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Abstract 

This study aims to examine how free cash flow (FCF) affects on asset utilization (AU) as a 

proxy for agency cost, followed by investigating the influence of ownership structures as 

moderating variables in reducing the negative effect of FCF on asset utilization. The 

research sample of 465 companies consisted of all companies listed on the Indonesia Stock 

Exchange in 2013-2017 with purposive sampling method. The findings of this study showed 

that FCF negatively influences AU). Institutional ownership weakens the negative 

relationship between FCF and AU. Contrarily, managerial ownership strengthens the 

negative relationship between FCF and AU. This study also found that family ownership 

strengthens the negative relationship between FCF and AU. This study contributes to 

understanding the role of various ownership structures in utilizing company's resources to 

improve their asset utilization, especially in the family ownership that dominates Indonesian 

firms.  

Keywords: Asset Utilization, Family Ownership, Free Cash Flow, Institutional Ownership, 

Managerial Ownership 

 

INTRODUCTION 

Companies that are developing will 

tend to be faced with various agency 

problems, especially between management 

and shareholders. Companies that have 

substantive free cash flow can be one of the 

causes of agency problems (Wardhani, 

2015). This is due to differences in interests 

between shareholders who want to use free 

cash flow for long-term investments, while 

managers tend to be opportunistic by 

investing in projects that are profitable only 

for them. 

A good governance structure is 

crucial in reducing agency costs arising 

from free cash flow, one structure of which 

is the presence of managerial and 

institutional ownership structures 

(Hadiprajitno, 2013). High managerial 

ownership can produce convergence 

between the interests of managers and 

shareholders (convergence of interest 

hypothesis). According to Bathala, Moon, 
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and Rao (1994), institutional shareholders 

can take the role of monitoring companies in 

overseeing management decisions through 

general meetings of shareholders. The 

impact is that management will be more 

careful and try to improve company 

performance. Family ownership is also very 

interesting to study, because the number of 

firm shares in Indonesia is mostly held by 

only a handful of families; namely 67% of 

open companies in Indonesia are family 

businesses (Claessens, Djankov, and Lang, 

1999). In accordance with stewardship 

theory, management as well as family 

members who are controlling shareholders 

run the company not only for personal 

purposes, but for the long-term survival of 

the company (Davis, Donaldson, and 

Schoorman, 1997). 

With the supervision and control of 

institutional ownership or convergence of 

interests brought by managerial ownership, 

management will be more efficient in 

utilizing company assets. Therefore, asset 

utilization is the agency cost proxy that is 

most appropriate to use in this study. 

Javid, Malihi, and Soheilian (2014); 

Wang (2010); and Iskandar, Bukti, and 

Sanusi (2012) proved that the higher the free 

cash flow, asset utilization will be lower or 

inefficiencies will increase. It is also proven 

that managerial ownership and institutional 

ownership can weaken the negative 

relationship between free cash flow and 

asset utilization. Ang, Cole, and Lin (2000) 

proved that family ownership has lower 

agency costs. However, Kangarluei, 

Motavassel, and Abdollahi (2011); Khidmat 

and Rehman (2014); and Lin and Lin (2014) 

found the results of a positive FCF influence 

on company performance. Dewi and 

Nugrahanti (2014); Hadiprajitno (2013); 

Pratiwi and Yulianto, (2016) also found that 

managerial ownership and institutional 

ownership did not have a significant effect 

in reducing agency costs. Shleifer and 

Vishny (1997) found that family 

involvement in management may generate 

agency costs through managerial 

entrenchment. This proves that the level of 

monitoring is still weak in reducing agency 

costs by managerial, institutional, and 

family ownership.  

In addition to resolving the 

inconsistencies in the results of past studies, 

this study contributes to understanding the 

various ownership structures in reducing 

agency costs due to the high number of free 

cash flows, especially family ownership 

structures that have never been tested on 

samples of companies in Indonesia. In 

addition, research on agency costs with 

proxy asset utilization is still not done 

because the majority uses the ratio of 

expense to sales. The main objective of this 

study is to examine the relationship between 

free cash flow on asset utilization and to 

understand whether the relationship can be 

moderated by ownership structures, namely 

managerial ownership, institutional 

ownership, and family ownership. 

 

REVIEW OF LITERATURE AND 

HYPHOTHESIS DEVELOPMENT 

In general, developing companies 

experience agency problems. The agency 

problem arises because of an agency 

relationship within the company that 

involves the delegation of tasks to make 

decisions, from the principal / shareholders 

(the delegating party) to the agency / 

manager of the company (those who accept 

responsibility and provide services to the 

principal). The theory of agency contracts, 

commonly referred to as agency theory, is 

theorized by Jensen and Meckling (1976). 

According to Vidyantie and Handayani 

(2006), each person in the company is 

assumed to only act for their personal 

interests. Principals (shareholders) expect 

maximum returns in a fast period of time for 

the funds they invest. While the agent 

(manager) in making an investment will be 

opportunistic by using company funds on 

investment options that are in accordance 

with their preferences. This condition will 

trigger the emergence of agency costs. 

One of the factors that cause agency 

problems is the use of free cash flow. Free 

cash flow in this context is defined as the 
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remaining cash flow to fund projects that 

have a positive NPV when discounted by 

the cost of relevant capital (Jensen, 1986). 

