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ABSTRACT 

 

The study mainly aimed to analyze the effect of the mechanism of good corporate governance on the company 

value. The population of this study is the construction and building sub-sector companies in the period 2013 - 

2017 registered in the Indonesia Stock Exchange. Data were obtained from 10 companies as the sample using 

purposive sampling method. The analytical method used was multiple linear regression using e-Viewers 9. The 

results of this study indicated that 90,697 percent of the company value is affected by independent variables 

including managerial ownership, institutional ownership, independent board of commissioners and board size, 

and 9.303 percent is explained by factors outside the regression model.  
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I. INTRODUCTION AND LITERATURE REVIEW 

 

The crisis that hit Indonesia which began in the middle 

of 1997 was one of them due to the low 

implementation of corporate governance. This is 

marked by a lack of transparency in the company's 

management that makes public control very weak and 

the majority of large shareholders are held by families 

causing obvious intervention of the majority 

shareholders in the management of the company and 

creating conflicts of interest that greatly deviate from 

the norm of good corporate governance.  

 

The emergence of conflicts of interest in a company 

results in opportunistic management resulting in low 

quality of earnings. The low quality of earnings will 

lead to mistakes in decision making from users such as 

investors and creditors, so that the company value will 

shrink (Siallagan and Machfoedz 2006).  

 

Given that earnings information is an important part 

of the information provided by management, it is 

undeniable that manipulation of earnings is often done 

by management as well as from company owners. Less 

quality profits usually occur because, in running the 

company's business, management is not the owner of 

the company.  

 

This separation of ownership can lead to conflicts in 

the control and implementation of company 

management which causes managers to act in 

accordance with the wishes of the owners. The 

conflicts that occur because of separation of the 

ownership are called agency conflicts. The view of 

agency theory where there is a separation between the 

agent and the principal which results in the emergence 

of potential conflicts can affect the quality of reported 

earnings. Management that have certain interests will 

tend to compile a profit report that is in accordance 

with their objectives and not for the interests of the 

principal.  

 

Based on Gross Domestic Product (GDP) data, in the 

past 7 years (2011-2017), the construction business 
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category had a large share of the structure of 

Indonesia's GDP, which is an average of 9.82%, or in 

the 4th in the structure of the Indonesian economy. 

The share of the construction business category has a 

tendency to continue to increase.  

 

The construction sector has an important role in 

Indonesian economic growth. Where, foreign 

investment has increased every year, for example in 

2017 the total foreign investment in the construction 

sector reached US $ 225 million, 20% higher than in 

2016 which was US $ 187 million. Whereas there are 

increases and decreases in domestic investmen, for 

example in 2017 that reached Rp 30.34 billion. The 

increase in foreign capital investment from year to year 

followed by increased domestic capital investment. 

This has become one of the concentrations of 

economist to maintain the value of the company so 

that it still has a good perception for investors.  

 

The value of the company is very important because it 

reflects the company's performance which can affect 

investors' perceptions of the company. Since the 

implementation of corporate governance is important 

to be done by companies that have go public, the 

government issues a decree that must be implemented 

by SOEs, namely the Minister Decree of StateOwned 

Enterprises (BUMN) No: Kep-117 / M-MBU / 2002 

concerning the implementation of corporate 

governance. In general, investors make use of financial 

statements that reflect the value of the company to 

invest. Therefore, it is necessary to implement good 

corporate governance that is expected to control 

agency conflicts occured.  

 

This study focuses to the analyze and find empirical 

evidence on any factors that can influence the 

mechanism of good corporate governance on value 

firm in the construction and building sub-sector for the 

period 2013-2017. 

 

Theoritically, mechanism good corporate governance 

is applied in corporate practices for preventing agency 

conflict and increasing the value of the company. 

Therefor this study focuses to analyze the effect of 

good corporate governance on value of company. 

 

 
Figure 1: Framework of the Study 

 

1.2 Research Objectives  

 

Based on the formulation of the problem above, the 

purposes of this study is for analyzing the effect of the 

mechanism of good corporate governance on the 

company value of the construction and building sub-

sector for the period 2013 - 2017. 

