 
the ownership structure in the agency theory literature is divided into two 
types, namely the structure of concentrated stock ownership and the structure 
of scattered share ownership. La Porta and Silanez (1999) add that 
concentrated ownership is a phenomenon commonly found in countries with 
developing economies such as Indonesia and continental states. Faccio et al. 
(2000) define that controlling shareholders of a company are major 
shareholders who have a large percentage of rights, whereas minority 
shareholders are shareholders who have a small number of shares. Research 
by Juliardi (2012) and La Porta (1998), states that in Indonesia there is a 
relatively large concentration of ownership, it is estimated that around 40 to 
60 percent of Indonesian company shares are concentrated in the majority 
shareholder. This concentration of ownership will cause mistrust of the 
market for the company. 

  
Firm Value 

Brigham and Erdhadt (2005) define that the value of the company is the 
present value of free cash flow in the future at a discount rate according to the 
weighted average cost of capital. Free cash flow is cash flow available to 
investors (creditors and owners) after taking into account all expenses for 
company operations and expenses for investment and net current assets. 
Company value according to Gitman (2006), is the actual value per share that 
will be received if the company's assets sold according to stock prices. 
Maximizing the value of the company is referred to as maximizing the 
prosperity of shareholders and maximizing the common stock price of the 
company. Company value is the investor's perception of the company, which 
is often associated with stock market prices. Stock market prices indicate the 
price that investors are willing to pay. 
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Size 
Company size is the size of a company. Company size is a scale where 

companies can be classified into large or small companies, in various ways, 
including total assets, sales and market capitalization (Sudarmadji and 
Sularto, 2007). Brigham and Houston (2005) define company size as the 
average of total net sales for the year to several years. Company size is a 
characteristic of a company concerning the company structure. The size of the 
company is measured by the total assets owned by the company. The 
definition of total assets is all resources controlled by the company as a result 
of past transactions and are expected to provide economic benefits for the 
company in the future. Companies that have large assets or are referred to as 
large companies will get more attention from investors, creditors, the 
government, and economic analysts compared to small companies.  

  
Leverage 

Debt is capital that originates from loans from banks, financial 
institutions, or by issuing debt securities, and for this use, the company 
provides compensation in the form of interest, which is a constant burden for 
the company. Debt is a company's obligation to pay several money/services/ 
goods in the future to other parties, due to transactions conducted in the past. 
Baridwan (2000) classifies debts, including Short-term debt, that is, liability 
or debt or obligation that must be repaid within one year. There are several 
types of short-term debt, among others: trade payables (account Payable), 
notes payable or promissory debt, accrued expenses (accrual liabilities). 
Long-term debt that is past due, dividend debt, and customer deposit debt. As 
well as long-term debt, debt that is due more than one year or one accounting 
period. Maturity can occur in 1.5 years or two years, five years or more. 
Long-term debt usually arises because of the need for funds to purchase 
additional fixed assets, increase the amount of permanent working capital, 
buy another company or maybe also to pay off other debts. Long-Term debt 
is classified into two groups, namely: mortgage debt, and bond debt. 

 
Return On Asset (ROA) 

Return On Assets is one of the profitability ratios that is intended to 
measure the ability of the company of the total funds invested in the activities 
used for the company's operating activities to generate profits by utilizing its 
assets. ROA shows the ability to manage the capital invested in assets held to 
generate profits. ROA is an important ratio between existing profitability 
ratios. Negative ROA is caused by the company's profit in a negative 
condition or loss. This shows the ability of the invested capital as a whole has 
not been able to generate profits. Return On Assets is obtained by comparing 
net income to total assets. Net income is net income after tax. Total Assets are 
all assets used in activities or businesses to obtain regular income or the 
company's main business.  
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Ownership Concentration and Firm Value 
Jensen and Meckling (1976) state that with large ownership by the 

