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Abstract- This study examines the impact of debt policy and company size on performance of listed companies 
in Indonesia Stock Exchange (IDX) between 2013 and 2015. This study also determine whether agency cost 
could mediate the relationships between debt policy and company performance as well as company size an 
company performance. The path analysis is utilized to answer the research questions. Based on 694 company-
year observations, it is found that, debt policy and company size did not affect agency cost. Company size was 
found to be a significant in influencing company performance. Company size could increase company 
performance through economic of scale. Perhaps, in an emerging market such as Indonesia, size plays a 
significant role in influencing company performance due to the presence of greater economies of scales, better 
competitive position, having more skilled managers, and having greater access to cheaper sources of funds. It 
means that listed companies on the IDX could increase performance by increasing their size. This implies that 
the regulators should adopt policies that encourage or at least do not impede companies to grow in size. Finally, 
agency cost had a significant and negative effect on performance of listed companies on the IDX. Agency cost 
could mediate the relationships between debt policy (company size) and company performance, but this could 
not be proven in the listed companies on IDX. 
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I. INTRODUCTION 
 
A separation between ownership and control could 
create agency conflict. Owners hire a manager to act 
based on shareholders best interests. In reality, 
manager does not always act based on shareholders 
interests particularly on issues related to management 
decision in debt policy, company size and agency 
cost. Debt could affect company performance through 
tax deductible which provided by government. In 
addition, the using of debt could also make the 
company bears less cost as compare to using of 
equity. However,  debt could reduce a company’s 
performance when a manager employees debt based 
on his or her interests. Sometimes, a manager uses 
debt to defend him/herself, such as by enlarging the 
company only to get more salary, prestige and 
compensation from managing a large company 
(Jensen, 1986; Stultz, 1990). In such situastion, 
her/his decision  could cause agency conflict (agency 
cost) and decrease company performance. 
 
Company size is also a determinant of company 
performance. A larger company is usually more 
established and it is assumed that it could operate 
effectively and outperform a smaller company. 
Nevertheless, a larger company has high agency costs 
(Jensen & Meckling, 1976) since shareholders face 
some difficulties in monitoring top management 
(Himmelberg, Hubard, & Palia, 1999; Sarkar & 

Sarkar, 2000). This creates agency conflict (agency 
cost) and decreases company performance. This is 
further supported by Sitepu (2010) who found that 
large companies collapsed during the crisis in 
Indonesia. 
According to Jensen and Meckling (1976), there is a 
tendency for a large company to face agency 
problems because of the separation of function 
between decision making and risk bearing. In this 
situation, a manager tends to use company’s 
additional returns to consume perquisites (e.g. 
purchase of a corporate jet). This might reduce the 
company performance. Such situation is known as 
agency cost. 
 
Similarly, agency relationship is a common 
phenomenon in a large company. Owners hire an 
agent to act on their interests. It is expected that the 
agent would utilize the company resources efficiently 
to improve performance. Murphy (1985) argued that 
managers have incentives to cause their company to 
grow beyond the optimal size. Growth increases the 
managers’ power by increasing the resources under 
their control. Growth is also associated with an 
increase in managers’ compensation. In addition, if 
shareholders disagree with the decision of the 
manager, they can use their right to discipline the 
manager in order to pursue the shareholders’ welfare. 
In other words, if shareholders are not satisfied with 
the manager’s performance, they can sell their share 
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to other investors. Thus addressing the conflict of 
interest between the manager and the owners creates 
agency cost. 
 
Therefore, this paper investigates whether debt policy, 
company size and agency cost influence performance 
of listed company on the Indonesia Stock Exchange 
(IDX); wether agency cost could mediate the 
influence of debt policy and company size on 
company performance in the IDX. 
 
II. METHOD AND DETAIL TECHNICAL 
ANALYSIS 
 
This study employeed secondary data which come 
from the annual reports of listed companies on the 
IDX from the end of 2013 to 2015 financial years. 
Based on the purposive sampling, 694 company-year 
observations were selected with a set of criteria as 
follows: (1) non-financial companies, (2) the 
availability of financial staments during the period of 
analysis which included return on equity (ROE), debt 
to equity  ratio (DER), market value of equity (MVE) 
and selling, general and administration (SGA) 
expense. This study used the path analysis with 
company performance (ROE) as an endogenous 
variable and agency cost (SGA expense) as a 
mediating variable. The exogenous variables included 
debt policy (it is proxied by DER) and  company size 
(it is measured by MVE), which presented in Table 1. 
 

