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intellectual capital, financial leverage, institutional ownership, and WCM on firm value.

Introduction

The banking industry is one of the dominant industries in the capital market. Both banking and the capital market
complement each other's economic functions, especially in providing funding for the economy. It becomes balanced
when the banking industry faces obstacles in offering to finance to economic actors. On the other hand, banks can
become alternative credit providers to other corporations when the capital market dealing with deteriorating
investor risk perceptions and banks are essential providers of funds for financial system stability in national
economic development (Bank Indonesia, 2017).

The Asian financial crisis, including Indonesia, 1997-1998, significantly affected the Indonesian economic;
it even had several banks in Indonesia experienced bankruptcy. However, the growth of banking sector significantly
increases, as evidenced by the number of banking industries registered in the banking industry, but several banks
listed on the IDX experienced a decline in firm value; some even had a value below one, measured by price to book
value (PBV). A firm value below one indicates investors are less interested and reflects investor pessimism about
the company's shares. On the other hand, investors will be optimistic about the high PBV value of shares because
it reflects the issuer's future business prospects and profitability.

Practically, the bank as an intermediary also experiences fluctuating trend of firm value. When a bank
experiences a condition of decreasing firm value, it can reduce and even eliminate the level of confidence of investors
and potential investors in the company's shares, therefore company's difficulty obtaining external funding and, in the
long term, can impact financial distress—a negative impact on the Indonesian economy. Based upon the financial
statements data of each bank, the fluctuating firm value in terms of the PBV is below 1.00. The low PBV is an unfavorable
condition for banks, as experienced by Bank Victoria Tbk (BVIC) in 2016 with a PBV value of 0.38 and in 2017 with a
PBV value of 0.71. However, from 2018, 2019 to 2020, the firm value decreased by 0.57, 0.53, and 0.56, respectively.
Similar cases of declining firm value were also experienced in PNBN Bank in 2016 with a PBV value of 0.54, then
increased to 0.76 in 2017. Furthermore, PNBN Bank also showed a downward trend in the firm value for three
consecutive years (2018, 2019, and 2020) with PBV values of 0.97, 0.86, and 0.39, respectively. A similar decline in firm
value also occurred at Bank BTPN from 2016 to 2017, with PBV values of 0.97 and 0.84, respectively. Then, for 2018,
2019, and 2020, the PBV value showed downward trend from 1.55 to 1.13, then down to 0.65.

Besides, theoretically, previously researchers applied different factors to analyze the firm value.
Researchers such as Khasanah & Harjito (2020), Nguyen & Doan (2020), Hatane et al. (2019), Paputungan et al.
(2020), and Ni & Huang (2019) estimate the positive association between intellectual capital and firm value.
Ovechkin et al. (2021), Singla (2020), Bayraktaroglu (2019), and Dzenopoljac et al. (2017) examine association
between intellectual capital and profitability. Nguyen & Doan (2020) and Ibhagui & Olokoyo (2018) examine the
correlation between financial leverage and firm value. Meanwhile, Jihadi et al. (2021), Sudiyatno et al. (2020), Tahu
& Susilo (2017) examine the effect of profitability on the firm value. Previous study, Kyere & Ausloos (2021) and
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Akben-Selcuk (2016) also concluded correlation firm value as financial performance indicator on profitability.

Each of the above researchers did not test the effects of the four factors, which include intellectual capital,
financial leverage, institutional ownership, and working capital management, on firm value in one model.
Furthermore, previous researchers in their studies also did not use profitability as a mediator in testing the effects
of these four factors on firm value. However, their research results, although not in one model, indicate that these
four factors affect profitability, and interestingly, profitability also affects firm value. Something was missing in the
previous research models, where profitability was not used as a mediator. Therefore, in this research model,
profitability is used as a mediator for the influence of intellectual capital, financial leverage, institutional ownership,
and working capital management on firm value.

Based on the literature survey that has been conducted, it is strongly suspected that intellectual capital can
affect firm value. Khasanah & Harjito (2020) and Nguyen & Doan (2020) found that intellectual capital positively
affects firm value. These results follow the corporate’s principle intellectual capital to create corporate value, so
that it has the potential to innovate and is supported by a good reputation making intellectual capital helpful in
increasing the entity's competitive advantage (Pulic, 2004; Chen et al., 2019; Dee et al., 2019). These results are in
line with the findings of Hatane et al. (2019), Paputungan et al. (2020) and Ni & Huang (2019). Meanwhile, Singh
& Narwal (2015) found a negative relationship between intellectual capital and firm value. On the contrary,
Nimtrakoon (2015) found that intellectual capital does not influence firm value.

In addition, the decisive suspect factor affecting the firm’s value is financial leverage. Nguyen & Doan
(2020) researched on the Vietnam Stock Exchange, and Ibhagui & Olokoyo (2018) examined companies listed on
the Nigerian Stock Exchange. Both research results support that financial leverage and firm value positively
associated. On the other hand, Astuti et al. (2018) researched the Indonesian banking sector, Ibrahim & Isiaka
(2020) researched the Nigerian Stock Exchange, and Roy & Bandopadhyay (2021) researched the Indian Stock
Exchange and found that financial leverage is negatively correlated with firm value because financial leverage
serves as a proxy for measuring the company's financial risk. On the contrary, Husna & Satria (2019) argue that
debt to asset ratio as financial leverage ratio is not influential on firm value.

The factor of institutional ownership is also strong suspected correlation on firm value, because practically,
the role of institutional investors is more effective in corporate governance, can influence top management decisions,
and affect firm value (Bajo et al., 2020; Dogan, 2020; Sakawa & Watanabel, 2020). Meanwhile, the research results
of Setyabudi (2021) and and Astuti et al. (2018), found that institutional ownership is negatively correlated on firm
value. On the contrary, Cook (2013) argue that institutional ownership is not influential on firm value.

Another factor that is suspected of having a strong influence on firm value is working capital management
(WCM). Vijayakumaran & Lanka (2019) examined non-financial companies listed on the Colombian Stock Exchange
and found that WCM positively affected firm value. These findings are consistent with Arachchi et al. (2017), who
researched non-financial companies listed on the Sri Lanka Stock Exchange. However, different results of the research
by Ben Le (2019), Anton & Nucu (2021), and Aryawan & Indriani (2020) found that WCM harmed firm value because
insufficient working capital in the banking sector will make banks difficult to pay short-term liabilities, after all, banks
must pay interest on deposits to customers. In contrast, interest income from lending is hampered.

