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ABSTRACT 

  

This study aims to examine theoretical relationship between of social responsibility, Corporate Governance, Company Size, 

Corporate Profitability and Firms Value in context of Manufacturing Company listed at Indonesia Stock Exchange. This study 

classifies the variables into three variables type, namely: exogenous, endogenous and intervening variables. Exogenous variable 

were Social Responsibility, Corporate Governance and Company Size. Endogenous Variable was Firms Value, while intervening 

variable was Profitability. This study result was to make model about the relationship among exogenous, endogenous and 

intervening variables. 
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BACKGROUND 

Monetary and fiscal policies that issued on time can overcome Indonesian economy recession in a relatively short time. Stock 

markets started to revive. Since March 2009 Indonesia economy begins to grow that will provide opportunities to public 

companies that listed on Indonesia Stock Exchange, especially manufacturing companies, to create higher profits. As a result, 

stock price that reflecting company value tends to rise from the investors point of view. Investor assessment to stock price of 

manufacturing company that listed in Indonesia Stock Exchange tends to change. The change of company value perception was 

can not be from financial statements of a manufacturing company. A company that has a high social value, such as care for the 

social, economic, and environment, carry out activities of social responsibility, was expected to stimulate sales growth that 

accompanied by an increase in company value. 

Financial report was important information for investors to make investment decisions. One way to know company's financial 

condition was to analyze financial ratios (Higgins, 2006). Siallagan and Machfoedz (2006) states that financial ratios were useful 

to predict financial difficulties, results of operations, financial condition now and future, as well as a guide for investors 

regarding the past and future performance. Go public companies were required to include the relevant financial ratios in 

accordance with Decision of Bapepam Chairman No. Kep-51/PM/1996 dated January 17, 1996 (JSE) in order to predict firms 

value. Firms value itself was affect d by several variables; among them were profitability, corporate social responsibility, 

corporate governance and company size. 

Firms value was investor perception of company that often associated with stock prices. Company value was something very 

important in investment transactions. Data on Indonesian Stock Exchange show that book company value was addressed 

differently by investors. Price to Book Value (PBV) was not always equal to 1. This suggests that investors look company 

sometimes higher or lower than its book value. Furthermore, Siallagan and Machfoedz (2006) stated that low quality of earnings 

can create bad decision-making for investors and creditors that reducing company value. Firms value will be reflected in market 

price of its stock. Haruman (2008) revealed that increase in firms value can attract investors to invest. Interested investors would 

want a return (profitability) that higher. 

Weston and Copelan (1995) define profitability as company's ability to generate profit. Higher profitability can increase 

company’s stock price.  Brigham in Sujoko (2007) revealed that based on Signaling Theory, high profitability shows company's 

prospects were good that investors will respond positively and will increase firms value. Higher dividend payments demonstrate 

the better prospects of company so that investors would be interested to buy stock and market company performance will 

increase. 

The CSR can be interpreted that company will voluntarily integrate social and environmental concerns into their business 

operations and interactions with stakeholders (Djalil, 2003). Broader understanding assumes that social responsibility becomes 

an integral part of investment strategy, core business strategy, management instruments, as well as company's operations. This 

concept considers that social responsibility was not a cost but an investment company (Kusumadilaga, 2010). 

Investors also want good corporate governance. This occurs due to dynamic competition. Company’s management should work 

rightly and not cheat to improve company's financial performance and firms value. 

Another perception of company value could not be separated from the investors view about company size itself. Large 

companies tend have lower financial difficulties and has good economic growth in future. Manufacturing companies that 

implement and report information about good social responsibility, good corporate governance, and large size were expected to 
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give effect to increase in company's financial performance in review of profitability, thus achieving the purpose of company was 

to maximize shareholder value.  