Free cash flow can be a measure of a 

company's financial performance. Without 

cash flow, new product development, 

acquisition processes, dividend payments, 

and debt repayments are difficult for every 

company (McClure, 2003). 

However, according to the free cash 

flow hypothesis developed by Jensen 

(1986), managers who have large FCF tend 

to choose to invest in projects that have a 

negative NPV rather than having to be 

allocated to shareholders in the form of 

dividends. The tendency of manager's 

investment in investment occurs because of 

agency problems, where agents (managers) 

and principals (shareholders) have different 

interests. The manager's interests can be for 

empire building (manager only focuses on 

expanding firm size to gain prestige) or 

managerial entrenchment (manager expands 

the company to a direction that he only 

masters). 

When the company's cash flow is 

excessive, manager inefficiencies in using 

FCF can also be triggered by the assumption 

of the Pecking Order Theory. In the pecking 

order theory, companies are assumed to 

prioritize the use of internal cash as a source 

of investment funding, rather than using 

debt or issuing new shares (Myers and 

Majluf, 1984). If the FCF in the company is 

excessive, managers can use internal cash to 

fund their investments, so that market 

control will be reduced because managers 

do not need to raise external funds. With 

this situation, where the manager can be 

more arbitrary in using funds for 

investment, thus leads to an increase in 

agency cost if the company has an excess of 

FCF. 

As one of the mechanisms of 

corporate governance, the presence of 

ownership structures can reduce agency 

costs. The ownership structure that will be 

investigated further in this research is the 

structure of institutional, managerial, and 

family ownership. The institutional 

ownership structure according to Nuraina 

(2012) is a share ownership by institutions, 

such as insurance companies, pension funds, 

investment companies, and other 

companies. Bathala et al. (1994) in his 

research proved that the presence of 

institutional ownership structures can 

minimize agency costs. In accordance with 

the efficient-monitoring hypothesis 

proposed by Pound (1988), the higher the 

level of institutional ownership, the 

institutional party will have more motives 

and voting rights in monitoring and 

controlling management decisions so as to 

provide better performance for the company 

(Pound, 1988). However, on the other hand 

when ownership of institutional investors 

gets bigger in the company, it can have a 

negative impact on the company through an 

alliance strategy with management to 

prioritize ownership of the majority 

shareholders (institutions). The alliance 

strategy will generally result in a company 

policy that is not optimal (Sujoko and 

Subyantoro, 2007). 

Then there is the managerial 

ownership structure which is share 

ownership by the management of the 

company that has responsibility and is 

active in the decision making process. In 

this case the management is usually a 

director (Diyah and Widanar, 2009). Jensen 

and Meckling (1976) and Ang et al. (2008) 

proved that higher managerial ownership 

reduces the agency cost of the company. 

This is in accordance with the Convergence 

of Interest Hypothesis proposed by Morck, 

Shleifer, and Vishny (1998), which said 

when share ownership by managers is high, 

the agency cost in the company will 

decrease, because the interests of managers 

are in line with shareholders (which 

includes the managers themselves ), which 

is to increase the value of the company.  

But on the other hand, Morck et al. 

(1998) also revealed that the higher 

managerial ownership can also increase 

agency costs. This is in accordance with 

Entrenchment Hypothesis, which proclaims 

that managers will try to gather power for 
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corporate control so that they get the 

freedom to manage it according to their 

interests. With this hypothesis, Ellili (2012) 

argues that managers can protect themselves 

from dismissal, and the fact that managers 

can make shareholders trust and approve 

manager policies even though it has an 

impact on decreasing shareholder value. 

As the ownership structure that 

dominates public companies in Indonesia, 

Job (2008) defines family ownership as 

individual ownership and closed companies 

(above 5%), excluding public companies, 

countries, or financial institutions. 

companies with family share ownership not 

only obtain ownership by placing family 

members in management positions, but 

ownership can be obtained indirectly 

through certain institutions. Davis, 

Schoorman, Mayer, and Tan (2000) prove 

the existence of a positive relationship 

between family ownership and company 

value is in accordance with stewardship 

theory. This is because company leaders 

who are family members, in controlling the 

company are not driven by personal 

economic interests. They reflect the 

stewards of the company to realize the 

company's mission, give the best, and are 

willing to sacrifice personal interests for the 

long-term success of the company.  

However, Claessens et al. (1999) 

prove that the presence of family ownership 

can lead to agency problems between 

majority and minority shareholders this 

phenomenon tends to occur in developing 

countries. With increasing in firm age, 

managerial entrenchment by family 

members is likely to occur thus even though 

they have no longer sufficient competencies 

in increasing firm value. In addition, 

managerial entrenchment can occur due to 

the family company being run altruistically 

and the existence of amoral familism which 

can reduce the effectiveness of monitoring 

so as to increase agency costs (Schulze, 

Lubatkin, Dino, and Buchholtz, 2001). 

Hypothesis Development 

Free Cash Flow (FCF) and Asset 

Utilization (AU) 

When a company has sufficient 

amount of internal cash for investment, 

external fundraising is not necessary, so 

managers also do not need to provide 

detailed information to the public on the 

investment decisions they make. Low 

market control of companies can encourage 

managers to invest in projects that have a 

negative impact on the welfare of 

shareholders (Ferreira and Vilela, 2004). 

Companies that have excess cash reserves in 

times where investment opportunities in 

projects with positive net present value 

(NPV) a re not available, tend to face 

higher agency problems. This is because 

FCF increases the conflict of interest 

between shareholders and managers (Jensen 

and Meckling, 1976). 

