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ARTICLE INFO ABSTRACT

Article history: This study investigates the relationship betwesshdoldings, ownership structure and
Received 18 July 2016 corporate governance factor on firm value in Indige The sample consists of
Accepted 21 August 2016 Indonesian manufacturing publicly listed firms otlee period from 2011 to 2014. The
Published 3 September 2016 findings reveal that for development board, caskdihgs, family ownership, and

government ownership are negatively related witin fralue. The excess cash holdings
is a sign that the firm tends to retain the casherathan pay it via dividends and use

Keywords: the cash for non-pecuniary benefits. The negatilationship shown by family
cash holdings, ownership structure, ownership might suggest that the firm is not beimgnaged professionally. For
corporate governance, firm value, government ownership, the negative relationshiphinigdicate that the government is
Indonesia interested in fulfilling the social agenda rathkart maximizing profit. The positive

relationship exhibits by board size in main boaothpanies indicates that the higher
number of board members is needed to increaseetifiermance.

INTRODUCTION

Firm value is an essential indicator that signifike performance of the firm. Achieving higher metrk
value must become the priority of all firms andréfere the policies of the firm have to be aligrthMhe
shareholders’ interest in order to prevent the phatof the firm (Ficici & Aybar, 2012).

However, in Indonesia, the market value contributad manufacturing sector, which covers basic and
chemicals industry, consumer goods industry, angcefianeous industry, to the total value has dedlin
(Indonesian Stock Exchange annual report, 2014%ta5(2015) stresses that in the first quarter df52@he
performance of Indonesian manufacturing firms hesrebsed to the lowest level since 2012. This vimgry
situation need to be tackle immediately as manufard sector is supposed to be the highest groetios
which contributed to almost 40% of Indonesian grdesnestic products. Hence, this sector is expetded
expand and to become the main driver for the Ingiameeconomy.

Previous studies has found that factors that infleehe performance of the firms are cash holdi@gder,
Pinkowitz, Stulz, and Williamsonl999), corporate governance (Adams and Mehran,)28td ownership
structure (Susanti, Rahmawati, and Aryani, 201@gsihCholdings can have either a good or a bad ingratite
firm as it influences the liquidity of the firm. Mimg an ideal amount of cash but without propermooate
governance might deteriorate the performance ofithes. Hence, corporate governance is vital ais as a
control mechanism to ensure that the firm is madggefessionally. Various indicators to measurepocate
governance have been employed and contradictivdtseare debated among the researchers. Coombes and
Watson (2000) stress that investors will look apooate governance in a firm before they make aastment.
This might be a reason why the stocks of manufagufirms in Indonesia are seldom being transacted
although the manufacturing firms have a good prospeurthermore, as family ownership and managerial
ownership might have a different agenda than therestolders, this might also have an influence an th
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performance. Finally, it is imperative to understdhe influence of government ownership on firmueahs
government would fulfill social agenda first befdtdfilling other objectives. Hence, understandifg three
issues above is essential in order to understanihipact of those variables on firm value.

Using a sample of 416 firm-year observations fer period between 2011 and 2014, this study examines
the impact of cash holdings, corporate governanceoavnership structure on firm value. The stuayl$i that
cash holdings, ownership by either families or gowgent reduce firm value as measured by Tobin'®Qthe
other hand, a higher number of board members iseréiam value.

The paper is organized as follows. Next sectionviges a literature review and methodology. Then
analysis of the finding is presented and the lastien concludes the study.

Literature Review:

Evidence on the relationship between cash holdiagd its relationship to the firm value is still
inconclusive, especially in emerging countries. ditoy a lot of cash can ease the firms operatiomaowit
relying on external sources of financing. It wikaimply that the liquidity of the company is goadd hence it
is able to avoid any financial difficulties. Firmsth higher cash holding tend to have strong growtiich lead
to greater performance (Martinez-Sola, Garcia-Teraled Martinez-Solano (2013), Mikkelson and Partch
(2003). Opler, Pinkowitz, Stulz, and Williams@h999) claim that the maximization of shareholdeyalth
could be achieved if the cash reserve is at a lédwadl the marginal cost of cash reserve equalsrizeginal
profit of those reserves. The benefit of keepimill assets as a reserve enables firms to use #sss¢s to
finance future project at a lower cost of capiBy.holding more cash, the firm’s liquidity will inease and this
will have an impact to the firm value indirectlyottever, negative relationship between cash holdimdfirm
value arise because managers tend to invest irofitaiie investment (Harford, 1999) which lead igher
agency cost (Jensen, 1986). In addition, firms withigher level of cash holdings show a negativeevd the
shareholder protection in a particular country &aky which is more likely to happen in the emergingntries
(Harford, 1999; Kalcheva & Lins, 2007). Meanwhilsshaqet al. (2009) show an insignificant relationship
among those two variables. Since the amount of eashcash equivalent held by Indonesian manufaajuri
firms have increased by more than thirty percentesi2012, it is imperative to know the impact o§lta
holdings on firm value.

