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 This study aims to examine and analyze the effect of the Investment Opportunity Set (IOS) on the 
corporation funding policies and also finds out whether or not the institutional ownership moderates 
the role of family ownership on IOS and company funding policies. The population includes all go-
public companies listed on the IDX over the period 2008-2016. The sampling technique used was 
purposive sampling method. The processing data used regression equations with panel data models 
and Eviews analysis tools. The results show that IOS had a negative effect on the funding policies. 
This makes the company with a lower debt to equity ratio on its capital structure policy to use the 
equity financing to reduce the agency problems. Institutional ownership moderates the influence of 
IOS on the funding policies. This proves that the institutional ownership balances need to replace 
the role of debt in monitoring the managers and reducing the agency problems in the company. The 
family ownership does not moderate the influence of IOS on the funding policies because in the 
ownership, the family tends to take opportunities for the personal interests and form a weak own-
ership structure so that the agency problems rises and disrupts the company performance.  
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1. Introduction 
 
The global crisis that occurred in 2008 in the United States affected the economy in Indonesia. However, 
the Indonesian government only took it seriously when the IHSG di BEI felt sharply to 10.38% on Oc-
tober 8, 2008. The impact of the global economic crisis was felt by the middle and upper classes of 
society, especially those who play stocks, foreign exchange and gold investments (Rai, 2011). The global 
economic crisis has caused companies to be careful in carrying out the company policies, both investment 
policies and funding policies. Some studies that form the basis of research related to the company invest-
ment policy (IOS) include Vogt (1997) who shows the companies’ growth will be responded positively 
by markets, Smith and Watts (1992) find opportunities for corporate growth in the investment opportu-
nities proxied by various combinations IOS. Funding policies are influenced by several factors, including 
the managerial ownership, institutional ownership, dividend policy, profitability and growth of the com-
pany (Indahningrum & Handayani, 2009; Pithaloka, 2009; Yeniati & Nicken, 2010). The company is in 
a position of financial pressure which is influenced by the ownership structure of the company. The 
ownership structure explains how the owner's commitment save the company (Reilly & Brown, 2000). 
The perspective of efficiency contracting companies will look for a good contracting solution in the 



 

2202

implementation of a set of funding policies and accounting procedures that can be accepted by the man-
agement and shareholders (Skinner, 1993). Companies that have the opportunity to grow bigger have a 
lower debt to equity ratio in their capital structure policies because the equity financing tends to reduce 
the agency problems that are potentially associated with the existence of risky debt in their capital struc-
ture (Smith & Watts, 1986). 
 
Company policy is also influenced by the company's goals in managing its investment opportunities 
(IOS) (Alnajjar & Riahi-belkaoui, 2001; Pagalung, 2003). IOS has a negative effect on the funding pol-
icies. It means that if the opportunity for the company growth (IOS) is high, the company's (debt) funding 
policy is low (Abbott, 2001; Barclay et al., 2006; Gaver & Gaver, 1993, 1995a; Jones & Sharma, 2001; 
Kallapur & Trombley, 1999; Myers & Turnbull, 1977; Smith & Watts, 1992; Watts & Zimmerman, 
1990). While other studies state that IOS has a positive effect on funding policies, it means that if the 
opportunity to grow (IOS) is high, the company's (debt) funding policy is high (Ardestani et al., 2013a; 
Chen & Zhao, 2006; Hartono, 1999; Hikmah, 2004, 2008; Ho, Lam, & Sami, 2004; Khanqah et  al., 
2013; Purnamasari et al., 2009; Sami et al., 1999; Ratnawati, 2007). Because there are differences in the 
results of the study, the researchers suspect that there are other variables that affect the independent 
variable (IOS) on the dependent variable (funding policy).  
 
Researchers developed the use of IOS proxy by using 5 variables; namely MVABVA, PER, CAPMVA, 
CAPBVA, and Tobin Q, and included the ownership structure moderation variables by using 2 variables 
which are the institutional ownership and family ownership. The ownership structure is used as a mod-
erating variable because in the case of management there is not only a relationship between independent 
variables and dependent variables, but also there are other variables that influence the relations between 
variables (Ghozali, 2006). This study hopes that the results of different empirical tests (research) can be 
explained further by the other factors that moderate the relationship of these two factors and are expected 
to contribute to the science based on the agency theory approach where the ownership structure is one 
way to reduce the conflict that occurs between shareholders and managers. 
 