Excessive FCF owned by the 

company also becomes a cause of over-

investment (Jensen, 1986). This is because 

companies that expand excessively above 

optimal values and increase in company 

resources under management control can 

increase salaries and manager's strength and 

prestige, also called empire building 

phenomena (Jensen, 1986 and Stulz, 1990). 

However, if the company already has 

limited ability in and opportunity in 

growing, an increase in the size of the 

company that is excessive will actually 

harm the interests of shareholders. In 

addition, when faced with investment 

opportunities, managers tend to choose an 

investment strategy that is in accordance 

with their competencies and abilities, 

although it is not necessarily going to 

increase the value of the company, thus 

creating a dependency on the manager of the 

company. This phenomenon is called 

managerial entrenchment (Shleifer and 

Vishny, 1989). Therefore, it can be 

concluded when the FCF of the company is 

high, the agency costs of the company will 

increase or the AU will decrease. 

H1. There is a negative relationship between 

Free Cash Flow and Asset Utilization. 

Institutional Ownership Structure 

moderates the relationship between Free 
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Cash Flow (FCF) and Asset Utilization 

(AU) 

According to Davis (2002), 

monitoring of management performance can 

be done more efficiently and effectively by 

institutional investors than individual 

investors. They have expertise in evaluating 

company operational activities and have 

greater voting rights in taking corrective 

actions if necessary (Brown, Chen, and 

Shekhar, 2011). Monitoring by institutional 

investors will prevent managers from using 

the company’s cash for capital expenditures 

which can reduce the value of the company. 

Institutional investors will encourage 

managers to act with long-term thinking so 

that the company continues to grow and not 

fall (Davis, 2002). 

Wijayati (2015); Javid et al. (2014); 

and Iskandar et al. (2012) prove the positive 

significant effect between institutional 

ownership on asset utilization, so that the 

efficiency of the company increases with 

decreasing agency costs. It can be concluded 

that the presence of institutional ownership 

will encourage more effective monitoring of 

the use of the company’s free cash flow so 

that it will have an impact on increasing 

asset utilization. 

H2. If institutional ownership increases, the 

negative relationship between free cash flow 

and asset utilization is weakened. 

Managerial Ownership Structure 

moderates the relationship between Free 

Cash Flow (FCF) and Asset Utilization 

(AU) 

The "convergence of interest" 

hypothesis states that the higher the level of 

managerial ownership, the interests of 

management and the interests of 

shareholders will be more integrated, thus 

reducing agency cost. Thus, a high level of 

management ownership can also improve 

company performance and asset utilization 

as an agency cost proxy (Singh and 

Davidson III, 2003 and Jensen, 1993;). Lin 

and Chang's (2008) research is also in line 

with this hypothesis, where his research 

proves that managerial ownership can 

mitigate principal-agent conflicts 

(increasing the efficiency of asset 

utilization). 

Management of companies with a 

high level of managerial ownership is more 

likely to use the FCF wisely and invest in 

projects that add value to the company, 

because doing so managers also add their 

own wealth (Lawal and Yero, 2016). It can 

be concluded, according to the convergence 

of interest hypothesis managers will spend 

FCF wiser so that asset utilization will 

increase. 

H3. If managerial ownership increases, the 

negative relationship between free cash flow 

and asset utilization is weakened. 

Family Ownership Structure in 

moderating the relationship between Free 

Cash Flow (FCF) and Asset Utilization 

(AU) 

Family ownership can reduce 

conflicts of interest between principals and 

agents. The higher the percentage of family 

ownership in a company, the effect on 

increasing the value of the company will be 

higher, this is because they want to be able 

to inherit the company to the next 

generation (Shleiver and Vishny, 1997). 

Similarly, Bhattacharya and Ravikumar 

(2001) stated that with family ownership, 

they tend to run their own business or 

appoint family members, and they care 

about the survival of the organization, not 

only during their lifetime, but also they care 

about the welfare of the next generation who 

will run their business. 

This is in accordance with 

stewardship theory, where managers and 

shareholders in controlling a company are 

not driven by personal economic interests. 

The family as the owner and the one 

running the company, is intrinsically 

motivated to do the best for the company, 

realize the company's mission, and commit 

to making the company successful despite 

sacrificing personal interests. They tend to 

have a long-term perspective, especially in 

the decision-making process for increasing 

the value of the company because they have 

had a long relationship with the company. 

The research conducted by Hadiprajitno 
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(2013) proves that family ownership can 

increase the efficiency of a company with a 

proxy for asset turnover. It can be concluded 

that companies with family ownership can 

use FCF wisely so that the efficiency 

reflected in the AU will increase. 

H4. If there is family ownership, then the 

negative relationship between free cash flow 

and asset utilization is weakened. 

