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ABSTRACT 

The objective of the study is to find out the relationship between ownership 

concentration, investment opportunities, operational efficiency, and firm value. By using 

purposive sampling, this study employs 28 conventional banks listed on the Indonesian Stock 

Exchange for the period 2013-2019. By employing the WarpPLS version 6.0, this study 

reveals that ownership concentration and investment opportunity significantly affect firm 

value. In addition, operational efficiency mediates the effect of ownership concentration and 

investment opportunities on firm value. The higher the concentration level, the more efficient 

it is. This strengthens the role and function of the monitoring mechanism carried out by 

shareholders on management.  

Keywords: Ownership concentration; Investment opportunity; Operational efficiency; Firm 

value. 

INTRODUCTION 

To optimize company value, modern organizations with publicly traded shares 

conduct a separation of functions between ownership and management (Berle & Means, 

1932). Company owners professionally delegate company management to managers as agents 

who are employed and given the authority to make company operational decisions to affect 

the welfare of the owners (Jensen & Meckling, 1976). Separation of ownership and control 

aims to improve managers' skills in managing the company (Fama & Jensen, 1983). With 

these duties separated, the managers will be able to improve the company's value as desired 

by the shareholders. 

The difference in interests between owners and managers results in conflict between 

groups within the company, and it is known as agency conflict (Ross, 1973). Agency conflicts 

occur because managers are more concerned with individual interests than company goals. 

Agency problems will affect the value of the company and hurt both parties. In order not to 

worsen the situation, it is necessary to take measures to minimize it. Several ways can be done 

to minimize agency problems, including monitoring by the company owner. Monitoring is the 

efforts made by the owner (principal) to reduce the deviant manager behavior (agent) in the 

form of measuring and observing and controlling agent behavior through budget restrictions, 

compensation policies, operating rules, and other policies (Jensen & Meckling, 1976). 

The phenomenon shows that ownership concentration is found in many developing 

countries in Asia, including Indonesia (La Porta et al., 1999). Ownership concentration can be 

controlling the company or commonly referred to as controlling shareholder. The studies on 

ownership concentration have been widely conducted but still yields mixed results. Several 
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studies have focused more on foreign ownership (Greenaway et al., 2014), family ownership 

(De Massis et al., 2013), government ownership (Cornett et al., 2010), and institutional 

ownership (Elyasiani & Jia, 2010; Hidayat et al., 2020; McConnell & Servaes, 1990). 

However, there are still few who focus directly on share ownership by the majority 

shareholder. 

The research on ownership concentration itself still provides mixed conclusions. Some 

studies suggest that monitoring mechanisms through ownership concentration have a positive 

effect on firm value (Heugens et al., 2009; Hiraki et al., 2003; Lins, 2003; Nguyen et al., 

2015; Vintilă & Gherghina, 2014). Meanwhile, other studies state that ownership 

concentration does not have a significant effect on firm value (Abdallah & Ismail, 2017; 

Arouri et al., 2011; Bae et al., 2012; Bian & Deng, 2017; Iannotta et al., 2007; Leung & 

Cheng, 2013). The inconsistent research results indicate that other factors can link the effect 

of ownership concentration on firm value. 

This study, therefore, aims to link the effect of ownership concentration and 

investment opportunity on firm value through operational efficiency as a mediating variable. 

The monitoring mechanism of ownership concentration is expected to shape the behavior of 

managers who prioritize efficiency strategies in their operations to produce managerial 

decisions to increase firm value. Operational efficiency is seen as the main key to addressing 

gaps in previous research on the effect of ownership concentration on firm value.  

LITERATURE REVIEW 

Ownership Concentration and Operational Efficiency 

Agency theory underlies the relationship between ownership concentration and firm 

efficiency. Agency theory predicts that monitoring mechanisms such as ownership 

concentration can reduce agency problems as well as an important issue affecting 

performance (Eisenhardt, 1989; Jensen & Meckling, 1976). The ownership concentration 

mechanism as controlling shareholder can direct operational strategic decisions that are in line 

with their objectives (Shleifer & Vishny, 1997). With their dominance, concentrated 

shareholders can control the company by placing their chosen people in strategic positions, 

such as the position of managing director or finance director, so the dominant shareholder can 

easily direct the company's activities and all strategic policies taken will follow their direction 

(Francis  et al., 2005). 