Many research has revealed that managerial owipevdghich is first being discussed by Berle and Means
(1932), has a positive impact on the firm valuei@ the managers some equity stakes is amongetsteway
to monitor the firm activity. By doing this, the meger will tend to focus more on the well-beingtioé
company. Jensen and Meckling (1976) also show ttiatincrease of managerial or insider ownership can
harmonize the interests of managers as the agedtstareholders as the principals. This view igetied by
Fauzi and Locke (2012) and Mueller and Spitz (20@2p find a positive impact, between managerial
ownership and the performance of the firm. A stéidyn Indonesia conducted by Susanti, Rahmawati, and
Aryani (2010) express that managerial ownershipcasf positively on the firm value. Conversely, ssdy
Demsetz and Villalonga (2001) in U.S. and by WaBlaah, and Hussain (2012) in Pakistan claim cdirftic
result. Wahlaet al. (2012) stress that the positive relationship waappear until a particular level and then it
will significantly decrease because managers terglay safe in terms of their investment. Thisifigsttion is
supported by some research that managerial owpeisiriegatively correlated to the leverage (Demsett
Villalonga, 2001). In addition, empirical evidenicelndonesia regarding the relationship betweenagarial
ownership and firm value is still limited.

In terms of the relationship between family owngyshnd firm value, Anderson and Reeb (2003),
Kortelainen (2007), Matinez and Stohr (2005) anguSt2011) find a positive impact. This positive iagp
exists as families understand the business béider the outsiders and they are more concernedthattirm
performance (Anderson & Reeb, 2003). However, faminership can destroy firm value if owners tead t
use the profit for non-pecuniary benefits or thegctice nepotism among family members (Cronqvist an
Nilsson, 2003; Miller, Breton-Miller, Lester and @#ella, 2007). Meanwhile, government interventieiph to
increase the firm value (Jiargal., 2008; Liao & Young, 2012). The government mag tiseir power to get
more advantages such as having higher bargainisigigroin negotiation and obtaining low-interegt&cing.
However, some researchers discover that both \aesdtave a negative relation as pointed byetia., (2009),

Qi, Wu, and Zhang (2000), and Zeitun and Tian (200fese results arise as the main purpose of gowent-
owned firms is not for profit, but more on the sd@genda such as to reduce the unemployment.

The relationship between board size and firm védusEso an empirical issue. On one side a biggardo
may provide a better decision (Adams and Mehrai,12@alton, Daily, Johnson, and Ellstrand, 1999 and
Isshaget al., 2009) while on the other side bigger board sieg lead to inefficiency (Yermack 1996; Kumar
and Singh, 2013). The small and efficient numbevadrds may facilitate more narrowly focus firmg&ming
and reduce the personal interest of each direlitaddition, some studies also measure corpoi@tergance
by using gender diversity in board composition vehar positive and significant relation has been fobg
Carteret al. (2003), Gyapongt al., (2014), and Puthenpurackal and Upadhyay (20484e from having a
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broader insight, gender diversity in the board Wwilp to prevent a gender’s social issue and disication.
Conversely, Adams and Ferreira (2009), Ahern artthiar (2011), and Blackburn, lles, and Shrader 7199
discover that it has a negative relationship as @oare not capable to handle certain types ofRibr(oria &
Piderit, 1994). Even, in developed countries, whielre an equal level of education between men anden,
there is still a problem with the capability of wem

Research Methodology:

This study uses 123 manufacturing firms listed oet fboard and development board of Bursa Efek
Indonesia. However, after eliminating firms withisging data, the final sample consists of 104 fiomgl16
observations (55 firms on main board and 68 firmslevelopment board). The period of study is fr@dhR2to
2014.