 

RESEARCH METHODS 

Regression Models  

In testing the hypothesis, the author uses the 

unbalanced panel data type with the OLS 

Pooled regression model. The following is a 

research regression model for the four 

hypotheses proposed in this study: 

Model 1 to test hypothesis 1 

𝐴𝑆𝑆𝐸𝑇_𝑈𝑇𝑖𝑡 = 𝛼0 + 𝛼1𝐹𝐶𝐹𝑖𝑡−1 + 𝛼2𝑅𝑂𝐴𝑖𝑡

+ 𝛼3𝑆𝐼𝑍𝐸𝑖𝑡 + 𝛼4𝐿𝐸𝑉𝑖𝑡

+ 𝛼5𝐴𝑆𝑖𝑡 + 𝛼6𝑅𝐼𝑆𝐾𝑖𝑡

+ 𝛼7𝐴𝐺𝐸𝑖𝑡 + 𝜀 

Model 2 to test hypothesis 2 

𝐴𝑆𝑆𝐸𝑇_𝑈𝑇𝑖𝑡 =  𝛼0 + 𝛼1𝐹𝐶𝐹𝑖𝑡−1

+ 𝛼2𝐼𝑁𝑆𝑖𝑡 + 𝛼3(𝐹𝐶𝐹𝑖𝑡−1

∗ 𝐼𝑁𝑆𝑖𝑡) + 𝛼4𝑅𝑂𝐴𝑖𝑡

+ 𝛼5𝑆𝐼𝑍𝐸𝑖𝑡 + 𝛼6𝐿𝐸𝑉𝑖𝑡

+ 𝛼7𝐴𝑆𝑖𝑡 + 𝛼8𝑅𝐼𝑆𝐾𝑖𝑡

+ 𝛼9𝐴𝐺𝐸𝑖𝑡 + 𝜀 

Model 3 to test hypothesis 3 

𝐴𝑆𝑆𝐸𝑇_𝑈𝑇𝑖𝑡 =  𝛼0 + 𝛼1𝐹𝐶𝐹𝑖𝑡−1

+ 𝛼2𝑀𝐴𝑁𝑖𝑡+𝛼3(𝐹𝐶𝐹𝑖𝑡−1

∗ 𝑀𝐴𝑁𝑖𝑡) + 𝛼4𝑅𝑂𝐴𝑖𝑡

+ 𝛼5𝑆𝐼𝑍𝐸𝑖𝑡 + 𝛼6𝐿𝐸𝑉𝑖𝑡

+ 𝛼7𝐴𝑆𝑖𝑡 + 𝛼8𝑅𝐼𝑆𝐾𝑖𝑡

+ 𝛼9𝐴𝐺𝐸𝑖𝑡 + 𝜀 

Model 4 to test hypothesis 4 

𝐴𝑆𝑆𝐸𝑇_𝑈𝑇𝑖𝑡 =  𝛼0 + 𝛼1𝐹𝐶𝐹𝑖𝑡−1

+ 𝛼2𝐹𝐴𝑀𝑖𝑡 + 𝛼3(𝐹𝐶𝐹𝑖𝑡−1

∗ 𝐹𝐴𝑀𝑖𝑡) + 𝛼4𝑅𝑂𝐴𝑖𝑡

+ 𝛼5𝑆𝐼𝑍𝐸𝑖𝑡 + 𝛼6𝐿𝐸𝑉𝑖𝑡

+ 𝛼7𝐴𝑆𝑖𝑡 + 𝛼8𝑅𝐼𝑆𝐾𝑖𝑡

+ 𝛼9𝐴𝐺𝐸𝑖𝑡 + 𝜀 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Description: 

Asset_UTit  = Asset Utilization 

FCFit-1  = Free Cash Flow 

ROAit   = Return on Assets 

SIZEit   = Company Size 

LEVit   = Total Debt / Total Assets 

ASit   = Asset Structure 

RISKit  = Risk of Company 

AGEit   = Company Age 

INSit   = Institutional Ownership 

MANit  = Managerial Ownership 

FAMit   = Family Ownership 

ε   = Error 

i   = Number of Companies 

t   = Observation Year
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Operationalisation of Research Variables 

Table 1 

Operationalisation of Research Variables 

No

. 

Variable Definition Proxy 

Dependent Variable 

1 Asset 

Utilization 

(Asset_UT

) 

This study measures asset 

utilization by dividing total sales by 

total assets  

𝐴𝑆𝑆𝐸𝑇_𝑈𝑇 =  
𝑇𝑜𝑡𝑎𝑙 𝑆𝑎𝑙𝑒𝑠

𝑇𝑜𝑡𝑎𝑙 𝐴𝑠𝑠𝑒𝑡
 

 

Independent Variables 

2 Free Cash 

Flow 

(FCF) 

This measurement reflects a free 

cash flow available for short-term 

(working capital) and long-term 

investments (capital expenditure) 

𝐹𝐶𝐹𝑡−1  =

 
𝐸𝐵𝐼𝑇𝑡−1 + 𝐷𝑒𝑝𝑡−1 −𝑇𝑎𝑥𝑡−1− 𝐼𝐸𝑥𝑝𝑡−1− 𝐷𝑖𝑣𝑡−1

𝑇𝑜𝑡𝑎𝑙 𝑆𝑎𝑙𝑒𝑠𝑡−1
  

Description: 

EBIT = Income before interest and 

tax 

Dep = Depreciation expenses 

Tax = Tax Fee 

IExp = Interest expense 

Div = Dividend 

3 Institution

al 

Ownership 

(INS) 

