
Impact of Institutional Ownership and Compensation 

on Investment Efficiency  

Prita Esita1, Muhammad Faisal2 , Maulida Nurul Innayah3, Dwi Wirnani4, Bima 

Cinintya Pratama5 
{pritaesita@ump.ac.id1}  

Universitas Muhammadiyah Purwokerto1,3,4,5, Universitas YARSI2

Jalan Ahmad Dahlan, Dukuhwaluh, Banyumas, Jawa Tengah1,3,4,5 

Menara YARSI, Jl. Letjend Suprapto No.Kav. 13, Kota Jakarta.2

Abstract. The purpose of the research is to study the effect of Institutional Ownership, 

Compensation on Investment Efficiency in companies which are listed on the Indonesian 

stock exchange (IDX) in 2017 . The population of the research are all listed companies in 

IDX for the period 2017. The sampling method of this research is used purposive sampling 

with a total sample of 532 companies which consist of financial industry, mining, and 

infrastructure, utilities and transportation. To test the hypothesis of this research, we use 

path analysis.  The results show that Institutional Ownership, Compensation disclosure has 

a significant possitive effect on Investment Efficiency, which means. t he highest level of 

compensation and institutional ownership of the company, the more efficient the company 

is in disclosing its investment. 
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1. Introduction

Good governance implementing enterprises to protect shareholders from the opportunistic 

behavior of management and majority shareholders [1] . Recent several studies recommended 

and stated that the application of good governance will reduce the agency risk and reduce excess 

investment costs . Therefore, it is very important that companies maintain investment costs at a 

reasonable level because if it is too high, the company must release many potential investments 

[1]. 

Investment is an activity carried out by enterprises to support company's operational 

activities which then will benefit the company[2]. In order for get more benefits, the manager 

must be able to take decisions of investment efficiency. Investment efficiency is the company's 

main goal which the investments will be useful in the future. The reason researchers use 

investment efficiency as the dependent variable is based on with agency theory, that the 

efficiency of investment will be a bridge that can reduce the opportunistic behavior of 

management and make investment efficient. 

To achieve efficiency, investments must be made in accordance with the needs [3]. 

Investment is related to the activities of withdrawing sources of funds used for the procurement 

of capital goods now. With capital goods, it is expected to produce a flow of new products in 

the future. Investment is needed to supporting the operational activities of an entity [4]. In order 

to investment get beneficial for the company, it needs efficiency in investing. Investment 

efficiency is an activity related to how well the company invests its assets. Investment efficiency 

can also be used as a measure of company performance where higher investment efficiency 

signifies more effective use of assets and optimizes current company performance[5]. 
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Companies with good performance and can achieve investment optimally to avoid companies 

in a state of overinvestment and underinvestment. Both are conditions or circumstances where 

the company is inefficient in investing. 

In this research institutional ownership and  compensation are factors that will influence 

investment efficiency. Institutional ownership is ownership of shares of companies owned by 

insurance companies, banks and investment companies [6]. The advantage of institutional 

ownership is the supervision of investments provided on an ongoing and professional basis, the 

potential for fraud on what company managers do can be reduced [7]. Executive compensation 

is one of the most debated topics and has been the basis of much research since 1990 in 

developed countries, for example the United States and Britain [8]. In addition, in mass media 

such as newspapers or magazines, executive compensation is a major topic in business life.  

2. Literature Review  

 2.1 Agency Theory 

Agency theory is related to corporate governance where this theory isectly related between 

principals and agents [9] . The role of agency theory is to provide individual capabilities (both 

principals and agents) in efforts to improve performance and evaluation in the decisions taken 

and in evaluating the decisions taken. Consistent with this definition, most previous research 

uses agency theory as a perspective under the assumption that a decision will be carried out 

optimally by minimizing agency costs. The company will implement governance mechanisms 

to protect shareholders from opportunistic behavior of managers and in certain cases the 

majority shareholder [1]. 