The following model is estimated to test the infloe of cash holding, ownership structures and board
characteristics on firm performance.

FirmValue; = fo+ p1Cashi; + f,MOWNS; + fsFOwns; + £,GOwns; + fsBSize; + fsBComp; + S7TA: + wit

Where subscriptandt represent cross-section and time-series datsgcetgply. FirmValue, is measured by
market to book value ratio (Tobin’s Q). Cash is sugad by cash equivalent over the total assetdvidmins is
the percentage of manager shares-owned. FOwnsnimgwariable for family ownership where if familjpares
proportion is more than 10% out of total outstagdémares, it is classified as 1, otherwise is OveBament
ownership is symbolized by GOwns and it is the @etage of government ownership, BSize denotesutmar
of board of director and BComp is a proxy for gemdieersity which is measured by the percentagemfle on
the board. Natural logarithm of total assets ifuided as the control variable.

A Hausman test, a likelihood ratio test and a Lageamultiplier test are carried out in order to ad®the
best method between pooled regression, fixed effecindom effect model. The results from thoststesggest
that the usage of fixed effect is appropriate fbfian and firms on the development board whiledam effect
is the most suitable model for main board firmsbSantively, fixed effect model controls for timasariant
differences between the entities, so that the astichcoefficient cannot be biased because of ainittee-
invariant characteristics.

Discussion of Results:
Table 1 reports the descriptive statistics for ezmfable in the three groups.

Table 1: Descriptive Statistics

| Mean | std. Dev. | Max | Min
Panel A: All Companies
FirmValue 1.6642 1.0398 4.50 0.08
Cash 0.1478 0.1254 0.51 0.00
MOwns 0.0265 0.0849 0.70 0.00
FOwns 0.2187 0.4139 1.00 0.00
GOwns 0.0301 0.1424 0.90 0.00
BSize 4.9111 1.8677 9.00 2.00
BComp 0.1527 0.1222 0.50 0.00
TA 21.3508 1.4569 25.99 18.04
Panel B: Development Board
FirmValue 1.5178 0.8646 3.49 0.08
Cash 0.1281 0.1196 0.46 0.00
MOwns 0.0256 0.0637 0.29 0.00
FOwns 0.2176 0.4136 1.00 0.00
GOwns 0.0060 0.0253 0.13 0.00
BSize 4.5370 1.5961 8.00 2.00
BComp 0.1383 0.1198 0.33 0.00
TA 21.1243 1.3188 24.24 18.38
Panel C: Main Board
FirmValue 1.8223 1.1827 4.50 0.18
Cash 0.1691 0.1283 0.51 0.01
MOwns 0.0276 0.1032 0.70 0.00
FOwns 0.2200 0.4153 1.00 0.00
GOwns 0.0560 0.2007 0.90 0.00
BSize 5.3150 2.0510 9.00 2.00
BComp 0.1684 0.1231 0.50 0.00
TA 21.5953 1.5594 25.99 18.04

The descriptive statistics show that main boardHigiser amount of cash, a higher percentage of gais
ownership, family ownership, government ownerskipd more women on board compared to development
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board. The main board also has nine board membeapa®d to eight board members for the development
board.

Panel A in Table 2 shows that, for all compani@shcholdings and ownership variables have a sagmifi
negative relationship with the firm value. This ukkds analogous with the agency theory and thesgiwr
interest towards leveraging. The result suggestistiblding a lot of cash lead to a reduction ingheformance
of the firm. The reason might be that there is asfility that the available free cash flow is ussgthically
and this behavior is higher in emerging country parad to the developed countries (Dittraizal ., 2003).