At least 5% of shares held by an 

institution or institution, such as 

insurance companies, pension 

funds, investment companies, and 

other companies at the end of the 

year. In this study the author 

specified the definition of 

institution that is purely an external 

public party, not an institution that 

has a family affiliation with the 

founder of the company 

𝐼𝑁𝑆𝑖𝑡 =

 
𝑁𝑢𝑚𝑏𝑒𝑟 𝑜𝑓 𝑆ℎ𝑎𝑟𝑒𝑠 𝑂𝑤𝑛𝑒𝑑 𝑏𝑦 𝐼𝑛𝑠𝑡𝑖𝑡𝑢𝑡𝑖𝑜𝑛𝑎𝑙

𝑇𝑜𝑡𝑎𝑙 𝑆ℎ𝑎𝑟𝑒𝑠
×

100  

 

4 Struktur 

Kepemilik

an 

Manajerial 

(MAN) 

Share ownership of the 

management that is still active and 

responsible for taking part in 

decision making within the 

company. The author specified the 

definition of management that is 

purely an external party 

management, not management that 

has family affiliation with the 

𝑀𝐴𝑁𝑖𝑡 =
𝑁𝑢𝑚𝑏𝑒𝑟 𝑜𝑓 𝑆ℎ𝑎𝑟𝑒𝑠 𝑂𝑤𝑛𝑒𝑑 𝑏𝑦 𝑀𝑎𝑛𝑎𝑔𝑒𝑟𝑖𝑎𝑙

𝑇𝑜𝑡𝑎𝑙 𝑆ℎ𝑎𝑟𝑒𝑠
×

100  
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No

. 

Variable Definition Proxy 

company's founder 

5 Struktur 

Kepemilik

an 

Keluarga 

(FAM) 

First criteria: founder and family 

member (from blood or marriage) 

have at least 10% ownership rights 

directly or indirectly. 

Second criteria: Namely family 

ownership traced to various layers 

of ownership of open companies 

(pyramid ownership structure). 

Using dummy variable: 

1 for family ownership company and 0 

for non-family ownership company 

Control Variables 

6 Profitabilit

y (ROA) 

Return on Assets (ROA) generated 

from the percentage of net income 

divided by total assets 

𝑅𝑂𝐴 =
𝑁𝑒𝑡 𝐼𝑛𝑐𝑜𝑚𝑒

𝑇𝑜𝑡𝑎𝑙 𝐴𝑠𝑠𝑒𝑡
𝑥 100 

7 Firm Size 

(SIZE) 

Natural logarithms of total assets 𝑆𝐼𝑍𝐸 = Ln(Total Asset) 

 

8 Leverage 

(LEV) 

Debt to Asset generated from total 

debt divided by total assets 
𝐿𝐸𝑉 =

𝑇𝑜𝑡𝑎𝑙 𝐷𝑒𝑏𝑡

𝑇𝑜𝑡𝑎𝑙 𝐴𝑠𝑒𝑡
× 100 

9 Asset 

Structure 

(SA) 

The total fixed assets divided by 

total assets which determines how 

much corporate funds are allocated 

to current assets and fixed assets. 

𝑆𝐴 =
𝑇𝑜𝑡𝑎𝑙 𝐹𝑖𝑥𝑒𝑑 𝐴𝑠𝑠𝑒𝑡

𝑇𝑜𝑡𝑎𝑙 𝐴𝑠𝑠𝑒𝑡
 

10 Firm Risk 

(RISK) 

Standard deviation proxy for daily 

stock returns during the relevant 

financial year. Stock returns are 

defined as the daily current year's 

market index minus the previous 

year's daily market index divided 

by the previous year's daily market 

index. 

𝑅𝑒𝑡𝑢𝑟𝑛 =
𝐷𝑎𝑖𝑙𝑦 𝑀𝑎𝑟𝑘𝑒𝑡 𝐼𝑛𝑑𝑒𝑥𝑛−𝐷𝑎𝑖𝑙𝑦 𝑀𝑎𝑟𝑘𝑒𝑡 𝐼𝑛𝑑𝑒𝑥(𝑛−1)

𝐷𝑎𝑖𝑙𝑦 𝑀𝑎𝑟𝑘𝑒𝑡 𝐼𝑛𝑑𝑒𝑥𝑛
𝑥 100  

𝑅𝑖𝑠𝑘 = 𝑆𝑡𝑑𝐷𝑒𝑣(𝑅𝑒𝑡𝑢𝑟𝑛) 

Description: 

StdDev = Standard Deviation 
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No

. 

Variable Definition Proxy 

11 Firm Age 

(AGE) 

Measured by the number of years 

since the establishment of the 

company 

𝐴𝐺𝐸 = 𝑅𝑒𝑠𝑒𝑎𝑟𝑐ℎ 𝑌𝑒𝑎𝑟 −
 𝑌𝑒𝑎𝑟 𝑜𝑓 𝐶𝑜𝑚𝑝𝑎𝑛𝑦′𝑠 𝐸𝑠𝑡𝑎𝑏𝑙𝑖𝑠ℎ𝑚𝑒𝑛𝑡  

Population and Sample 

The population of this study is 

public companies in Indonesia that are listed 

on the IDX in the period 2013-2017. Sample 

selection is done by purposive sampling 

method with the criteria: excluding 

companies that are in the financial industry, 

companies that have just recorded IDX in 

the year of the study are not excluded from 

the sample, and companies must have 

ownership structure data. Data is obtained 

from various sources, including: company 

annual reports, Bloomberg, IDX websites, 

and online news. The following is a 

calculation of the number of samples to be 

examined: 

Table 2 

Sample Selection Procedure 

Sample Selection Criteria Total Company as Sample 

Public company listed on the Indonesia Stock 

Exchange in 2013-2017 

584 

Companies in the Financial Industry (100) 

Companies that are delisted in 2013-2017 (19) 

Total number of companies sampled 465 

 

RESULTS AND DISCUSSION 

Tests on the four models using 

Pooled OLS driscoll-kraay standard errors 

in Stata to overcome the symptoms of 

heteroscedasticity and autocorrelation. 

