Jurnal Informasi Akuntansi, Vol 2, No 3, Desember 2023 | 83

THE EFFECT OF INSTITUTIONAL OWNERSHIP
AND LEVERAGE ON AGENCY COSTS

Yosefh Sendi Situmorang
yosepsendi6 @gmail.com

Desy Lesmana
desy@ukmc.ac.id

ABSTRACT

This study aimed to determine the effect of institutional ownership and
Leverage on agency cost by focusing on manufacturing companies
listed on the Indonesia Stock Exchange with a research period 2018 —
2020. The data used were secondary data. The population in this
study was manufacturing companies listed on the Indonesia Stock
Exchange. The sampling technique used was the purposive sampling
method and obtained a total of 360 samples. Hypothesis testing was
done by multiple regression analysis. The results of this study
indicated that institutional ownership hurt agency cost and Leverage
hurt agency cost.
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ABSTRAKSI

This study aimed to determine the effect of institutional ownership
and Leverage on agency costs by focusing on manufacturing
companies listed on the Indonesia Stock Exchange with a research
period 2018 — 2020. The data used were secondary data. The
population in this study was manufacturing companies listed on the
Indonesia Stock Exchange. The sampling technique used was the
purposive sampling method and obtained a total of 360 samples.
Hypothesis testing was carried out by multiple regression analysis.
The results of this study indicated that institutional ownership hurts
agency costs and leverage hurts agency costs.

Keywords: Institutional Ownership, Leverage, Agency Cost

INTRODUCTION

Changes in human thought patterns that are increasingly
developing and marked by the digitalization of technology in all areas
of human life, make everyone, both individuals and business entities,
have to adapt to these changes. The basis for this change is due to the
fast and quality fulfillment of human wants and needs, innovation is
the basis for fulfiling these human wants and needs, besides that
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innovation can also be the advantage of every company against its
competitors (Suwardana, 2018). Companies that are developing are
experiencing funding constraints in carrying out an innovation. The
capital market provides a solution for companies that experience a
lack of funding by selling the company's share ownership to the public
(Yuliarni etal., 2016).

It can be seen that activities in the capital market are developing,
with the development of activities of going public companies, the
company's operating activities will expand, which results in owners
experiencing problems related to company management (Fujianti,
2012) for example, problems caused by easy access to reports.
financial statements of going public companies by shareholders, this is
one of the company's tangible manifestations in the application of the
principles of financial transparency carried out by going public
companies, but sometimes the financial statements issued by
companies do not reflect the company's performance, whereas good
financial statements should able to describe the actual condition of the
company so that the decisions taken can be right on target (Yuliarni et
al., 2016), this can happen because the manager's share ownership is
less than 100%, which results in the separation of interests within a
company (Daves, 2007).

Agency conflicts that occur within the company can be
minimized by monitoring control. Monitoring control is an activity
that is implemented periodically to ensure that the plans that have
been prepared are carried out properly or not (Ridhawati, 2018).
Monitoring control is divided into two, namely internal monitoring
and external monitoring, internal monitoring is supervision carried out
by parties from within the organization while external monitoring is
supervision carried out by parties outside the organization (Widanarto,
2009). Supervision from outside parties (external monitoring) tends to
be more effective than supervision from inside parties (internal
monitoring), because the results obtained will tend to be neutral,
especially in making decisions in the company. Supervision from
outside parties (external monitoring) can be described by the presence
of institutional share ownership in a company, that the relationship
between third parties (creditors) and the company can also be an
effective external control in overseeing the actions of managers in
making decisions. In the company, agency conflicts that occur within
a company will certainly cause agency costs (Sintyawati & Made,
2018).

Institutional share ownership can be used as part of detailed
supervision regarding the behavior of managers in the company
(Agustami & Cahyani Yunanda, 2014). Institutional share ownership
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can be owned by the government, financial institutions, and
investment institutions (Tumiwa, 2018). The greater the percentage of
institutional share ownership will reduce agency costs because outside
institutions that own company shares will optimally supervise the
company's managerial parties. This is in line with research from
(Sintyawati & Made, 2018), (Gul et al., 2012), and (Yegon et al.,
2014) which say that institutional ownership hurts agency costs. This
i In contrast to research from (Rafika Pratiwi, 2016), (Yuliadini et al.,
2020), and (Mailankori et al, 2018) which say that institutional
ownership does not affect agency costs.

According to (Jensen & Meckling, 1976) said that agency costs
can be reduced by increasing the proportion of company debt. The
increase in the proportion of debt will make the creditors will carry
out strict monitoring of companies that borrow in large amounts, the
purpose of this monitoring is to minimize existing business risks.
Strict supervision by creditors will limit the actions of managerial
parties within the company. This is in line with research from
(Sintyawati & Made, 2018), (Dewi, 2016), and (Burhanudin &
Handayani, 2018) which say that leverage hurts agency costs, this is
inversely proportional to the research conducted (Destriana, 2015b)
and (Audinia, 2017) which says that Leverage does not affect agency
costs.