Nanka-Bruce (2011) examined the effect of the performance of the internal good 

corporate governance mechanism on technical efficiency in manufacturing sector companies 

spread across 16 countries, both America and Europe, where one of the internal good 

corporate governance mechanism variables is ownership concentration (the largest 

shareholder). The result showed that the largest shareholder had a significant positive effect 

on technical efficiency. This result indicates that monitoring of the largest shareholder can 

reduce the behavior of managers who pursue personal gain which will reduce efficiency. 

H1: Ownership concentration has a positive effect on operational efficiency. 

Investment Opportunity and Operational Efficiency 

Investment opportunities owned by the company are projected to increase the company’s 

value if used to make investments that generate positive net present value. One way to take 

advantage of investment opportunities is to make investment decisions in information 

technology to increase firm value (Dehning et al., 2005; Dobija, et al., 2012; Indjikian & 
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Siegel, 2005; Melville et al., 2004). Investments in information technology make it easy for 

companies to recognize and provide opportunities to take advantage of certain assets to 

improve performance (Chari et al., 2007). The greater the investment opportunity the 

company has, the greater the opportunity for the use of information technology in the 

company's operations. High IT investment will encourage operational cost-efficiency. As is 

well known, information technology can provide convenience, simplify processes and 

improve product quality and variety through the use of IT. This is in line with the results of 

several studies which argue that IT investment can enable companies to achieve revenue 

growth and cost savings (Kauffman et al., 2015; Kauffman & Walden, 2001; Kulatilaka & 

Venkatraman, 2001; Sambamurthy et al., 2003).  

H2: Investment opportunity has a positive effect on operational efficiency. 

Ownership Concentration and Firm Value 

Ownership concentration is the number or proportion of shares owned by the largest 

shareholder in a company. With the presence of ownership concentration, some large 

shareholders control large shares which are named as controlling shareholders. Share 

ownership is said to be concentrated if most of the shares are owned by a small number of 

individuals or groups so that these shareholders have a relatively dominant number of shares 

compared to others (Dallas, 2004). As for controlling shareholders, ownership concentration 

enlarges its ownership to be able to control the company and directs managers to achieve 

shareholder goals, either through voting power or representing themselves in management 

positions (La Porta et al., 1999). 

Based on agency theory, ownership concentration is a key corporate governance 

mechanism that can solve agency problems arising from the separation of ownership and 

manager (Shleifer & Vishny, 1986). The monitoring mechanism is carried out by measuring 

and observing and controlling agent behavior through budget restrictions, compensation 

policies, operating rules, and other policies (Jensen and Meckling, 1976). Companies that 

have ownership concentration experience fewer agency problems (Al-Najjar et al., 2016; 

Zhuang et al., 2001). Ownership concentration can improve managerial monitoring and thus 

improve firm performance (Agrawal & Knoeber, 1996). Thus, ownership concentration can 

affect increasing firm value. Several empirical studies prove that there is a positive effect of 

ownership concentration on firm value include (Darko et al., 2016; Heugens et al., 2009; 

Hiraki et al., 2003; Kapopoulos & Lazaretou, 2007; Nguyen et al., 2015; Vintilă & 

Gherghina, 2014; Wiwattanakantang, 2001; Xu & Wang, 1999). 

H3: Ownership concentration positively affects firm value. 

Investment Opportunity and Firm Value 

Investment decisions are strongly influenced by investment opportunities, because the greater 

the profitable investment opportunity, the greater the investment to be made, in this case, the 

manager tries to take opportunities to maximize shareholder welfare. Concerning the 

achievement of company goals, there is an opportunity set that becomes a guide in investing 

which provides a broader view where the value of the company as the main goal depends on 

the company's future expenses. The Investment Opportunity Set (IOS) is a combination of 

assets held (assets in place) and investment options in the future with a positive net present 

value (Myers & Majluf, 1984). 
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According to Gaver and Gaver (1993), IOS is a firm value whose amount depends on the 

expenses determined by management in the future, which at this time are investment choices 

that are expected to produce greater returns. Smith Jr & Watts (1992) state that management 

investment opportunities require decision making in an uncertain environment and 

consequently managerial action becomes more unobservable so that the principal feels that 

management has acted following their wishes or not. Firm investment opportunities are an 

important component of market value. This is because IOS of a company affects the way 

managers, owners, investors, and creditors perceive the company (Kallapur & Trombley, 

2001). 