The problem needs to be solved by corporate’s internal strategy to increase the entity's ability to obtain an
amount of profit (profitability) (Sartono, 2010). High profitability’s company makes investors react more, as evidenced
by the increasing number of investors investing their equity by purchasing company shares. Thus, the stock price will
also increase so that profitability becomes one of the factors that can affect the value of the company (Jihadi et al.,
2021; Sudiyatno et al., 2020; Tahu & Susilo, 2017). On the other hand, profitability positively affects firm value, but
based upon a literature survey, profitability is also affected by intellectual capital, financial leverage, institutional
ownership, and WCM. In short, profitability can mediate the influence of intellectual capital, financial leverage,
institutional ownership, and WCM on firm value. Ovechkin et al. (2021), Singla (2020), Bayraktaroglu (2019), and
Dzenopoljac et al. (2017) found that intellectual capital has a positive effect on profitability. Then, Jihadi et al. (2021),
Chen et al. (2019), Aggarwal & Padhan (2017), and Dalci (2018) find that financial leverage has a positive effect on
profitability. Furthermore, research conducted by Soana et al. (2021), Sakawa & Watanabel (2020), Amanda et al.
(2020), Nurkhin et al. (2017), and Ozili & Uadiale (2017) show that institutional ownership positively affects
profitability. Several research results also agree that WCM affects company profitability (Gongalves et al., 2018;
Godswill et al., 2018; Nguyen et al., 2020; Morshed, 2020; Pham et al., 2020; Senan et al., 2021).

This study has several contributions to practice. First, for corporate management, the results of this study
can be used as evaluation material, strategies, and advice to increase firm value and offer solutions for banks to
achieve success through achieving competitive advantage. Second, for investors, this study can be utilized as their
consideration for making decisions in retaining and withdrawing their investment by considering various other
factors. Meanwhile, for potential investors, the results of this study can provide benefits and suggest to potential
investors who want to invest in shares to several banks. For creditors, the results of this study utilized funding and
financing decisions where creditors entrust their capital in the form of debt, reflecting that the corporation can be
trusted to pay off its debts and has a positive cash flow.
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Literature Review
Intellectual Capital and Profitability

Intellectual capital is part of human resource accounting in the form of knowledge, information, and experience
possessed by human resources and corporate organizations (Myers, 1977). There are three intellectual capital
categories: human capital, structural capital, and customer capital (Mention & Bontis, 2013). As one of the
knowledge-intensive firm industries, banking is closely related to integrating information technology in creating
new products or services (Mention & Bontis, 2013). Based on resource-based theory, knowledge is the most crucial
resource in an organization. Hence, it is believed to be able to provide added value to the corporation if the company
can utilize its intellectual capital as well as possible, which impacts company profitability.

Several empirical research results show that intellectual capital positively influences corporate’s
profitability (Ovechkin et al., 2021; Khasanah & Harjito, 2020; Singla, 2020; Bayraktaroglu, 2019; Hatane et al.,
2019). When a bank has the capability and is equipped with potential, valuable, and different resources from other
companies, and these intellectual capital resources have a high cost to be imitated by its competitors, the company
can easily create a competitive advantage. Therefore, intellectual capital is an essential strategic resource that
provides a competitive advantage through value creation and ultimately generates profits for the company (Riahi-
Belkaoui, 2003). Thus, the proposed hypothesis is:

H;: Intellectual Capital affects the profitability of the banking sector listed on the Indonesia Stock Exchange

Financial Leverage and Profitability

Financial leverage is one of the sources of external funds for the company, where it generates more profit for the
company, reducing the risk of default, financial distress, and bankruptcy (Modigliani & Miller, 1963; Myers &
Majluf, 1984). Therefore, companies must pay attention to the proportion of financial leverage because extremely
high financial leverage affect to their creditors limiting the company's freedom to act or can experience a decrease
in profitability due to bearing high-interest expenses. The study's results prove that financial leverage positively
affects corporate profitability (Jihadi et al., 2021; Chen et al., 2019; Dalci, 2018; Aggarwal & Padhan, 2017; Dioha
et al., 2013). Thus, the proposed hypothesis is:

H,: financial leverage affects the profitability of the banking sector listed on the Indonesia Stock Exchange

Institutional Ownership and Profitability

Institutional ownership is the proportion of share ownership by institutions such as banks, insurance, investment
companies, and other financial institutions, but not public institutional shareholders as measured by the percentage
of shares owned by internal institutional investors (Sujoko, 2007). Institutional ownership plays a vital role in
supervising company management because institutional ownership will encourage more optimal supervision and
help prevent opportunistic behavior. Therefore, if the monitoring effect of share ownership by institutional investors
occurs, it is expected to have a positive impact on corporate performance. The previous studies show that
institutional ownership positively affects profitability (Soana et al., 2021; Sakawa & Watanabel, 2020; Amanda et
al., 2020; Nurkhin et al., 2017; Ozili & Uadiale, 2017). Thus, the proposed hypothesis is:

Hs: Institutional ownership affects the profitability of the banking sector listed on the Indonesia Stock Exchange

Working Capital Management and Profitability

Working capital management (WCM) is short-term financial management used to control and manage current
assets and liabilities that involve short-term cash flows in the company's operating cycle (Seth et al., 2019). WCM
is very important in a business entity because it reduces the possibility of financial constraints in the future and
signifies a higher firm value. In addition, WCM is crucial because it allows companies to free up cash and increase
liquidity. Therefore, proper and efficient WCM is an essential benchmark for good financial health and the
company's operational success. Suppose the management of working capital has excessive working capital in the
statement of financial position; it will potentially face high-interest expenses, the risk of going bankrupt, and hinder
the corporate from implementing short-term investment projects (Bodnaruk et al., 2015).