The relationship between companies value and corporate social responsibility can also be analyzed from institutional and 

stakeholders theoretical literature. This theory develops the conceptualization of organization as a social system that was 

extensive and to shape behavior (Freeman, 1984; Donaldson and Preston, 1995). Companies can identify important actors in 

environment, become an institution, or stakeholders such as employees, customers, and investors (Donaldson and Preston, 1995; 

Freeman, 1984). This theory also states that management-related stakeholders can effectively improve financial performance 

through creativity, development or maintenance of an important resource for company (Jones, 1995). Agency theory was also 

related to corporate social responsibility, in which the individual or group with business relationship authority (principal) will 

give authority to another individual or group (agent) to act within its authority and form of welfare for the principal (Jensen and 

Meckling, 1976). Stakeholder theory says that company was not the only entity that operates for its own sake, but should provide 

benefits to its stakeholders. Therefore, existence of a company was affect d by support from stakeholders (Donaldson and 

Preston, 1995). 

Corporate social responsibility activities of company were shown to have a long term positive effect that reflected in company 

profitability. Social care can provide benefits such company's products acceptance by public. It can increase sales growth. High 

sales will increase firms value (Balabanis, 1988; Brammer et al., 2005; Dahlian and Veronica, 2008; Kusumadilaga, 2010; Byus 

et al., 2010). 

A number of previous empirical literatures have tested the relationship between social responsibility and financial performance 

(McWilliams and Siegel, 2000; Waddock and Graves, 1997; Hillman and Keim, 2001; Orlitzky, Schmidt, and Rynes, 2003; 

Margolis and Walsh, 2003; Griffin and Mahon, 1997; McGuire, Sundgren, and Schneewiess, 1988). Some studies focus on 

relationship between social responsibility and profitability and company value (Orlitzky et al., 2003; Margolis and Walsh, 2003). 

Findings showed different results (Orlitzky et al., 2003; Griffin and Mahon, 1997; Margolis and Walsh, 2003). Orlitzky et al. 

(2003), states that social responsibility was a thing that can contribute to company value, which means company's resources were 

being used to enhance the interests of shareholders, while Griffin and Mahon (1997) and Margolis and Walsh (2003) revealed 

that corporate social responsibility was not contribute to financial firms value, since most investors were oriented towards short-

term performance. 

Agency theory becomes framework for corporate governance that led to separation of ownership and manager of company. 

Jensen and Meckling (1976) identifies two ways to reduce adverse action of manager to damage investors, first was outside 

investors supervise company and second was to restrict manager's actions (bonding). Companies with good corporate governance 

structure can affect on financial company performance to make better corporate governance and higher ability to generate profits. 

Good governance can improve the internal control system to make company company's operations more efficient, effective, and 

economical (Jensen, 1993; Larcker et al., 2005; Jhunjhunwala and Mishra, 2009; Al-Rashed, 2010; Untung, 2010). However, 

different results show that good corporate governance can have a negative effect on company profitability   (Bauer et al., 2004). 

Thohiri Research (2011) gives the result that corporate governance does not significantly affect on level of company 

profitability. It contradictory needs further research.  

Gibrat law implies that growth process was random, average independent growth of companies was associated with company 

size and other company characteristics. Issue of whether company size has a systematic effect on growth rate becomes an 

interesting subject of investigation. Similarly, weather company size has a relationship with level of corporate profits (Iriji and 

Simon, 1974; Chesher, 1979; Amir Khalkhah and Mukhopadhyay, 1993; Almus and Nerlinger, 2000; Audresch et al., 2004). 

Generally, empirical test by Gibrat law did not provide clear evidence about relationship of company size and company's 

financial performance (Hart and Oulton, 1996; Caves, 1998;  Del monte and Papagni, 2003; Coad, 2007). 

Positive accounting theory (Watts and Zimerman, 1976) stated that large companies politically more sensitive than small firms. 

Company size has positive effect on profitability. It means that larger company has better operation to generate huge profits. 

(Ammer et al., 2003; Kaen, 2010). While Amato and Wilder (2001) and Hermawan (2010) shows that size does not affect on 

company's financial performance (profitability). 

This study was an extension of previous research to formulate new research propositions based on theories and previous 

research. The purpose of this study was to produce a new model that was more complete, thorough and wide-ranging (Ferdinand, 

2006). 

 

THEORETICAL STUDY 

Agency Theory 

Agency conflicts occur due to differences in interests between owners and managers (Jensen and Meckling, 1976). On one hand, 

owners want the manager to work hard to maximize the owner utility. However, on other hand, managers also tend to strive to 

maximize their own utility. Agency theory implies the existence of information asymmetry between managers as agents and 

owners (in this case a shareholder) as principal. Jensen and Meckling (1976) states that if the two groups (the agent and 

principal) were the people who seek to maximize utility, then there was little reason to believe that agent will not always act in 

best interest of principal 
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Agency theory seeks to answer the agency problem if the parties work together with different goals and division of labor. 

