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The purpose of this study was to examine the effect of ownership structure, 

firm size, and profitability on firm value. The research model was built by 

placing profitability measured by Return on Equity (ROE) as a mediating 

variable on the effect of ownership structure and firm size on the firm value 

measured by Price to Book Value (PBV). The study was conducted on the 

Pharmaceutical Industry in the Indonesia Stock Exchange for the period 2013-

2018, with a total sample of 42 obtained by purposive sampling technique and 

analyzed by path analysis method. The results showed that foreign ownership 

had a significant positive effect on profitability but did not have a significant 

positive effect on firm value. Managerial ownership has no significant positive 

effect on profitability and no significant negative effect on firm value. 

Institutional ownership does not have a significant positive effect on 

profitability and firm value. The firm size has a significant positive effect on 

profitability but does not have a significant positive effect on firm value. 

Profitability has a significant positive effect on firm value. The role of 

profitability as mediation in this study was tested by calculating the value of 

sobel. The results show that profitability is able to mediate foreign ownership 

of firm value with a sobel value of 2.181 and profitability is able to mediate 

the firm size against firm value with a sobel value of 2.159. 
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1   Introduction 

 

Investors in making investment decisions must analyze companies that have good company performance and value. 

Good firm value can be achieved if the manager performs good corporate governance. Good corporate governance or 

better known as Good Corporate Governance is a system or concept that is applied in managing a company with the 

main objective of increasing shareholder value in the long run while still taking into account the interests of 

stakeholders. The implementation of good governance will have a positive impact on the business environment and 

increase the confidence of stakeholders, especially investors, to the company. 

Most of the pharmaceutical industry has realized the importance of Good Corporate Governance (GCG) practices 

within the company. Good GCG practices are the key to achieving sustainable growth. Managerial must ensure that 

all business activities are carried out ethically and responsibly, based on the applicable rules and regulations.  

Firm value is the main goal for a company. For investors, firm size is an important concept because firm size is an 

indicator of how the market sees the company, where high firm values lead to good corporate performance (Rahman, 

2014). According to Brigham & Daves (2016), the ratio of stock market value and book value can be a measure for 

investors in looking at a company. Price to book value (PBV) is the ratio between the stock market value and the book 

value of a company (Brigham & Houston, 2010). PBV is used to show the ability of a company to be able to create a 

firm size for the amount of capital invested. The higher the ratio means that the company is better at creating value for 

shareholders (Hirdinis, 2019). 

The ownership structure is one of the important aspects that can be used to reduce agency conflicts within the 

company, especially in the distribution of dividends to shareholders. Agency problems arise as a result of the separation 

of duties between the company management and shareholders. Agency conflict or agency conflict usually occurs 

between shareholders and creditors, internal owners (managers) and external owners of the company, as well as 

between shareholders and company managers. These conflicts can lead to a reduction in firm value (Brigham & Dave, 

2016). 

According to Ali & Miftahurrohman (2014), ownership structure has a significant positive effect on dividend 

policy. This means that the higher the structure of corporate stock ownership either by insider ownership or institutional 

ownership affects the increase in dividend payouts (Herni, 2014). However, an increase in the structure of share 

ownership does not affect the firm value (Herni, 2014). 

Research conducted by Zakaria et al. (2014), shows that foreign ownership has a positive effect on firm value. 

According to research conducted by Karima (2017), managerial ownership has a significant effect on firm value. A 

positive relationship was also shown between institutional ownership and firm value in research conducted by Faidah 

(2018). Other studies also show different results, where managerial ownership and institutional ownership do not have 

a positive and significant effect on firm value (Hasan, 2015). 

The investment policies adopted in the pharmaceutical industry certainly also affect the firm size. The large firm 

size indicates that the company is experiencing growth, so investors will respond positively, and the firm value will 

increase. The greater the total assets and sales, the greater the firm size, thus the firm size reflects the size or number 

of assets owned by the company and has an influence on the firm value (Horne & Wachowicz, 2009). 

Several studies have shown that firm size has a significant positive effect on firm value (Khoiro et al., 2017; Tui et 

al., 2017). However, a negative relationship between firm size and firm value is also found in other studies where the 

greater the firm size turned out to show the firm value did not increase (Willim, 2015). can be overcome by using 

profitability as a mediating variable. Profitability certainly can also be a benchmark for investors to assess a company. 