Transformation data was used in order to 

deal with normality issue according to the 

criteria in the journal Tabachnick and Fidell 

(2007) and Howell (2007). 

Descriptive and Correlation Statistics 

In table 3 below, it shows that the 

AU has a mean of 0.8204, which means that 

the average company in Indonesia employs 

its assets by 82% per period or every 1 

rupiah in total assets can generate 0.8204 

rupiah in total sales. The maximum AU 

value of 9,151 is the ratio owned by PT 

Renuka Coalindo, Tbk. in 2017. The FCF 

variable has a mean of 0.0055, indicating 

that from one rupiah sales can generate 

0.0055 rupiah free cash flow that can be 

invested the following year. The maximum 

value of 25,096 is owned by PT Bumi 

Resources Mineral, Tbk in 2017. The INS 

variable has a mean of 0.1431, meaning that 

the average company in Indonesia is owned 

by an institution with ownership of 14.31%. 

The highest institutional ownership is 

owned by PT HM Sampoerna at 98%. MAN 

variables have a mean of 0.0187 or the 

average managerial ownership in Indonesian 

companies is only 1.87%. The highest 

managerial ownership is owned by PT J 

Resources Asia Pacific at 94.6%. The mean 

FAM variable of 0.6865 shows that 68.65% 

of companies in Indonesia are controlled by 

families.

 

Table 3 

Descriptive Statistics 

Variabel Obs Mean Std. Dev Min Max 

AU 2089 0,8204 0,8299 0,000 9,151 
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FCF 2089 0,0055 1,4294 -32,801 25,096 

INS 2089 0,1431 0,2469 0,000 0,980 

MAN 2089 0,0187 0,0961 0,000 0,946 

FAM 2089 0,6865 0,4640 0,000 1,000 

ROA 2089 0,0181 0,2895 -10,744 2,192 

SIZE 2089 8.225.172 19.429.669 5.081 295.831.324 

LEV 2089 0,2801 0,5123 0,000 11,658 

SA 2089 0,3962 0,2449 0,000 0,953 

RISK 2089 0,0356 0,0321 0,000 1,012 

AGE 2089 31,0397 16,7035 2 158 

 

Analysis of Regression Result 

The four models are tested using Pooled 

OLS with discroll-kray standard errors 

method in Stata to overcome the symptoms 

of heteroscedasticity and autocorrelation. 

Observation data have also been 

transformed to deal with normality issue 

according to the criteria proposed by 

Tabachnick and Fidell (2007) and Howell 

(2007). 

Table 4 

Results of Pooled OLS Regression 

Dependent Variable: AU 

Independent 

Variables 

1 

(𝒏 = 2089) 

2 

(𝒏 = 2089) 

3 

(𝒏 = 2089) 

4 

(𝒏 = 2089) 

FCF   
-0,0582 

(0,002)*** 

-0,0658 

(0,003)*** 

-0,0561 

(0,002)*** 

-0,0263 

(0,031)** 

INS - 
-0,1255 

(0,322) 
- - 

MAN - - 
0,5655 

(0,003)*** 
- 

FAM - - - 
0,0768 

(0,005)*** 

FCF*INS - 
0,0904 

(0,047)** 
- - 

FCF*MAN - - 
-0,5048 

(0,005)*** 
- 

FCF*FAM - - - 
-0,0569 

(0,002)*** 

ROA 
1,3150 

(0,000)*** 

1,3282 

(0,000)*** 

1,3139 

(0,000)*** 

1,2974 

(0,000)*** 

SIZE 
-0,0417 

(0,000)*** 

-0,0422 

(0,000)*** 

-0,0414 

(0,000)*** 

-0,0413 

(0,000)*** 

LEV 
0,7635 

(0,021)** 

0,7745 

(0,016)** 

0,7623 

(0,020)** 

0,7536 

(0,012)** 

SA 
0,0608 

(0,399) 

0,0621 

(0,380) 

0,0550 

(0,436) 

0,0529 

(0,479) 

RISK 
0,4835 

(0,047)** 

0,4865 

(0,049)** 

0,4774 

(0,053)* 

0,4638 

(0,056)* 

AGE 
0,0051 

(0,000)*** 

0,0052 

(0,000)*** 

0,0052 

(0,000)*** 

0,0052 

(0,000)*** 

Konstanta 
-0,0871 

(0,280) 

-0,0777 

(0,271) 

-0,0926 

(0,270) 

-0,1364 

(0,172) 
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Dependent Variable: AU 

Independent 

Variables 

1 

(𝒏 = 2089) 

2 

(𝒏 = 2089) 

3 

(𝒏 = 2089) 

4 

(𝒏 = 2089) 

Prob > F 0,0000 0,0001 0,0000 0,0001 

Adjusted R-

squared 
0,1662 0,1673 0,1683 0,1774 

Notes: *** significant at α=1%, ** significant at α=5%, * significant at α=10% 

Free Cash Flow (FCF) and Asset 

Utilization (AU) 

Second column in table 4, shows 

model 1 has an adjusted r-squared of 

16.62%. Regression result of model 1 

indicate that FCF has a significant negative 

effect on AU with p-value of 0.2%, so 

hypothesis 1 is proven. This result is 

consistent with the research conducted by 

Wang (2010), Javid et al. (2014), and 

Iskandar et al. (2012). 

