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Abstract  

Conflict between ownership and management constitutes a significant concern within organizational dynamics. Nevertheless, the 
alignment of the interests between owners and management can be advanced by promoting managerial ownership. Prior research delving 
into the role of managerial ownership as an intermediary variable linking firm size and sales growth, with capital structure remains 
rather limited, particularly in the context of non-financial companies listed on the IDX. This study investigates the correlations between 
firm size and sales growth with capital structure, mediated by managerial ownership. This investigation focuses on non-financial entities 
that are not state-owned enterprises and are listed on the IDX. Hypothesis testing in this study was conducted using path analysis. 
Path analysis is calculated by decomposing the causal influence model between direct and indirect variables. The findings of this study 
add to a more profound understanding on how firm size, when mediated by managerial ownership, impacts the capital structure, as 
indicated by the LTDR proxy. This underscores that managerial ownership, as a means of mitigating agency conflicts, can exert an 
influence on management's decision-making concerning the proportion of long-term debt within the capital structure. It is worth noting 
that Managerial ownership does not serve as a substantial mediator in the influence of sales growth on the capital structure. 
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Introduction 

Capital structure decision stands as a pivotal factor in assessing a company's economic orientation in the 
capital market [1].  Capital structure  of a firm is shaped by asymmetric information, which combines an 
entrepreneur's funding decisions, a provider's credit allotment, and market conditions [2].  Financing 
authority decision-making affects the company's capital structure [3]. As posited by Gharaibeh & AL-Tahat 
[4], the concept of capital structure is related to increasing debt financing and decreasing equity financing 
and vice versa. Capital structure represents a combination of financing derived from both debt and equity 
sources, referring to long-term funding sources [5]. Among the available choices for capital structure 
adopted by management, one prominent alternative is the long-term debt ratio (LTDR), primarily owing to 
its protracted repayment timeline and comparatively lighter instalment burden. 

Firm size and sales growth are company characteristics that determine the choice of capital structure 
sourced from LTDR. However, a consensus regarding the nature of their relationship with LTDR remains 
elusive. Previous research Earlier studies have indicated a direct correlation between firm size and LTDR 
Conversely, Olibe et al. [6] presented findings suggesting an inverse association between firm size and 
LTDR. In contrast, Handoo & Sharma [7] reported that firm size exerts an insignificant impact on LTDR. 
Companies experiencing an upsurge in sales growth often allocate resources to expand their business 
operations. Such an increase in sales growth serves as a positive signal of the company's future performance, 
and vice versa. Previous research has revealed a positive correlation between sales growth and LTDR  [8]. 
In contrast, Alipour et al. [9] have asserted an inverse relationship between sales growth and LTDR, while 
Sikveland & Zhang (2020) show that the relationship between sales growth and LTDR is insignificant.  

As one of the most important capital market businesses in Asia, the role of size and sales growth on capital 
structure in capital market businesses in Indonesia has become one of the studies that attracted the attention 
of researchers [10]. Moosa & Li [11] and Reinhard & Li [12] explain that Firm Size plays a substantial role 
in shaping the capital structure. Bunkanwanicha et al. [13] comparing capital markets in Indonesia and 
Thailand shows that increasing Firm Size and sales growth improved the capital structure before the 1998 
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crisis in both countries. Following the crisis, in Indonesia and Thailand, firm size exhibited an inverse 
relationship with capital structure, while sales growth did not exert a notable influence on the composition 
of the capital structure. 

Existing empirical research shows a disparity in the relationship between firm size and sales growth in 
relation to capital structure. It is hoped that the gap mentioned above can be overcome by managerial 
ownership. Managers with significant shareholdings in a company often show a preference for reducing 
debt levels to mitigate potential financial difficulties and protect their own interests. Managers do not want 
to take the risk of investing too much personal wealth in companies with high debt [14].  The examination 
of managerial ownership as a mediator in the connection between firm size, sales growth, and capital 
structure has garnered significant scholarly attention.  The objective of this study is to enhance 
comprehension concerning the mediating role of managerial ownership in the relationship between 
company size and sales growth on capital structure measured by LTDR , in non-financial firms that are 
publicly listed on the Indonesia Stock Exchange (IDX). The current corpus of literature pertaining to the 
interrelationship among management ownership, company size, sales growth, and capital structure within 
the Asian capital market, include in Indonesia, remains inadequate. The study discovered that management 
ownership has a substantial role in mediating the indirect impact of firm size on capital structure. However, 
it does not significantly mediate the indirect impact between sales growth and capital structure. 