2. Literature review and hypothesis development 
 

The phenomenon of agency problems in Indonesia can be explained in an agency theory especially in 
the ownership structure. Shleifer and Vishny (1997) explain that a manager will control the company and 
the agency problems that exist between the shareholders and managers. This problem is called as Agency 
Problem I (Villalonga et al., 2015; Villalonga et al., 2006) or Type I Agency Costs (Bozec & Laurin, 
2008). Then, the shareholders classify themselves as the controlling shareholders to oversee the manag-
ers, so that managers run the company in the best interests of the shareholders. However, the controlling 
shareholders ask the managers to make decisions that benefit themselves such as special dividend distri-
bution. It is detrimental to the non-controlling shareholders. Therefore, the agency problems arise be-
tween the controlling shareholders and non-controlling shareholders which is called as the Agency Prob-
lem II (Villalonga & Amit, 2006, 2015) or Type II Agency Costs (Bozec & Laurin, 2008). The managers 
in running the companies need funds both from the company itself and from the outside parties / banks 
or debtholder.  
 
In deciding the funding policies, the managers must think about the consequences that arise or risks that 
occur if the funding is obtained from the parties outside the company. If the funding comes from the 
debtholder, the agency problems will arise which occur between the shareholders and debtholders which 
is called Type III Agency Costs (Bozec & Laurin, 2008). Agency problems occur because the agents 
have a different purpose than the principal ones (Jensen & Meckling, 1976). The premise of the agency 
theory is that the agents are self-interested, risk averse, rational actors who always try less effort (moral 
hazard) and adverse selection. The agency theory seeks to solve two problems related to the agency 
problems, namely (1) monitoring problems that arise because the principal cannot prove whether the 
agent has behaved appropriately; (2) risk sharing problems, especially in the cases of the outcome control 
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that arise when the principals and agents behave differently regarding the risk (Eisenhardt, 1989). The 
funding policy is the way the companies in using the external funding facilities (debt) so that their use 
can minimize the amount of risk that must be borne by the company (Sartono, 2001). The increasing 
amount of debt for controlling agency conflict will increase the risk of bankruptcy and business risk 
(earnings volatility). This risk has an impact on the shareholders in the company, including the manage-
ment who owns shares in the company because the stock prices fluctuate (Cruthley et al., 1989). The 
agency problems due to the corporate debt encourage the benefits for the managerial behavior including 
(1) Debt becomes an incentive tool for the managers to work hard to avoid the risk of business failure 
(Grossman & Hart, 1986), (2) Debt encourages the managers to give the free cash flow (FCF) up to the 
shareholders to repay the debt obligations / reinvestments (Jensen, 1986), and (3) Debt plays a role in 
reducing the manager's incentives to carry out the excessive consumption (Megginson, 1997). The own-
ership structure is used to show that the variables that are important in the capital structure are not only 
determined by the amount of debt and equity but also determined by the percentage of share ownership 
by the inside shareholders and outside shareholders (Jensen & Meckling, 1976).  
 
The problem that occurs in a concentrated ownership structure is that the majority shareholders tend to 
be less diversified so that they must be willing to take the big risks (Demsetz & Lehn, 1985). Brous and 
Kini (1994) state that the tight supervision carried out by institutional investors depends on the amount 
of investment made. Bathala et al. (1994) found that the institutional ownership can replace the manage-
ment decisions in controlling the agency cost. Andres (2011) classifies the family companies as compa-
nies whose shares are at least 25% owned by a particular family or whose family members have positions 
on the board of directors or board of commissioners of the company if it is less than 25%, while the 
research of Setiawan et al. ( 2016) classifies the family companies as companies whose shares are at least 
20% owned by certain families.  
 
Myers and Majluf (1984) reported a study of the capital formation (pecking order) sequence and Jensen 
and Meckling (1976) regards the agency issues regarding to the free cash flow. Both theories raise the 
same issue that the managers prefer to use internal capital to finance investments, but both theories have 
opposite explanations. Siallagan and Machfoedz (2006) state that leverage can reduce the conflicts of 
interest between the managers and lenders (bondholders). Fama and French (2002) find that there is a 
negative relationship between the profits and corporate debt, namely companies that use profitable debt-
less and there is a positive relationship between IOS and company debt where when the company has a 
large IOS, the debt used is large. Khanqah et al. (2013) show that IOS has a positive influence on the 
funding policies in both poor economic conditions and good economic conditions. Based on previous 
research, hypothesis 1 is as follows: 
 

H1: IOS has a negative effect on the company funding policies. 
 