To understanding the detail of cost of equity, this also reflects the optimization of the desired 

capital structure. The cost of equity related and reflects the company's long-term investment 

decisions [10]. Optimal equity costs will provide maximum benefits so that the level of 

corporate investment can be accounted for. 

  

2.2 Ownership and Efficiency Investment 

Institutional ownership is a mechanism to reduce conflicts of interest between managers and 

shareholders [11]. The ownership structure is shown from the size of the leadership of a 

company by the owner of the company. Outsiders who invest their funds in the company are 

considered as owners of the company who have certain authority in the company. This owner 

then appoints a manager called a company manager whose job is to operate the company's daily 

activities[12]. 

Institutional ownership shows how much ownership is owned by outsiders. Institutional 

investors whose investment capital is obtained from public funds play an active role in 

overseeing the company's performance. Institutional ownership can also reduce agency costs, 

because an effective oversight process by institutional parties causes the use of debt to decrease 

[13]. 

Research conducted by Ali, [14]states that there is an influence between institutional 

ownership on the efficiency of corporate investment. The higher percentage of institutional 

ownership indicates a better and more stringent monitoring process carried out by other 

institutions so that it will have an impact on better company performance and more neatly 

arranged, no exception in the investment efficiency of the company concerned. 



 

 

H1. Institutional ownership has a positive effect on investment efficiency 

  

2.3 Executive Compensation and Investment Efficiency 

In a balance between goals and expectations, the need for a mobilizer or reward that will 

provide hope of benefits for employees [15]. Compensation gives an influence in the 

organization to work optimally in the company that is being run. Compensation received by 

executives can affect the performance of these executives in running the company's 

performance. 

Chen's research, 2017 revealed that providing executive compensation would better align 

the interests of managers and shareholders and improve company performance such as 

investment efficiency [5]. Previous research has examined the effect of compensation for top 

managers on firm performance in developed markets. Executive compensation options provide 

improvements with better investment efficiency in the United States [16]. 

H2. Executive Compensation has a positive effect on Investment Efficiency  

3. Method 

The sample in this research is all companies listed on the Indonesia Stock Exchange in 2017 

. This study uses companies listed on the IDX because these companies have an obligation to 

submit financial reports or annual reports to outside parties, especially to the stakeholders. And 

for sampling in this study using non random sampling techniques, namely sampling techniques 

that do not provide equal opportunities or opportunities for each element or member of the 

population to be selected as a sample [17]. Based on the predetermined sample selection criteria, 

a total sample of 532 observants was obtained. The 532 companies included 63 manufacturing 

companies, 75 financial companies, 45 oil, gas & fuel consumption companies, and others.  

The dependent variable capital structure in this study was measured by: 
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Information :  

   = Change in the total non-current assets of company 

i in period  

t divided by lagged total assets . 

 Sales Growth,  = percentage of changes in company sales i from period t-1 to 

t. 

  

First variable independent is institutional ownership that is measured by : 
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Second variable independent is compensation that is measured by : 

=     

 

 

This following models in this research : 
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Information : 

 IE       = Investment Efficiency 

 OWN   = Institusional Ownership 

 COMP = Excecutive Compensation 

4. Results And Discussion 

Table 1. provides a descriptive statistical description of each variable, especially the 

minimum, maximum, average, standard deviation, and the number of companies observed. 

  
Table 1. Descriptive Sample Statistics 

Research 

Variable 

Total Minimum Maximum Average Standard 

Deviation 

Ownership 510 16 95 54,685 14,159 

Compensation 510 10.810.500 160.000.000.000 
15.314.900.000,

438 

26.200.000.129

,286 

Investment 

Efficiency 
510 0,004 0,250 0,095 0,056 

 

4.1 Classic Assumption Test 

 
Table 2. Normality Test Using the Kolmogorov-Smirnov Test 

One-Sample Kolmogorov-Smirnov Test 

Unstandardized Residual 

N 532 

Kolmogorov-Smirnov Z 1,030 

Asymp. Sig. (2-tailed) 0,239 

a. Test distribution is Normal. 