Table 2: Regression Results

Variable | Coefficient | T-Statistics | Prob.
Panel A: All Companies (Fixed Effect)

CITA -0.8866 -1.6593* 0.0981
MOwns -0.1082 -0.1365 0.8915
FamOwns -0.4448 -1.7007* 0.0900
GovOwns -16.4536 -2.8590*** 0.0045
BSize 0.0757 1.9127* 0.0567
BComp 0.3854 1.1421 0.2543
LogTA 0.0698 0.7753 0.4388
Adjusted R 0.8912

F-Statistics 31.90*** 0.0000
Panel B: Development Board (Fixed Effect)

CITA -1.8487 -3.0424** 0.0028
MOwns -0.2590 -0.3297 0.7420
FamOwns -0.3537 -1.6591* 0.0991
GovOwns -15.4268 -2.9951*** 0.0032
BSize 0.0616 1.2540 0.2117
BComp 1.0105 2.6227** 0.0096
LogTA -0.1423 -1.5158 0.1316
Adjusted R 0.8967

F-Statistics 32.09%** 0.0000
Panel C: Main Board (Random Effect)

CITA 0.3286 0.4613 0.6451
MOwns -0.5051 -0.4608 0.6455
FamOwns -0.1459 -0.4101 0.6822
GovOwns -0.7961 -1.1528 0.2504
BSize 0.1017 2.0857** 0.0383
BComp -0.1241 -0.2440 0.8075
LogTA 0.3524 4.1094*** 0.0001
Adjusted R 0.1266

F-Statistics 5.12*** 0.0000

*** ¥+ indicates significance level at 10 percerb percent, and 1 patcrespectively.

Similar to cash holding, family ownership also skoa negative and significant relation with the firm
value. The reason might be that these firms ardeinty managed professionally (Bertrand and Scl2f6).
This finding is in agreement with family firm sugpvén Indonesia conducted by Price Waterhouse Cooper
PWC (2014) which states that the biggest problezedaby Indonesian firms is to make sure that thragfiare
professionally managed and able to adapt to thbagjleconomic changes. Government ownership is also
significant and is negatively related to firm valOéis suggests that the presence of governmengriships do
not increase the firm performance since the fosusnore on fulfilling social agenda. This resultiis
accordance with Zeitun and Tian (2007). The govemnmay have some social interest that would pregud
the company. For corporate governance factor, dolgrd size is significantly and positively relatedth
performance. Having a higher number of board membeips to align and assist the shareholders’aster
(Isshacet al., 2009).

The remaining variables which are managerial ownprand board composition have an insignificant
relationship with firm value. The finding of manaigé ownership is analogous with Demsetz and \6itga
(2001) and Wiranata and Nugrahanti (2013). The ratessef managerial ownership influence is due tery v
low fraction of managerial shares in manufactugogpany in Indonesia which is only 2.56% on averzayg
hence they are not able to actively participatamiaking a company’s decision as they are considased
minority shareholders (Christiawan & Tarigan, 2Q0The results also show an insignificant relatigmsh
between board composition and firm value.

Panel B in Table 2 exhibits the results generatech the development board using fixed effect modlbé
results are similar to Panel A except that boamhmusition becomes significant while board sizeas nThe
results for main board companies as shown in p@néfable 2) show that only board size and totaktass
determine the performance of companies. Biggercdsae helps to make better decisions. Total assesign
that bigger company has higher market value. This line with the results from the descriptivetistics that
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the market value of the main board is higher thametbpment board considering that main board isemor
reputable and resilient as a firm.

Conclusion:

This study attempts to complement the study comdubly Yulianto, Suhadak, Darminto, and Handayani
(2014) which examines the relation among ownerstipicture, capital structure, corporate governance,
dividend policy, and firm value in Indonesia. Thesults indicate that for all companies, only foariables
have a significant relationship with the firm valugamely cash holdings, family ownership, governimen
ownership, and board size while the other two \@e®m namely managerial ownership and board compnsit
are less conclusive. Cash is negatively correlatitd the firm value. A higher proportion of cashdacash
equivalent is presumed to lead to a lower firm gadue to the firm might use that cash for unprbfégroject
rather than giving the cash to the shareholders dividend. The impact of family ownership is négatas
most family ownership firms might not be professiliyymanaged, hence, firm value deteriorate. Tiseltef
government ownership with firm value is negativenfirming that the objective of government owneuns is
for social purpose rather than profit oriented. #eo significant variable is board size, which @sipively
related to firm value. As the business grow, thednef having a larger board size is getting impurta cover
all the tasks. Interestingly, the amount of casthexcompany and the ownership variables do naténte the
performance of main board companies.

This study only looks at the manufacturing seatdindonesia. Future studies can apply the sameshtod
different sector in Indonesia. Furthermore, otramiables like leverage and shareholder’s protectamalso be
considered.
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