Several research results agree that WCM linearly results in higher profitability for entities (Aktas et al., 2015;
Gongalves et al., 2018; Godswill et al., 2018; Nguyen et al., 2020; Morshed, 2020; Pham et al., 2020; Senan et al.,
2021) because most companies have large amounts of cash to invest in WCM. Thus, with a large amount of cash,
companies can manage their working capital by improving the management pattern applied to their current assets and
liabilities. WCM must be done by shortening the cash conversion cycle, debt withholding, and increasing the value of
current assets because it is proven to increase the company's profitability. Thus, the proposed hypothesis is:

Ha: Working capital management (WCM) affects the profitability of the banking sector listed on the Indonesia Stock
Exchange
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Profitability and Firm Value

Firm value results from investors' interpretation of the company, often associated with stock prices (Yustyarani &
Yuliana, 2020). High firm value benefit to investor because the firm value is believed not only to reflect the corporate's
recent performance but also a company’s prospect forecaster in the future (Brigham & Houston, 2011). Furthermore,
corporate needs to pay attention to firm value as measured by several financial ratios (price to book value (PBV), price
earnings ratios, or other measurements such as Tobin's Q). So that the value gets a good perception or positive
response from the company's external parties so that investors gain confidence in their investments.

One of the efforts to corporate management to increase the firm’s value is increase profitability (Sartono,
2010). High profitability is directly proportional to the high firm value, and vice versa (Purba & Africa, 2019).
Profitability is closely related to corporate sales. Consumers tend to use products or services by reputable
companies, so the firm value becomes very important in this case. Banking with a good reputation can generate
high sales and gain high customer trust, impacting profitability. The signaling theory assumption also agrees that
the company's reputation is a positive signal that the company can improve its corporate performance. Then, the
positive signal used by investors in making investment decisions that can affect the firm’s value. Previous research
results also show that profitability positively affects firm value (Aggarwal & Padhan, 2017; Dewi & Abudanti,
2019; Sudiyatno et al., 2020; Endri & Fathony, 2020; Jihadi et al., 2021). Thus, the proposed hypothesis is:
Hs: Profitability affects the firm value of banking sector companies listed on the Indonesia Stock Exchange.

Intellectual Capital and Firm Value

Stakeholder theory states that corporate activities are aimed at stakeholders' interests, therefore, good intellectual
resources of corporate to increase the firm value is a must. Several previous studies have proven that intellectual
capital has a role in the progress of the banking industry which has a positive effect on firm value (Pulic, 2008; Dee
et al.,, 2019; Ni & Huang, 2019; Nguyen & Doan, 2020; Paputungan et al., 2020). Thus, the proposed hypothesis is:

He: Intellectual capital affects the firm value of banking sector companies listed on the Indonesia Stock Exchange

Financial Leverage and Firm Value

Financial leverage, viewed from an agency perspective, can increase firm value because debt financing can
minimize agency costs between managers and shareholders, meaning that debt reduces funds available to
managers, which may be wasted on an investment that may lead to over investment (Jensen, 1986). Several
research results prove that financial leverage positively affects firm value (Jihadi et al., 2021; Nha & Loan, 2015).
In short, based upon the results shows that management has a significant role in using debt because the greater
the debt, the risk of lowering the firm’s value. Thus, the proposed hypothesis is:

Hy: Intellectual capital affects the firm value of banking sector companies listed on the Indonesia Stock Exchange

Institutional Ownership and Firm Value

Institutional ownership is company ownership owned by parties in the form of institutions (Sudarma, 2004). The
higher the level of institutional ownership, the stronger the level of control and supervision carried out by external
parties to the company, resulting in reduced agency problems and increased firm value (Jensen & Meckling, 1976).
Besides that, institutional ownership is part of corporate governance, where corporate governance will
impact the corporate image and investor confidence to invest. After investing, institutional investors can monitor
the entities they invest their funds in so that company managers cannot manipulate the company's financial
information because institutional investors continuously monitor managers' performance in carrying out their
operations. In some developing countries, corporate governance is closely related to the firm’s value (Cosset et al.,
2016). Bae et al. (2012) also prove that during the 1997 Asian financial crisis, Asian companies with weak corporate
governance experienced a more significant decline in firm value. Several research results show that institutional
ownership positively affects firm value (Bajo et al., 2020; Dogan, 2020; Sakawa & Watanabel, 2020; Thanatawee,
2014). Thus, the proposed hypothesis is as follows:
Hs: Institutional ownership has a positive effect on firm value.

Working Capital Management (WCM) and Firm Value

The financial manager's goal is to minimize the company's financial burden and maximize the value of its asset
substitution by making a WCM plan by determining the weighted average cost of capital (WACC) to finance the
corporate's activities. In addition, lower capital costs can reduce the company's development and production costs.
Furthermore, the potential benefits and costs indicate a non-linear relationship between WCM and firm
performance and encourage firms to invest in working capital optimally (Nha & Loan, 2015). Therefore, optimal
WCM can minimize risk and increase the effectiveness of WCM by increasing assets and increasing company size
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(Nha & Loan, 2015; Aktas et al., 2015; Wasiuzzaman, 2016; Chauhan & Banerjee, 2018; Moussa, 2018). Thus,

the proposed hypothesis is:

Ho: Working capital management (WCM) affects the firm value of banking sector companies listed on the Indonesia
Stock Exchange

Profitability Mediates The Effect of Intellectual Capital on Firm Value

Intellectual capital explained by resource-based theory divided into three important components to generate economic
rents, namely human capital, structural capital, and relational capital (Barney, 1991). These three components interact
to each other. Human resources increase competitive advantage between companies. The existence of structural
capital is demonstrated by innovative activities such as support for the development of new ideas and efficient use of
systems to support company operational activities, particularly the banking financial system, which requires banks to
store customer data and maintain the security of customer funds. On the other hand, the relationship between
employees, customers, and partners is part of the 'interaction' factor under relational capital. Intellectual capital as a
whole has a positive and significant effect on firm value (Pulic, 2008; Dee et al., 2019; Ni & Huang, 2019; Nguyen &
Doan, 2020; Paputungan et al., 2020) refers to human capital, relational and structural convincingly have a strong
relationship to increase the firm’s profitability (Ovechkin et al., 2021; Khasanah & Harjito, 2020; Singla, 2020;
Bayraktaroglu, 2019; Hatane et al., 2019). It’s defined higher profitability, the higher the firm value because the market
responds positively where profitability is a representation of the firm’s performance, such that investors are willing to
buy the company shares at a higher price. investors are interested in buying the company’s shares with the expectation
of high returns OR a large amount of dividend distribution from such investments.