H4: Investment opportunity has a positive effect on firm value. 

Operational Efficiency and Firm value  

The concept of operational efficiency is part of a financial study that focuses on how 

resources are used to facilitate company operations (Goel, 2012). Operational efficiency 

occurs when the right combination of people (labor), production processes, and technology to 

increase the productivity and value of each business operation is followed by a reduction in 

routine operating costs to the desired level (Choi, 2010). In the context of RBV theory, 

companies that have a competitive advantage are the result of valuable organizational 

development such as continuous innovation, integration of all stakeholders, and proactive 

integration of environmental objectives that are included in management strategies (Hart, 

1997). In brief, the RBV theory states that it is superior competitive firms provide better 

corporate value valuations. The signal theory states that good information about the company 

will affect investors' perceptions of the company, thereby increasing the company's market 

value (Ross, 1977). Thus, good operational efficiency is a signal that the company has strong 

management and will provide high returns, this will add the equity value (share price). The 

empirical research of (Gill et al., 2014) supports the effect of operational efficiency on firm 

value. 

H5: Operational efficiency has a positive effect on firm value. 

 The Role of Operational Efficiency as Mediator  

Jensen & Meckling (1976) stated that the occurrence of agency conflict requires a 

monitoring mechanism that can reduce the conflict. Monitoring becomes the supervision of 

managers, one of which is through the ownership concentration mechanism. The ownership 

concentration mechanism will influence the behavior of managers in carrying out investment 

decisions and other efficient operations. Efficiency in investment and operational activities 

will align the goals of shareholders and the goals of managers so that it has an impact on 

increasing company value. 

H6: Operational efficiency mediates the effect of ownership concentration on firm value 

The Role of Operational Efficiency as Mediator  

The prospect of company growth can be explained as an investment opportunity set 

(IOS). Myers & Majluf (1984) explain that IOS is an expense that will be made by the 

company in the future to affect firm value. In general, it can be said that IOS is the 

relationship between current and future expenditures with value/returns/prospects as a result 

of the decision to generate value for the company. 
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IOS is a combination of assets owned and investment options in the future, net present 

value is positive. IOS cannot be observed directly, therefore in calculating IOS a proxy will 

be used (Kallapur & Trombley, 2001). In a previous study, Smith Jr & Watts (1992)  made 

three classifications of IOS proxy based on price proxy, investment proxy IOS, and IOS based 

on variant proxies. Adam & Goyal (2008) stated that IOS plays an important role in corporate 

finance to achieving company goals. This causes the company to expand opportunities to gain 

easy access to raise funds from investors (Scott, 2003). Investment decisions by a company 

are determined by the investment opportunities it has. When the company has an investment 

opportunity, the company can take advantage of the investment opportunity to increase 

company value. High investment opportunities in the future allow the company to achieve 

high growth rates. Thus 

H7: Operational efficiency mediates the effect of investment opportunity on firm value. 

METHODOLOGY 

The population of this study is banking companies listed on the Indonesia Stock 

Exchange (IDX). The sampling technique used purposive sampling. The criteria for sampling 

are as follows (1) The banking companies listed on the Indonesia Stock Exchange and 

published financial reports for the 2013-2019 period; and (2) The banking companies that 

have a lot of information on the research variables. Based on the criteria, 28 banks were 

chosen as a sample for this study from a total population of 43. 