Specifically, agency theory discuss existence of agency relationship, where one particular party (the principal) delegates work to 

another party (the agent), which does the job. Agency theory was the underlying contractual relationship between principal and 

agent, so the focus of this theory was to determine most efficient contract that underlies the relationship between principal and 

agent. Agency theory was based on assumptions (Eisenhardt, 1989). These assumptions can be divided into 3 types, namely 

assumptions about human nature, organizational and information. Assumption of human nature emphasizes that humans have 

selfishness (self-interest), have limited rationality (bounded rationality), and do not like the risk (risk aversion). Organizational 

assumption was that there was a conflict between members of organization. Assumptions about the information in this case were 

that information as a commodity that can be traded. 

Jensen and Meckling (1976) showed the presence of three additional elements that can limit deviant behavior of agents. These 

elements were existence of managerial labor market, capital markets and market elements to support owner and dominate the 

ownership of company (market for corporate control). Agent or manager can not have a future if the performance was bad, they 

will be dismissed by shareholders. Managerial labor market opportunities will remove managers who do not have good 

performance and behavior deviates from shareholders desire. 

Corporate governance was a concept that was based on agency theory to provide confidence to investors that they would receive 

a return on funds they have invested. Corporate governance was concerned with how the investors believe that managers will 

benefit them, confident that manager will not steal/embezzle or invest in projects that were not related to fund (capital) that have 

been invested by investors, and relates to how the investors control the manager (Shleifer and Vishny, 1997). In other words, 

corporate governance was expected to function to suppress or decrease agency cost. 

 

Stakeholder theory 

Concept of corporate social responsibility has been known since the early 1970s. Stakeholder theory was a collection policies 

and practices relating to stakeholders, values, compliance with legal requirements, respect the community and environment, as 

well as the commitment of business to contribute to sustainable development. Stakeholders basically have the ability to control 

or affect economic resources used by company. Therefore, power of stakeholders was determined by strength of stakeholders 

toward source (Ghozali and Chariri, 2007). These strength were ability to restrict the use of limited economic resources (capital 

and labor), access to influential media, ability to manage company, or the ability to affect  the consumption of goods and services 

produced by company (Ghozali and Chariri, 2007). When stakeholders controlling economic resources important to company, 

then company will react in ways to satisfy desires of stakeholders. Therefore, stakeholder theory generally relate to how to 

manage their stakeholders. 

Ullman (1985) explains stakeholder’s management depends on strategy adopted by company. There were two strategies that can 

be used, active or passive. Active strategy was when company tried to affect the organization's relationship with stakeholders that 

considered influential or important. Meanwhile, companies that adopt passive strategies tend not to constantly monitor the 

activities of stakeholders and deliberately did not seek the optimal strategy to attract the attention of stakeholders. 

 

Legitimacy theory 

Corporate Social Responsibility Disclosure (CSRD) or corporate social responsibilities (CSR) was one mechanism that can be 

used to communicate with stakeholders and company suggested that corporate social responsibility was a way in which some 

organizations can improve legitimacy. Dillard et al. (2004) stated that theoretical framework explain that organizations 

implement a voluntary reporting environment in relation to theory of legitimacy. 

Guthrie and Parker (1977) suggest that organizations disclose their environmental performance in a variety of components to get 

a positive reaction from the environment and getting legitimacy for companies. Legitimacy theory provides potential solutions 

based on economic studies. It found a "social contract" (Dierkes and Antal, 1985; Gray et al., 1995) and dimensions of contract 

that can potentially increase due to diversification of company's international activities. CSRD may also be seen as a tool to 

establish, maintain, and improve the legitimacy of company in where they issued opinion and public policy (Patten, 1991) and 

can reduce the political, social and economic exposure and pressure. 