Furthermore, intellectual capital can be used for the company's advantage in competing, forming a good
image or reputation so that the company's shares will attract investors to invest and will ultimately increase the
value of the company itself. The research results of Herli & Hafidhah (2018) and Nafiroh & Nahumury (2016) also
support this hypothesis which shows that intellectual capital will increase firm value when company profitability
increases. Based on this explanation, the proposed hypothesis is:

Hio: Profitability mediates the effect of intellectual capital on firm value

Profitability Mediates The Effect of Financial Leverage on Firm Value

According to the pecking order theory, corporate debt is not always dangerous to the company's condition. For
example, the use of this debt can be used to carry out the company's operational activities, but the higher level of
financial leverage indicates a large investment risk as well. In other words, financial leverage is categorized as one
of the deductible elements of profitability (deducted by interest payable), therefore previous researchers also agree
that financial leverage affects profitability (Jihadi et al., 2021; Chen et al., 2019; Dalci, 2018; Aggarwal & Padhan,
2017, Dioha et al., 2013).

Furthermore, profitability is also directly proportional to the increase in firm value (Aggarwal & Padhan,
2017; Dewi & Abudanti, 2019; Sudiyatno et al., 2020; Endri & Fathony, 2020; Jihadi et al., 2021). Profitability
refers to the level of net profit (profit after interest and tax) that can be achieved by the company when carrying
out its operations. Even though the use of financial leverage requires payment of loan interest, investors do not
only pay attention to the capital structure but also look at the profitability’s firm because investors expect dividend
payments on their investment.

In short, financial leverage influences firm value because high financial leverage indicates that companies
tend to use debt as their capital structure (Jihadi et al., 2021; Nha & Loan, 2015). Thus, profitability can mediate
the influence of financial leverage on firm value. Several research results support the hypothesis that financial
leverage and profitability significantly affect firm value (Osazuwa & Che-Ahmad, 2016; Rahmadani & Rahayu,
2017). Based on this explanation, the proposed hypothesis is:

Hi: Profitability mediates the effect of financial leverage on firm value

Profitability Mediates The Effect of Institutional Ownership on Firm Value

Based on the agency theory, shareholder ownership reduces agency costs, reduces conflicts of interest, and
increases firm profitability (Jensen & Meckling, 1976) because shareholders have incentives and resources to
monitor corporate performance. Supported by the existence of institutional share ownership, it can reduce
information asymmetry between owners, managers, and external investors (Sakawa et al., 2014). The function of
institutional ownership is not only as a supervisor, but also as an advisory function, as a reducer of information
costs, and is useful for financing channels (Bajo et al., 2020; Kim et al., 2019; Jensen & Meckling, 1976)

The role of institutional investors in the organization can also pressure agents to increase the amount of
profit and company profitability. The size of profitability can be seen from various factors such as operating income,
net profit, rate of return on investment/assets, and rate of return on owner's equity. This is because, the greater the
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profit, the greater the company's ability to pay dividends to investors. If the dividend is full, the company's shares
will still be attractive to investors because they show good company performance. This implies that good company
performance will have an impact on high share prices so that it is directly proportional to company value with
institutional ownership (Sugosha & Artini, 2020). Thus, profitability can mediate the influence of institutional
ownership on firm value. Based on this explanation, the proposed hypothesis is:

Hi,: Profitability mediates the effect of institutional ownership on firm value

Profitability Mediates The Effect of Working Capital Management on Firm Value

The signal theory and the agency theory agree that WCM, profitability, and firm value are interconnected each
other where the purpose of WCM is to maximize firm value (Ujah et al., 2020; Gamlath & Yogendrarajah, 2019;
Aktas et al. 2015). Fama & French (2006) also proved that profitability and firm value correlate each other to
increase the profits because it is supported by efficiency in WCM. Kawakibi et al. (2019) find evidence profitability
mediates the influence of WCM on firm value. In short, the implementation of good working capital management
will increase the profits generated by the company, so that the value of the company also increases, which in the
end investors respond to this as a positive signal for their investment. Thus, profitability can mediate the influence
of working capital management on firm value. Based on this explanation, the proposed hypothesis is:

His: Profitability mediates the effect of WCM on the firm value

Research Methods

This study uses purposive sampling as a sampling technique with the following criteria: (1) in 2016-2020, banking
companies have been listed on the IDX and are not Islamic commercial banks, (2) companies do not experience
losses during the observation period, and (3) companies published the required information during the 2016-2020
period and had institutional ownership during the observation period. After being selected, the sample in this study
for five years was 140 observations.

Variable Measurement

This study consists of three variables: the independent variable, the dependent variable, and the intervening
variable. The independent variables include intellectual capital, financial leverage, institutional ownership, and
working capital management, while the intervening and dependent variables are profitability and firm value. The
variable measurement matrix (Table 1) is present in the following.

Table 1. Variable measurement matrix

Variable Definition Measurement Scale
Dependent Variable
Firm Value The market price of the company's shares PBV= ";a”‘;tpl”'“ per Zh‘"e Ratio
H . H ook value per share
is compared with its book value. (Brigham & Houston, 2009)
Intervening Variable
Profitability The company's ability to make a profit by =~ ROA (return on assets) Ratio
using assets or equity. (Kasmir, 2016); Borroni & Ross, 2019)
Independent Variable
Intellectual Intangible assets of the enterprise, it can VAIC = HCE + SCE + CEE Ratio
Capital be knowledge, information, experience (Singh et al., 2016; Ulum, 2014; Joshi et al.,
possessed by human resources and the 2013; Firer & Williams, 2003)
enterprise.
Financial Amount of debt used to fund the FL = Bookvalue of Total debt Ratio
Leverage company's operations. (Altaf & A}qut;ldfsze(glw
Institutional Share owned by institutions. |0 = Share ‘:)W"e”’z_" byl:"“”““'"" Ratio
. utstanding share
Ownership (Sujoko, 2007)
Working Short-term financial management - BCP = Ratio of [Bank’s current Ratio
Capital strategies used as control and asset/interest income *365 in days].
Management management of current asset components - CPP = Ratio of [Short term

and current liabilities involving short-term
cash flows in the company's operating
cycle.

liabilities/interest expense *365 in days].
- BCCC = The difference between BCP and
CPP [BCP - CPP].
(Ali, 2018)




62 Jurnal Akuntansi dan Auditing Indonesia, Vol. 27 No. 1, Juni 2023

Model Specification

This study applied path analysis model to analyze the pattern of relationships between variables independent
through intervening variables on the dependent variable and develop the regression analysis into standardized
regression analysis.