The increased share ownership by institutional ownership can offset the need for the debt use. This means 
that the institutional ownership can replace the role of debt in monitoring the managers and reducing the 
agency problems in the company. It shows that the institutional investors have greater authority than the 
shareholders to choose projects that are riskier by gaining high profits (Susilawati et al., 2012). So, hy-
pothesis 2 is as follows: 
 

H2: The institutional ownership structures moderate the influence of IOS on corporate funding policies. 
 

Large family share ownership has a negative influence on the company performance. It happens because 
the family tends to take personal benefits from the company. The more value the shares are invested, the 
easier it is to control the company (Cucculelli & Micucci, 2008). Anderson et al. (2003) also found it, 
because the legal protection of the investors in ownership structures is weak so that the agency problems 
arise that can disrupt the company's performance. According to La Porta et al. (1999), the family owner-
ship is defined as the ownership of individuals and ownership of closed companies (above 5%), which 
are not public, state, or financial institutions. So that hypothesis 3 can be drawn as follows: 
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H3: Family ownership moderates the influence of IOS through dept to equity ratio. 
3. Research method 

 

3.1 Population and sample  
 
The population in this study were all go public companies listed on the Indonesia Stock Exchange (IDX) 
from 2008 to 2016. The samples were conducted based on a purposive sampling method. The data 
sourced from the annual financial reports published on the Indonesia Stock Exchange, obtained from 
Indonesian Capital Market Directory and annual report for 2008-2016. 
 

3.2. Operational definition  
 

Debt is another mechanism that can be used to reduce or control the agency conflict. According to Kal-
lapur & Trombley (1999); Sartono (2001); Smith & Watts (1992) funding policy is measured by the 
formula of DER / Debt to equity Ratio = Total Debt / Total Equity. Investment Opportunity Set (IOS) 
can be measured by using several proxies. There are 5 proxies used in this study, namely MVABVA, 
PER, CAPMVA, CAPBVA, and Tobin’s Q. Here is a table of variables to form an IOS proxy: 

 
Table 1  
Variables to form IOS proxy 

No IOS proxy Measurement Researcher 
1  Market Value Asset to 

Book value of assets 
(MVABVA)  

MVABVA = [total assets – 
total equity + Number of 
shares outstanding x Stock 
closing price] : Total assets  

(Abbott, 2001; Adam & Goyal, 2003; Alnajjar & 
Riahi-belkaoui, 2001; Anam, Arfan, & Shabri, 2016; 
Baker, 1993; Cahan & Hossain, 1996; S. S. Chen, 
Chung, & Chung, 2001; Nisa et al., 2017; Fama & 
French, 2015; Giriati, 2016; Gul & Kealey, 1999; Ho 
et al., 2004; Jones & Sharma, 2001; Kallapur & 
Trombley, 1999; Mira, T. dan Ho, 2002; Pratiwi dan 
Dewi, 2012; Putra & Subowo, 2016; Rosdini, 2011; 
Sami, Heibatollah & Lam, 1999; Skinner, 1993; 
Smith & Watts, 1992; Yusuf & Firdauz, 2005; 
Akhtaruddin & Hossian (2008) 

2  Earnings to price ratios 
(PER)  

PER = [Stock closing price 
per share : Earnings per 
share (EPS)]  

(Adam & Goyal, 2003; Alnajjar & Riahi-belkaoui, 
2001; Cahan & Hossain, 1996; Chung & 
Charoenwong, 1991; Gaver & Gaver, 1993, 1995; 
Gul & Kealey, 1999; Hartono, 1999; Hossain, 
Cahan, & Adams, 2000; Jones & Sharma, 2001; 
Kallapur & Trombley, 1999; Pratiwi dan Dewi, 
2012; Rosdini, 2011; Sami, Heibatollah & Lam, 
1999; Skinner, 1993; Smith & Watts, 1992; Yusuf 
dan Firdauz, 2005; Akhtaruddin & Hossian, 2008; 
Khanqah et al.,, 2013) 

3 Ratio capital expenditure 
to market of assets 
(CAPMVA)  

(Book value of fixed assetst 
– Book value of fixed as-
setst-1): [Total Asset – Total 
Equity + (Number of shares 
outstanding x Stock closing 
price)]  