Literature Review  

Firm Size  

When investors seek to allocate a portion of their funds into a company, Firm Size is one of the 
considerations. Investors tend to be more confident investing in large companies because they have several 
advantages, such as larger assets, higher market value, sales and various other factors. Better diversification 
in large companies compared to small companies is also a consideration for investors [15]–[17]. With this 
ability, the company will more easily increase competitiveness with various company innovations. Large 
companies tend to have a long business history, so they can utilize these advantages to obtain loans from 
creditors to project their future performance [18].  Following the trade-off theory, financial distress and 
bankruptcy risk are less likely to occur in large companies [16], [17], [19]. The financial flexibility of large 
companies is better than that of small companies, allowing them to make adjustments at a lower cost [20]. 
Information asymmetry tends to be lower in large companies, which means funding costs are cheaper and 
improvements are faster [20].  

Sales Growth  

Subramanyam [21] defines sales growth as analysing sales trends concerning segments to assess the 
company's profitability. Ghozali et al.[22] said sales growth is influenced by internal factors (factors that the 
company can control) and external factors (factors that the company cannot control). Sales growth shows 
the opportunity for the company to develop better. Price changes, volume changes, 
acquisitions/divestments, and exchange rate changes generate sales growth [22]. Companies with sales 
growth can generate increased market share and synergy effects, thus leading to favourable performance 
[23]. Agency theory suggests that managers strive for sales growth as a means to secure job stability and 
salary enhancements, ultimately fostering the company's development and growth [24], [25]. Firms 
experiencing elevated sales growth generally exhibit an increased corporate value. [26], [27]. The increase in 
sales growth in the company has implications for the increasing need for funding sources in the long term 
to finance the company's investment and business expansion. 

Capital Structure 

Myers [28] posited that capital structure is divided into two primary theories: the trade-off and the pecking 
order theories. According to the trade-off theory, the optimal blend of debt and company equity is attained 
when there is an equilibrium between the advantages and drawbacks of debt. In the context of this theory, 
businesses stand to benefit from tax savings when they are provided with incentives to embrace debt [30].  
The trade-off theory elucidates financial limitations and agency costs arising from the interplay between 
shareholders and debt, highlighting that tax advantages and debt oversight serve to reduce these agency 
costs [31]. The primary goal of the trade-off theory is to strike a delicate equilibrium between the benefits 

https://ecohumanism.co.uk/joe/ecohumanism
https://doi.org/10.62754/joe.v3i8.5539


Journal of Ecohumanism 

 2024 
Volume: 3, No: 8, pp. 9212 – 9228 

ISSN: 2752-6798 (Print) | ISSN 2752-6801 (Online) 
https://ecohumanism.co.uk/joe/ecohumanism  

DOI: https://doi.org/10.62754/joe.v3i8.5539  

9214 

 

of tax advantages and the potential pitfalls of bankruptcy [32]. This theory asserts that the most 
advantageous capital structure is attained through the careful management of supervisory concerns, the 
bonding effect, debt tax benefits, and various other agency costs [33].  

The pecking order theory states that company managers possess a deeper comprehension of the company's 
future prospects, risks, and value compared to external investors. This theory posits that firms prioritise the 
allocation of funds by relying on internal rather than external sources, with retained earnings serving as the 
major funding source [30], [31], [34]. Pecking order theory requires tiered funding sources due to financial 
constraints stemming from asymmetric information between managers/owners and investors [35]. External 
financing is more costly in comparison to internal financing due to unequal access to information between 
managers and financing providers [36]. In the theory of pecking order, the notion of an optimal debt ratio 
is not applicable.   

Firm Size and Capital Structure  

Following the theory of trade-off, a positive correlation is observed between firm size and capital structure 
[16], [37]. This positive association arises from the trade-off between the advantages of a debt policy, 
encompassing benefits like tax protection and savings [38].   Previous empirical studies explain that Firm 
Size is positively associated with LTDR [35], [39]–[41]. Large companies prefer long-term debt to finance 
investments, while small companies choose short-term debt [42].  Thus, the following hypothesis is 
proposed:   

H1. If Firm Size increases, then LTDR will increase. 

Sales Growth and Capital Structure  

Increased sales growth usually requires more cash in the future and maintains more profits; consequently, 
the relationship between sales growth and debt is anticipated to be positive to finance investment to 
maintain growth  [43]. The Pecking Order theory foresees a positive correlation between debt and growth, 
as a company's internal funds may not be adequate for expansion, given their prior utilization in financing 
earlier expansions [44]. Consistent with the theory of pecking order, sales growth can increase long-term 
debt.  

The theory of trade-off postulates that growth-driven firms require large investments, potentially creating 
agency problems between managers and creditors and negatively impacting the growth and debt 
relationship. [44]. External parties cannot guarantee the consistency of growth rates; therefore, Firms with 
substantial growth rates typically rely less on external funding [45]. Thus, the authors propose the following 
hypothesis:  

H2: If sales growth increases, then LTDR will increase. 

