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THE OWNERSHIP STRUCTURE ON THE CAPITAL
STRUCTURE AND THE FIRM PERFORMANCE

Agus Zainul ARIFIN
Faculty of Economics, Tarumanagara University, Indonesiu
aguszal 808@gmail.com

ABSTRACT

The financing acuivity can generate a conflict between the management and the
stockholder or creditor as a consequence of the opportunity management behaviours.
These behaviours have also influence on the firm performance. The phenomenon of this
research 1s the mfluence of the ownership structure in determining the selection of the
firm’s financing sources and on the firm performance. The aim of this research is to find
the influence of the ownership structure on the capial structure and on the firm
performance on the framework of the agency theory.

This research was conducted at non financial public companies listed at the Jakart
Stock Exchange in years 2001-2003. This study used analysis tool of the two stages
least square equation (2SLS) models. The first model is to test the influence of stock
ownership suucture. asset growth of the firm, and asset structure of the firm on the
capital structure. The second model is to test the influence of the stock ownership
structure, capital structure, firm size, and risk of stock return on the firm performance.
The conclusions give answers (o all the problems,

Key Words: Agency Theory, Stock Ownership Structure, Capital Structure, and
Firm Performance

JEL Classificiation: G32

1. INTRODUCTION

The existence of capital maskets provides an opportunity for compinies to increase
funding and improve their capital structure so that they can operate 4t a larger scale with
more healthy capial stucture, which in wrn will help improve corporate earnings,
society, and the macro economy. According to data of Indonesian Capital Marker
Directory (2004), until the end of the year 2003 the number of companies that have
already unlized the capital market (Jakarta Swock Exchange) as an alternative source of
financing for the company was as many as 333 companies. with total markel
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group of shareholders, only the group of shareholdess is the most effective insuwliion
that can monitor and influence management policies, because this group have a formal
mechanics and budget and are consistent (Bathala, Moon, and Rao. 1994). (nernal party
can effectively monitor is managerial stock ownership. because of it can wfluence
management policies for the benefit of sharcholders. The size of the managerial ability
of shareholders 10 monitor depends on how much ownership of shares held by the
management.

The phenomenon of capital structare on non-financial issuces companies in Jakaria
Stock Exchange (JSX), showed that the composition of the capual soucture of
non-linancial issuers during the period 1993 (o 2003 is more dominated by debt,
mdicated by the level of leverage The average value above 60%. According 1o Lasher
{2003:431). the optimal capita) swucture for the company’s business has a debt level in
the range between 30% - 50%. Although this criterion is not a regulatory standard, it has
become an accepted wisdom as a general guide in managing the company's capita
structure,

Performance of public cornpanies on the JSX in the year 2001 1o year 2003, can use
the research results from SWA Magazine MarkPlus and Master of Accounting,
University of Indonesia (MAKSI UD, which assesses the financial performance of
companies with the EVA approach. The result, in 2000 (based on the financial
statements as of December 31, 2000). Companies that were able to record a positive
EVA numbered 47, and in 2002 droped to 33 companies, and in 2003 only 24
companies. Tt showed some issuers in Indonesia have nol been able to generale relurns
that can cover the risk capital (Poeradisasta. 2003:28). This means ihat fundamentally.
it can be said that the management as an agent of (he shareholders had fsilcd (o perform
is role to achieve cormpany goals.

2. FORMULATION OF RESEARCRH

Based on the background described earlier, the problems in this research are as
follows:

a. Does the share ownership by institutions and the managerial share affect the
capital structure?

b. Does the share ownership by the institution and the managerial share ownership,
and capital struciure affect the corporate periormance?