(Jones & Sharma, 2001; Yusuf & Firdauz, 2005) 

4  Ratio of capital expendi-
ture to book value of as-
sets (CAPBVA) 

[Book value of fixed assetst 
– Book value of fixed as-
setst-1] : [Total assets] 

(Jones & Sharma, 2001; Adam & Goyal, 2003; 
Murwaningsari & Rachmawati, 2017; Novianti & 
Simu, 2016; Yusuf & Firdauz, 2005) 

5  Tobin's Q (TOBIN’Q)  {[Number of shares out-
standing × Stock closing 
price] + Total debt + stock] 
– Amount of current assets 
} / total assets  

(Chung & Charoenwong, 1991; Kallapur & 
Trombley, 1999; Narayanan & Uzmanoglu, 2018; 
Skinner, 1993; Yusuf & Firdauz, 2005; Ardestani et 
al., 2013b) 
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The institutional ownership variable as a dummy is represented by numbers 0 and 1. Number 0 indicates 
that the company does not have any institutional ownership while number 1 indicates that the company 
has an institutional ownership. Likewise, for family ownership variables, 0 indicates that the company 
does not have a minimum family ownership of 20% while 1 shows the company has a minimum family 
ownership of 20% (Anderson et al., 2003; Andres, 2011; Claessens et al., 2000; La Porta et al., 1999; 
Setiawan et al., 2016). 
3.3. Factor Analysis (Confirmatory Factor Analysis) 
 
Factor analysis is used to form a joint proxy of five single proxy investment opportunity sets. The purpose 
of factor analysis is to define the structure of a matrix of data and analyze the relationship (correlation) 
between a number of variables. The factor analysis stages are KMO and Bartlett's Test of Sphericity, 
Communalities, Extraction, and Rotation (Hair et al., 1998). 
 
3.4. Hypothesis testing  

 
The hypothesis model in this study used a regression model used by Keasey and McGuinness (1992) and 
Keasey and Short (1997). The testing hypothesis 1 used a regression model with panel data with a re-
gression equation: 
 
DERit = a + β1IOSit + eit . (1) 

 
To test hypotheses 2 and 3, a regression equation can be performed with the panel data model as follows: 
 
DERit =a + β1IOSit +β2KEP INSTit+β3IOSit*KEP INSTit+eit, (2) 
DERit =a + β1IOSit + β2KEP KLRGit + β3IOSit*KEP KLRGit+ eit. (3) 

 
3.4. Panel data regression model testing  
 
There are three tests to determine the most appropriate technique for estimating the panel data regression, 
namely: The F statistical test is used to choose between the PLS method (common) and the Fixed Effect 
technique. Both Lagrange Multiplier (LM) tests are used to choose between PLS (common) techniques 
and Random Effect techniques. The last to choose between the Fixed Effect or Random Effect techniques 
is the Hausmann Test (Gujarati, 2012; Widarjono, 2009). 
 
4. Results 

 
In this study, the purposive sampling method was used and 216 companies went public per year which 
were listed on the Indonesia Stock Exchange (IDX) in 2008 to 2016. With a sample of 216 companies 
per year, the data collected showed that each company had a number of observations that are not the 
same and it is characteristic of panel data that is not balanced (Gujarati, 2012). 
 
4.1. IOS Factor Analysis  
 
The main objective of the factor analysis is to define the structure of a matrix of data and analyze the 
interrelated structure of relationships (correlation) between a large number of variables by defining a set 
of similarities of variables or dimensions. There are 4 stages in factor analysis: 
 
4.2. KMO and Bartlett’s test of Sphericity  
 
Based on the factor analysis in Table 2, it can be seen that the KMO value is 0.501 and Bartlett's test is 
831.194 with a significance level of 0.000. Because the number is above 0.5 and the level of significance 
is far below 0.05 (0.000 <0.05), the variables and samples variable can be further analyzed. 
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Table 2 
Results of Factor Analysis 

Factor Analysis Value 
KMO MSA 
BTS Chi Square 
df 
Sig 

0.501 
831.194 
28 
0.000 

Variable MSA 
MVABVA 
PER 
CAPBVA 
CAPMVA 
TOBIN'Q 

0.501 
0.520 
0.484 
0.479 
0.500 

MVABVA = Market Value Asset to Book Value of Assets, PER = Price Earnings Ratio, CAPBVA = Ratio of capital ex-
penditure to book value of assets, CAPMVA =  Ratio capital expenditure to market of assets, Tobin's Q (TOBIN’Q) 
 
4.3. Communalities  

 
Based on Table 3, the communal values range from 0.000 to 0.807. The results show that only the 
MVABVA variable has high communality so that the variable reflects IOS. 
 