Managerial Ownership  

Rahmawati et al.(2018) define managerial ownership as the proportion of shares owned collectively by 
directors and commissioners in relation to the total outstanding shares. Agency theory says owners and 
agents try to maximize the company's economic potential rationally. Agency theory assumes owners and 
managers are involved in different relationships to avoid risks [48], [49]. The desire to share risk is a concern 
because the owner has assigned certain responsibilities to the agent to achieve the same goal [50]. The 
separation between owners and agents may imply that agent decisions do not represent the owners' 
interests, leading to agency problems.  In order to reduce agency problems, it is necessary to clearly define 
agents' strategic rights and termination rights [51].   

The relationship between managers and owners affects the company's success [52]. When the relationship 
between the two parties is in line, the company's management will be smoother, and vice versa. Incentives 
to agents can be given as money or shares of a small portion of the owner's shareholding to improve the 
alignment of interests between owners and agents. According to agency theory, managerial ownership 
serves to synchronize their incentives with those of the shareholders. [53], [54].  High managerial ownership 
in the company leads to lower agency costs than equity [55]. Elevated managerial ownership diminishes the 
conflict between debt holders and equity owners, as managers hold a pivotal role within both of these 
entities. 
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Firm Size and Managerial Ownership 

Managerial ownership in the company is a union of interests between managers and owners so that 
decision-making by managers also represents the interests of company owners. Greater managerial 
ownership benefits managers by increasing prices by selling equity to outside shareholders. In some 
companies, managerial ownership tends to be dominant, while in others,, managerial ownership tends to 
be small or absent. The dispersion of managerial ownership in large corporations is typically greater, 
resulting in a negative correlation between business size and managerial ownership  [56], [57]. Considering 
this elucidation, the authors put forth the subsequent hypothesis: 

H3. If Firm Size increases, managerial ownership decreases. 

Sales Growth and Managerial Ownership  

Beyer et al. [58] said that high managerial ownership tends to increase investment because the potential for 
high growth exceeds investment failure in line with managers' power, remuneration and prestige. According 
to Jiraporn & Nimmanunta (2017), Sales growth is negatively related to managerial ownership. However, 
Berķe-Berga et al.[60] and Rhou et al. [61] show that sales growth is positively correlated with managerial 
ownership. Rajverma et al. [62] said for large companies, an increase in sales growth tends to increase 
company ownership because it can signal a decrease in risk for the company. Based on this description, the 
researchers propose the following hypothesis: 

H4: If sales growth increases, the level of managerial ownership increases. 

Managerial Ownership and Capital Structure  

Capital structure decisions for investment needs involve the role of managers and shareholders. The 
existence of managerial ownership is one of the considerations for creditors when approving loans. 
Companies with high managerial ownership usually pay higher terms and interest rates when applying for 
loans, as these costs offset the agency costs of debt. The agency cost of equity of companies with high 
managerial ownership is usually lower, but the agency cost of debt is high due to the alignment of the 
interests of managers and shareholders compared to debt holders. The presence of managerial ownership 
helps reduce debt levels, reduces finance costs, and lowers the likelihood of bankruptcy [63]. Previous 
research states that higher managerial ownership significantly reduces LTDR [64]. The percentage of 
managerial share ownership is negatively related to LTDR[39]. Considering this elucidation, the authors put 
forth the subsequent hypothesis: 

H5. If the company's managerial ownership level increases, then the LTDR decreases. 

Managerial ownership as a mediator 

Managerial ownership has a strategic role in determining the company's future direction [65]. Managerial 
share ownership is important in determining capital structure decisions from long-term debt.  Feng et al. 
[41] show that low managerial ownership in the company favours high LTDR.  Firm size influences LTDR, 
as large firms have greater capacity and access to long-term debt. Previous studies have shown that firm 
size is directly proportional to LTDR [66], [67]. The size of the company is related to managerial ownership. 
Previous research shows that Firm size is inversely related to managerial ownership [14], [57]. Kamardin 
[68] shows that small companies tend to have high managerial ownership. Managerial ownership will serve 
as a mediating factor in the impact of firm size on capital structure, given the crucial roles managers and 
shareholders assume in formulating decisions regarding capital structure. Based on this information, the 
hypothesis of this study is as follows: 

H6: If firm size increases, then the firm's LTDR increases through managerial ownership 

Managerial ownership is needed to mediate the relationship between sales growth and LTDR because 
managerial ownership can determine the company's funding sources for investment caused by sales growth. 
The decision to choose the company's capital structure cannot be separated from the role of managerial 
ownership.  Lower managerial ownership correlates with higher debt levels because higher debt levels 
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significantly reduce managerial ownership to achieve convergence of interests [57]. Lower managerial 
ownership often causes managers to extend debt maturity to reduce the cost of liquidity risk. 