3. LITERATURE REVIEW

The company's maw objective is 1o enhance shaseholders’ value by increasing and
maximizing sharehofders” weadth or firm (Ross. Westerfield, and Jafte, 2002) or
maximizing corporate value (Keown. 2002). Fama (1978) suggesied that maximizing
the value of the companies often expressed with a form of maximizing the value of
company stock. Destination covered companies within both the prosperity of the stock
holders or bond securities. Component selcction decisions about which funding sources
will be setected. ideally the company should refer 10 the company's objective. thal is
maximizing welfare. which can be realized throvgh improved corposate pesformance. In
other words. selection of the composition of capital struciure by firms in financing
activities will also affect the performance of the company.
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The company shases arc owned by various partics after becoming a public company.
Ownesship structure 15 the parties who own shares of the company. Jensen and
Meckling (1976) stated that structure or equity ownership of the company is the parties
who own shares in proportion (Kuzactov and Muravyev, 2001). The problems that arise
in agency relationship are scparation between owncrship functions and  control
functions.

Grouping of stock ownership structure can be done in various ways. According 10
Yamneesri und Lodh, (1997). ownership structures are grouped into family group.
management, and outside the company. Meanwhile, according to Brailsford, Oliver, and
Pua. (2002). suuciure of shareholding is grouped into: iastitutional sharcholders.
individuals, and managenal. ln conjunction with monitoring the activities of policy
management, ownership structures ase classified based on the opinion ot Brailsford,
Oliver. and Pua, (2002), which differentiate into nstitutiona! shareholders, individuals,
and managerial.

Demsetz (1983), Shieifer and Vishny (1986). Agrawal and Mandelker (1990):
Bathala. Moon. and Rao (1994). Brailsford. Oliver and Pua (2002), swted that share
ownership structure may affect the company's capital structure. Share ownership by
management is the application of internal control mechanism function, and by non
management is external control mechanism function. The effectiveness of this control
can affect management policies in the use of tunding sources which imeans affect in the
company's capital structure,

Jensen and Meckling (1976) said ownership by the manager (managerial ownersinp)
can reduce the managerial incentive 10 do additiona) consumption, the acquisiuion of
shareholders” wealth, and agaiost other non-maximizing behaviour management.
Behaviour that reduces shareholders™ wealth. This raises a conflict bewween management
and sharcholders. This conflict c¢an be reduced through the alignment of interests
between management and shareholders. through stock ownership by management.
However. share ownership by imanagement over the ownership of a number of extemal
parties will have an impact on the conwol of the manager is fow (defensive atlitude by
the management), so it will encourage the management (0 11Crease its Opportunistic
atitude. Share ownership by management will reduce the high levels of debt because
debt is an exierna) control mechanism. Debt manageroent can reduce the freedom of
exercise control over corporate cash flows and other activities that are not optimal.

Relationship with the ownership structure to capital structuce can be summarized as
follows (Jensen and Meckling. 1976):

a. Level of share ownership by management has a negative correlation with ihe level
of debt. al a high level of share ownership by management, the level of debt will
be reduced.

b. Block holders™ actively control rules and they encoucage companies (o lower debt
levels.

¢. Share ownership by management and by external block causing the interaction. Al
low levels of shire ownership by management, more effective external block
holders \cad 10 4 negative relation with debt ratio. However. the management will
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Stay on the level of ownership 10 a high level. The relationship beiween share
ownership by block and the ratio of debt will be weak.

Besides ownership structure, corporate caputal structure is also influenced by othes
variables as control variables. namely variable assets strucwre and growih assets. The
structure shows the value of collateral assets wilth corporaie assets (collateral value of
ussets). The higher company's assets that can be secured, the bigger debt with collateral
(secured debt) can be obuined from the company. Company that has a guarantee would
tend to use greater debt. Creditors will always give credit when there is collateral
(Titman and Wessels, 1988). Companies tha( have insurance against debt, would more
easily get loans compared with the companies that do not have a guarantee of debt
(Brigham and Gapenski, 1996). One way (0 avoid the agency cosis between
management and sharecholders is by issuing debt with collateral (debr secured) property.
for this reason, companies that have assets which can be vused as collateral (collateral
assets) (0 obtain the debt (secured debt) allow issuing more debt 1o gain a beues
investment opportunity. This means that the debt as a compromise between management
and shareholders (Myers and Majluf, 1984).