According to agency theory, high profitability means fulfilling the agent's responsibilities to the principal. 

Profitability in this case Return on equity (ROE) is a ratio that shows a company's ability to generate net income for a 

return on shareholders' equity. The greater the ROE results, the better the company's performance. The presence of 

ROE growth shows a better prospect for the company because it means the potential increase in profits earned by the 

company. Profitability growth is captured by investors as a positive signal from the company that will increase investor 

confidence and will facilitate company management to attract capital in the form of shares (Hirdinis, 2019). ROE is 

known to have an influence on firm value as measured by PBV (Majid & Benazir, 2015; Rahma et al., 2017; Tui et 

al., 2017). 

The concentration of ownership is also known to be a relevant positive predictor of profitability measured in terms 

of ROE (Mule et al., 2015). Research on foreign ownership shows a positive relationship with company performance 

as measured by company profitability (Zakaria et al., 2014; Lukas & Basuki, 2015; Musallam, 2015; Herawanto et al., 

2017; Zraiq & Fadzil, 2018). Management ownership is also known to have a significant positive effect on ROE or the 
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company's financial performance (Zakaria et al., 2014 and Lawal et al., 2018). Previous research also revealed that 

institutional ownership can encourage companies to increase ROE (Lawal et al., 2018). 

Several studies have also been conducted to investigate the relationship between firm size and profitability, where 

the results of the study indicate that firm size has a positive influence on profitability (Khoiro et al., 2017; Tui et al., 

2017). Research conducted by Mule et al., (2015), proves that firm size is an important positive predictor of 

profitability as measured by ROE. 

Differences in research results related to profitability, ownership structure, firm size, and firm value are the basis 

for researchers to use profitability as a mediating variable. Research with profitability as a mediating variable, 

especially in the pharmaceutical industry, has also not been done much, so the role of profitability in mediating the 

ownership structure and firm size on firm value in the Pharmaceutical Industry on the Indonesia Stock Exchange is 

interesting to analyze. The results of this study are expected to be the basis for investors and companies to consider the 

best investment decisions, especially in the Indonesian pharmaceutical industry sector. 

 

Literature Review and Hypotheses 

Ownership Structure 

 

The ownership structure is the distribution of share ownership in a company. The structure of corporate ownership 

consists of foreign ownership, managerial ownership and institutional ownership. Foreign ownership can be one of the 

supporting mechanisms of corporate governance because companies with foreign ownership will increase corporate 

market competition. Foreign investors can usually help improve management systems and easier access to resources 

so that it will support companies to improve company performance and obtain greater profits. According to Shrivastav 

& Kalsie (2017), the research shows that foreign ownership has a positive effect on company performance/profitability 

as measured by ROE. Other research also shows that foreign ownership has a positive effect on company profitability 

as measured through ROA and ROE (Zakaria et al., 2014; Lukas & Basuki, 2015; Musallam, 2015; Herawanto et al., 

2017; Zraiq & Fadzil, 2018). 

Managerial ownership (managerial ownership) is a proxy for share ownership by management in the company so 

that in addition to acting as a manager, management is also a shareholder of the company or insider ownership 

(Fahdiansyah et al., 2018). Managerial ownership is recognized as having an important mechanism that raises agency 

problems (Alabdullah, 2016). Increasing managerial ownership can reduce agency problems that occur in the company 

because managers tend to prioritize the interests of the company. According to previous studies, it was found that there 

was a significant relationship between managerial stock ownership and company performance/profitability as 

measured by ROE (Gugong et al., 2014; Galal & Soliman, 2017). 

Institutional ownership is ownership of company shares owned by institutions or institutions such as insurance 

companies, banks, investment companies, and other institutional ownership. Institutional ownership has an important 

meaning in monitoring management because the presence of institutional ownership will encourage increased 

oversight which is more optimal. Institutional ownership as one of the governance factors that influence company 

performance, institutional share ownership helps prevent managerial opportunistic behavior which in turn increases 

company performance (Gugong et al., 2014). Gugong et al. (2014), revealed a significant relationship between 

institutional share ownership and two financial performance measures (ROA and ROE). In addition, other research 

also revealed that institutional ownership had a significant positive effect on company performance/company 

profitability as measured through ROE (Husein Tahir, 2015; Pirzada et al., 2015). Based on this the research hypothesis 

is as follows: 