 

II. RESEARCH METHODS 

 

2.1 Research Methodology and Data Analysis  

In order to analyze the effect of good corporate 

governance on firm value in the construction and 

building sub-sectors in 2013-2017. The data and 

variables used in this study are:  

 

The Data used in this study are secondary data obtained 

from various relevant institutions in Indonesia in the 

form of a time series. Secondary data in this study were 

obtained from the Indonesia Stock Exchange (BEI) and 

the Central Bureau of Statistics (BPS). Observations 

were conducted from January 2013 until December 

2017.  

The Population of this study is all infrastructure 

companies in the construction and building sub-

sectors registered in Indonesia. The data used are 

annual and financial reports. The sub-sectors that 

became the samples of this study were obtained with 

certain criteria (purpose sampling). There are ten 
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companies which have complete criteria. Where, 

seventeen company are listed in Indonesia Stock 

Exchange period 2013-2017sub-sectors construction 

and building and seven companies have not complete 

data.  

The Method this study used panel data from which an 

overview of the effect of variables on the company 

value of construction and building sub-sectors in 

Indonesia is expected to be provided. The use of the 

panel data method is based on Collin’s study et al. 2001. 

The model is shown as follows:  

𝑁𝑃̂ 𝑖𝑡= β0 + β1 KM + β2 KI + β3 DKI + β4 UDD + β5 

UDK + ɛ  

β1, β2, β3, β4, β5, ≥ 0 means the components of good 

corporate have a positive effect on the company value. 

Where, NP is value company, KM is managerial 

ownership, KI is institutional ownership, DKI is 

independent board of commissioners, UDD is size 

board of commissioners, and UDK is size board of 

directors. 

 

2.2 Data Analysis to Identify Effect of the Variable of 

Good Corporate Governance on Company Value  

 

The descriptive statistics from the data used in this 

study is includes the number of data (observations), 

average values (mean), maximum values, minimum 

values and standard deviations. 

 

Table 1. Descriptive Statistics 

 

 
 

Fixed effect model (FEM) was used in this study. The 

result of the classical assumption test suggested that the 

normality test, autocorrelation test and 

heteroscedasticity test were in accordance with the 

criteria model, p>0.05. 

 

Therefore, the data to be processed can generate the 

best estimator and be free from problems. The result of 

the regression was use fixed effect model, show in 

below table: 

 

Table 2. Panel Data Regression Model 

 
 

R-squared value was 90,697 percent, which means that 

90,697 percent of the variation in company value can 

be explained by the independent variables, while the 

remaining 9.303 percent is explained by factors or 

variables outside the regression model. The probability 

value of the F-statistic of the model showed values of 

0.00000 which means its value smaller than α of 5 

percent. This result indicates that all the independent 

variables including managerial ownership, 

independent board of commissioner, board size of 

commissioner, board size of director simultaneously 

had a positive effect in the dependent variable 

(company value).  

 

The Effect of Managerial Ownership on Company 

Value  

Managerial ownership (KM) variable had a positive 

significant effect on the company value at each model 

(smaller probability compared to the real level of 5 

percent). The result of this study is in accordance with 

Soliha and Taswan’s study (2002). Managerial 

ownership will align the interests of management with 

shareholders, so that they will directly gain benefit 

from the decisions taken as well as bear losses as a 

consequence of making wrong decisions. The effect 

will be the increase of the company value following the 
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best decisions taken. It is significant that the influence 

of managerial ownership will encourage management 

to improve company’s performance because they also 

own the company. The increase of company’s 

performance will increase the company value (Sujoko 

and Soebiantoro, 2007). 