Brailsford, Oliver, and Pua (2002) use the control variable annual growth of assets
(growth) to measure the capital structure according (0 agency theory. Twman and
Wessels (1988) argue that high growth rate shows greater flexibility in investing in the
future and offers a larger opportunity to take over the welfare of the debt holder. So
growth is inversely related to debt ratio or high growth rale indicates the ability of a
company's eamings. So generally there is a negative relationship berween growilt and
debt.

Shareholding swucture and corporate performance according 1o agency theory
depends on the interaction between the effects of alighment and the effects of defense
for managerial sharetiolders (intecnal). On one side. an ownership share by management
is a tool to align managerial interests with shareholders. Management. beside to be
bound by the contract, is also given monetary incentives 1o maximize and grow the
company. This condition is called alignment effects. On the other side, share ownership
by management can improve the defense by monitoring the management of external
parties when management has a low skills and wanting an easier life. This condition can
ocewr if the ownership of shares by managerial Ownership is greater than the other Party.
This sitwation is called defense effects. Overall. the impact of share ownesship by
management on fum performance depends on the relative sength through securities
and securities defense alignment (Kuznetsov and Muravyyev. 2001).

Kuznewsov and Muravyev (2001) found evidence that there is a positive relationship
between the highest concentrations of share ownership by external panies on
performance as measured by laboc productivity. Soliha and Taswan (2002) found a
significant positive relationship between insider pwnership and firm vajue. Furthermore,
Lemon and Lins (2003) who investigated the selationship of share ownership structure
and firm value during periods of crisis in eight East Asian countrics explained that the
structure of share ownership by management at 3 high level of ownership that can only
ccach 20% ol perfarmance boost.
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company sharc retumn, Companies that have a large size typically hive a larger e
income from the company's small size. Companics wilh large size provide compensation
for thc company to choose a good and experienced management team. The companies
have the opportunity o select the input manager. Expericnced managers will demand
relatively high salaries. Managers who have high skills and capabilities are expected o
provide superior returns in order to meet company objectives. Thus, tinn size has a
positive refationship with performance. Relationship risk of share return, measured by
the standard deviation of share refurns, with (he share perfonmance is negatively related
to furm pertormance. Risk of share refurn is the proxy of the total risk.

4. RESEARCH HYPOTHESIS

FFrom the description of the background of the problern, research problem. lilerature
review and research hypothesis is built as (ollows:

a. The proportion of institutions share ownership by external, the proportion of
managenial ownership of shares by internal have effects on corporate capital
structure with following sub-hypotheses:

1) Ownership of shares by institutions negatively aftects (he company’s capital
structure.

2) Manageria) share ownership negatively affects the company's capital structure.

b. The proportion of share ownership by the institution, the proportion of share
ownership by the manager, and capital structure affect fum performance. Based
on this hypothesis. further sub-hypotheses can be made as follows:

1) Ownership of shares by institutions has positive influence on company
performance.

2) The managerial share ownership has positive eftect on fum performance.

3) The company's capital struciure negatively affects company performance.

S. RESEARCH METHODOLOGY

The objects of this study consist of variables including exogenous variables:
managerial share ownership. institutional share ownership. asset structure. asset growth,
company size and share retumn risk. Endogenous variables include variables of capital
structure and corporate perfonmance. The subject of this research is issuers listed on the
Jakarta Stock Exchange (JSX) as many as 333 companies. The dals used are secondary
data in the form of annual tinancial statements of the period 2001 - 2003 (pooled data).
These periods were chosen because the cconomic conditions were in a state of relatively
normal after recovering from the economic crisis in 1997, Samples are non-financial
1ssuers (companies outside the banking and tinancial institutions and investment). The
sampling technique used was purposive sampling criteria: (1) selecied non-financial
1ssuers outside the company investment banking and financial nstitutions during the

period 2001 to 2003 (2) issuers with positive equity. Based on these criteria, 193 finms
were found.