Agency theory was first put forward by (Jensen & Meckling,
1976), Jensen and Meckling suggested that there is a working
relationship between the party giving the authority, namely the
investor as the principal, and the party receiving the authority, namely
the manager as the agent, in the form of a cooperation contract. The
contractual relationship between the principal and the agent is due to
the awareness that the principal needs another person (agent) to assist
services on his behalf in every activity, besides that the purpose of the
contractual relationship is a manifestation of the principal's efforts in
maximizing the company's utility.

According to (Eisenhardt, 1989) agency theory is based on 3
(three) assumptions, namely (a) assumptions of human nature, (b)
assumptions about the organization, and (c) assumptions about
information. Assumptions related to human nature explain that human
nature is more selfish, there is a rational attitude and human nature
does not like the risks that exist. Organizational assumptions explain
that there are differences in assumptions between fellow members in
an organization, one of the manifestations of these differences is the
existence of asymmetric information. The assumption about
information is more direct that very valuable information can be
traded to parties outside the company.
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According to (Jensen & Meckling, 1976) there are 2 (two) types
of asymmetric information, namely (a) adverse selection, (b) moral
hazard. Adverse selection is a situation where it is difficult for the
principal to know that the decisions taken by the agent have been
based on existing information or the decisions taken are based on the
negligence of the agent, while moral hazard is a problem that arises
due to violations. made by the manager against the agreement that has
been agreed in the cooperation contract that has been made.
Asymmetric information also plays a role in the principal and agent
relationship in agency theory, this relationship can be seen from the
difference in the information received, managers will know more
information about the company than shareholders (Nisita, 2012). The
difference in the information received by each party (asymmetric
information) is one of the factors that trigger agency conflicts.

Based on agency theory which discusses the relationship
between managers (agents) and shareholders (principals), there is a
relationship between institutional ownership and agency costs. This
relationship can be seen from the influence given by institutional share
ownership  (principal) in  minimizing the fraudulent actions of
managers (agents), institutional ownership can be effective monitoring
in supervising the actions of managers within the company. limited
manager actions will make managers focus on increasing sales volume
to generate profits for the company.

This is evidenced by the increasing value of the ATO ratio used
to measure agency costs in this study, the increase in the value of this
ratio indicates agency conflict will be minimized. The higher the ATO
value indicates that the manager's performance is good so that he will
be able to reduce conflict and agency costs in the company. This is in
line with the research of Yegon et al.,, (2014) and Gul et al., (2012).
Hs : The higher institutional ownership will minimize agency costs

Based on agency theory which discusses the relationship
between managers (agents) and creditors (principals), there is a
relationship between leverage and agency costs. This can be seen from
the causes of agency costs, one of which is a conflict between
creditors and company managers. the creditor as the lender will of
course carry out optimal supervision of the company that has a large
percentage of loans, this supervision will be able to be effective
monitoring in influencing the actions of managers in the company,
controlled manager actions will make managers focus on increasing
the company's sales volume to pay off the company's obligations, this
is indicated by the increasing value of the ATO ratio indicating that
the manager has optimally increased sales volume so that conflicts and
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agency costs can be minimized. This is in line with the research of
Burhanudin & Handayani, (2018) and Dewi, (2016).
H, : The higher the Leverage will minimize the Agency Cost

This research is a type of causality associative research using a
quantitative approach. Associative causality research is research that
aims to determine the causal relationship between two or more
variables (Sujarweni, 2015: 49).

The population in this study are manufacturing sector companies
listed on the Indonesia Stock Exchange for the period 2018 — 2020,
with a total population of 167 (one hundred and sixty-seven)
companies. Sampling in this study used the Purposive Sampling
technique, according to Jogiyanto MH (2020:98) Purposive Sampling
is sampling from a population-based on certain criteria. The criteria
used in sampling in this study are as follows, Manufacturing sector
companies listed on the Indonesia Stock Exchange and  publishing
audited financial statements successively during the 2018 - 2020
period. Companies whose shares are owned by institutional parties.

The type of data used in this study is secondary data. Secondary
data was obtained from the Indonesia Stock Exchange website
(Www.idx.co.id).

Normality test is used to determine whether the dependent
variable and independent variable are normally distributed or not.
According to (Ghozali, 2016:156) statistical analysis related to the
Normality Test that can be used is the One-Sample Kolmogorov
Smirnov (K-S) parametric statistical test, with the following decision-
making provisions, If the 2-tailled Asymp Sig value > 0.05, it can be
concluded that the data is normally distributed. If the 2-tailed Asymp
Sig value <0.05, it can be concluded that the data is not normally
distributed.