H1a: Foreign ownership has a significant positive effect on profitability 

H1b: Managerial ownership has a significant positive effect on profitability 

H1c: Institutional ownership has a significant positive effect on profitability 

 

Firm Size 

 

The firm size can be described in the company's financial capability in a certain period, both based on assets in the 

form of current assets and fixed assets owned (Mule et al., 2015). The size of a large company, is considered as an 

indicator that illustrates a high level of risk for the company. The firm size can be expressed in total assets, sales, and 

market capitalization. The bigger the larger the firm size. Total assets, sales and market capitalization can be used to 

determine the firm size (Maria et al., 2019). 
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According to Mule et al. (2015), there is a significant positive relationship between firm size and return on equity, 

where one unit change in firm size causes an increase in return on equity. Firm size is also an important positive 

predictor of profitability as measured by ROE (Mule et al., 2015). The same thing was also expressed in other studies 

which stated that the firm size measured from total assets significantly affected the profitability of the company as 

measured by ROE (Hirdinis, 2019). According to Olawale et al. (2016), firm size measured from total sales also has a 

positive effect on profitability (ROE). Based on this the research hypothesis is as follows: 

H2: Firm size has a significant positive effect on profitability 

 

Firm Value 

 

The main objective of the company is to increase the firm value which is characterized by the level of prosperity of 

the company's shareholders. The firm value is also a benchmark for investors to assess the success of a company, 

where the higher the company's stock price means the higher the rate of return to investors and this means the higher 

the firm value is related to the objectives of the company itself, which is to maximize the prosperity of shareholders 

(Nurkhin et al., 2017). Involving management in the company's ownership structure is an effort to increase the firm 

value. Diverse ownership structure can encourage better company supervision, especially for the achievement of 

company goals, namely increasing the firm value. 

Companies with foreign ownership are known to have better performance because the standards they have are 

almost the same as the standards of foreign companies which are usually better standards. According to Abukosim et 

al., (2014), foreign ownership has a significant positive effect on firm value (PBV). Other studies also reveal that 

foreign ownership has a positive effect on firm value as measured by PBV (Zakaria et al., 2014). 

Management ownership is a shareholder of management who actively participates in company decision making. 

Managerial ownership shows the dual role of managers who also have a role as a shareholder of the company. Research 

conducted by Karima (2017), shows that managerial ownership has a significant influence on firm value. The same 

results are also shown by other studies where managerial ownership has a significant effect on firm value as measured 

by price-book value (PBV) (Putranto & Kurniawan, 2018). 

Institutional ownership usually has a large portion of ownership in a company, so institutional investors need to 

protect their investment in the company. High institutional ownership can lead to better monitoring or supervision of 

managers and can guarantee the prosperity of shareholders. Of course, this can affect firm value. Based on previous 

research, institutional ownership is known to have a positive and significant effect on firm value (PBV) (Abukosim et 

al., 2014; Wimelda & Siregar, 2017; Faidah, 2018; Aghara et al.,2018; Pramana et al., 2019). 

Firm size reflects the size or number of assets owned by the company. The greater the size of a company shows 

that the company is experiencing growth. Developing companies will increase firm value and be responded positively 

to investors. Generally, larger companies have greater sensitivity and relatively greater wealth transfers compared to 

smaller companies. With more sales, the faster the company reaches its goals. Thus, the firm size reflects the size or 

number of assets owned by the company and has an influence on the firm value (Horne & Wachowicz, 2009). The 

firm size is proven to have a significant positive effect on firm value (Khoiro et al., 2017; Tui et al., 2017; Yanti & 

Dwirandra, 2019). Based on this, the research hypothesis is as follows: 

H3a: Foreign ownership has a significant positive effect on firm value 

H3b: Managerial ownership has a significant positive effect on firm value 

H3c: Institutional ownership has a significant positive effect on firm value 

H4: Firm size has a significant positive effect on firm value 

 

Profitability 

 

Profitability shows the level of net profit obtained by a company. The greater the profits, the greater the company's 

ability to pay dividends. This will certainly attract the attention of investors and show good company performance. 

The size of profitability can be seen from various factors such as operating income, net income, the rate of return on 

investment/assets and the rate of return on owner's equity. Various policies are taken by management in an effort to 

increase the firm value through increasing the prosperity of owners and shareholders as reflected in the share price. 