 

This research fulfills all the classical assumption tests. In this study the Kolmogorov-

Smirnov normality test is 1.030 and the significance is 0.239 , the significance value is well 

above 0.05, which means that the residual data are normally distributed and the regression model 

can be used for further testing . In addition, there was no heteroscedasticity and multicollinearity 

between independent variables did not occur. 

 

 

 



 

 

 
Fig.1. Normality Results using a Histogram chart  

 

 
Fig.2 . Normality Test Results with the P-Plot Diagram 

 

   
Fig.3. Heterokedasticity Test Results Using Scatterplot 



 

 

Table 3. Heteroscedasticity Test Results With Glejser Test 

Coefficients 

 t-value significance 

(Constant) 8,259 0,000 

Institutional Ownership -0,897 0,370 

Compensation 0,923 0,356 

   

 Dependent Variable: Abs_res 

 

4.2 Hypothesis Testing 

 

a) Regression Analysis 

. =  +  1 +  2 +   

 

1. F-test 

The F test basically shows whether all the independent variables influence 

simultaneously or together on the dependent variable. 
 

Table 4. Results of the Effects of the F Test 
F-count F-table Significance Testing Criteria Information 

 10,077 3,04 0,000 p < 0,05 Signifikan 

 

In this test Institutional Compensation and Ownership as an independent variable and 

Investment Efficiency as the dependent variable. From the table above shows that the significant 

level of 0,000. Thus, it can be concluded that the value of 0,000 is less than a significant level 

of 0.05, which means that Compensation and Institutional Ownership has a significant effect on 

Investment Efficiency. Anova test results in Table 4.7 obtained the calculated F value of 10.128 

The calculated F value is greater than the F value of table 3.04 so that it can be concluded that 

the Compensation and Institutional Ownership variables have a significant effect on Investment 

Efficiency  

 

2. T-test 

T test or partial test is a hypothesis test that is used to measure how far the 

influence of one independent variable individually in explaining the variation of the 

dependent variable namely Compensation with Investment Efficiency, Institutional 

Ownership with Investment Efficiency 

 
Table 5.  Results of the Effects of t Test  

Model Unstandardized 

Coefficients 

t-value Significance 

B Std. Error 

(Constant) 0,063 0,010 6,605 0,000 

Institutional 

Ownership 

0,001 0,000 3,315 0,001 

Compensation 3.800E-013 0,000 2,846 0,005 

 



 

 

The first hypothesis in this study is the effect of Institutional Ownership on Investment 

Efficiency. From table 5 above, it is known that the test results show a significance level of 

0.001, the value is less than the significant probability value of 0.05, it can be concluded that 

Institutional Ownership influences Investment Efficiency. 

The second hypothesis in this study is the effect of Compensation on Investment 

Efficiency. From table 4.9 above it is known that the test results show a significance level of 

0.005, the value is less than the significant probability value of 0.05, it can be concluded that 

Compensation affects the Investment Efficiency. 

3. Coefficient of Determination 

To find out how far the ability of the model in explaining the variation of the 

dependent variable, the coefficient of determination test is performed. The coefficient 

of determination (R2) basically measures how far the model's ability to explain the 

variation of the dependent variable. The greater the coefficient of determination, the 

greater the ability of the independent variable in explaining the dependent variable. 

 
Table 6. Result of Coefficient of Determination 

R R Square Adjusted R Square Std. Error of the Estimate 

0,196 0,038 0,034 0,054 

 

From Table 6 above it is known that the coefficient of determination (R square) of 0.038 

means that 3.8% of the variation in efficiency can be explained by the two independent variables 

Compensation and Institutional Ownership. While 96.2% is explained by causes outside the 

model . 