Barkemeyer (2007) reveals legitimacy theory power of corporate social responsibility in developing world organization was two 

things. First, capability to put the profit maximization makes clearer picture about the motivation of companies to enlarge their 

social responsibilities. Second, legitimacy of organization can incorporate cultural factors that shape different institutional 

pressures in different contexts. So the theory of legitimacy was one of theories underlying Corporate Social Responsibility to 

perform (CSR) within company.  

 

Positive Accounting Theory 

Accounting practices of a company was not necessarily the same with others. However, company has freedom to choose one of 

alternative procedures available to minimize costs and maximize the value of corporate contracts. Therefore, managers have a 

tendency to perform an action that positive accounting theory named as opportunistic actions (Scott, 1997). 

Watts and Zimmerman (1986) explains that large companies were more sensitive than small ones. This was due to large 

enterprises face greater political costs because it was a public entity that more highlighted. Company size shows a certain amount 
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of resources which can be compared with other resources. Due to more intensive scrutiny, large companies were motivated to 

show higher profitability than smaller companies. 

 

Signaling Theory 

Signaling theory explains how signals success or failure of management (agent) was delivered to owner (principal) (Akerlof, 

1970). This theory explains company’s incentive to voluntarily report information to capital markets even though there was no 

requirement of regulatory agencies. Company also shows information for internal purposes. Management reports the information 

by aims to maintain investor interest in company. Financial information was aimed to reduce information asymmetry between 

company and external parties (Wolk et al., 2001). 

Signaling theory emphasizes the information importance for investment decisions by outside company. Information was an 

essential element for investors and business people. Complete, relevant, accurate and timely information was required by 

investors in capital market as an analytical tool to make investment decisions. 

 

Company Value 

Siallagan and Machfoedz (2006) stated that company's main goal was to maximize company value. Low earnings quality will 

create bad decision-making by investors and creditors, so that company's market performance will decline. Pawestri (2006) states 

that company's market performance will be reflected in market stock price. 

Christiawan and Tarin (2004) stated some concept of value to describes firm value, among others: the nominal value, market 

value, intrinsic value, book value and liquidation value. Christiawan and Tarin (2004) concluded that most representative 

concepts to determine the market company performance was intrinsic value, but it was very difficult to estimate the intrinsic 

value, because of its determination requires the ability to identify significant variables that determine the profitability of a 

company. Those variables differ from one company to another. Therefore, market value was used by reason of ease of data was 

also based on an assessment of a moderate. 

Haruman (2008) stated that higher company's market performance can attract investors to invest. Investors interested return or 

profit to be derived from the investment in form of embedded capital gains and dividends, being a part of advantage given to 

shareholders. In this case the manager must decide whether the profits from company during the period will be distributed in 

whole or in part only distributed as a dividend and remainder being held companies or so-called retained earnings.  

 

Profitability 

Company profitability was company's ability to generate net income from the activity undertaken in an accounting period. 

Profitability can become an important consideration for investors in their investment decisions. With a bid to get the high profits, 

was expected to attract investors in investing. Many leaders use financial performance as basis for company's performance. 

Companies that can get huge profits can be said to be successful, or have a good financial performance. Profitability was the end 

result of a number policy and decision management (Brigham and Gapenski, 2006). Company profitability   was a company's 

ability to generate net income from the activities carried out in an accounting period. 

Profitability was the ability of company to generate profits. Profit becomes basis of dividend distribution, whether cash dividends 

or stock dividends. Hermi (2004) revealed the profit was obtained from difference between the incoming treasures (revenue and 

profit) and outlay (expenses and losses). Profit of company can be held (retained earnings) and can be divided (as cash 

dividends). Higher net profit increases the return on investment in form of dividend income to investors. 

 

 

Corporate Social Responsibility 

Achda (2007) defines corporate social responsibility (CSR) as company's commitment to responsible to their operation effect in 

social, economic and environmental life. Although income and employment has significance today but there were many factors 

that contribute to assessment of social performance to respects the cultural differences of employees, responding to 

environmental problems, providing high-quality products that safe to use. 