Table 3  
Communalities (Extraction Method Principal Component Analysis) 

 Initial Extraction 
MVABVA 1.000 .805 
PER 1.000 .001 
CAPBVA 1.000 .000 
CAPBVE 1.000 .001 
TOBIN’Q 1.000 .008 

MVABVA = Market Value Asset to Book Value of Assets, PER = Price Earning Ratio, CAPBVA = Ratio of capital expenditure to book value of 
assets, CAPMVA =  Ratio of capital expenditure to market of assets, Tobin's Q (TOBIN’Q)  

 
4.4. Extraction 
 
Based on Table 4, the extraction factor produces 4 factors that can be used. Factor 1 has an eigenvalues 
value of 1.638, with a variance of 20.476%; factor 2 has eigenvalues value of 1.194 with variance of 
14.921%, factor 3 has eigenvalues value of 1.082 with variance of 13.530%, and factor 4 has eigenvalues 
value of 1.010 with variance of 12.629%, so that all factors have a variance value of 61.556% of the total 
variance. 
 
Table 4  
Total Variance Explained 

Component Initial Eigenvalues Extraction Sums of Square Loading 

Total % of Variance Cumulative % Total % of Variance Cumulative % 
1 1.638 20.476 20.476 1.638 20.476 20.476 
2 1.194 14.921 35.398    
3 1.082 13.530 48.927    
4 1.010 12.629 61.556    
5 .992 12.405 73.961    
6 .907 11.342 85.303    
7 .805 10.065 95.369    
8 .371 4.631 100.000    

 
4.5. Rotation 
 
The results of testing Table 5 show that the MVABVA variable is an IOS factor constructor variable with 
the greatest value of 0.897. 
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Table 5  
Results of Matrix Component Factor Analysis 

 Component 
MVABVA .897 
PER -.038 
CAPBVA -.019 
CAPBVE .033 
TOBIN’Q -.087 

Extraction Method Principal Component Analysis 
MVABVA = Market Value Asset to Book Value of Assets, PER = Price Earning Ratio, CAPBVA = Ratio of capital 
expenditure to book value of assets, CAPMVA = Ratio of capital expenditure to market of assets, Tobin's Q (TOBIN’Q)  

 
4.6. Hypothesis Testing 1 IOS Influence on Funding Policies 
 
Table 6 shows that MVABVA in the Chow Test shows significant results, but the Hausman Test shows 
insignificant results, so the fixed technique is the most appropriate technique. The fixed MVABVA tech-
nique has a value of -0.092 with a significance level of 0.001 smaller than  (0.01). It shows that IOS 
(MVABVA) has a negative effect on the funding policy (DER) is proven. 
 
Table 6  
IOS Influence (MVABVA) on DER 

Chow Test 40.784*** 
 (-2.971) 

Hausman Test 0.198 
 (-0.091) 

Fixed Effect -0.092*** 
 (-3.191) 

Source: Regression analysis 

 
4.7.Testing Hypothesis 2 and Hypothesis 3 IOS Influence (MVABVA) and ownership structure on funding 

policy (DER) 
 
Based on Table 7 it can be seen that the Chow Test (LM Test) and Hausman Test both on institutional 
ownership and family ownership yield significant results. 
 
Table 7  
IOS Influence (MVABVA) and share ownership on DER 

 MVABVA MVABVA 
 Institutional Ownership Family Ownership 
Chow Test 43.890*** 48.228*** 
Hausman Test 42.758*** 9.338** 
Random Effect   
Constant 2.329*** (5.328) 2.330*** (5.173) 
MVABVA -0.107*** (-3.196) -0.108*** (-3.040) 
Institutional 0.264* (1.932)  
Family  0.092 (1.324) 
MVABVA× Institutional -0.087 (-6.636)  
MVABVA× Family  0.030 (1.389) 
R-Square  0.034 0.010 
Adjusted R-Square  0.032 0.008 
F-statistics  16.920 (0.000) 4.934 (0.002) 