Analysis of the firm value will provide the usefulness of information to investors in assessing the prospects of the 

company in the future in generating profits. The measured profitability of a company's ROE is known to have a 

significant positive effect on firm value as measured by PBV (Majid & Benazir, 2015; Rahma et al., 2017; Tui et al., 

2017; Dewi & Dewi, 2017). 
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Profitability is the company's ability to generate profits that are considered to be a signal for companies to attract 

investors to invest their capital. Companies with high levels of profitability will increase the effect of ownership 

structure on firm value (Nurkhin et al., 2017). 

Profitability which illustrates the company's ability to make a profit is also certainly closely related to the number 

of sales or assets owned by the company. Related to this, the firm size can be stated in total assets, sales, and market 

capitalization. The greater the total assets, sales, and market capitalization, the greater the firm size (Maria et al., 2019). 

Based on this research hypothesis is as follows: 

H5: Profitability has a significant positive effect on firm value 

H6a: Profitability is able to mediate the relationship between foreign ownership and firm size 

H6b: Profitability is able to mediate the relationship between managerial ownership and firm value 

H6c: Profitability is able to mediate the relationship between institutional ownership and firm value 

H7: Profitability is able to mediate the relationship between firm size and firm value. 

 

 

2   Materials and Methods 

 

This study uses the annual pharmaceutical industry to report data on the Indonesia Stock Exchange in the period 2013-

2018. Sampling in this study using purposive sampling techniques and analyzed by path analysis method. Total 

samples taken were 7 pharmaceutical industry companies, namely Darya-Varia Laboratoria, Tbk. (DVLA), Kimia 

Farma, Tbk. (KAEF), Kalbe Farma, Tbk. (KLBF), Merck Tbk. (MERK), Pyridam Farma, Tbk. (PYFA), Sido Mamu 

Pharmaceutical Herbal Industry Tbk Appears. (SIDO) and Tempo Scan Pacific, Tbk. (TSPC). 

The structural model in this study consists of foreign ownership variables (FOREIGN), managerial ownership 

(MNG), institutional ownership (INST) and firm size (SIZE) as independent variables. Firm value variable (PBV) as 

the dependent variable and profitability variable (ROE) as a mediating variable.  

The ownership structure variables analyzed in this study were obtained from the percentage of foreign ownership, 

managerial ownership and institutional ownership found in each sample. The firm size variable is obtained from the 

result of the natural logarithm of the total assets of all samples at the end of the year. The profitability variable is 

obtained from the Return on Equity (ROE) value or the percentage of net profit after tax divided by shareholder equity. 

The firm value variable is measured from the Price to Book Value (PBV) of all samples in the period 2013 - 2018. 

 

 

3   Results and Discussions 

 

Path Analysis Results 

 

Path analysis is used in this study to examine the direct and indirect effects of the ownership structure, firm size and 

profitability variables on firm value. The path analysis results are obtained by using regression using SPSS 24. 

 

Equations in Path Analysis 

 

The structural model I includes the relationship between ownership structure variables and firm size on profitability 

(ROE), while structural model II includes the relationship between ownership structure variables, firm size and 

profitability (ROE) on firm value (PBV). The results of the path analysis of structural model I and structural model II 

show the magnitude of influence between variables in the model both direct and indirect effects. Based on these results 

we can also calculate the structural model error value I (e1) and the structural model error value II (e2). The path 

analysis results in this study are as follows: 

 

Structural Model I: 

Y1     = β1X1 + β2X2 + β3X3 + β4X4 + e1 

ROE = β1.FOREIGN + β2.MNG + β3.INST + β4.SIZE + e1 

ROE = 0,665 FOREIGN + 0,385 MNG + 0,177 INST + 0,772 SIZE + e1 

                                                                       

 

 

e
1
 = √(1 − 𝑅2) =  √(1 − (0.399)2) = 0.917  
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Structural Model II: 

Y2    = β5X1 + β6X2 + β7X3 + β8X4 + β9Z + e2 

PBV = β5 FOREIGN + β6 MNG + β7 INST + β8 SIZE + β9 ROE + e2 

PBV = 0,097 FOREIGN - 0,068 MNG + 0,094 INST + 0,291 SIZE + 0,424 ROE + e2 ….… (17) 

                                                                       

 

Model Validation 

 

Model validation in this study uses the total determination coefficient method that can be calculated using the total 

determination formula to obtain the following calculation results: 

R2m = 1 – (e1)
2 (e2)

2 

  = 1 – (0,917)2 (0,905)2 = 1 – (0,841) (0,819) 

  = 1 – 0,689 = 0,311 

 

The results of the model validation show that the variation of data influenced by the model by 31.1% means that the 

information contained in the data of 31.1% can be explained by the model, while the remaining 68.9% is explained by 

other variables outside the model. 