Each of the 193 issuers, research variables will be measured fromn annua) data for 3
(three) years. except tor annual share recurn of risk variables that uses monthly shure
price data. Operationalization of the varsables used i this study are presented i Table
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. The rescarch model consists of two models of equation (1) and (2) The maodel of

quation (1) add two control variables: asset structure and Growth asset. The model ot
i0n (2) add two control vanables: firm size and risk of the company share return.
¢ models are:

Capital Sturucture Model:
CS=Pio+PrlS+PoMS + B3AS + B4 AG + ¢y
Company Performance Model:
CP=Boo + B2yCS + PoalS + PoaMS + PoaSIZ + PasVAR + &5 (2)

(N

Tuble 2. Operationalizalion of Rescarch Vanable

Vanable Vanable Concept Indicator
Capital Composition of debt wilh equity. ‘The ratio of book value of long-term
Structure (Weison and Copeland, 1992) obligation with a murket value of equily
(CS) plus long-term obligation
Company Mecasuring the results of an internal The ratio between [(NOPAT / Capital) /
Performance process caried out within the company WACC| multiplied Cupital
(CP) during the specilied period,
(Mulyadi. 1993; und Steward. 1991)
Instituional  Percentage of shares held by institutions The ratio between the number of
Ownership as an external monttoring agent due o ordinary shares owned by instiutions
(s) the size of their investments in capifal (companies, pension funds, insurance,
mawkets. (Wahidawan, 2001, banks) 1o lotal outstanding
Brailsford, Oliver. and Pua, 2002) common stock.
Managerial The percentage ownership of shares held The ratio between the number ol
ownership  hy the management as internal monitoning  ordinary shares owned by members of
(MS) agency that actively AGiticiAGle in the managers and directors (o the total
corporate decision malSng. common shares outstancing
{Balhala Moon, Rao. 1994,
Wahidawati, 2001)
Asset Reflects the value of corporate assets The rutio of lixed assets lo total
Structure that cun be used as collateral 10 obtan assels
(AS) loans fram the bondholder,
(Titman and Wessels. 1988:
Wahidawati. 2001)
Assel The average rate of annual growth of The ratio between the lotal value of
Growth total assets. (Titman and Wessels, 1988; assels by the end and beginning ol
(AG) Bradsford, Oliver, and Pua. 2002) ihe year divided by the total assel
value al beginning of year.
Company The size of the company's sales dunng Natural log of unnual sales
Size the period. which can be seen from the
(S1Z) sales, (Lauterbach and Vaninsky, 1999).
Risk Share Viariability corporate earnings and profil Stundied deviation of stock price
Return 15 delined as the coetficient of varation change (per month)
IVAR) {Lauterbach and Vaninsky 1999)

Sourch: from many sourches
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6. ANALYSIS OFF RESEARCH RESULTS AND DISCUSSION
a. Data Analysis of Rescarch Model

In calculating. the 2SLS model. the regression coefficient will be searched, the
independent vaniables influence the dependent variable. and the coefficient of
determination (R2). Before the data is included n the model, first it has passed the test
of classical assumptions. The model equation (3) and (4) satisfy the classical
assumpuons (criteria Unbiased BLUE = Best Lineas Estimators)

1) First Phase: Model Capital Structure

At this stage built into one based on equation (1) to see the effect of Institotional
share Ownership (IS), Managerial share Ownership (MS). Structure of Assets (SA). and
the Growth of Assets (AG) to the Capital Structure (CS). Results of stauistical
calculauons are presented in Table 3.

Table 3. Calculation results of the First Phase (Mode) Capital Structure)

Coeflicients

Model Unslandardized Coefficjents Slandardized Coefficients t SIG
B STD. Eror BETA

Conslunt 212 049 4292 .000

IS -.047 0L -.030 -2.241 019

MS 232 062 060 3.742 .000

SA 324 046 .283 7.059 .000

AG -.038 .003 -.059 -3.972 .000

a. Dependent Vanable: CS

Source: Results of caleulation

Based on Table 3, the statistics shown in the model equation (Eq. 3) is:
CS=0212-0.0471S +0.232 MS + 0.324 SA - 0.038 AG 3)