Table 1. Variables in This Study and Their Measurement 

 
 
Measurement of each variable was chosen based on 
the result of Confirmatory Factor Anlysis—CFA in 
previuos study (Masdupi & Sari, 2016).  ROE, DER 
and MVE were best indicators of company 
performance, debt policy and company size 
respectively. 
AMOS 20 was used to analyse the data. Multivariate 
outliers were assessed by Mahalanobis distance (less 
than 18.467, p < 0.001) and zcsore is between +2.5 
and -2.5. 64 outlier cases were excluded; hence the 
final data become 694 company-year observations. 

Normality data were tested (skewness divided by the 
standard error is less than 3.29, p <0.001). Both of 
assessment were conducted before the main analysis 
was run (Tabachnick & Fidell, 2007). 
 
The variables with non-normally distribution were 
transformed through squared root (sqrt/sq/rsq) and 
natural log (Ln) depending on the severity of 
skewness (Manning & Munro, 2004) in order to 
achieve the normality assumption. There was no 
multicollinearity problem in this study as indicated by 
pearson correlations among the variables which were 
less than 0.8 (Gujarati, 1995), variance inflation factor 
that was less than 10 and tolerance statistic that was 
more than 0.10 but less than 1 (Hair et al., 2006).  
Scater plot also showed that data could fullfill 
homogenity assumption. 
 
III. RESULTS AND DISCUSSION 
 
3.1 Descriptive Statistic 
Table 2 describes the descriptive statistic of variabels 
in this study. The number of sample was 694 
company-year observations during the period of 2013 
till 2015. The results obtained through descriptive 
statistical analysis showed that the ability of 
companies listed on the IDX to generate return was 
good with minimum, maximum and mean values of 
ROE being -88.7%, 118.6% and 8.8% respectively.  
Listed companies on the IDX also tend to use debt 
with mean as much as 1.188 (118,86%). Additionally, 
market value of equity was quite high with mean 
value of 2.614 (in the natural log). The result also 
indicates that agency conflict exists among listed 
companies in the IDX which showed by the mean as 
much as 0.725 (72.5%). It means agency cost 
relatively high in listed companies on the IDX. 
Furthermore, this study described the result of 
hypotheses testing in Figure 1. There are five 
hypotheses would be tested and explained in the next 
section. 

 
Tabel 2. Descriptive Statistic of Variables (Data: 2013-2015, N = 

694) 

 
Souce:Ouput of AMOS 

 
3.2 H1: Debt Policy has a Negative and Significant 
Effect on Agency Cost 
This study finds that debt policy has a positive and 
significant influence on agency cost of listed 
companies  in the IDX with p-value of 0.000, which 
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was less than 0.000. Its coefficient is 0.004. 
Nevertheless, this study rejected the first hypothesis 
because its effect is positive.  In such situation, the 
increasing of the number of debt would increase 
agency cost. Theoritically speaking,  if the number of 
debt increases, so manager would become more 
careful in making decision related with debt (Jensen 
& Meckling, 1976). He or she tends to use free cash 
flows for debt payment, hence, it could reduce the 
agency cost. Nevertheless, this study could not 
support the agency theory as said by Jensen and 
Meckling (1976). The result indicates that manager’s 
of listed companies in the IDX did not employee debt 
to maximum of the shareholder’s wealth but only to 
pursue their interests. This result is consistent with the 
study of Khaira (2011) that showed that capital 
structure have a significant and positive influence on 
agency cost of basic industrial and chemical company 
that listed in the IDX. Moreover, this study could 
support the previous studies that stated the capital 
structure did not affect agency cost (Awwalia, 2014; 
and Intan, 2014). 

 
Figure 1. The Path Model of Company Performance 

 

 
 
3.3. H2: Company Size has a Positive and 
Significant Effect on Agency Cost 
 
The result indicates that company size significantly 
affected agency cost of company that listed in the 
IDX, where its coefficient were -0.196, p-value was 
0.004 which was less than 0.05. Therefore, the second 
hypothesis, company size had a positive and 
significant effect on agency cost, was not supported. 
The finding of this study could not prove that  a larger 
company has high agency costs (Jensen & Meckling, 
1976) since shareholders face some difficulties in 
monitoring top management (Himmelberg, Hubard, & 
Palia, 1999; Sarkar & Sarkar, 2000). A negative sign 
indicates that increasing of company size could result 
in decreasing of agency cost. Listed company in the 
IDX  must provide annual report for the public. It 
means that company controled by public investors. 
Such situation probably make managers to be more 
careful with their decisions. 

This study also indicates that managers of 
manufacturing listed companies did not enlarge 
company size only to fulfill their interests. The 
finding supported the previous evidence that company 
size had no influence on agency cost (Intan, 2014). 
This study was not consistent with Khaira (2011) and 
Awwalia (2014) that company size had a negative and 
significant effect on agency cost. 
 