Sales growth represents growth and investment prospects, thus increasing the need for funds to finance 
investment.  Increased sales growth is possible in companies with managerial shareholding but reduces the 
impact of free cash flow held on performance. Increased sales growth can encourage managerial ownership 
to increase its shares when it generates increased profits. This shows that sales growth is related to 
managerial ownership. Large firms require more debt due to high sales growth, high fixed asset ratio and 
higher fixed asset concentration [62]. In practice, sales growth positively correlates with LTDR [8]. Based 
on this description, the following hypothesis is proposed: 

H7: If the firm's sales growth increases, the firm's LTDR decreases through managerial ownership  

 Based on this description, the research framework is as follows: 

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 1. Research Framework 

 

Research Methods 

Measurement 

This research uses quantitative descriptive methods. Using measurement, this study's variables consist of: 

Table 1. Research Variables 

Variable Definition 

Exogenous Variables 

Firm Size 
(Size) Size = Logaritm Natural Total Aset [7], [9], [69] 

Sales Growth 
(SG.) 

SG = (
Salest −Sales(t−1)

Sales(t−1)
) x100% [9], [70] 

Control Variables 

Asset 
Structure (AS) 

Asset Structure =
Fixed Asset

Total Asset
  (Ahsan et al., 2016; Alipour et al., 2015; Kumar. et al., 

2017) 

Profitability 
(ROA) 

ROA =
Earning Before Interest and Tax

Total Asset
   [7], [9], [10], [72] 

: Direct Effect 

 

: Indirect Effect 

Capital Structure 

(LTDR) 

Firm Size (Size) 

Managerial 

Ownership (MO) 

H1 

H4 

H3 
H6 

H5 

H7 Sales Growth  

(SG) 
H2 
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Liquidities 
(CR.) 

CR =
Current Asset

Current Liability
 [9], [73] 

Mediating Variable 

Managerial 
Ownership 

(MO) 

MO =
Number of shares owned by Director & Commissioners  

Number of shares outstanding
𝑥100% [47], [74], 

Endogenous Variable 

Capital 
Structure 
(LTDR 

LTDR =
Long−Term Loans+other long term liabilities

Total Asset
 [18], [75] 

Population and Sample 

The research data was sourced from the annual financial reports of each company for the period spanning 
2010 to 2019, accessible through https://www.idx.co.id and the respective company websites. The research 
population is non-financial companies listed on the IDX for the 2010-2019 period that submitted financial 
reports during the study period, namely 276 companies. Through the purposive sampling approach, out of 
the 276 companies in the population, 62 companies (equating to 620 observations) met the criteria with 
managerial share ownership during the study period as the final sample. The consideration of choosing a 
non-financial company is because the company has uniformity in terms of financial statements. The size of 
the assets does not make a difference in this study. State-owned companies are not involved to avoid the 
government's corporate decision-making role.  

Data analysis 

The analysis method used is path analysis. The selection of path analysis was made thoughtfully, as it offers 
the capability to examine both the direct and indirect causal relationships among variables. The analysis 
begins with multiple linear regression analysis with an Ordinary Least Square (OLS) estimator, with the 
following structural equation: 

Structural equation model 1:  

LTDR = ρLTDRSize + ρLTDRSG + ρLTDRMO + ρLTDRAS + ρLTDRROA + ρLTDRCR + ε1  (1)  

 

Structural equation model 2: 

MO = ρMOSize + ρMOSG +  ε2        (2) 

 

Multicollinearity testing involves evaluating the correlation value between independent variables, ensuring 
it remains less than 0.8 [76]. The test criteria in path analysis use a one-way test with a significance level of 
α = 0.05. Correction for violations of autocorrelation and heteroscedasticity using the Heteroscedasticity 
and Autocorrelation Consistent (HAC) standard error method or Newey-West standard error [76].  Testing 
the indirect effect between firm size and sales growth on LTDR through ownership as a mediator using the 
Sobel test [77]. 

Results 

Table 2 presents descriptive statistical values regarding non-financial companies selected as research 
samples for the period 2010 to 2019. The mean of total assets  is Rp. 10,979,244.18 million, with the largest 
total asset of Rp. 351,958,000 million. While the smallest total asset is Rp. 41,784 million.  The research 
findings reveal that the total assets of the sample enterprises exhibit a significant degree of variability, as 
seen by the calculated standard deviation of Rp. 34,187,056.301.  The mean sales growth was 13,700%, with 
a maximum value recorded at 663,801% and a minimum of -98,415%. The research period experienced 
significant fluctuations in sales growth, as evidenced by the standard deviation figure of 50.038%.  
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 The mean value of Asset Structure is 32.5% with a standard deviation of 0.206.  The largest Asset 
Structure is 91.17%, while the smallest is 0.20%.  The average of profitability measured by ROA is 4.065%, 
with a standard deviation of 8.205%. The largest profitability is 46.49%, while the smallest is -43.63%. This 
information shows the high difference in profitability between companies. The mean of liquidity as 
measured by CR is 2.274, with a standard deviation of 3.826. The largest is 75.400, while the smallest is 
0.086. This information shows that the variability of current assets is relatively high. 