manager will further improve the value of the company because there are 
aligned goals between managers and shareholders, and the conflict that occurs 
between managers and majority shareholders is reduced because managers 
also have an investment in the company. Anderson and Reeb (2003), have 
found an inverse U-shaped relationship between family ownership and 
corporate value when the company has a limited ownership structure. 
Whereas the concentration of ownership and value of a company is U-shaped 
when the major shareholders have effective control over the company. 
Lozano et al. (2016) have researched the effect of ownership of major 
shareholders on firm value. The study shows a negative effect on lower levels 
of ownership when minority shareholders are protected than the opportunity 
for a lower takeover, therefore, minority shareholders do not need to increase 
their investment in the company and show positive effects for higher levels of 
ownership when shareholders are not too protected it will be easier to 
increase the authority over its ownership but not the authority over the 
company. Based on the explanation above, it can be concluded that the 
hypothesis proposed in this study is: There is a nonlinearity effect between 
ownership concentration and firm value. 

This study examines the nonlinearity effect of ownership concentration 
and firm value. Expect that the effect of variables in the form of U-Shape 
nonlinearity. Ownership concentration negatively influences the firm's value 
first and will show a positive effect after reaching a certain point. 

 
METHOD 

 
The type of data used in this research is secondary data taken from 

annual reports and financial statements of 240 non-financial sector companies 
listed on the Indonesia Stock Exchange  (IDX) in the period 2010-2018. Data 
regarding ownership concentration in a company can be obtained from 
company profile data listed on the Indonesia Stock Exchange (IDX), which 
can be viewed at www.idx.co.id. 

This study uses firm value variables as the dependent variable, 
ownership concentration as an independent variable and the level of debt and 
company size as a control variable. Researchers used multiple linear 
regression to examine the effect of independent variables on the dependent 
variable with IBM SPSS 25 Statistics for windows as an analysis tool. The 
technique used to collect data is purposive sampling. That is, elements in the 
population do not have the same probability of being selected as a sample. In 
this research, it is necessary to obtain information from specific targets, 
namely, certain types of people or institutions that will be able to provide the 
desired information, because the data used must meet specific criteria. 

The sample criteria desired by researchers to obtain the relevant results: 
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1. The company studied is a non-financial company listed on the 
Indonesia Stock Exchange (IDX) in 2010-2018 that presents a complete 
financial and annual report. 

2. The company studied has a controlling shareholder value of at least 
20% of the total outstanding shares 
 

Table 1. Sample Selection 
Sample Total 
All observation 2.160 
Outlayer (-) 9 
Total observation 2.151 

Source: Based on purposive sampling (Author data results in 2010-2018 period)  

 

Table 2. Operational definition dan variables measurement 
Variable  Measurement 
Firm Value TOBIN’S Q (Market capitalization+total 

debt)/total assets 
Ownership 
Concentration 

OC Total controlling share/total 
outstanding share 

Leverage LEV Total debt/total assets 
Firm Size SIZE Ln(total assets) 
Firm Performance ROA Net income/total assets 

Source: Lozano et al. (2016) and Gitman (2006) 
 

Analysis model to determine the effect of ownership concentration on 
firm value in this study is as follows: 

 
𝑇𝑂𝐵𝐼𝑁′ 𝑆 𝑄𝑖,𝑡 =  𝛽0 + 𝛽1𝑂𝐶𝑖,𝑡 + 𝛽2𝑂𝐶𝑖,𝑡

2 + 𝛽3𝐿𝐸𝑉𝑖,𝑡 + 𝛽4𝑆𝐼𝑍𝐸𝑖,𝑡 + 𝛽5𝑅𝑂𝐴𝑖,𝑡 + 𝜖𝑖,𝑡  
 

RESULTS AND DISCUSSIONS 
 
The description of the study aims to explain the characteristics of each 

variable studied statistically. The dependent variable used in the study is firm 
value (FV). The independent variable in this study is ownership concentration 
(OC). The control variables of this study consisted of company size (SIZE), 
corporate debt (LEV), and return on assets (ROA). This research description 
will explain the minimum value, maximum value, mean (average) value, and 
standard deviation of each variable from observations. 