Source: Regression analysis 

 
It means that the random technique is the right technique. The effect of the MVABVA variable and 
institutional ownership variables on DER shows that F account of 16.920 with a significance level of 
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0.00 that is smaller than  (0.05), it means that IOS (MVABVA) and institutional ownership simultane-
ously have a significant effect on DER. Partially IOS (MVABVA) has a negative and significant effect 
on DER, while the institutional ownership has a significant effect on DER at α = 10%. It shows that 
Hypothesis 2 of the Institutional ownership moderates the influence of IOS (MVABVA) is proven DER. 
The effect of MVABVA variable and family ownership variable on DER shows F account of 4.94 with 
a significance level of 0.002 is smaller than  (0.05), which means that IOS (MVABVA) and family 
share ownership simultaneously have a significant effect on DER. Partially, only IOS (MVABVA) has 
a significant effect on DER. It shows that hypothesis 3 of Family ownership moderates the influence of 
IOS (MVABVA) on DER is not proven. 
 
5. Analysis  
 
The results of hypothesis 1 research show that the Investment Opportunity Set / IOS (MVABVA) has a 
negative and significant effect on the funding policy so that hypothesis 1 is proven. Consistently with the 
predictions of the contracting theory which implies that companies that have the option to grow larger 
will have less debt because the company prioritizes solutions to the problems related to its debt (Barclay 
et al., 2006). The results of hypothesis 2 research show that the institutional ownership moderates the 
effect of IOS (MVABVA) on DER so that the formulation of hypothesis 2 is proven. The institutional 
ownership is able to moderate the influence of IOS on the funding policies because the presence of own-
ership by institutional investors will encourage an increase in more optimal supervision of management 
performance (Indahningrum & Handayani, 2009; Murni, 2007). Bathala et al. (1994) find that the insti-
tutional ownership can replace the management decisions in controlling the agency cost. The greater the 
institutional ownership, the greater the power of voice to oversee the management so that it gives a big 
boost to optimize the value of the company then it improves the management performance. Therefore, 
the institutional ownership can reduce agency cost because the existence of effective monitoring by the 
institutional parties causes the use of debt to decrease (Cruthley et al., 1989). In addition, Tehranian et 
al., (2006) suggest that these supervisory actions can encourage management to give more attention on 
the company performance, thereby reducing the opportunistic behavior or selfish behavior. 
 
The results of hypothesis 3 study show that the family ownership does not moderate the influence of IOS 
(MVABVA) on DER so that the formulation of hypothesis 3 is not proven. The family ownership in 
Indonesia that does not moderate the influence of IOS on the funding policy is possible because the share 
ownership in Indonesia tends to be owned by the owner, founder or offspring. Therefore, when a com-
pany carries out its investment policies and funding policies, the family-owned companies tend to avoid 
things that are risky. Since the family-owned companies do not want to bear big risks related to the 
business they run, they prefer activities that have a small or low risk. 
 
6. Discussion  
 
This study finds that the Investment Opportunity Set / IOS (MVABVA) has a negative and significant 
effect on the funding policy. The results of this study consistently support previous studies (Abbott, 2001; 
Barclay et al., 2006; Gaver & Gaver, 1993, 1995; Gul & Kealey, 1999; Jones & Sharma, 2001; Kallapur 
& Trombley, 1999; Myers & Turnbull, 1977; Saputro, 2003; Smith & Watts, 1992; Watts & Zimmerman, 
1990). It shows that IOS has a negative effect on the funding policies and means that if the opportunity 
for growth (IOS) of the company is high, the company's funding (debt) policy is low. However,  this 
study does not support the other findings in the lierature (Ardestani et al., 2013a; Chen & Zhao, 2006; 
Hartono, 1999; Hikmah, 2004, 2008; Ho et al., 2004; Khanqah et al., 2013; López-Iturriaga & 
Crisóstomo, 2007; Purnamasari et al., 2009; Rosdini, 2011; Sami et al., 1999; Tri Ratnawati, 2007) be-
cause their research results in IOS had a positive effect on the funding policies. 
 
The results of this study still indicate a difference because the companies that have the opportunity to 
grow bigger have a lower debt to equity ratio in their capital structure policies. The companies that use 
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equity capital are able to reduce the agency problems that are potentially associated with the existence of 
debt at risk in their capital structure (Smith & Watts, 1992). The findings of Smith and Watts (1992) are 
followed up by Gaver and Gaver (1993) by conducting a research in two ways. First, it uses a specific 
company, that is towards industrial level companies. Second, it uses a variety of growth measurements, 
including the frequency of stock investments made by the growing stock mutual funds, and it identifies 
one IOS measurement by using factor analysis. 
 
