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Abstract 

 
Agency conflict arises due to the differences of interest between owner, manager and creditors. Therefore, the researchers are 
trying to find the appropriate model in order to reduce the agency conflict issues that occur. The uncommon thing which 
became the originality and the recency of this study is to consider the interdependence relationship of institutional ownership 
variables and leverage to assess the appropriate control of the agency conflict that occurs by considering the real situation and 
circumstances faced by the company when the investment opportunities is high and low as well as high and low company risk. 
This study uses data of listed companies in Indonesia Stock Exchange (IDX) with the data for 12 years. The analysis technique 
used is simultaneous equations with GMM estimation techniques (Generalize Method of Moment). This research provides 
practical implications for owners, managers, creditors, investors, and capital market regulation in considering decisions related 
to the mechanism controlling agency conflicts through institutional ownership, leverage on free cash flow faced by companies 
in Indonesia, so that they can make decisions and provide useful strategic considerations useful for the companies, 
government regulation, banks (lenders), and society. 
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 Introduction 1.

 
Most of listed companies in Indonesia have institutional shareholders in the form of business which is often as a 
representation of the company’s founder. This ownership is called Institutional Ownership. So institutional ownership will 
oversee and binded the management to act in according to the interests of shareholders (Mahadwartha, 2004). 
Therefore, it is important to be able to assess in terms of institutional ownership in Indonesia. In the other hand, to control 
the agency conflict can be done through leverage by "invite" third parties (creditors or debtholders, hereinafter referred to 
as the creditor) to participate in supervising the management and operational of the company generaly. Leverage bind 
the management through their obligation to repay the debt. This binding reduces the ability of management to conduct 
the use of free cash flow for personal interest (perquisites) for example: luxury office space, business travel exceeds the 
standard positions, provision of facilities that do not comply with the requirement, and others that do not add value to the 
operating companies (Cohen and Cyert, 1965: 355). At the time of the shareholders to supervise the use of leverage, it is 
expected to reduce the utilization of free cash flow by the management. Therefore, further research is needed to examine 
leverage in order to reducing agency conflict. The main objective of this study is to prove that institutional ownership and 
debt policy can be used as a control mechanism against free cash flow in Indonesian company so that it can reduce 
conflict caused by inappropriate free cash flow. 

Based on this explanantion, institutional ownership variable, leverage, and free cash flow need to be observed in 
an attempt to do mechanism controlling of the agency conflict that occurred in companies in Indonesia. The unique thing 
of this study is to consider the situation and circumstances faced by the company as investment opportunities that can 
affect relationships of interdependence that occur between institutional ownership and leverage on free cash flow. The 
study which has been done before has not examined the interdependency relationships that occur between institutional 
ownership and leverage by oberserving the situation and condition of the company. Therefore, this study examines the 
interdependence relationship between institutional ownership, leverage and free cash flow, as well as considering 
theoretical framework which is made in reference to situation and conditions ofhigh and low investment opportunities as 
well by using the relevant control variables and using simultaneous equations to get better analysis results. 
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