 

Sobel Test Results 

 

The Sobel test is used to determine whether mediating variables can influence the relationship of the independent 

variable with the dependent variable or not. The mediating variable tested in this study is profitability measured by the 

ROE variable. The Sobel test in this study was carried out with the Sobel formula (Preacher & Hayes, 2004). The 

calculation results of the Sobel test in this study can be seen in table 1. 

 

Table 1 

Sobel test 

 

  Foreign MNG INST Size 

a 0.012 0.009 0.004 0.364 

b 1.405 1.405 1.405 1.405 

SEa 0.003 0.005 0.005 0.094 

SEb 0.540 0.540 0.540 0.540 

Z (sobel) 2.181 1.480 0.765 2.159 

Information Being able to mediate No mediating No mediating Being able to mediate 

Secondary Data, 2019 

 

Table 1 shows that the Sobel value for FOREIGN is 2.181> 1.96 so the results of the analysis indicate profitability is 

able to mediate the effect of foreign ownership on firm value. Sobel SIZE value is 2.159> 1.96 so that profitability is 

also able to mediate the effect of firm size on firm value, while the Sobel value for MNG (1,480) and INST (0.765) is 

smaller than 1.96 so profitability has not been able to mediate managerial ownership and ownership institutional to 

firm size. 

 

H1a: Foreign ownership has a significant positive effect on profitability 

 

The path analysis results show that the significance value of FOREIGN on ROE is 0.001 <0.05. The beta coefficient 

of FOREIGN against ROE is 0.665. This value means that foreign ownership has a significant positive effect on 

profitability, so hypothesis 1a (H1a) is accepted. 

Foreign ownership can increase profitability because foreign investors (PMA) are investors who are able to 

encourage companies, in this case, the pharmaceutical industry to improve the quality of companies especially in 

carrying out corporate governance. Foreign owners can also provide access to large resources and provide better 

monitoring and management expertise. 

e
2
 = √(1 − 𝑅2) =  √(1 − (0.425)2) = 0.905  
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This positive relationship between foreign ownership and profitability is supported by the results of Zakaria et al. 

(2014); Shrivastav & Kalsie (2017); and Zraiq & Fadzil (2018), which stated that foreign ownership is known to have 

a positive and significant relationship with company profitability. 

 

H1b: Managerial ownership has a significant positive effect on profitability 

 

The path analysis results show that the significance value of MNG on ROE is 0.434> 0.05. The beta coefficient of 

MNG against ROE is 0.385. This value means that managerial ownership has no significant positive effect on 

profitability, so hypothesis 1b (H1b) is rejected. 

Managerial ownership does not have a significant positive effect on profitability in this study because the percentage 

of managerial ownership in the pharmaceutical industry on the Indonesia Stock Exchange in the period 2013 - 2018 

has not shown a significant amount, so the determination of managerial policies is not strong enough to affect the 

company's performance in increasing profitability. 

 

H1c: Institutional ownership has a significant positive effect on profitability 

 

The results of the path analysis show that the significance value of INST on ROE is 0.070> 0.05. The beta coefficient 

of INST to ROE is 0.177. This value means that institutional ownership does not have a significant positive effect on 

profitability, so hypothesis 1c (H1c) is rejected. 

Institutional ownership does not affect the profitability of the company allegedly caused by the majority owner of 

the institution does not play an active role in controlling company performance. The results in this study are supported 

by research conducted by Dehkalani et al. (2015), and Pirzada et al. (2015), which states that institutional ownership 

has a negative influence on profitability. 

 

H2: Firm size has a significant positive effect on profitability 

 

The path analysis results show that the significance value of SIZE on ROE is 0,000 <0.05. The beta coefficient of SIZE 

against ROE is 0.722. This value means that firm size has a significant positive effect on profitability, so hypothesis 2 

(H2) is accepted. 