  

The Effect of Institutional Ownership on Company 

Value  

Institutional ownership (KI) variable had a negative 

effect on the company value (greater probability than 

the real level of 5 percent). The result of this study is 

in line with Sujoko and Soebiantoro (2007) that 

institutional ownership had a negative insignificant 

effect on the value company. Animah and Ramadhani’s 

study (2009) explained that institutional ownership 

had an insignificant effect on the company value. Even 

though the company has large institutional ownership, 

it is considered not capable of carrying out the 

supervisory function of company activities related to 

improving company performance.  

 

The Effect of the Independent Board of Commissioner 

on The Company Value  

The variable of the independent board of 

commissioners (DKI) had a positive significant effect 

on company value (probability of 0.000 smaller than 

the real level of 5 percent). The higher the proportion 

of independent commissioner in the company, the 

more effective the supervisory and advisory to the 

directors the board of commissioners can carry out and 

this provides added value to the company (Carningsih, 

2009). This is in line with the Siallagan and 

Machfoedz’s study (2006) which used the proportion 

of independent commissioner to determine the effect 

on company value as measured by Tobin’s Q, found 

that the proportion of independent commissioners had 

a positive effect on company value.  

The Effect of Size of Board of Commissioner on 

Company Value  

Board size of commissioner (UDK) variable had a 

positive effect on the company value (smaller 

probability than the real level of 5 percent). The 

probability value shown in each model showed the 

board size of commissioner (UDK) had a positive effect 

on the company value. The result of this study is in line 

with Kawatu’s study (2009) which states that the board 

of commissioner had a positive significant effect on 

company value.  

 

The Effect of Size of Board of Director on Company 

Value  

The board size of director (UDD) variable had a 

positive significant effect on the company value at each 

model (smaller probability compared to the real level 

of 5 percent). The board size of director (UDD) with a 

smaller probability level than 5 percent level suggested 

the size of board of director (UDD) had a positive effect 

on the company value. The result of this study is in line 

with Susanti's study (2010) concluding that the board 

size or the number of board of directors had a positive 

significant effect on company value. From this 

relationship, it is shown that the number of board size 

(board size of directors) increases in line with the 

condition of the company, meaning that the 

management of the company by the board of directors 

is getting better, so that the company's performance 

will increase and the company value will accordingly 

increase. 

 

III. FINDING AND CONCLUSION 

 

This study discusses the effect of the good corporate 

governance mechanismon the value of the company in 

the sub-sector construction and building periode 2013-

2017 that has been listed on Indonesia Stock Exchange. 

The finding show that the mechanism of good 

corporate governance had a positive significant effect 

on company value (NP). Components that had a 

positive significant effect are managerial ownership 

(KM), independent board of commissioner (DKI), 

board size of director (UDD) and board size of 

commissioner (UDK). This means that if one 

component of good corporate governance is increased, 

it will have a positive or increasing effect on the value 

of the company.  
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Partially, only the institutional ownership component 

(KI) showing insignificant effect on the company 

value. Institutional ownership had an insignificant 

effect on the company value Further studies are needed 

on institutional ownership of the construction and 

building sub-sectors. Overall the implementation of a 

good corporate governance mechanism which consist 

of managerial ownership, institutional ownership, the 

size of the board of directors and the size of the board 

of commissioners in sub-sector construction and 

building companies that are sampled in the study have 

a positive effect on increasing company value. 

 

IV. REFERENCES 

 

[1]. Animah, and R. S. Ramadhani. 2010. Effect of 

Ownership Structure, Corporate Governance 

Mechanism and Company Size Against 

Company Values (Survey on Manufacturing 

Companies Listed on the Jakarta Stock Exchange 

2003-2007 Period), Collection of Accounting 

National Symposium Paper XIII, Purwokerto. 

[2]. Beasley, M. 1996. An Empirical Analisis of the 

Relation Between the Board of Director 

Compensation and Financial Statement Fraud. 

The Accounting Review, Vol.71, pp.443-465. 

[3]. Bernhart, S.W. & Rosenstein, S. 1998. Board 

Composition, Managerial Ownership, and Firm 

Performance: An Emeprical Analysis. Financial 

Review, Vol.33, pp.1-16. 