Based on table 1, it can be seen that the average firm value (FV) of the 
sample companies during the 2010-2018 period was 0.920. The maximum 
value and the minimum firm value are 2.668 and 0.409, respectively. The 
average company in Indonesia has a concentration of ownership share (OC) 
of 0.558. The maximum value of 0.972 indicates the highest share ownership 
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in this study sample. The minimum value of 0.254 indicates the lowest share 
ownership of the company in this study. 

Furthermore, the control variable in this study. The average company 
size (SIZE) is 28,218. The maximum and minimum values of company size 
are 32,151 and 23,546. While the average corporate debt (LEV) and Return 
on Assets (ROA) are 0.462 and 0.046, respectively. The maximum values are 
0.935 and 0.543. Then the minimum values are 0.003 and -0.436. 

Table 3. Descriptive Statistic    
Variable N Min. Max. Mean Std. Deviation 

FV 2.151 0,409 2,668 0,92027 0,373066 
OC 2.151 0,254 0,972 0,55863 0,187732 
OC2 2.151 0,065 0,945 0,34727 0,221027 
SIZE 2.151 23,546 32,151 28,21844 1,672553 
LEV 2.151 0,003 0,935 0,46231 0,193926 
ROA 2.151 -0,436 0,543 0,04613 0,076388 

Source: Author data analyst in 2010-2018 period 
 
The following are the results of the analysis and hypothesis testing of 

multiple linear regression models during the 2010-2018 period. Data 
processing and analysis of this study used the IBM Statistic 25 for windows. 

 
Table 4. Regression results 

Variable 
Unstandardized Coefficients 

Standardized 
Coefficients t Sig. 

β Std. Error Beta 
(Constant) 0,276 0,239  1,154 0,249 

OC -0,844 0,426 -0,424 -1,979 0,048 

OC^2 1,467 0,362 0,869 4,056 0,000 

SIZE 0,015 0,008 0,068 1,962 0,050 

LEV 0,275 0,070 0,143 3,940 0,000 

ROA 1,061 0,175 0,217 6,047 0,000       
R Square  

   0,268 
Adj. R Square  

   0,262 
Durbin-Watson         1,036 

Source: Author data analyst in 2010-2018 period  
 

Based on Table 2 shows that ownership concentration (OC) has a 
significant negative effect on firm value (FV), and ownership concentration 
squared (OC ^ 2) has a significant positive effect on firm value. Based on 
these tests, so it shows that the two variables form a U-shape curve between 
the concentration of ownership and firm value. Consistent with research by 
Lozano et al. (2016). The results of the above analysis can be explained with 
the following Figure 1. 
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Figure 1. Nonlinear effect of ownership concentration and firm value 

 
From the graphic results of this study, it can be seen that an 

entrenchment effect occurs when the ownership concentration is low. 
Shareholders who have a low concentration level tend to think only of their 
interests and short-term interests but do not consider the value of the 
company. At present, the agency problem occurs between management and 
shareholders. Agency conflict between management and shareholders can be 
minimized by a monitoring mechanism that will cause agency costs. Agency 
costs incurred by shareholders to oversee management performance become a 
burden for the company so that it will reduce the profits generated and result 
in a decline in firm value. Therefore, agency conflict must be minimized by 
various strategies so that the firm value is high. Agency conflict can occur as 
a result of asymmetric information between shareholders and managers. As a 
result, investors are not sure of the company's performance and do not want to 
buy company shares so that stock prices decline and the value of the company 
also decreases. 

 
Table 5. Robustness tes with Price Earning Ratio as the dependent variable 

Variable 
Unstandardized 

Coefficients 
Standardized 
Coefficients t Sig. 

β Std. Error Beta 
(Constant) 0,123 0,311  1,184 0,149 
OC -1,232 0,423 -0,412 -1,921 0,021 
OC^2 2,123 0,342 0,931 4,152 0,002 
SIZE 0,121 0,022 0,098 1,989 0,012 
LEV 0,333 0,090 0,198 3,980 0,001 
ROA 1,865 0,178 0,411 6,655 0,000 

      

R Square  
   0,295 

Adj. R Square  
   0,292 

Durbin-Watson         1,106 
PER = Stock price/earning per share (Gitman, 2006) 
Source: Author data analyst in 2010-2018 period 
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Table 6. Robustness test with Return on Equity as the dependent variable 

Variable 
Unstandardized 

Coefficients 
Standardized 
Coefficients t Sig. 