CSR definition in according to ISO 26000 was Responsibility of an Organization or the impact of its decisions and activities on 

society and the environment, through transparent and ethical behavior that contributes to sustainable development, health and the 

welfare of society, takes into account the expectations of stakeholders, is in compliance with applicable law and consistent with 

international norms of behavior and is integrated throughout the organization and practiced in its relationship. Corporate social 

responsibility expressed in Sustainability Reporting. Sustainability Reporting explain about economic policy, environmental and 

social and performance of organization and its products in context of sustainable development. Sustainability Reporting should 

become a strategic document which puts high level issues, challenges and opportunities  

 

Corporate Governance 

Corporate governance concept was first started by Barble and Mears in 1932. They make a book to analyze the separation of 

ownership and control. Separation implies the appearance of a conflict of interest between the shareholders with management in 
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a dispersed ownership structure. Concept of corporate governance was also used in 1970s when there were several corporate 

scandals and several companies has political activities as well as the unhealthy culture of corruption. 

Corporate governance term began was discussed again by Cadbury Committee in its report in 1992, known as Cadbury Report 

cards. This report was seen as a turning point that determines corporate governance practices around the world (Tjager et al., 

2003: 26). Cadbury Committee defines Corporate Governance as: “A set of rules that define the relationship between 

shareholder, managers, creditors, the government, employees and others internal and external stakeholders in respect to their 

rights and responsibilities”.  

Organizational for Economic Corporation and Development (Siswanto and Aldridge, 2005: 2) defines corporate governance  as 

follows: 

“Corporate Governance is the system by which business corporations are directed and control. The corporate governance 

structure specifics the distribution of right and responsibilities among different participant in the corporation, such as the board, 

the managers, shareholders and other stakeholder, and spells out the rule and procedure for making decision on corporate affairs. 

By doing this, it also providers the structure through which the company objectives are set and the means of attaining those 

objectives and monitoring performance”. 

Australian Stock Exchange (ASE) defines corporate governance “the system by which companies are direct and managed. It 

influences how company can set and achieve the objectives, how risk is monitored and assessed, and an how performance is 

optimized” 

Concept of good corporate governance (GCG) was a new phenomenon in Indonesia, in post-crisis corporate governance since 

1997. This was introduced by Government of Indonesia and International Monetary Fund (IMF) in context of post-crisis 

economic recovery. Then the concept of corporate governance becomes a reference for companies in Indonesia. 

 

Company Size 

Company size can be defined as effort to Asses Company based on assets, number of sales, average total sales and average total 

assets. Generally, Indonesia researchers use total assets or total sales as a proxy of company size. Company size will be very 

important for investors and creditors because it will be associated with risk of investment made. Rachmawati and Triatmoko 

(2007) mentions that large company’s total assets shows the company has a good or positive cash flow, so it was considered to 

have good prospects in long term. It also reflects that company was relatively more stable and better generate profits than firms 

with small total assets.  

Company's policy will have implications on cash flow outlook for the future. It affect on tax that received by Regulator 

(government) and effectiveness to provide protection to general public. Company size will affect corporate debt policy. Bigger 

company needs more money to run company's operations. One source was debt. Brigham (1999) states that companies with high 

growth rates tend to require large fund from external sources. Increased debt would increase company's market performance. 

 

Company value 

Company value can be seed from several approaches. Balance sheet approaches see company value as value of its assets. This 

simple method sees company value in balance sheet. Method to Measure Company’s income value was based on income 

statement. Company value can be determined by sales, earnings or other indicators. 

Another approach was goodwill. Company value was calculated from book value plus goodwill. Company value was a function 

of future cash flows and level of return. Brigham (1999) defines company value as the value given to management of financial 

markets and corporate organizations as a company continues to grow. This value was determined by market perceptions of 

companies performance sustainability that represented by market value of shares outstanding. 

Some researchers use different measurement as proxy for company value. Most of them use Tobin's Q as a proxy for company 

value (Yermack, 1996; Siallagan, 2006). Tobin's Q was defined as the ratio of book value of debt plus the market value of equity 

divided by book value of equity. Brigham (1999), and Wahyudi and Prawesti (2006) use a proxy ratio of market value to book 

value. This ratio was defined as the market value of equity divided by book value of equity. 

 

RESEARCH PROPOSITION 

Effect of Social Responsibility on  Profitability 

Corporate social responsibility disclosure or corporate social responsibilities (CSR) was one mechanism to communicate with 

stakeholders and company suggested that corporate social responsibility allegedly become gate to earn profits and legitimacy. 