Based on the explanation above, it can be concluded that the independent variable 

Institutional Ownership and Compensation has a positive effect on Investment Efficiency . 

 

4.3 Institutional Ownership and Investment Efficiency  

The results of testing the first hypothesis in table 5 show that the coefficient of determination 

is 0.001 and the value of t arithmetic> t table (3.315> 1.974). The results of this test can be 

interpreted that the large value of the variable institutional ownership affects the investment 

efficiency so that it can be interpreted the higher institutional ownership in a company, the 

higher the efficiency level of an investment disclosed, conversely the lower the institutional 

ownership in a company, the lower also the level of investment efficiency disclosed. This shows 

that companies that have a higher level of institutional ownership will utilize investment 

activities as efficiently as possible. These results support the results of testing the hypothesis 

that the institutional side can intervene in the managerial party as the investment decision maker, 

because of the intervention that occurs it can cause investment decision making to be appropriate 

and efficient. 

The results of this study are in line with research conducted by Chen [5], Biddle [18], which 

proves that institutional ownership has a significant positive effect on investment efficiency 

[18]. Institutions that act as investors have a good ability to oversee the development of company 

performance . The results of the influence of institutional ownership on investment efficiency 

in this study prove the truth of agency theory. Agency costs can be minimized through 

institutional ownership, where this type of ownership will provide more systematic and 

controlled supervision [19]. This happens because an increase in institutional ownership as a 

party that monitors the agent will reduce the impact of information asemtri that may only be 

obtained by the agents [20]. 

 



 

 

4.4 Compensation and Efficiency Investment 

The second hypothesis in this study is that executive compensation has a positive effect on 

the efficiency of corporate investment. The results of testing the second hypothesis in table 4.9 

show that the coefficient of determination is 3,800E-13 and the value of t arithmetic> t table 

(2.846> 1.974). The results of this test can be interpreted that the magnitude of the variable 

executive compensation affects the investment efficiency so that it can be interpreted the higher 

executive compensation in a company, the higher the level of efficiency of an investment 

disclosed, conversely the lower the executive compensation in a company, the lower also the 

level of investment efficiency disclosed. This shows that companies with higher executive 

compensation levels will make the most efficient use of investment activities. 

The results of this study are in line with Zhang [15] conducted by which prove that 

compensation has a significant positive effect on investment efficiency [15]. The company's 

goal in motivating or motivating CEOs by giving compensation is to work better or harder than 

before to increase profits, increase CEO compensation, and at the same time, it can provide 

benefits to principals [21]. For this reason, contracts that align interests between the two parties 

are written by including a compensation feature, namely the principal writing a contract or 

agreement that allows management to obtain a share of the wealth when the value of the 

company increases. 

5. Conclusions 

The results of this study indicate that institutional ownership has a significantly positive 

effect on investment efficiency. The results of the influence of institutional ownership variables 

on investment efficiency variables prove the truth of the agency theory. Agency costs that may 

occur can be minimized through institutional ownership, where this type of ownership will 

provide more systematic and controlled supervision . The results of this study also indicate that 

compensation has a significant positive effect on Investment Efficiency. Executive 

compensation plays a role in correcting or overcoming moral hazard problems (manager 

opportunism) arising from low company ownership. By using stock options, limited shares, and 

long-term contracts, shareholders can motivate the CEO to maximize the value of the company 

by streamlining the level of investment efficiency in a company .  

The limitation in this study lies in the level of R-Square which is quite low at 3.8% in model 

1 and 1.9% in model 2 indicating other variables not used in this study have a greater influence 

on the dependent variable undertaken by this study 

Based on the conclusions and limitations in this research, suggestions are proposed by the 

author, which is seen from the value of R Square reflects the factors others are not examined in 

this study. Next researcher consider other variables to the company's investment, such as the 

size, leverage and information asymmetry. 
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