Table 2.  Descriptive Statistics 

Variable N Minimum Maximum Mean 
Standard 
Deviation 

Size(Million rupiah) 620 41,784.000 351,958,000.000 10,979,244.176 34,187,056.301 

SG (%) 620 -98.415 663.801 13.700 50.034 

MO (%) 620 0.001 89.440 9.758 17.238 

LTDR  620 0.002 0.733 0.163 0.130 

AS  620 0.002 0.917 0.325 0.206 

ROA (%) 620 - 43.631 46.490 4.065 8.205 

CR  620 0.086 75.400 2.274 3.826 

 Sources: Secondary Data  

The core focus of this research is managerial ownership as the mediating variable, with an average value of 
9.758%. The maximum observed level of managerial ownership is 89.44%, and the minimum is 0.001%. 
The standard deviation is 17.238%, indicating significant variability in the distribution of managerial 
ownership.  The mean LTDR value stands at 16.30%, with a standard deviation of 0.130. This suggests that 
non-financial companies tend to rely more on short-term debt rather than long-term debt, and there is 
relatively little variability in this pattern. The highest LTDR observed is 73.33%, while the lowest LTDR 
recorded is 0.20%.  

Figure 2. informs the managerial ownership chart of non-financial companies based on the industrial sector 
for the 2010-2019 period.  The mining sector dominates managerial ownership in companies. In the 2010-
2015 period, the manufacturing sector was in fourth position and increased to second in the 2017-2019. In 
the 2010-2015 period, the property, construction, and real estate sector was in second position, but in the 
2016-2019 period, it was in fourth position. The trade, services and investment sector was in fifth position 
during the study period. The agricultural sector in the 2010-2016 period was in sixth position, but the 
average value of share ownership increased in the 2016-2019 period. Within the infrastructure, utilities, and 
transportation sectors, the level of managerial ownership typically remains constant, occupying the lower 
end of the spectrum. 
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Figure 2. Managerial ownership of non-financial companies by industry type 

Correlation Matrix 

Table 3. Correlation matrix between variables  

 

 Size SG AS ROA CR MO LTDR 

Size 1       

SG 0.024 1      

AS -.095* -0.016 1     

ROA .156* .190* -.207* 1    

CR -.200* -0.026 -.211* 0.023 1   

MO -.116* 0.056 -0.063 -.089* .119* 1 
 

LTDR .331* 0.062 .365* -.220* -.204* -.183* 1 

Sources: Secondary Data 
*. Correlation is significant at the 0.05 level (1-tailed). 

   

    

Table 3 shows that Firm Size, sales growth and asset structure are positively correlated with LTDR, while 
ROA, CR and managerial ownership are negative. Firm size, ROA and asset structure are negatively 
correlated with managerial ownership, while sales growth and CR are positive. Firm Size, sales growth, and 
asset structure exhibit adverse correlations with CR, while ROA displays a positive correlation. Firm Size 
and sales growth have a positive correlation with ROA, while asset structure has a negative correlation. 
Firm size and sales growth are negatively correlated with asset structure. Firm size is positively correlated 
with sales growth.  This study shows that the correlation between all variables is <0.80; thus, there is no 
multicollinearity disorder. 
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Table 4.  Results of Autocorrelation Testing 

Model Durbin Watson Value k dl du 4-dl 4-du Conclusion 

Model 1 0.550 7 1.846 1.886 2.154 2.114 Positive 

Model 2 0.315 3 1.859 1.872 2.141 2.128 Positive 

Sources: Secondary Data 

Table 5. Heteroscedasticity Test of Multiple Linear Regression Model with Glesjer Test 

Model Abs residual Model Variable Sig. Conclusion 

Model 1 LTDR 

Size 0.000 Heteroscedasticities 

SG 0.441 Non-Heteroscedasticities 

 MO 0.118 Non-Heteroscedasticities 

 AS 0.844 Non-Heteroscedasticities 

 ROA 0.002 Heteroscedasticities 

 CR 0.150 Non-Heteroscedasticities 

Model 2 MO 
Size 0.157 Non-Heteroscedasticities 

SG 0.060 Non-Heteroscedasticities 

Sources: Secondary Data 

Tables 4 and 5 show violations of the autocorrelation and heteroscedasticity assumptions. Correction of 
autocorrelation and heteroscedasticity disorders with the HAC method is presented as follows: 

Table 6. Comparison of OLSE Regression Model with HAC after standard error correction. 