A significant positive relationship between firm size and equity returns means that one unit change in firm size in 

the pharmaceutical industry causes an increase in equity returns in the pharmaceutical industry. This result is supported 

by research conducted by Mule et al. (2015); Olawale et al. (2016); and Hirdinis (2019), which stated that the firm 

size measured from total assets significantly affects the profitability of the company as measured by Return on Equity 

(ROE). 

 

H3a: Foreign ownership has a significant positive effect on firm value 

 

The path analysis results show that the FOREIGN significance value for PBV is 0.657> 0.05. The FOREIGN beta 

coefficient for PBV is 0.097. The results show that foreign ownership has no significant positive effect on firm value, 

so hypothesis 3a (H3a) is rejected. Foreign investors in the pharmaceutical industry on the Indonesia Stock Exchange 

in the period 2013 - 2018 do not necessarily have the same objectives as managerial to increase the firm value. Foreign 

investors tend to prioritize profits in investing their capital, so the percentage of foreign ownership may not necessarily 

increase the firm value in the pharmaceutical industry. 

 

H3b: Managerial ownership has a significant positive effect on firm value 

 

The path analysis results show that the significance value of MNG on PBV is 0.752> 0.05. The MNG beta coefficient 

for PBV is - (0.068). This value means that managerial ownership has a negative and not significant effect on firm 

value, so hypothesis 3b (H3b) is rejected. Managerial ownership has a negative and not significant effect on firm value 

because the portion of managerial ownership in the pharmaceutical industry has not been significant enough, so 

managerial ownership as an internal control tool in the pharmaceutical industry has not been able to effectively increase 

firm value. 
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H3c: Institutional ownership has a significant positive effect on firm value 

 

The results of the path analysis show that the significance value of INST on PBV is 0.676> 0.05. The beta coefficient 

of INST against PBV is 0.094. This value means that institutional ownership has no significant positive effect on firm 

value, so hypothesis 3c (H3c) is rejected. 

institutional ownership does not have a significant positive effect on firm value allegedly because most institutional 

investors in the pharmaceutical industry on the Indonesia Stock Exchange in the period 2013 - 2018 did not actively 

oversee managerial performance in the company. Ownership of institutions that are too large can cause an ineffective 

monitoring agent function carried out by the institution so that supervision conducted by the institution cannot 

encourage the company to increase the firm value. The results of this study are supported by research conducted by 

Willim (2015) and Wimelda & Siregar (2017), which state that institutional ownership has no significant effect on firm 

value. 

 

H4: Firm size has a significant positive effect on firm value 

 

The results of the path analysis show that the significance value of SIZE on PBV is 0.191> 0.05. The beta coefficient 

of SIZE against PBV is 0.291. This value means that firm size does not have a significant positive effect on firm value, 

so hypothesis 4 (H4) is rejected. The firm size does not have a significant positive effect on firm value in this study 

because investors who will invest their capital in the pharmaceutical industry are not reviewed in terms of the total 

assets owned by the company. 

 

H5: Profitability has a significant positive effect on firm value 

 

The path analysis results show that the significance value of ROE on PBV is 0.013 <0.05. The beta coefficient of ROE 

against PBV is 0.424. This value means that profitability has a significant positive effect on firm value, so hypothesis 

5 (H5) is accepted. 

Higher ROE indicates that the management is able to effectively and efficiently manage the capital invested by 

investors in the company so that the company's performance is getting more optimal and profits are increasing which 

will also lead to an increase in firm value. This result is supported by research conducted by Mussalam (2015) and Tui 

et al. (2017), which states that profitability has a significant positive effect on firm value. The higher the company's 

ability to generate profits, the greater the returns expected from investors, making the company's value better. 

 

H6a: Profitability is able to mediate the relationship between foreign ownership and firm size 

 

The path analysis results show that the value of foreign direct influence on firm value is 0.097 and the indirect effect 

of foreign ownership on firm value through profitability is 0.282 which means that the value of indirect influence is 

greater than the value of direct influence, this result shows that indirectly Foreign ownership through profitability has 

a significant influence on the firm value. Table 7 also shows that profitability is able to be a mediating variable of the 

effect of foreign ownership on firm value with the value of z (Sobel) being 2.181> 1.96 so that Hypothesis 6a (H6a) is 

accepted. 