3.4. H3: Debt Policy Positively and Significantly 
Affcet Company Performance 
The result shows that the relationship between debt 
policy and company performance was statistically 
insignificant where its p-value was 0.134 which was 
more than 0.05. Hence, the third hypothesis, debt 
policy positively and significantly affect company 
performance, was not accepted. This finding was not 
consistent with the agency theory (Jensen & 
Meckling, 1976). Debt as a mechanism to mitigate the 
agency conflict could not be applicable in the IDX. 
The insignificant result shows that debt could not 
influence company performance in Indonesia. This 
study did not support the Modigliani and Miller who 
said that the using of debt could increase company 
performance since there is an advantage of debt such 
as tax deductible (Brigham & Houston, 2011). Debt as 
a source of fund did not seem to be a factor to boast 
performance in the IDX. It might be applicable to 
other developed capital markets, but it did not seem to 
be the case in Indonesia. This finding contradicted 
with the work of Awwalia (2014), Esa (2012) and 
Intan (2014) that capital structure had a positive and 
significant effect on company performance. This 
result supported the study of Khaira (2011) that 
capital structure did not influence company 
performance. 
 
3.5. H4: Company Size Has a Significant Effect on 
Company Performance 
This study reveals that company size had a significant 
and positive influence on company performance with 
p-value of 0.001, which was less than 0.05. Hence, 
hypothesis 4 was supported. The result shows a 
positive coefficient between company size and 
company performance, which reflected that larger 
company size would increase company performance. 
This finding reports that listed companies on the IDX 
could reap benefits of company size such as 
economies of scale, skilled managers, and greater 
specialization, which could probably reduce 
transaction costs, which in turn caused an increase of 
company performance (Driffield et al., 2007; Gupta, 
1969; Lang & Stultz, 1994; Smith & Watts, 1992). A 
large company is assumed with being more 
established, and having managers with a lot of 
experience to manage a company, which contribute to 
company performance. This result is consistent with 
previous evidences that company size has a positive 
and significant influence on company performance 
(Chakrabarti et al., 2007; Chen & Ho, 2000; Kumar, 
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2005; Mickkelson et al., 1997; Ming & Gee, 2008; 
Serrano-Cinca et al., 2007; Zeitun & Tian, 2007). The 
finding is not consistent with the implication stated in 
the agency theory where it is rather difficult for 
shareholders to monitor top management of a large 
company. It is not applicable for listed companies in 
the IDX. 
 
3.6. H5: Agency Cost Has a Negative and 
Significant effect on Company Performance  
 
Finally, the hypothesis 5 was accepted since agency 
cost has a negative and significant influence on 
company performance at 0.01 level with p-value was 
0.000. This would mean an increase in agency cost 
would result in a decrease in company performance. 
Agency cost was a determinant of company 
performance in listed companies in the IDX. This also 
reveals that agency conflict exists among listed 
companies in the IDX. Agency cost is measured by 
selling, general, and administration expense (SGA) to 
sales. This means that managers employee SGA 
expense only to pursue their own interest, which in 
turn decreases company performance. Manager 
probably did not use SGA expense to increase the 
number of sales. This result supported the previuos 
study that agency cost significantly affect company 
performance (Awwalia, 2014). Nevertheless,   the 
finding was  inconsistent with the works of Intan 
(2014), Khaira (2011), and Masdupi and Sari (2016) 
that found agency cost had insignifcant effect on 
company performance. 
 
In brief, only company size and agency cost 
significantly affected performance of listed company 
in the IDX in the period of 2013 to 2015, other 
hypotheses were rejected. Hence, agency cost was not 
a mediating variable between debt policy and 
company performance as well as company size and 
company performance. The summary of results were 
presented in Table 3. 
 
The path model also found that square multiple 
correlations (SMC) for endogenous variable was 
0.073. Exogenous variables (debt policy, company 
size and agency cost) could only explain 7.3% of the 
variance in company performance. There are other 
variables that were not accounted for in this study that 
could explain 92.7% of the variation in company 
performance. Future research would have to take this 
into account. Similarly, SMC of mediating variable 
(agency cost) was 0.054. This means 5.4% of variance 
in agency cost could be explained by debt policy and 
company size, and 94.6% of its variance could be 
mentioned by other variables. 
 

 
 
 
 

Tabel 3: Result of The Path Analysis 

 
 
CONCLUSION 
 
This study reveals that performance of listed company 
in the IDX in the period of 2013 till 2015 was 
determined by company size and agency cost. This 
means that goverment should encourage the company 
to grow in size. Additionally, an increase in agency 
cost would result in a decrease in company 
performance. Hence, there is a need for mechanism to 
mitigate agency conflict in listed companies in the 
IDX. 
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