This study examines profitability (intervening) of the influence of intellectual capital, financial leverage,
institutional ownership, and WCM on firm value in banking sector financial companies listed on the Indonesia
Stock Exchange. The equations of the path analysis model in this study are as follows:

Substructure I Profii= peroriclCic + prror.rFLit + Prrofiol Oit + PrrotwemWCMit + €13 ()
Substructure 11 FVi = prviclCit + prvecFLic + prviolOic + prvwemWCMic + prverofProfic + €2ic 2)

Information:
Prof = Profitability of company i in year t

FV = Firm value of company i in year t

IC = Intellectual capital of company i in year t

FL = Financial leverage of company i in year t

10 = Institutional ownership of company i in year t

WCM = Working Capital Management (WCM) of company i in year t

€ = Error Term

PProfiC, PProfFL, PProflo,PProfWCM = Path coefficient of the influence of independent variables on dependent variable

Drvic, PrvEL, PRvIo, Prvwem, Prverof = Path coefficient of the influence of independent variables and intervening variable
on dependent variable

This study consists of three variables: the independent variable, the intervening variable, and the dependent
variable. The independent variables include intellectual capital, financial leverage, institutional ownership, and
WCM, while the intervening and dependent variables are profitability and firm value. To test the hypothesis, a
significance test using at the level of (P-value) 5%. If the path coefficient value, perofic, PrrofrL, Prrofio, Prrofwem and Prvic,
DFVEL, Prvio, PRvweM, PRverof, 1S less than 5%, then the result is significant vice versa.

Furthermore, to test whether profitability as an intervening variable using the causal step method (Baron
& Kenny, 1986). The causal step method tests whether there is mediation by comparing the path coefficient values
between the three regression equations. For first regression equation investigates the effect of the independent
variable on the dependent variable, the second regression equation investigates the effect of the independent
variable on the intervening variable, and the third regression equation examines the effect of the independent
variable on the dependent variable by including the intervening variable, with the following equation:

The equation [: FVn = ppv.chn + [)|:\/|E|_F]_i«L + PFVIO]Oit + pFVWCMWCMit F £ PEVEIE fiteeeenrenrrnrenniternrtninineeeeeeereneenes (])
The equation Il : Pl’O]ci«L = pprof,|c[Cit + pProf.FLFLi1+ pprof..olOit + pprof.WCMWCMn+ PProfe3€3it seererrrrnrrnrernernruneernerirnnenennens (2)
The equation Il : FVn = PFV.IC]Cit + va,|E|_F]_i«L + p|:\/,|oloi«L + va,WCMwCMit +pFVPr0fPrOfi1 F PEVE2EDit evenrenrrnrenrrenianinenes (3)

The requirements that must be filled in order to achieve mediation are:
Drvic, PrviL, Prvio, Prvwem = significant (equation 1)

Prrofic, PproffL, Prrofio, Prrofwem = Significant (equation 11)

PFVProf = significant (equation III)

Mediation occurs when the path coefficient value in equation IIl is smaller/decreases than the path
coefficient value in equation I. Determine the complete or partial mediation based upon the provision that if the
path coefficient value in equation Il is smaller/decreasing comparing equation | and the value is equal to zero or
the path coefficient value in equation lll is insignificant. However, suppose the path coefficient value in equation Il
and the path coefficient value of the intervening variable in equation IIl are significant. In that case, complete
mediation occurs, but if the value of the path coefficient in equation Ill is smaller/decreased than equation | but not
equal to zero, it called partial mediation occurs.

Result and Discussion
Descriptive Statistics

Descriptive statistics analysis for the independent variables (intellectual capital, financial leverage, institutional
ownership, and working capital management), the intervening variable (profitability), and the dependent variable
(firm value). Descriptive statistics of research data show in Table 2.

The Table 2 shows the average value of conventional banking companies listed on the IDX has a firm
value above number 1, which is 1.68. The maximum firm value is 4.50, and the minimum value is 0.15, with a
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standard deviation of 0.97, which is lower than the average firm value. The profitability average is 0.038. The
minimum value is 0.000. Meanwhile, the highest profitability value is 0.29, and the standard deviation is 0.06,
which is higher than the average profitability value. The average value of intellectual capital in banking sector
companies within five years is 5.54. Meanwhile, the lowest value was 0.71, and the highest value was 19.09. The
standard deviation of 4.43 is lower than the average value of intellectual capital.

Table 2. Descriptive Statistical Analysis Test Results

N Minimum Maximum Average Std. Deviation
FV 140 0.15 4.50 1.6802 0.97887
IC 140 0.71 19.09 5.5446 4.43242
FL 140 0.00 0.98 0.6509 0.21154
10 140 0.11 0.98 0.6607 .21850
WCM 140 -12430134.00  17188023.00 -52849.0099 3292696.92740
Prof 140 0.00 0.29 0.0385 .06284

The average value of financial leverage is 0.65, the maximum value is 0.98, and 0.00 for minimum value.
The standard deviation is 0.21, lower than the average value of financial leverage. The average value of institutional
ownership is 0.66, the highest institutional ownership of the company is 0.98, and the minimum value is 0.11.
Meanwhile, the standard deviation is 21.84, lower than the average value of institutional ownership.

Furthermore, the average value of working capital management, which is proxied by the Bank's Cash
Conversion cycle (BCCC), is not better because it requires an average of -52849 days that show negative (minimum
and mean values) statistically. The highest WCM value is 17188023, with a minimum value of -12430134. The
standard deviation is 3292696 days.