F sig = 0060

2) Second Stage

Based on test resuits of the OLS equation of the first stage, then calculated the effect
of Insututional Ownership (IS). Managenal Ownership (MS). corporate capital structure
(CS). Size of Company (S12). Risk of Shares (VAR) on company perfocmance (CP). In
this test the value of capital structure (CS) that is used is the value of capital structure
predictions (CS). The value of capital structure predictions is obtained from the
calculation of the ficst phase, which form the basis for the calculation of the second
stage OLS Calculation results in the form of equations presented in Table 4.
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Table 4, Caleulation results of the Second Phase (Model Company Perlormance)
Coelficients

Model Unstandardized Coeflicients  Standardized Cocflicients T SIG
B STD. Error BETA -

Constani -105.733 23467 4.505 000
IS 15,336 6.3606 035 2.400 012
MS 12.338 5.202 011 2371 023
SA 3353 1.966 075 1.706 089
AG 265 090 =004 1.944 000

EST CS -2.482 821 -.003 3.023 .000

u, Dependent Variable: CP
Source: Results of calculation
Based on Table 4. the statistics are shown i the model equation (Eq. 4) is:

CP=-105.733 + 15.336 IS + 12.338 MS + 3.353 SIZ - 0.265 VAR - 2482 C§ 4)
Fsig = 0000

b. Discussion of Rescarch Results

1) First Model: Corparate Capital Structure

a) Effect of Institutional Ownership (IS) to the Capital Structure (CS)

Institutional ownership is part of the shareholders who conduct external monitoring,
This party has an effective capability to monitor because 1t has the systems and budget
through the voting mechanics. The greater the proportion of shares held by institution
the more ecffecuve they monitor the management of opportunistic behavior, so the
management can make a pohcy of funding and fund management well and debt
servicing obligations are met.

On equation 3. note that insututional ownership of individual variables (IS) has the
negative influence of capital structure of the company (CS). So in this economy means
greater ownership by the institution, the institution tends to reduce the debt, or give
priority to the use of equity as a source of corporate funding, thus causing more and
more leverage ratio to be reduced, ceteris paribus. The ability of institutional
shareholders to push the low leverage ratio indicates the monitoring by the institution
has been effectve 10 reduce agency costs.

Based on these empinical findings, the research 1s sull consistent with previous
rescarch results and in accordance with the research hypothesis which states that share
ownership of institution negatively affects the company's capital swucture. So this

hypothesis can be proven, This supports the results of research by Bathala, Moon, and
Rio (1994),

Significant monitoring activity by institutional mvestors due to the size of thewr
mvestments in shares, and has substantial economic interests to make a profit.
Compunies that arc monitored by the larger institutions. wiall require less debt.
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Owneiship of shures by institutional Inveslors acts as an important monitoring agcnd thas
plays un dcuve and consistent role in protectng the cquity invesument at stake i the
company. The monitonng mechanics will ensure the economic prosperity of
shareholders as a'whole,

b) Effect of Managerial Share Ownership (MS) on the Capital Structure (CS)

Equation 3 indicates that the individual variables and managerial ownership (MS)
has a positive influence on the direction of company’s capital stucture (CS). It means
that greater mavagerial ownership will tead to increasing leverage ratio. This findingsy is
th contrast with the research hypothesis. The inconsistency of research results with the
proposed hypothesis, can be explained as follows:

i, Risk management is covered by a total risk that cannol be diversified in the
managenal labor market. Performance generated by the management will impact
positively or negatively on their future career as a member of the management
company. This will also be able to determine whether the managerial labor
market accepts them if they move to another company. With a tota) nsk inherent
on self-manager, then they will maximize their own weltare by doing business
expansions that are expected 1o enhance the status, salary, bonus, compensation,
and require excessive faciliies. Expansion of the management will vse internal
funds and external sources (including debt). To that end. 1he company funding
source selection decisions are necessary o control and supervise.