The multicollinearity test aims to test whether the regression
model found a correlation between the independent variables
(independent). A good regression model should not correlate with the
independent variables. Multicollinearity can be seen in two ways,
namely (1) Tolerance value and (2) Variance inflation factor (VIF),
with the basis of decision making as follows, If the Tolerance value >
0.10 and the VIF value < 10, it can be concluded that there is no
multicollinearity in the regression model. If the Tolerance value <
0.10 and the VIF value > 10, it can be concluded that there is
multicollinearity in the regression model.

The autocorrelation test aims to test whether in the linear
regression model there is a correlation between the confounding error
in period t and the confounding error in period t-1 (previous), a good
regression model is a regression that is free from autocorrelation. In
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this study, autocorrelation detection was carried out using the Run
Test, the Run Test was used to test whether there was a high
correlation between residuals or not, if there was no correlation
between residuals, it was said that the residuals were random or
random, the basis for making decisions from autocorrelation testing
using Run Test is as follows, If the value of Asymp. Sig. (2-tailed) >
0.05 then the regression model can be said to be free from
autocorrelation symptoms, If the value of Asymp. Sig. (2-tailed) <
0.05 then the regression model has symptoms of autocorrelation.

The heteroscedasticity test aims to test whether in the regression
model there is an inequality of variance of the residuals or not, a good
regression model is if there is a similarity of variance of the residuals
(homoscedasticity). The heteroscedasticity test method used in this
study is the Glejser test, the Glejser test aims to regress the absolute
value of the residuals on the independent variables, the basis for
making decisions in the Glejser test are as follows, If the value of Sig
<0.05, it can be concluded that there is heteroscedasticity in the
regression model, If the Sig value > 0.05, it can be concluded that
there is no heteroscedasticity in the regression model.

Where Y mean Agency Cost, X1 mean institutional ownership,
X2 mean Leverage, bl-b2 mean Directional number or regression
coefficient, a  mean intercept and e mean residual (error)

The coefficient of determination (R"2) is used to measure how
far the model's ability to explain the dependent variables is by looking
at the value of the adjusted R Square. The value of the coefficient of
determination is between zero and one, a value close to one means
that the independent variables provide almost all the information
needed to predict the variation of the dependent variable (Ghozali,
2016:95).

The F test is often referred to as the models feasibility test
(goodness of fit). According to Ghozali (2016: 98), the feasibility test
of the model is to test whether there is an overall significant effect on
the regression model. Decision making on the model feasibility test
(Goodness of Fit) is as follows, If the value of Sig > 0.05 then the
regression model is not feasible so this model cannot be used for
research. If the value of Sig < 0.05 then the regression model is
feasible so that this model can be used for research.

A partial test (t-test) is used to show how far the influence of an
independent variable is individually in influencing the dependent
variable. The level of significance: 0.05 with the basis for making
decisions from the partial test (t-test) is as follows, If the significant
value < then there is an influence of the independent variable
individually on the dependent variable. If the value is significant >
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then there is no influence of the Independent variable individually on
the dependent variable.

Based on the results of descriptive statistical tests of the
dependent variable (agency costs) with a sample of 360 companies, it
shows that the minimum value of the dependent variable (agency
costs) is 0.00591 or 0.5%, while the maximum value is 5.53617 or
553.6%. The mean (average) of the entire sample is 0.95300 or 95.3%.
Meanwhile, the standard deviation is 0.66496 or 66.4%. When viewed
from the mean (average) asset turnover (ATO) which is used as a unit
of measure in measuring agency costs, it shows that on average almost
all companies have made the efficiency of company assets in
generating high sales. The higher the value of the ATO ratio indicates
that managerial performance has been effective and efficient in
managing the company's assets so that it makes agency conflicts lower
and the agency costs that arise will also below.

Based on the results of descriptive statistical tests for the first
independent variable (institutional ownership) it was found that the
minimum value was 0.01551 or 1.5% and the maximum value was
0.99770 or 99.7%, while the mean value (average) of the entire
sample was 0.68714 or 68.7% with a standard deviation of 0.22475 or
22.4%. Based on these results, it shows that the average institutional
share ownership in the company is greater than the share ownership
by other parties. This is evidenced by the average number of
institutional shareholdings that exceed 50%. Large institutional share
ownership will make the control mechanism in the company more
effective, consequently, the agency conflict will be lower and the
agency costs incurred will be lower as well.