Model 

  Standard Error Estimator 
  OLSE HAC 

B 
Std 

Coeficie
nt B 

SE t Sig. 
N-W 
SE 

t sig. 

Model 
1 

 
LTD
R 

(Constan
t) 

-0.656  0.073 -
8.989 

0.000 
0.0916 

-
7.1619

* 
0.000 

Size 
0.0270 

0.375 0.003 
10.92

0 
0.000 0.0033 

8.2542
* 

0.000 

SG 
0.0003 

0.112 0.000 3.337 0.000 0.0001 
3.5862

* 
0.000

2 

 MO 
-0.001 

-0.142 0.000 
-

4.249 
0.000 0.0003 

-
4.1067

* 

0.000
0 

Control 
Variable

s 

 
       

 AS 
0.212 

0.337 0.022 9.721 0.000 0.0289 
7.3221

* 
0.000

0 

 ROA 
-0.004 

-0.242 0.001 
-

6.979 
0.000 0.007 

-
5.5426

* 

0.000
0 

 CR 
-0.001 

-0.033 0.001 
-

0.955 
0.170 0.006 

-
1.7730

* 

0.038
4 

Model 
2 

MO 
(Constan

t) 
41.748

3 
 

11.00
3 

3.794 0.000 16.018 
2.6064

* 
0.009

4 
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Size 
-

1.1384 
-0.117 0.388 

-
2.938 

0.001
5 

0.5626 
-

2.0235
* 

0.021
7 

SG 0.0203 0.059 0.014 1.473 
0.071

0 
0.0199 1.0160 

0.155
0 

*. Correlation is significant at the 0.05 level (1-tailed). 

Sources: Secondary Data 

Full Path Analysis Model  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 1: Full Path Analysis Model 

The path analysis model consists of two sub-structures, namely:  

 

Sub-structural model 1. 

LTDR = 0.375 Size + 0.112SG − 0.142MO + 0.337AS − 0.242ROA − 0.033CR + ε1 ;  

𝑹𝟐 = 33.99%; F=40.8550; sig.=0.000 (3) 

 

Substructural capital 2.  

MO = −0.117 Size + 0.059SG + 𝜀2; 𝑹𝟐 = 1.69%; F=2.4522; sig.=0.0434 (4) 

 

  

 

: Significant 

 

: Insignificant 

 

Capital Structure  

(LTDR) 

Firm Size (Size) 

Managerial 

Ownership (MO)  

Sales Growth  

(SG) 

𝜀2 = 0.912 

𝜀1 = 0.812 

𝛽11
∗ =0.375 

𝛽12
∗ =0.112 

𝛽13
∗ =0.112 

𝛽21
∗ =-0.117 

𝛽22 =0.059 

𝛽𝐼𝐸1
∗ =0.0166 

𝛽𝐼𝐸2 =-0.00838 
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Table 7. Direct and Indirect Effect 

Information 
Path 

Coefficient 
t 

Sig. (One-
tail Test) 

Conclusion 

Direct Effect     

Size         LTDR  0.375 8.2542 0.0000* accepted 

SG         LTDR  0.112 3.5862 0.0002* accepted 

MO         LTDR  -0.142 -4.1067 0.0000* accepted 

Size         MO  -0.117 -2.0235 0.0217* accepted 

SG         MO  0.059 1.0160 0.1550 rejected 

Control Variables     

AS       LTDR  0.337 7.3221 0.0000* accepted 

ROA       LTDR  -0.242 -5.5426 0.0000* accepted 

CR       LTDR  -0.033 -1.7730 0.0384* accepted 

Indirect Effect     

Size  MO LTDR 0.0166 1.7716 0.03825* accepted 

SG  MO LTDR -0.00838 -0.9828 0.16285 rejected 

Source: Secondary data processed with SPSS 26 

*) significant at the 0.05 level (1-tailed). 

The results of the path analysis model with the results of testing the effect of Firm Size and sales growth 

on LTDR through managerial ownership are shown in Table 2. Structural model 1 has a value of 𝑅2 = 
33.99%, which means that the ability of Firm Size and sales growth, as well as control variables AS, 
Profitability and Liquidity, explain the diversity of LTDR is 33.99%. The value of F=40.8550 
(sig.=0.000<0.05) means that structural capital one is declared feasible. Sub-structural model 2 has 

𝑅2=1.69%, which means that the ability of firm size and sales growth to explain the diversity of managerial 
ownership is 1.69%. The value of F=2.4522 (Sig.=0.0434<0.05) indicates that structural capital two is 
declared feasible.   