i, Manageria) share ownership s part of the functionahty parallels between
management and sharcholders. So managerial share ownership is part ol internal
monitoring by the shareholders (Jensen and Meckling, 1976; Brailsford. Oliver.
and Pua. 2002). However. the elfectiveness of imtemal monitoring by
sharcholders against managerial opportunistic behavior is determined by the size
of their voung power through its share ownership proportion. If the proportion of
shares held by managerial is relatively small, the internal monitoring funcuon is
not effective, as a result of opponunistic behavior by management that can not be
controlled, and vice versa. The study shows that managerial ownership levels are
relatively low (2.72%, 2.39% and 2.29% respectively for the years 2001, 2002.
2003). Bathala, Moon, and Rao (1994) found similar evidence that ownership
shares below 5% is considered Jess effectivefor mounitoring. Based on this. it can
be said that the company's internal monitoring capacity is relatively small
number. 5o the company's internal maonitoring functions are also weak. [n order
for the monitoring function s runs well. there should be external monitering by
creditors (bondholders). Creditors will supervise the use of money loaned 10
contorm with the credit proposat submitied o the company. Creditors will also
conduct oversight of these policies with the company entercd 1nto 3 conmact that
would restrict the management i1 making policy (bond covenants) Bond
covenants may reduce the opportunistic nature of management. 30 that agency
cosls decrease. They raise the debt burden remains of interest. These expenses
will reduce tree cash flows that cun be used by mapagement. The bigyer the
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managenal is one form ot corporate mternal controls, such as imtermal audit, management
infonmation systems, and other diamonds Internal control through managenal share
ownership 18 inherent on its selt-management 1.2 policy makers, because cvery outcome
of a decision. whether positive or negative, the result will be returned at ourselves as
decision makers, Managenial shareholders also represent other shareholders. with the
same goal. The greater number of shares owned by management, the greater impact of
decision will muke it back themselves as a shareholder. Therefore, they will try to make
a decision based on company objectives. Management will reduce its opportunistic
properties so that agency costs are reduced and corporate performance will be increased.

¢) Effect of Capital Structure (CS) to Performance (CP)

Debt financing  decisions mvolve the two parties directly concemed, namcly
management and creditors. From the side of the company, the debt poses two main
problems of agency costs and problems of controlling capital costs and also benefit from
tax relief on interest costs. Both issues have an impact on corporate performance,
whether positive or negative. For the management, use of debt raises the problem of
maunagement of risks. Both possibilities give effects that can be explained as follows:

i. If a relanvely large share of ownership. then the external monitoring by
shareholders against management is more effective and thus reducing agency
costs. The use of debt would cause the cost of monitoring by creditors, Overall,
the result of momitonng by institutional shareholders and creditors at the same
tune increase the cost of agency. This will reduce the cost of meamingful results.
s0 decreasing corporate performance. So we can conclude the greater the debt,
the proponion of large institutional ownership, will reduce the company's
performance.

it If insutwnonal ownership 1s relauvely small so that external monitoring of
management effectiveness is low, the management of opportunistic behavior is
high. Opportunisuc behavior by management 15 greater if the management has
superior information compared to the other party. To improve the effectiveness of
monitoring, the use of debt is a middle ground between sharcholders and
management. Creditors will conduct monitoring over the life of the loan to reduce
the risk of unpaid receivables. Thus cost of agency will be reduced.

ui. According 10 agency theory, the total nsk borne by the management cannot be
diversified in the manageria) labor market. The success of producing a good
performance management will ensure the sustainability of the work, if otherwise
they can be dismissed. |If management dismissed because of poor performance, it
1s difficult for them to get back to work. To keep the management still working
on s current position, they will reduce the risk of bank crupicy so the company
will survive, which means ensuring its presence on the job now. To reduce the
risk of bank cruptey, the management will use the loan funds below the optimum
level (sub-optimal), or if the company has high leverage he will reduce the debt,
because debt can imcrease the nsk of bank crupicy due 10 financial fixed expenses
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mcurred. This means that management does not pay atiention to relevant theones
of capital structure according to the trade-ofl framework in setting the company's
cupital structure.

iv. Viewed from the relevant theory of capital structure according to the trade-off
framework which states that firms have optimal capital structure, In capital
structure policy. the company will gradually lead to the opumum capital
structure. In the state of optimum capital structure, minimum capital cost, so that
the value of the firm can be maximums (ceteris paribus).