Based on the results of descriptive statistical tests on the second
independent variable (Leverage), the minimum value is minus (-)
6.30052 or minus (-) 630% and the maximum value is 786.9311 or
78693.11%. Meanwhile, the mean (average) of the entire sample is
3.35322 or 335.3% with a standard deviation of 41.46293 or 4146.2%.
Based on these results, it can be seen that the average value of the
ratio between debt and equity (DER) used in measuring the company's
Leverage is high, a high DER value illustrates that the average
company has a debt that is greater than the amount of capital it has,
thus making the risk of bankruptcy will increase. increasing too. In
addition, the increasing DER ratio will make the creditors will carry
out very strict supervision of the company, this will limit the actions
of managers in the company. Managerial actions that are limited and
controlled will minimize agency conflicts that can trigger agency
costs.
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Based on the results of the normality test using the Kolmogorov
— Smirnov test, the results of data processing indicate that the data is
not normally distributed. This is evidenced by the results of the
Kolmogorov - Smirnov test which shows the Asymp Sig (2-tailed)
value below the 0.05 significance level, which is 0.00, so the
researchers changed the nature of the research data from parametric to
non-parametric by using the Boostrapping test (Jogiyanto, 2013:207).

It can be seen that the adjusted R square value is 0.037 or only
3.7% disclosure of all independent variables (Institutional Ownership
and Leverage) to the dependent variable (agency costs).

It can be seen that the calculated F value is 7,857 with a
significance value of 0.000, based on the results obtained, it can be
seen that the significance level of 0.000 < 0.05 means that the model
in this study is feasible to use.

Based on table, the coefficient value for the institutional
ownership variable is 0.602 with a significance value of 0.001 < 0.05.
Thus the first hypothesis (H1) is accepted, which says that higher
institutional ownership will minimize agency costs. Leverage variable
has a coefficient value of 0.000 with a significance value of 0.307 >
0.05. Thus the second hypothesis (H2) is rejected, which says that the
higher the leverage will minimize agency costs.

The Effect of Institutional Ownership on Agency Costs, Based
on the results of multiple linear regression, the results obtained from
the significance value of institutional ownership of 0.001 < 0.05 and
the coefficient value of 0.602, which states that the higher institutional
ownership will reduce agency costs, as measured by the asset turnover
ratio (ATO) so that H1 in this study can be accepted.

The results of this study are in line with those of Yegon (2014)
and Gul et al, (2012). The increasing institutional ownership in a
company can be effective monitoring in improving manager
performance, the increase in manager performance can be seen from
the ATO ratio which indicates that the higher the ATO ratio will
minimize agency conflict because the decisions that managers make
are by the interests of the managers. institutional shareholders.
Minimized conflict will certainly reduce agency costs.

The Effect of Leverage on Agency Costs, Based on the results
of multiple linear regression, the results obtained from the significance
value of Leverage of 0.307 > 0.05 and the coefficient value of 0.000,
which states that Leverage has no effect on asset turnover (ATO)
which is used in measuring agency costs. So H2 in this study which
says that the higher the leverage will minimize agency costs is
rejected.
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The results of this study are in line with the research of
Destriana, (2015) and Awudinia, (2017). The influence of debt as
measured by DER in this study has not been able to influence the
actions of managers in the company, this is because based on the
regulation of the Minister of Finance of the Republic of Indonesia
Number 169/PMK.010/2015 states that the ratio of debt and capital
ratios in the company is the highest at 4:1. Based on the results of
descriptive statistics, which can be seen in Table 4.2, it can be seen
that the average company in this study has a leverage value (DER) of
3.35322 or around 335%. This value is still below 4x so the
supervision of the creditor on the object of this research still does not
affect the manager's actions because the company's debt is still
considered reasonable and not risky.

CLOSING

Based on the description described in the previous chapter, it
can be concluded that, Institutional ownership can minimize agency
costs. The increase in institutional share ownership will make the
agency costs in the company increase. This is due to the increasing
share ownership of institutional parties will be effective monitoring in
minimizing conflicts and agency costs within a company. Leverage
has no effect on agency costs. This is because the size of the
company's Leverage ratio (DER) is still below the standard of the
Indonesian Ministry of Finance regulation which says that the
company's debt and the capital ratio is at most 4x of its capital, so the
creditors consider that the amount of company debt in the object of
this research is still reasonable and not risky.

The limitations in this study are as follows, Based on the results
of the adjusted R Squared value, it shows that only 4.7% of the
influence of the Independent variable (institutional ownership and
Leverage) on the dependent variable (agency costs) in this study.

Based on the research results that have been obtained and
discussed in the previous chapter, the suggestions that can be given for
further research are as follows:; Further research can use other
variables outside of this study that affects agency costs, such as
managerial ownership, independent commissioners, and so on.
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