[4]. Carningsih. 2009. Effect of Good Corporate 

Governance on the Relationship Between 

Financial Performance and Corporate Value 

(Case Study of Property and Real Estate 

Companies Registered on the Indonesia Stock 

Exchange. Jakarta: Faculty of Economics, 

Gunadarma University. Unpublished 

undergraduate thesis, Gunadarma University, 

Depok. 

[5]. Chen J, Blenman L. 2008. Does institutional 

ownership create value? the New Zealand case. 

Quarterly Journal of Finance and Accounting. 

47(4): 109-124. 

[6]. Darwis, H. 2009. Corporate Governance of 

Company Performance. Journal of Finance and 

Banking, Vol. 13, No. 3, page. 418-430, 

September. 

[7]. Fiakas D. 2005. Tobin’s Q: valuing small 

capitalization companies. International Journal 

Recent Scientific Research. 7(6): 11552-11558. 

[8]. Ghozali, I. 2005. Application of Multivariate 

Analysis with the SPSS Program. Third Edition. 

Semarang: Diponegoro University Publisher. 

[9]. Jensen, Michael C. dan W. H Meckling. 1976. 

Theory of The Firm: Managerial Behaviour, 

Agency Cost and Ownership Structure. 

http://papers.ssrn.com 

[10]. Kawatu, F. S. 2009. Mechanism of Corporate 

Governance of Corporate Values with Quality of 

Profit as an Intervening Variable. Journal of 

Finance and Banking, Vol. 13, No. 3: 405-417, 

September. 

[11]. Machfoedz M, Siallagan H. 2006. Corporate 

governance mechanisms, earnings quality and 

company value. National Accounting 

Symposium IX. Andalas University. Padang. 

[12]. Minister Decree of State Owned Enterprises 

(BUMN): No. KEP-117/M-MBU/2002) 

[13]. Machfoedz, M, and Siallagan, H. 2006. 

Mechanisms of Corporate Governance, Quality 

of Profit and Company Value. Padang: 

Accounting National Symposium 9. 

[14]. Prasetyo RP, Firdaus M. 2009. Influence of 

infrastructure on regional economic growth in 

Indonesia. Journal of Economics and 

Development Policy. 2 (2): 222-236. 

[15]. Salvatore, D. 2005. Managerial Economics in the 

Global Economy. Salemba Empat: Jakarta. 

[16]. Sujoko and Soebiantoro. 2007. Effect of Stock 

Ownership Structure, Leverage, Interaction 

Factors and External Factors on Company Value. 

Management and Entrepreneurship Journal. Vol 

9, No. 1. 

[17]. Susanti, N.A., Rahwati, Aryani, Y., A., 2010. 

Analysis of the Effect of Corporate Governance 

Mechanisms on Company Values with Profit 



International Journal of Scientific Research in Science, Engineering and Technology (www.ijsrset.com) 

Rini Adiarini Int J Sci Res Sci Eng Technol. May-June-2019; 6 (3) :  346-351 

 

 351 

Quality as Intevening Variables in 

Manufacturing Companies Listed on the 

Indonesia Stock Exchange for the 2004-2007 

Period. Surakarta: Eleven March University. 

[18]. Official Website: www.bkpm.go.id (Indonesia’s 

Investment Coordinating Board) 

[19]. Official Website: www.bps.go.id (Central 

Bureau of Statistics) 

 

 

Cite this article as : 

 

Rini Adiarini, "Analysis of The Effect of Good 

Corporate Governance on Company Value in 

Construction and Building Sub Sectors ", International 

Journal of Scientific Research in Science, Engineering 

and Technology (IJSRSET), Online ISSN : 2394-4099, 

Print ISSN : 2395-1990, Volume 6 Issue 3, pp. 346-351, 

May-June 2019. Available at doi : 

https://doi.org/10.32628/IJSRSET196365 

Journal URL : http://ijsrset.com/IJSRSET196365 

https://doi.org/10.32628/IJSRSET196365
http://ijsrset.com/IJSRSET196365