Free cash flow can be one of the 

causes of agency conflicts between 

shareholders and management (Wardhani, 

2015). In accordance with the FCF theory 

developed by Jensen and Meckling (1976), 

that the company will be faced with a 

conflict of interest between shareholders and 

managers when the company has excess 

cash flow in times where there is no 

profitable investment opportunity. Wang 

(2010) proves that inefficiencies can arise as 

a result of the use of FCF that causes over-

investment. This can happen because of the 

empire building phenomenon when 

managers try to continue to expand while 

there is no investment opportunity that will 

actually increase the size of the company, 

but not the value of the company (Jensen, 

1986 and Stulz, 1990). Managerial 

entrenchment can also be another cause of 

inefficiency due to overinvestment, when 

managers tend to choose investments that 

are only in accordance with their abilities 

and competencies, although it is not 

necessarily going to increase the value of 

the company, which also creates 

dependence on the manager of the company 

(Shleifer and Vishny, 1989). This is in 

accordance with the research of Florackis 

and Ozkan (2006) which proves that 

managerial entrenchment has a significant 

negative relationship to asset utilization, this 

can be due to the lack of effectiveness of 

monitoring and disciplinary mechanisms by 

controlling shareholders. 

 In accordance with the pecking 

order theory, low market control over the 

use of FCF companies can also be a cause of 

internal inefficiencies as a result of FCF 

misuse of investments (Ferreira and Vilela, 

2004). This is because when a company has 

excessive internal cash, fundraising from 

external parties does not need to be done so 

the company does not need to convey 

detailed information on its investment 

decisions. With low external control, 

managers are more likely to abuse 

investment funds. 

Institutional Ownership Structure 

moderates the relationship between Free 

Cash Flow (FCF) and Asset Utilization 

(AU) 

 Third column in table 4, shows 

model 2 has an adjusted r-squared of 

16.73%. Regression result of model 2 

depicts that FCF has a significant negative 

effect on AU with a p-value of 0.3%. FCF * 

INS as a moderating variable has a 

significant positive effect on the AU 

dependent variable with a p-value of 4.7% 

so that hypothesis 2 is proven. Institutional 

shareholders proved to be able to weaken 

the negative relationship between FCF and 

the AU. This result is consistent with the 

research conducted by Brown et al. (2011), 

and according to the efficient-monitoring 

hypothesis. 

 Institutional investors can be more 

effective and efficient in monitoring 

management, because they have the ability 

to evaluate better and have greater voting 

rights for the company, thus reducing 

agency costs (Brown et al., 2011). 

Institutional monitoring can prevent 

management from using cash for bad 
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investments by reducing the extent of 

management discretion. More specifically, 

the results of the Lins (2003) study indicate 

that developing countries, including 

Indonesia, tend to have a low level of 

protection for shareholders, which can lead 

to poor governance due to lack of control 

from shareholders. With the existence of 

institutional ownership that takes the role of 

monitoring as a block shareholder, a poor 

governance structure due to the low level of 

protection can be covered. 

Managerial Ownership Structure 

moderates the relationship between Free 

Cash Flow (FCF) and Asset Utilization 

(AU) 

 Fourth column in table 4, shows 

model 3 an adjusted r-squared of 16.83%. 

Regression result of model 3 explains that 

FCF has a significant negative effect on AU 

with a p-value of 0.2%. MAN variable 

shows a positive significant with p-value of 

0.3%. FCF * MAN as a moderating variable 

has a significant negative effect on the AU 

dependent variable with p-value of 0.5% so 

hypothesis 3 is not proven. Managerial 

shareholders are proven to strengthen the 

negative relationship between FCF and AU. 

 In the results of descriptive 

statistics, companies in Indonesia have a 

very low percentage of managerial 

ownership, which is only 1.87%. Based on 

the results of Simoneti and Gregoric's 

(2004) research on Slovenian companies, 

which said that if the proportion of 

managerial ownership was less than 16%, 

then the effect of ownership would be 

negative on firm value. The relationship 

becomes positive if ownership is above 

16%, so there is a u-shaped effect on 

managerial ownership. In developing 

countries like Indonesia, external 

shareholders tend to be passive in decision 

making and supervision of managers. 

Although the proportion of share ownership 

held is still small, it is possible for managers 

to enjoy great power and control over 

entrenchment effects. This can be caused by 

managers who tend to use company funds 

for their personal interests, rather than to 

make investments that can increase 

company value, so it increase agency costs 

(reduce asset utilization). Based on the u-

shaped effect, managers may only act like 

real owners (care about company 

performance) when the proportion of their 

share ownership reaches a certain point, 

where the incentive effect of ownership is 

greater than the entrenchment effect. The 

results of this study are not in accordance 

with the convergence of interest hypothesis 

developed by Morck et al. (1998), that when 

high managerial ownership will increase the 

value of the company so that it can reduce 

agency cost. 

Family Ownership Structure moderates the 

relationship between Free Cash Flow 

(FCF) and Asset Utilization (AU) 

 Fifth column in table 4, model 4 

shows an adjusted r-squared of 17.74%. 