Measures 

Ownership concentration is measured using the Herfindahl Index (HI) by calculating 

the number of squares of share ownership in each company. If the value of HI approaches 1, it 

is said that share ownership is concentrated, whereas if it is close to zero it is said that share 

ownership is spread (Lee & O'neill, 2003; Muth & Donaldson, 1998; Setia‐Atmaja et al., 

2009). The investment opportunity in this study is proxied by the capital expenditure to total 

asset ratio. This proxy includes investment-based proxies which indicate the level of 

investment activity in a company (Kallapur & Trombley, 1999). Companies with high IOS 

will have a high investment. Furthermore, it was found that capital investment activity as 

measured by the ratio of capital expenditures to assets as a proxy for IOS has a positive 

relationship with growth realization. Operational efficiency is measured using the Cost 

Efficiency Ratio (Koch & MacDonald, 2014). Company value is measured using Tobin's Q. 

Tobin's Q is a company value measurement model based on market value where the market 

valuation of a firm's value measures the use of existing assets and potential future growth. 

Data Analysis 

Data obtained were analyzed using path analysis. It can be set up as follows: 

                              (1) 

                                        (2) 

In equations 1 and 2, OC, IOS, and Q are independent and dependent variables. while 

OE is a mediating variable. 
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RESULTS AND DISCUSSION 

The descriptive statistics of the research variables are shown in Table 1. 

TABLE 1 

DESCRIPTIVE STATISTICS OF VARIABLES 

Variable Min Max Mean Std. Deviation 

OC 0.17 0.94 0.47 0.16266 

IOS 0.00020 0.04049 0.00363 0.00499 

OE 29 345.15 64.61 31.84151 

Q 0.59 1.53 1.08 0.14052 

N 196 196 196 196 

Note: OC = Ownership Concentration; IOS = Investment Opportunity; OE = Operational Efficiency; Q 

= Tobin’s Q. 

Based on the results of the reliability test, it shows that the composite reliability value 

is >0.7 for the entire construct. Likewise, the Cronbach alpha value is >0.7 for the entire 

construct. So, it can be concluded that the internal consistency reliability requirements of the 

research instrument have been met.  

The test model has predictive validity, according to Latan and Ghozali (2017) must 

be> zero (0). The results of the Q-square coefficient test show the value of the OE coefficient 

= 0.290 and the Q-square coefficient. = 0.271 which means > 0. It can be concluded that the 

model has predictive validity. 

Test results of the Goodness of Fit (GoF) show that the Average Path Coefficient 

(APC) value is 0.270 with P <0.001; Mean Square (ARS) value = 0.283 with P = 0.002; and 

the value of Adjustable Square (AARS) is 0.274 with P = 0.002. The probability value (P) for 

APC, ARS, and AARS recommended as a fit model is <0.05 (Kock, 2013). In conclusion, this 

research model is fit. This is also supported by the AVIF value of 1.054 and the AFVIF value 

of 1.150, which is < 3.3, which means that no multi-co-linearity problems were found among 

exogenous variables. The strength of the prediction model is shown by the GoF value have a 

matching value > 0.36 which means that the suitability of the model is very large which is 

0.532.  

TABLE 2 

THE RESULT OF PATH ANALYSIS 

Path Coefficients P-Value 

OC  OE -0.135 0.027  ** 

IOS  OE 0.545 <0.001*** 

OWN  Q 0.209 0.001*** 

IOS  Q 0.058 0.026  ** 

OE  Q 0.401 <0.001*** 

OC  OE  Q 0.054 0.039 ** 

IOS  OE  Q 0.218 <0.001*** 

Table 2 shows the result of the path coefficient ownership concentration (OC) 

significantly affects operational efficiency (OE). It means that the higher the level of the 

ownership concentration, the more efficient the company will be. On the other hand, 

investment opportunity (IOS) also significantly affects operational efficiency. The analysis 

also shows that ownership concentration has a significant positive effect on firm value, which 

indicates that the more concentrated the owner of a firm, will gain the higher value. As one of 
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the governance mechanisms, ownership concentration indicates that there are shareholders 

who have a significant level of ownership and have the authority to monitor and discipline 

management at a low-cost level. Based on agency theory, the separation between owner and 

management will create agency problems. One effective way to limit the emergence of 

agency problems is to have ownership concentration. Therefore, in governance mechanisms, 

ownership concentration plays a key role in reducing conflicts of interest between owners and 

managers. The existence of a majority shareholder or controlling shareholder will provide 

more control rights in overseeing the behavior of managers (Shleifer & Vishny, 1986). 