Hypothesis Testing Results

This study uses path analysis to examine the effect of independent variables on the dependent variable through
intervening variables.

Substructure I Test Results

The results of testing substructure I, testing the influence of intellectual capital, financial leverage, institutional
ownership, and WCM each as an independent variable, on profitability as an intervening variable. The results of
the regression analysis (using path analysis) for substructure | show in Table 3.

Table 3. Test results of substructure |

Coefficients T-test P-value Conclusion
IC 0.341 5.236 *0.006 H1 is supported
FL 0.144 2.079 *0.000 H2 is supported
10 0.168 2.588 *0.040 H3 is supported
WCM 0.418 6.207 *0.011 H4 is supported
R Square 0.452
Adj. R Square 0.436

Dependent Variable: Profitability

Based upon Table 3, the path coefficient value of each independent variable on the intervening variable is
explained as follows. The coefficient value of Intellectual capital is 0.341 with a value of sig. = 0.00 < 0.05 and is
positive. Thus, it can be stated that intellectual capital positively affects profitability. This result follows the resource-
based theory, which suggests the importance of intellectual capital because it is considered capable of influencing
the company's financial performance. Banks, as financial institutions, develop their intellectual capital (IC), starting
from the human resource component and developing structural capital (the system's ability, structure, strategy, and
corporate culture). Banks also develop good relational capital (maintain good working relationships with
customers). The results of this study are consistent with the results of the research of Ovechkin et al. (2021),
Khasanah & Harjito (2020), Yustyarani & Yuliana (2020), and Hatane et al. (2019), which shows that intellectual
capital has a positive effect on profitability. This can be interpreted that banks listed on the IDX have high
intellectual capital resources based on their VAIC value.

The coefficient value of financial leverage is 0.144 and a value of sig. = 0.04 < 0.05 and is positive. Thus,
it can be stated that financial leverage positively affects profitability. This result shows that the external funding
carried out by banks is to increase revenue so that it can have a positive impact on increasing the profitability of
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the banking sector itself. This study's results also follow the trade-off theory: the entity will benefit when the
company has an optimal capital structure by benefiting from debt financing, such as interest tax protection (Myers,
1977). The results of this study are consistent with the results of Jihadi et al. (2021), Chen et al. (2019), Aggarwal
& Padhan (2017), Dalci (2018), and Dioha et al. (2013), which show that financial leverage has a positive effect on
profitability.

The coefficient of institutional ownership is 0.168 with a value of sig. =0.01 < 0.05. Thus, it can be stated
that institutional ownership affects profitability. The results mean that institutional investors in banks listed on the
IDX have contributed to optimal supervision to impact corporate profitability positively. These results also support
the agency theory perspective, which emphasizes the two interests between principals (institutional investors) and
agents (company managers)—the greater percentage of these institutional investors, the greater the supervision of
agents to maximize company performance. The results of this study are support the hypothesis that institutional
ownership has a positive effect on profitability as research conducted by Soana et al. (2021), Sakawa & Watanabel
(2020), Amanda et al. (2020), Nurkhin et al. (2017) and Ozili & Uadiale (2017).

The coefficient of institutional ownership is 0.418 with significant value = 0.00 < 0.05, it can be stated
that WCM positively affects profitability. Bank working capital is simply the operating liquidity available to run the
bank on a day-to-day business basis. Therefore, efficient bank working capital management can produce benefits
such as: maintaining the level of customer confidence, increasing short-term liability payments, and the growth of
the company sector itself (Godswill et al., 2018). WCM is also crucial to maintaining the company's solvency,
liquidity, viability, and profitability (Hoque et al., 2015). The results of this study are consistent with research results
that support the hypothesis that WCM has a positive effect on profitability as research conducted by Aktas et al.
(2015), Gongalves et al. (2018), Godswill et al. (2018), Nguyen et al. (2020), Pham et al. (2020), Morshed (2020),
Senan et al. (2021).

To find out how significant the contribution of the independent variables, namely intellectual capital,
financial leverage, and institutional ownership, WCM on the intervening variable (profitability), is made by looking
at the value of the coefficient of determination (R Square), the value of R Square (R?) is 0.452 or 45.2%. This value
indicates that the contribution of the independent variable is 45.2%, and other factors influence the remaining
54.8%. To find out the value of the residual coefficient (pewfic€i) can be searched with the formula ze:=\ (1-R
Square) = (1-0.452) = 0.548 = 0.740. Thus, the equation model of substructure | is obtained, namely:

Profi; = 0.3411Cj + 0.144FL;;+ 0.16810; + 0.418WCM;+ 0.740¢5;.

Substructure I Test Results and Analysis

The results of substructure Il testing are intellectual capital, financial leverage, institutional ownership, WCM, and
profitability on firm value. The partial substructure II testing results can be seen in Table 5.

Table 5. Test results of substructure I

Coefficients T-test p-value Conclusion

Prof 0.551 7.805 *0.000 H5 is supported
IC 0.132 2.255 *0.026 H6 is supported
FL 0.134 2.317 *0.022 H7 is supported
10 0.125 2.291 *0.024 H8 is supported
WCM 0.142 2.260 *0.025 H9 is supported
R Square 0.634

Adj. R Square 0.621

Dependent Variable: Firm Value

Based on Table 5 shows the coefficient value of intellectual capital is 0.132 with a probability/sig. = 0.026
< 0.05. Thus, it can conclude that intellectual capital positively affects firm value. This result shows that the
company's intellectual capital is one of the factors that drive the increasing demand for company shares in the
capital market because investors see the potential of the three components of intellectual capital resources in this
banking sector financial company. However, banks listed on the IDX have not only good potential intellectual
capital resources. However, they are also able to utilize the three types of intellectual capital resources so that they
have an impact on increasing firm value. The results of this study are consistent with research results that support
the hypothesis that intellectual capital has a positive effect on firm value, such as research conducted by Khasanah
& Harjito (2020), Nguyen & Doan (2020), Paputungan et al. (2020), Hatane et al. (2019), and Ni & Huang (2019).