Regression analysis of model 4 indicates 

that FCF has a significant negative effect on 

AU with a p-value of 3.1%. FCF * FAM as 

a moderating variable has a significant 

negative effect on the AU dependent 

variable with a p-value of 7.8%, so 

hypothesis 4 is not proven. Family 

shareholders are proven to strengthen the 

negative relationship between FCF and AU. 

This result is consistent with the research 

conducted by Liu et al. (2015). 

 Family shareholders are generally 

exposed to agency problems between 

majority and minority shareholders 

(Claessens et al., 2012) and they tend to be 

more concerned with how the company 

continues to grow and survive than how to 

increase shareholder value (Anderson and 

Reeb, 2003 dan Andres, 2008). Minority 

shareholders do not have the power to make 

decisions on company policy, thus they 

cannot prevent the decisions of controlling 

shareholders who might reduce the value of 

the company (Solomon, 2017). Older family 

companies will be more exposed to this 

managerial entrenchment phenomenon 

(Andres, 2008). Agency costs can also arise 

from family involvement in companies with 

managerial entrenchment. Family 

controlling shareholders generally maintain 
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their position in management even though 

they no longer have enough competencies 

(Shleifer and Vishny, 1997).  

 Growing family companies 

generally run altruistically and interfere with 

the effectiveness of monitoring so as to 

increase agency problems. Parents 

(founders) want to pass on to their children 

or the next generation who do not 

necessarily have the competence to run 

company operations. When the successor 

does not have the competence in carrying 

out company operations, they will carry out 

their duties irresponsibly and even carry out 

managerial entrenchment, this can occur due 

to the lack of effectiveness of monitoring 

(Schulze et al., 2001). In addition, 

managerial entrenchment can occur due to 

amoral familism which also tends to occur 

in family businesses. They tend to have 

distrust of parties outside the family thereby 

limiting the process of recruiting human 

resources from outside parties despite 

having more adequate competence from 

family members (Dyer, 2006). 

Control Variable and Asset Utilization 

 In Table 4, profitability has a 

significant positive effect because if the 

efficiency of a company increases is 

reflected in high profitability, the company 

will have a maximum level of asset 

utilization (Fleming, Heaney, and 

McCosker, 2005). The size of the company 

has a significant positive effect. The larger 

the company will increase asset utilization 

because the larger companies will reach 

economies of scale and tend to diversify 

through synergy between business segments 

(Singh and Davidson, 2003). Leverage has a 

positive significant effect on asset 

utilization. The higher level of monitoring 

of management in carrying out their duties 

by creditors will reduce agency costs. 

 Asset structure shows insignificant 

influence on asset utilization, indicating that 

the amount of corporate wealth invested in 

fixed assets has not been able to influence 

the level of asset utilization because 

management has not maximized its use. 

Company risk has a significant positive 

effect. The high risk faced by the company, 

management will be more careful and 

efficient in managing assets (Ghazali and 

Bilal, 2017). The age of the company has a 

negative influence. The older the company, 

the fewer investment opportunities that can 

increase the value of the company, so the 

possibility of misusing excess cash flows 

are greater (Gogineni, Linn, and Yadav, 

2013). 

 

CONCLUSIONS AND SUGGESTIONS 

 In the research on 465 samples of 

open companies in Indonesia, it is evident 

that free cash flow (FCF) increases agency 

costs (reducing asset utilization), which 

might be due to abuse by opportunist 

managers who allocate to unprofitable 

investments aligned with free cash flow 

hypothesis (Jensen, 1986). Institutional 

shareholders through effective monitoring 

and evaluation of management are able to 

weaken FCF's negative relationship with 

asset utilization consistent with efficient-

monitoring hypothesis (Pound, 1988). 

However, there is a managerial 

entrenchment effect because the passivity of 

shareholders in overseeing management, 

managerial shareholders strengthen FCF's 

negative relationship with asset utilization 

(Simoneti and Gregoric, 2004). Similarly, 

family shareholders who tend to be altruism 

and have amoral familism (do not trust 

outsiders) and do managerial entrenchment 

even though they do not have the 

competence that supports, so at the end it 

reduces the effectiveness of monitoring 

(Shleifer and Vishny, 1997, Schulze et al. 

2001, and Dyer, 2006). 

 This study has limitations, 

including: the use of total asset turnover as a 

proxy for asset utilization has not fully 

described the investment of productive 

assets, the relationship between earnings 

management and asset utilization has not 

been studied, the use of dummy as a 

measure of family ownership that can cause 

research results to be less accurate and 

consistent, and the research model on 

managerial ownership only uses linear 
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regression (not testing non-linear 

relationships). For further research, it is 

expected to be able to use more specific 

asset utilization proxies using productive 

assets, examine the relationship of asset 

utilization and earnings management more 

deeply, to be able to use ratio measurements 

to measure family ownership and test the 

position of layers in family company groups 

such as research by Chandera, Utama, 

Husodo, and Setia-Atmaja (2017), buying 

family ownership data access at the 

Republic of Indonesia Ministry of Law and 

Human Rights Indonesia (Kemenkumham), 

and expanded testing of government and 

foreign ownership structures. Through this 

research, it is expected to be a reference for 

companies or controlling shareholders to 

include institutional ownership of corporate 

governance and include at least the 

proportion of managerial ownership above 

16% (Simoneti and Gregoric, 2004). 

Likewise, investors can consider issuers 

who have institutional ownership as an 

investment choice. 
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