In addition, the company management’s behavior in taking policies to respond to the economic condi-
tions that occur results in different findings of several studies. It shows that the investment policies and 
funding policies carried out by each company in the country and different economic conditions will pro-
duce different influences. According to Arifin (2003) the difference is likely due to the differences in the 
level of asymmetric information between the companies in the United States and the companies going 
public in Indonesia. Therefore, there are still opportunities for further research to develop a research with 
different variables, objects and years and economic conditions. 
 
The results of Hypothesis 2 show that the institutional ownership moderates the influence of IOS 
(MVABVA) on DER. The results of this study consistently support previous studies (Bathala et al., 1994; 
Brous & Kini, 1994; Cruthley et al., 1989; Indahningrum & Handayani, 2009; Megginson, 1997; Mitton, 
2002; Pithaloka, 2009; Susilawati et al., 2012; Tarjo, 2008; Tehranian et al., 2006; Yeniati. & Nicken, 
2010). The other studies (Junaidi, 2006; Listyani, 2003; Masdupi, 2005; Wahidahwati, 2002; Yeniati & 
Nicken, 2010) find the institutional ownership has a negative effect on the funding policies. Whereas the 
studies of Indahningrum and Handayani (20090 and Murni (2007) show that the institutional ownership 
has a positive and significant influence on the funding policies. 
 
Shleifer and Vishny (1986) state that the majority shareholders can overcome the agency problems came 
from the separation of control and ownership through a better supervision and takeover bids. The insti-
tutional ownership is able to moderate the influence of IOS on the funding policies because the ownership 
by the institutional investors will encourage increased optimal supervision of the management perfor-
mance. Brous and Kini (1994) states that the tight supervision of the institutional investors depends on 
the amount of the investment made. Bathala et al. (1994) find that the institutional ownership can replace 
the management decisions in controlling the agency cost. The greater the institutional ownership, the 
greater the power to oversee the management and be able to optimize the value of the company so it 
improves the management performance. Cruthley et al. (1989) suggest that the institutional ownership 
can reduce the agency cost because the effective institutional monitoring decreases the use of debt. It is 
due to the role of debt as one of the monitoring tools that has been taken over by the institutional owner-
ship. The third hypothesis shows that the family ownership does not moderate the influence of IOS 
(MVABVA) on DER. The results of this study consistently support the previous studies (Anderson et 
al., 2003; Claessens et al., 2000; Cucculelli & Micucci, 2008; La Porta et al., 1999; Setiawan et al., 2016). 
The research of Chen and Zhao (2006) in some companies in Hong Kong shows that there is no positive 
relationship between the family ownership and the return on assets, return on equity or market-to-book 
ratio. While Claessens et al. (2000) show that there was a negative influence of family ownership on the 
performance of companies in Asia, including Indonesia. The family ownership in Indonesia that does not 
moderate the influence of IOS on the funding policy is possible because the share ownership in Indonesia 
tends to be owned by the owner, founder or offspring. Therefore, when the companies carry out the 
investment policies and funding policies, the companies owned by families tend to avoid things that are 
risky. Since the family-owned companies do not want to bear big risks related to the business they run, 
they prefer activities that have small or low risk. Cucculelli and Micucci (2008) find that large family 
shareholdings have a negative influence on the company performance. It happens because the family 
tends to take personal benefits from the company. The more value of the shares invested, the easier it is 
to control the company. Anderson et al. (2003) find that the family ownership negatively affects the 
company's financial performance due to the legal protection of investors in a weak ownership structure 
resulting in the agency problems that could disrupt the company's performance. 
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7. Conclusion  
 

Based on the results of the study, it can be concluded that IOS (MVABVA) which has a negative effect 
on the company's funding policy is proven. It makes a company that has a lower debt to equity ratio in 
its capital structure policy because of using equity financing can reduce the agency problems. The insti-
tutional ownership moderates the influence of IOS (MVABVA) on DER, the institutional ownership 
offsets the need for debt use so that it can replace the role of debt in monitoring the managers and reducing 
the agency problems in the company. The family ownership does not moderate the influence of IOS 
(MVABVA) on DER because the family ownership tends to take opportunities for the personal interests 
and form a weak ownership structures so that the agency problems arise that can disrupt the company 
performance. 
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