The coefficient financial leverage is 0.134 with prob./sig. = 0.022 < 0.05, and it implies that financial
leverage affects the firm value or financial leverage is one of the factors that can increase firm value in the banking
sector. The results consistent with the trade-off theory by Myers & Majluf (1984), which advocates higher debt
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levels to increase firm value. However, management must also be careful in using debt because it has an impact
on the occurrence of financial distress. In other words, an optimal capital structure is necessary to increase the
firm's value. The optimal capital structure is a combination of funding sources consisting of debt and shares, which
will produce the highest firm value because one indication of high firm value is the high share price (Myers &
Majluf, 1984). Thus, the optimal capital structure is the capital structure that produces the highest share price.

In addition, the results of this study also support the theory of Modigliani and Miller (MM), which explains
that companies that use debt will have a higher firm value than companies that do not use debt. The higher debt
of the corporate (the higher the ratio of debt to assets), the higher the value indicated by the value of the company's
shares. Several previous studies by Nha & Loan (2015), Ibhagui & Olokoyo (2018), and Jihadi et al. (2021) proved
that financial leverage has a positive effect on firm value.

For Institutional ownership, the coefficient value is 0.142 with a prob./sig. = 0.024 < 0.05 and is positive.
Thus, it can be stated that institutional ownership positively affects firm value. This shows that the existence of
institutional investors can carry out more effective monitoring. Institutional ownership also becomes a bargaining
power to influence other investors to invest because investors believe that supervision by institutional investors will
reduce fraudulent acts committed by the internal company, which can increase the firm's value. The results of this
study are consistent with research results that support the hypothesis that institutional ownership has a positive
effect on firm value (Bajo et al., 2020; Dogan, 2020; Sakawa & Watanabel, 2020; Thanatawee, 2014).

The coefficient value of WCM is 0.142 with a significant value. = 0.025 < 0.05 and is positive. Thus, it
can be stated that WCM positively affects firm value. This result shows that in a banking sector company, managers
maximize their performance to increase the firm’s value by increasing the efficiency of working capital
management by reducing the number of receivable and inventory days. In addition, the results of this study also
prove that WCM in the sample banks includes efficient WCM, which can increase firm value and help increase
shareholder wealth. This research and several other research results have supported the hypothesis that WCM
positively affects firm value. Some of these studies were carried out by Nha & Loan (2015), Aktas et al. (2015),
Wasiuzzaman (2016), Chauhan & Banerjee (2018), and Moussa (2018). The better the WCM in a business entity,
the more it shows the company has good management of current assets and liabilities for its operating activities.
Conversely, if the WCM of a business entity is bad, it will increase the risk of financial problems in the future, and
this has an impact on the value of the company, and the capital market will also penalize companies that fail to
manage their working capital (Arachchi et al., 2017).

The coefficient value of profitability is 0.551 with a value of probability. /sig. = 0.000 < 0.05, and is
positive. Thus, it can be stated that profitability positively affects firm value. This result follows the assumption of
stakeholder theory, which says that business entities do not only carry out activities for their interests but also for
all stakeholders, which encourages companies to maximize their profitability ratios. High profitability will be given
more assessment by investors so that investors are interested in investing in the entity. This condition also impacts
an increase in stock prices in the capital market, which means an increase in the firm’s value. The results of this
study are consistent with the results of research showing that profitability has a positive effect on firm value
(Sudiyatno et al., 2020; Dewi & Abudanti, 2019; Jihadi et al., 2021; Endri & Fathony, 2020; Aggarwal & Padhan,
2017). This is due to the positive market response related to profitability which represents the company's
performance so that high stock prices still convince investors to buy company shares in the hope of obtaining high
returns from these investments. In addition, the quality of the company is also reflected in the high level of
profitability, which gives a positive signal to the market that this company is worth investing in and has good
prospects.

To find out how much the contribution of the independent variables and intervening variables, namely
intellectual capital (IC), financial leverage (FL), institutional ownership (I0), working capital management (WCM),
and profitability (Y) to the dependent variable, namely firm value (FV) This is made by looking at the coefficient
of determination (R Square), the value of R Square (R?) is 0.634 or 63.4%. This value indicates that the contribution
of the independent variable is 63.4%; other factors influence the remaining 36.6%. Furthermore, to determine the
value of the residual coefficient (g1), the formula 1=V1 — R>= 1 — 0.634 = 0.366 = 0.604 can be used. Thus, the
equation model of substructure Il is obtained, namely:

FVii = 0.132IC;; + 0.134FL;j + 0.12510;+ 0.142WCM;, + 0.551Profj + 0.604¢€;;

Mediation and Analysis Test Results

In this study, mediation testing was carried out using the causal step method developed by Baron & Kenny (1986).
As mentioned in the previous section, to test whether there is mediation, it is done by comparing three regression
equations, with the provisions that prvic, prvrL, Prvio, Prvwem in equation | perfic, PrrofrL, Prrofio, Prrofwem iN equation 11
and prveror in equation I are significant. Furthermore, prverorin equation Il is smaller than prvic, prveL, Prvio, Prvwem
in equation I. The regression results of equation Il and equation Il are presented in Table 3 and Table 5. In Table
7 below, the results of the regression equation | presented.
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Table 7. Regression results of equation | comparing to equation Il

Coefficients of  Coefficients of

. . T-test  p-value Conclusion
equation | equation Il
IC 0.319 0.132 4985  *0.000 *Mediating effects of profitability
FL 0.213 0.134 3.121 *0.002  *Mediating effects of profitability
10 0.217 0.125 3400  *0.001  *Mediating effects of profitability
WCM 0.372 0.142 5.602  *0.000 *Mediating effects of profitability
R Square 0.468 0.634
Adj. R Square 0.452 0.621

Dependent Variable: Firm Value

To find out how significant the contribution of the independent variables (IC, FL, 10, WCM), to the
dependent variable, namely firm value, is done by looking at the value of the coefficient of determination (R
Square). To determine es;; calculated by &3 =V (1-R Square) = V (1-0.410) = 0.768, and based on Table 7, equation
| becomes:

FVii = 0.3191C;; + 0.213FLi; + 0.21710i + 0.372WCM;; + 0.729¢;