 

H6b: Profitability is able to mediate the relationship between managerial ownership and firm value 

 

The path analysis results show that the value of the direct influence of managerial ownership on the firm value is - 

(0.068) and the indirect effect of managerial ownership on the firm value through profitability is 0.163, which means 

that the value of the indirect effect is greater than the value of the direct influence, this result shows that indirectly 

managerial ownership through profitability has a significant effect on firm value, but table 7 shows that profitability is 

not able to mediate the effect of managerial ownership on firm value with a value of z (Sobel) is 1,480 <1.96 so 

Hypothesis 6b (H6b) is rejected. 

 

H6c: Profitability is able to mediate the relationship between institutional ownership and firm value 

 

The path analysis results show that the value of direct influence of institutional ownership on firm value is 0.094 and 

the indirect effect of institutional ownership on firm value through profitability is 0.075 which means that the value of 
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indirect influence is smaller than the value of direct influence, this result shows that indirectly foreign ownership 

through profitability has no significant effect on firm value. Table 7 also shows that profitability is not able to mediate 

the effect of institutional ownership on firm value with the value of z (Sobel) being 0.765 <1.96 so that Hypothesis 6c 

(H6c) is rejected. 

 

H7: Profitability is able to mediate the relationship between firm size and firm value 

 

The results of the path analysis show that the value of the direct effect of firm size on firm value is 0.291 and the 

indirect effect of firm size on firm value through profitability is 0.306 which means that the value of indirect influence 

is greater than the value of direct influence, these results indicate that indirectly firm size through profitability has a 

significant influence on firm value. Table 7 shows that profitability is able to be a mediating variable the effect of firm 

size on firm value with the value of z (Sobel) is 2.159> 1.96 so that Hypothesis 7 (H7) is accepted. 

 

 

4   Conclusion 

 

Based on the results of the analysis and discussion in this study it can be concluded as follows: 

1) Foreign ownership has a significant positive effect on profitability in the pharmaceutical industry on the 

Indonesia Stock Exchange in the period 2013 - 2018, while managerial ownership and institutional ownership 

have no significant positive effect on profitability in the pharmaceutical industry on the Indonesia Stock 

Exchange in the period 2013 - 2018. 

2) The firm size has a significant positive effect on profitability in the pharmaceutical industry on the Indonesia 

Stock Exchange in the period 2013 - 2018 

3) Foreign ownership, managerial ownership, and institutional ownership have no significant positive effect on 

the firm value in the pharmaceutical industry on the Indonesia Stock Exchange in the period 2013 - 2018. 

4) The firm size has no significant positive effect on the firm value in the pharmaceutical industry on the Indonesia 

Stock Exchange in the period 2013 - 2018. 

5) Profitability has a significant positive effect on firm value in the pharmaceutical industry on the Indonesia Stock 

Exchange in the period 2013 - 2018. 

6) Profitability is able to mediate the effect of foreign ownership on the firm value in the pharmaceutical industry 

on the Indonesia Stock Exchange in the period 2013 - 2018, but profitability is not able to mediate managerial 

ownership and institutional ownership of the firm value in the pharmaceutical industry on the Indonesia Stock 

Exchange in the period 2013 - 2018. 

7) Profitability is able to mediate the effect of firm size on firm value in the pharmaceutical industry on the 

Indonesia Stock Exchange in the period 2013 - 2018. 

 

Suggestion 

 

Suggestions for the pharmaceutical industry on the Indonesia Stock Exchange to better consider the ownership 

structure in the company, especially considering increasing foreign ownership in the pharmaceutical industry. High 

foreign ownership is expected to be able to increase company resources and encourage management to run better 

performance so as to improve operating results which leads to increased company profitability. The pharmaceutical 

industry is also expected to consider increasing the total assets of companies that are known to be able to increase 

company profits so that it can be an attraction for investors to invest in order to increase the firm value. 

Future studies are suggested to examine how the role of profitability in mediating ownership structure and firm size 

on firm value so that the magnitude of the effect of profitability in mediating is known. Future studies are also expected 

to conduct research on the ownership structure, firm size, profitability and firm value variables in other company 

sectors and determine other variables that are more influential on firm value with profitability as a mediating variable.  
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