Using a one-way test, Table 6 shows the model path coefficient based on the standardized value of the 
model regression coefficient. Firm size has a positive and significant effect on LTDR (t=8.2542; Sig=0.000) 
with a magnitude of 0.375, so H1 is accepted. The effect of sales growth on LTDR is positive and significant 
(t=3.5862; Sig=0.0004), with a large effect of 0.112, so H2 is accepted. Managerial ownership is inversely 
proportional to LTDR  (t=-1.9429; Sig=0.0263), with a magnitude of -0.142, so H3 is accepted.  Firm size 
has a negative and significant effect on managerial ownership (t=-2.0235; Sig=0.0434), with a magnitude of 
-0.117, so H4 is accepted. Sales growth has no significant effect on managerial ownership (t = 1.0160; Sig 
= 0.1550), with a large indirect effect of 0.059, so H5 is rejected.  

Using the Sobel test, the results showed that The indirect effect of company size on LTDR through 
managerial ownership is positive and significant (t=1.7716; Sig=0.0384), with a magnitude of influence of 
0.0166, so H6 is accepted. Managerial ownership does not significantly mediate the indirect effect of sales 
growth on LTDR (t=-0.98281; Sig=0.16285), with the effect size being -0.00838; therefore, H7 is rejected.  

On the control variable of asset structure, the study results show the effect of SA on LTDR with a path 
coefficient of 0.326. Asset structure has a positive and significant effect on LTDR (t=7.3221; Sig=0.000), 
with a path coefficient of 0.326. Profitability has a negative and significant effect on LTDR (t=-5.5426; 
Sig=0.0000), with a magnitude of -0.242. Liquidity has a negative and significant effect on LTDR (t= -
1.7730; sig= 0.0384), with a magnitude of -0.033. 

Discussion 

First, The findings indicate a substantial and direct relationship between firm size and LTDR. These results 
align with research conducted by [35], [41], [78]. Therefore, as the firm size increases, the rise in LTDR 
becomes more pronounced. This outcome is in accordance with the trade-off theory, which asserts that 
there is a positive correlation between firm size and capital structure. [79]. The favourable association 
between size and LTDR may arise because creditors have more confidence in larger companies. This trust 
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stems from the perception that larger companies, with their substantial asset base, are less likely to face 
default. After all, it is more capable of paying obligations. A greater level of trust in large companies is very 
helpful in realising the proposed credit, so Larger companies experience quicker debt credit realization than 
their smaller counterparts. Large companies enjoy greater ease in accessing substantial external financing, 
particularly in the form of debt, compared to smaller firms. [15]. According to the trade-off theory, large 
companies face a comparatively slower increase in the risk of bankruptcy associated with debt financing 
compared to small companies. This makes it more feasible for them to tap into the debt market  [80]. Wang 
et al. [81] mention that larger companies tend to possess greater amounts of long-term debt because it 
offers a more convenient financing option. Following the pecking order theory, companies prioritize debt 
over issuing new equity to fulfil the capital structure, even though the use of retained earnings is the most 
important.  Large companies are more likely to obtain capital structure through debt because of lower 
information asymmetry [10].  

This study reveals that sales growth exerts a positive and noteworthy impact on LTDR. In other words, an 
increase in sales growth leads to an elevation in the capital structure as measured by LTDR. This study is 
consistent with previous studies showing a positive and significant effect of sales growth on LTDR [8], 
[72], [82]. From the pecking order theory perspective, high-growth firms rely more on external funds in the 
form of debt than equity to finance projects when internal funds are insufficient [63], [73].  Companies 
facing substantial sales growth encounter a more formidable challenge because they lack the necessary 
internal funds to support investment opportunities amid their accelerated expansion [70]. Increased sales 
growth encourages companies to expand through investment projects. Limited internal funds encourage 
companies to seek external sources of funds to support expansion with the minimum possible risk level. 
Increasing long-term debt is one alternative, with smaller repayment installments and a longer period of 
time.   

The findings indicated a negative correlation between company size and managerial ownership. This 
outcome is consistent with prior research, which also demonstrated an inverse association between firm 
size and managerial ownership [61], meaning that managerial share ownership decreases significantly when 
Firm Size increases. It demonstrates the absence of a concentration of managerial ownership interests. 
Burden and risk sharing will be more equitable if the level of managerial ownership is small [61], [83], [84]. 
With little managerial ownership in large companies, the risks that occur in the company will be borne 
together with other company owners.  Equity sources for increased investment will increase when 
managerial ownership in large companies is small. Thus, every decision made by managers as shareholders 
will consider the impact of the decisions by minimizing the risks.  

This study indicates that the impact of sales growth on managerial ownership is not statistically significant. 
This finding aligns with the perspective put forth by Jirapon & Nimmanunta [59], which suggests that an 
increase in sales growth does not lead to a significant rise in managerial ownership Elevated sales growth 
serves as an indicator of the company's strong performance and promising future prospects [85]. High sales 
growth shows the CEO's and his staff's success, thus increasing his power in the organization [86], but this 
does not encourage them to increase their shareholding.  