The following summarizes equation |, equation I, and equation IlI:
Equation I :FVi =0.319IC; + 0.213FL; + 0.21710;+ 0.372WCM; + 0.729¢;,
Equation Il : Profi = 0.341IC;; + 0.144FL; + 0.16810; + 0.418WCM;+ 0.740¢3;.
Equation Il : FVi, = 0.132ICj + 0.134FL; + 0.12510; + 0.142WCM;, + 0.551Prof + 0.604 ¢,

As explained in the previous section, the requirements that must be filled in order to achieve mediation are
that prvic, PrvrL, Prvio, Prvwem (equation 1), Perfic, PrrofrL, Prrofio, Prrotwenm (equation 1), and prveror (equation I1I) must be
significant. Furthermore, prvpor in equation Il is smaller than prvic, prvr, Prvio, Prvwem in equation 1. Whether
mediation occurs, the following research results (the results of hypothesis testing) for each mediation are presented.
1. Profitability (Prof) mediates the influence of intellectual capital (IC) on firm value. The results show that the

path coefficient value of the intellectual capital, both in equation | (prvic), in equation Il (peroric), and in equation
11 (prvic) are significant (qualifies). The path coefficient value of the profitability as a mediator variable (prverof)
in equation Il is also significant (qualified). Meanwhile, the path coefficient value (prvic) in Equation III is
smaller than the path coefficient value (prvic) in equation I (qualifies) or the path coefficient value in equation
Il is not equal to zero, it is called partial mediation. In other word, profitability can mediate the influence of
intellectual capital on firm value. Banking has an exquisite intellectual capital component; therefore, the
company's contribution to improving the quality of intellectual capital is more significant to the company's
potential to increase profitability. The results of this study also follow the resource-based theory, which assumes
that the company believes that the corporation will achieve excellence if the company has good resource
capacity (Stewart, 1998). The higher intellectual capital owned by the company affect higher profitability cause
intellectual capital able to run company to create profitable growth business; therefore, the greater the
willingness or interest of investors to pay higher for the company's shares. Logically, the firm value will be
reflected in the prices issued by investors. Indeed the company will also benefit by utilizing intellectual capital,
which allows companies to achieve competitive advantage and generate added value so that it becomes a factor
that can increase the firm value (Yustyarani & Yuliana, 2020). This result is also consistent with the results of
research conducted by Yustyarani & Yuliana (2020).

2. Profitability mediates the effect of financial leverage (FL) on firm value (FV). The results show that the path
coefficient value of the financial leverage, both in equation I (prvr), in equation Il (pprofr), and in equation 1lI
(prvrL) are significant (qualifies). The path coefficient value of the profitability as an intervening variable (prverof)
in equation Il is also significant (qualified). Furthermore, the path coefficient value (prvr) in equation 111 is smaller
than the path coefficient value (prve) in equation | (qualifies). Thus, it stated that profitability mediates the effect
of financial leverage on firm value. Because of the path coefficient value (prvr) in equation Ill is not equal to zero,
it is called partial mediation. High financial leverage has a role in increasing the company's profitability to increase
the value of the company. In other words, to increase the firm's value, company managers can do it by increasing
its profitability because basically financial leverage in use to generate revenue can boost revenue and profitability.
In summary, profitability mediates the effect of financial leverage on firm value.

3. Profitability mediates the effect of institutional ownership (IO) on firm value (FV). The results showed that the
path coefficient values of institutional ownership in equation I (prvio), in equation Il (pprofi0), and in equation Il
(prvio) are significant (qualified). Meanwhile, the path coefficient value (prvio) in equation Il is smaller than the
path coefficient value (prvio) in equation I (qualifies). Because of the path coefficient value in equation Il is
not equal to zero, it is called partial mediation. Therefore, in other word, profitability can mediate the effect of
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institutional ownership on firm value. The high number of institutional ownership will increase profitability
because this gives the corporate a good corporate governance structure. Thus, the higher the institutional
ownership as part of corporate governance, the greater the potential for banks to increase firm value.

4. Profitability mediates the effect of working capital management (WCM) on firm value. The results showed that
the path coefficient values of WCM in equation | (prvwem), in equation Il (pprorwem), and in equation I (prvwem)
are significant (qualified). The path coefficient value (prvwcwm) in equation 111 is smaller than the path coefficient
value (prvwem) in equation | (qualifies) or the path coefficient value in equation Il is not equal to zero, it is
called partial mediation . In short, the result shows that profitability can mediate the effect of WCM on firm
value, or financial companies in the banking sector have current assets (amount of cash and cash equivalents)
and significant current liabilities used for investment in WCM. Furthermore, the efficiency of WCM can also
be obtained by increasing or decreasing investment in working capital itself, increasing the company's stock
and operating performance for the next accounting period (Aktas et al., 2015). The efficient WCM in a business
entity shows the company has sound management of current assets and liabilities for its operating activities. In
summary, profitability mediates the effect of WCM on firm value.The schema of the profitability research
model as a mediator of the influence of intellectual capital, financial leverage, and institutional ownership on
firm value is shown in Figure 1.
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1
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Management
Figure 1. The Schema of research result
Conclusions

Based on the results show that profitability positively affects firm value. Furthermore, intellectual capital, financial
leverage, institutional ownership, and working capital management (WCM) positively affect profitability. The
analysis of substructure Il also shows the value of the beta coefficient in a positive direction; in summary, intellectual
capital, financial leverage, institutional ownership, and working capital management positively affect the firm value.
Based on the comparison of equation Il with equation I, equation Il (substructure Il) < equation | shows that
profitability mediates the influence of intellectual capital, financial leverage, institutional ownership, and WCM on
firm value in the banking sector financial companies listed on the Indonesia Stock Exchange in 2016-2020. This
study has limitations where the unit of analysis is only financial companies in the banking sector listed on the
Indonesia Stock Exchange, so the results cannot be generalized to all companies listed on the Indonesia Stock
Exchange. For future research, recommended researching all companies listed on the Indonesia Stock Exchange
therefore the results of subsequent research can be more representative. The conclusions generated have a broader
scope, or the results can be compared by other sectors, not only in banking sector companies.
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