β Std. Error Beta 
(Constant) 1,232 0,332  1,201 0,252 
OC -1,119 0,471 -0,435 -1,981 0,087 
OC^2 2,817 0,425 0,891 4,128 0,018 
SIZE 0,091 0,011 0,078 1,979 0,034 
LEV 0,361 0,023 0,164 3,968 0,015 
ROA 1,519 0,189 0,229 6,112 0,019 

      

R Square  
   0,319 

Adj. R Square  
   0,281 

Durbin-Watson         1,189 
ROE = Net income/total equity (Gitman, 2006) 
Source: Author data analyst in 2010-2018 period  

 
However, at one point, the concentration of ownership increased, 

resulting in increased company value. This causes a convergence of interest. 
When the concentration of ownership is higher, the shareholders are more 
oriented toward thinking about long-term interests by maintaining their 
investment in the company. Shareholders tend to support management's 
decision to increase the value of the company, and the majority of 
shareholders can carry out effective supervision of management performance 
so that the agency problem is small. Cooperation between shareholders and 
management in making decisions will affect increasing the value of the 
company.  

Size (company size) has a significant positive effect on firm value, as 
measured by Tobin's' Q. These results are consistent with research by 
Barontini & Caprio (2006). Company size is measured by looking at the 
overall assets owned by a company. This means that the higher of company's 
total assets, the better the value of the company. Large companies have more 
effective control so that an investor responds positively to a company whose 
book value has large total assets because they can finance the company's 
operations. With this, the company's value will increase in the capital market. 
And investors believe that the company will be able to provide large profits. 

Leverage (corporate debt) has a significant positive effect on firm 
value. This shows that the higher the leverage level of a company, the value 
of the company increases. With a higher level of leverage, the company 
shows the greater funds provided by creditors (Mamduh and Hanafi, 2007). 
Leverage can be an external monitoring tool in an effort to achieve the 
company's goals to maximize the value of the company by reducing the 
manager's opportunity to act contrary to the interests of shareholders and with 
a high level of debt can provide better decisions that will increase the 
company's profitability (Jensen, 1986). During a period of high investment 
growth, in addition to using internal funding, the company also used external 
financing in the form of debt. This is done to increase monitoring activities to 
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prevent managers from using the company's excess cash (free cash flow) on 
activities that do not add value to the company or invest excess cash in less 
profitable investments. This finding supports Mak and Kusnadi (2005) and 
Davies et al. (2005), which state that financial leverage (debt to total assets) 
can be used to increase firm value. 

Return on Assets (ROA) has a significant positive effect on firm value. 
This is because the higher the value of ROA means the more efficient use of 
company assets, so will increase profits (profits) obtained by the company. 
The relationship between profitability and firm value is based on the signaling 
theory, if the company can produce a stable and higher profit, then it is seen 
as a positive signal by investors regarding the company's performance. These 
results show the positive effect of profitability on firm value. Investors tend to 
prefer less profitable companies. This is consistent with research conducted 
by Chen & Steiner (2000). And according to the study by Iturriaga and Sanz 
(2001) states that higher profitability (Return on Assets) can increase 
company value. These results support the signaling theory that underlies the 
relationship between profitability and firm value. 

 
CONCLUSION 

 
The study aims to determine the effect of the influence of nonlinearity 

on ownership concentration on firm value. Based on the test results, analysis, 
and discussion explained in the previous chapter. This study can be concluded 
that ownership concentration has a significant negative effect on firm value, 
and ownership concentration squared has a significant positive effect on firm 
value of non-financial companies in Indonesia, which is indicated by the 
nonlinear U curve. Also, based on the results of the study showed that the size 
(company size), leverage (corporate debt), and Return on Assets (ROA) also 
have a significant positive effect on the firm value, which indicates the value 
of the company is increasing. 
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