Equation 4 indicates that the capital stucture of individual variables (CS) has a
direction of negative influence on firm performance (CP). Based on these findings, this
research 18 still consistent with the hypothesis and the results of previous research and
that capital structure negatively affects company performance can be proved,

Lasher (2003, 431) provides guidance on the optimum capital structure adopted by
business firms on the level of leverage ranged between 30% - 50%. Empirical evidence
of the average leverage ratio per year of the study was 31.63%, 31.72% and 28.03%
respectively for the years 2001, 2002, and 2003. This means that the capital structure of
research the object is at the lower levels in the optimum range. This allows the company
increase the value of its debt to reach the optimum point for the best. The potential to
increase the company's debt capacity is supported by the state of the asset structure that
has been used for collateral for loans that are sull below 100%.

From the company's point of view, it you follow the theory of optimum capital
structure, the company still has the potennal to increase the value of debt to enhance
shareholder value. because the optimization of debt can still be improved, which can be
seen from the ratio of total debt and the collateral value of assets under 100% and the
dverage leverage ratio at the position below the optimal range (30% - 50%) according to
Lasher (2003) criterta. According to the trade-off theory of capital structure, this
condition should encourage companies to add debt to enhance shareholder value. This
means if the company adds debt, it will increase corporate performance. In other words
capital structure is positively related o company performance.

Empirical facts from the research and the research hypothesis states the opposite, in
which capital soucture is related negatively to company performance. This fact can be
explained by agency theory. The nature of the relationship between capital structure and
corporate performance depends on the nature of the complex relationship between
shareholders. management and creditors. Three party relationships will determine the
effectiveness of monitoring and overall agency costs. The nature of this relationship can
be simplified through the level of effectiveness of monitoring by shareholders against
management policies m the use of financial resources. Level ot effectiveness depends
on the strength of the votng nights (voting power) of the sharcholders.

The empirical fact explaing that the average nstitutional ownership in the
observation period was above 50%. ie. 67.62%. 66.99% and 67.35% respectively for the
years 2001. 2002, and 2003, This means thal institutional shareholders have absolute
voung power, which means they have the effecuve monitoring of management policy,
s0 agency costs can be reduced.
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Meanwhile, shareholders in terms of managerial. the proportion of shares owned by
management is relatively small, 1.e. 2.73%, 2.39% and 2.29% respectively for the years
2001, 2002, and 2003. Low level of managerial ownership causes ineffective internal
monitoring, resulting in gaps of information (asymmetric information). Beween the
management of corporate information and the dominatng shareholders. To balance the
company's distribution of information. it encourages shareholders to raise debt. because
creditors will perform monitoring to management policy. However, this will lead to the
use of debt agency costs due to the cost of monitoring by creditors that overlap with the
monitoring by insttutional shareholders. So. the total cost of monitoring by external
Parties (institutional sharcholders and creditors) would rise. As a result, performance
will go down. Options are to encourape the use of debt by sharcholders despite the
merease of agency costs, assuming that the cost due to loss of information due o the
information demination by the management is greater than monitoring by creditors,

This analysis will be valid with the assumption that the company's true character of
asymmetric information, 1.e. information of the company management is superior
compared to the other party,

7. CONCLUSION

Based on the formulation of the problem and hypotheses that have been built as well

as analysis of the research, results can be summarized as follows:

1) Share ownership by external parties (insututions) and the managenal share
ownership have effects on non-financial issuers of capital structure listed on the
Jakarta Stock Exchange during the study peniod. Effect of each independent
variable on the capital structure, are as follows:

a, Institutional share ownership negatively affect the capital structure of
companies.

b. Managerial share ownership has positive effect on the company’s capital
structure.

2) Share ownership by external parties (institutions), the managerial share ownership.
and corporate capital structure have an influence on the performance of non-
financial issuers listed on the Jakarta Stock Exchange during the study period.
Effect of each independent variable on firm performance follows:

a. Ownership of shares by institutions has positive influence on company
performance.

b. Managerial share ownership has positive effect on fum performance,
¢. Capital structure negatively aftects company performance,
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