Control of ownership concentration can reduce agency problems between owners and 

managers (Maury, 2006; Bhaumik & Selarka, 2012). companies that have ownership 

concentration experience fewer agency problems (Zhuang et al., 2001; Al-Najjar et al., 2016). 

Ownership concentration can improve managerial monitoring and thus improve firm 

performance (Agrawal & Knoeber, 1996). Ownership concentration can be considered as a 

tool for detecting and correcting managerial errors and creating a comfortable framework for 

increasing firm value (Triantis & Daniels, 1995). 

The estimation results also confirm that investment opportunities positively affect firm 

value with a path coefficient value of 0.058. This result supports hypothesis 4, and in line 

with the result of Kallapur & Trombley (2001) that firm investment opportunities are an 

important element of market value. This is because the Investment Opportunity Set (IOS) 

from a company affects the way the parties with an interest in the company such as owners, 

managers, investors, and creditors perceive the company. Generally, it can be said that IOS 

describes the extent of investment opportunities of a company, but it is very dependent on the 

future benefit of the company's expenditure. Adam & Goyal (2008) stated that IOS plays an 

important role in corporate finance to achieving company goals. This causes the company to 

expand opportunities to gain easy access to raise funds from investors (Scott, 2003). 

Moreover, the test result of operational efficiency positively and significantly affects firm 

value. This result supports hypothesis 5, which indicates that the more efficient the 

operational activities in the bank, the higher the value it has. The results of the indirect test on 

the relationship between ownership concentration and investment opportunities on firm value, 

the indirect effect value is 0.054 with a p-value of 0.039 and 0.218 with a p-value of 0.001. It 

can be concluded that ownership concentration and investment opportunities indirectly 

increase firm value through operational efficiency. These results also support hypotheses 6 

and 7. Operating efficiency indicates that the use of financial and non-financial resources in 

the organization has been at an optimum and productive level by creating a synergy with the 

objectives of the company. It implies that the more efficient the company’s operation should 

be more profitable.  This finding is reinforcing the previous study conducted by (Bhullar et 

al., 2019; Nanayakkara & Mia, 2012).  

CONCLUSION AND RECOMMENDATION 

This study concludes that operational efficiency acts as a mediating variable in the 

relationship between ownership concentration and investment opportunity on firm value. The 

existence of ownership concentration is able to direct managers in maximizing operational 

efficiency. This is in line with agency theory in which the role of ownership is concentrated as 

a monitoring mechanism to minimize conflicts of interest between owners and managers. An 

ownership concentration mechanism as a controlling shareholder can direct operational 

strategic decisions following shareholder goals (Shleifer & Vishny, 1997). Furthermore, 

through investment opportunities, managers have several possible investment opportunities to 

be made in the company. Of the many options available, managers can determine the best 
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investment option. The better an investment option, the more efficient its implementation, of 

course, in addition to considering the best return value obtained by the company. The two 

things above can give a signal that the more concentrated a company is, the better the 

company's value. Likewise, the greater the investment opportunities a company have, the 

more positive it will be for increasing company value. 

This research also shows that the company can gain a competitive advantage by 

increasing the company's operational efficiency. This is in line with resource-based theory 

(RBV) which states that a firm's competitive advantage can provide better value for the 

company (Hart, 1997). Companies that are able to apply efficiency in their implementation 

will produce long-term benefits and sustainable success (McWilliams & Smart, 1993). 

Conversely, failure to maximize firm value is closely related to inefficiency factors (Jensen & 

Meckling, 1976). 

Therefore, according to these findings, it can be recommended that the monitoring 

mechanism can be improved by increasing the concentration of ownership where shareholders 

can control managers in maximizing operational efficiency. Concentration ownership can still 

be used as a mechanism to minimize agency problems in developing countries, especially in 

Indonesia. However, this study also has limitations, where the research scope is still limited to 

the banking industry. Further research can be carried out in all other strategic industries or 

industries other than banks. 
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