The results showed that managerial ownership negatively and significantly affects capital structure. This 
study is consistent with prior research findings that establish a significant and inverse relationship between 
managerial ownership and capital structure [41]. An increase in managerial ownership that lowers the capital 
structure indicates that managers with high share ownership tend to avoid the burden of long-term debt. 
This may happen because companies with LTDR tend to be riskier [6]. After all, they must be disciplined 
in paying debt obligations over a long period. High managerial ownership gives managers greater freedom 
to play governance in agency theory [87]. With such power, high managerial ownership tends to reduce 
long-term debt to minimize liabilities and the risk of bankruptcy due to default. The pecking order theory 
suggests that firms with high managerial ownership often favor financing their capital structure with 
company profits, rather than relying on long-term borrowing from creditors, as it has implications for long-
term payment obligations. Conversely, from the perspective of agency theory, the observed inverse 
relationship between managerial ownership and capital structure is driven by increased managerial 
ownership, which fosters alignment between managers and external shareholders. This alignment, in turn, 
reduces the reliance on debt as a tool to mitigate agency conflicts [1]. Matias Gama & Manuel Mendes 
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Galvão [88] state that agency conflict tends to decrease when managerial ownership is low, causing higher 
debt, but when the company's equity is mostly owned by managers, an increase in managerial ownership 
causes a decrease in the level of debt because it causes an increase in opportunistic managers.  

Managerial ownership acts as a significant mediator in the relationship between firm size and the capital 
structure as gauged by LTDR. It plays a crucial role within the company since it represents a portion of the 
total shares held by its managers [89], [90]. When the company's size increases, managerial ownership tends 
to decrease. Still, this condition plays a role in encouraging the company to increase the capital structure 
sourced from LTDR through its role as manager.  This is very beneficial for company managers because, 
with the help of managerial ownership, decision-making can keep the company's debt level low [91]. Large 
companies demand better governance because agency conflicts are more likely than small companies. 
Therefore, large companies need managerial ownership to control the company [92]. In line with this, 
increased managerial ownership makes the company more efficient [93], due to reduced agency costs. 
Managerial ownership can be a control tool for managers in making capital structure decisions [45], [91]. In 
making capital structure decisions originating from debt, there is a tendency for managerial share ownership 
in large companies to be bolder in proposing large amounts of debt. This may occur due to the assumption 
that the level of risk arising from the failure to pay debt obligations does not directly imply a decrease in 
personal wealth because the company has more assets as collateral to creditors. 

Managerial ownership does not serve as a substantial mediator for the impact of sales growth on the capital 
structure as assessed by LTDR. Elevated sales growth signifies the company's strong current performance 
and promising future prospects [85].  High growth is also a signal for management to invest in the future 
to improve the company on a wider scale. Good corporate governance can be illustrated by managerial 
ownership in the company [94]. As part of the shareholders, managerial ownership should ideally increase 
its shareholding in the company when it sees a good opportunity in the future based on the increase in sales 
growth. Berķe-Berga et al. [60] said that sales growth is a fundamental company ratio that is directly 
proportional to managerial ownership. In this study, the increase in sales growth did not significantly 
encourage managers to increase their share ownership in the company. Uncertainty about the consistency 
of increasing sales growth may be one of the factors considered for managerial ownership to make this 
decision.  

Conclusions 

Agency theory posits that the misalignment of interests between investors and agents gives rise to agency 
costs. One strategy to mitigate these costs is to introduce managerial ownership incentives. When both 
management and investors assume the role of company owners, managerial decision-making is expected to 
be geared toward the interests of company owners. Hence, the investigation of the impact of firm size and 
sales growth on capital structure, mediated by managerial ownership, holds substantial importance. This 
research was carried out on non-financial and non-SOE companies listed on the IDX from 2010 to 2019. 
The study's findings reveal that firm size, when mediated by managerial ownership, indirectly exerts a 
negative and statistically significant influence on capital structure. 

On the other hand, the indirect impact of sales growth on capital structure, as evaluated through LTDR 
and mediated by managerial ownership, does not exhibit a significant effect. This research aligns with the 
trade-off theory, which posits that as a company's size increases, there's a heightened requirement for capital 
structure to support investments. In such circumstances, when managerial ownership prevails within the 
company, the capital structure sourced from long-term debt is expected to decrease. 

Managerial Implications 

This implies that firm size will increase managerial ownership of managerial incentive activities, which in 
turn leads to a reduction in the capital structure relying on long-term debt. The study outcomes offer 
insight into the influence of firm size when mediated by managerial ownership on the capital structure. 
From a managerial perspective, it highlights that the mitigation of agency issues through managerial 
ownership can shape management's decisions in determining the proportion of debt within the capital 
structure. 
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