Guthrie and Parker (1977) suggests that organization was always constantly express their social responsibility in order to get a 

broad positive reaction from the environment and getting legitimacy for company's business. Legitimacy theory provides 

potential solutions based on studies in economic studies. Social contract and contract dimensions could potentially increase due 

to diversification of company's international activities (Dierkes and Antal, 1985; Gray et al., 1995b). 
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Company's concern to environment can have a positive effect for general public and particular to company to increase product 

acceptance and company image, so company's financial performance will be increased. Good financial performance was shown 

by high company profitability. 

Profitability can be considered a tool to make an investment decision for investors; greater dividend payout will save the cost of 

capital. On other side, managers (insider) can be increase power even and its stake due to receipt of dividends as a result of high 

profit. High profits were expected to attract investors to invest. Therefore, it can be formulated proposition 1 below.  

Proposition 1: Better corporate social responsibility disclosure can increase company profitability. 

 

Effect of Corporate Governance on Profitability 

Corporate governance was based on agency theory to provide confidence to investors that they would receive a return on funds 

they have invested. Corporate governance was concerned with how the investors believe that managers will benefit them, 

confident that manager will not steal / embezzle or invest in projects that were not related to fund / capital which has been 

invested by investors, and relates to how investors control the manager (Shleifer and Vishny, 1997). 

Good Corporate Governance can minimize fraud in company's operations that decrease financial performance of company. One 

of good corporate governance mechanism was presence of independent board and ownership by institutions, because the agency 

can monitor agency to improve its performance by increasing company's profits, so company profitability   be increased. 

Corporate governance was expected to suppress or lower the Agency Cost. 

Agency theory was basis of contractual relationship between principal and agent. Focus of this theory was to determine the most 

efficient contract that underlies the relationship between principal and agent. Agency theory was based on three assumptions 

(Eisenhardt, 1989), namely assumptions about human nature, organizational and information. Therefore, it can be formulated 

proposition 2 below.  

Proposition 2: Good Corporate Governance can increase company profitability. 

 

Effect of Company Size on profitability 

Company size can be defined as an effort to measure how large a company. Generally, Indonesia researchers use total assets or 

total sales as a proxy of company size. Company size will be very important for investors and creditors because it associated with 

investment risk. Rachmawati and Triatmoko (2007) stated that company with large total assets shows the maturity. Company has 

a positive cash flow and was considered to have good prospects in a relatively long period of time. It also reflects that company 

relatively more stable and better able to generate profits than firms with small total assets. It can be a positive signal for the 

market in which investors would prefer to invest in large companies because of financial condition stronger and more profitable 

operations. Large companies will be preferred because investors get assurance operations and better business prospects in future. 

Company size with large scale can create high profitability. Therefore, it can be formulated proposition 3 below.  

Proposition 3: Greater manufacturing company size can increase company profitability. 

 

Effect of Corporate Social Responsibility on Firm Value 

Achda (2007) defines corporate social responsibility (CSR) as company's commitment to responsible to their operation effect in 

social, economic and environmental life. Although income and employment has significance today but there were many factors 

that contribute to assessment of social performance to respects the cultural differences of employees, responding to 

environmental problems, providing high-quality products that safe to use. 

Corporate social responsibility begins with spirit of philanthropic (charitable), but due to strong pressure from the public, 

corporate social responsibility become social license for company operation. Originally, corporate social responsibility was 

shifted from philanthropy corporate citizenship. It means there was reconciliation with social order and further contributes to 

community. Siallagan and Machfoedz (2006) stated that company's main goal was to increase company's market performance. 

Low quality of earnings can create bad that decreasing company's market performance. Therefore, it can be formulated 

proposition 4 below.  

Proposition 4: More extensive corporate social responsibility disclosure can increase Firm Value 

 

Effect of Corporate Governance on Firm Value 

Corporate governance was used by "Board" to drive and control and supervise the organization's resources in an efficient, 

effective, economical and productive (Syakroza, 2003). This definition explains that corporate governance as a system was used 

to direct and manage the activities of company. This system has a great effect to determine business objectives to achieve the 

target.  

Corporate Governance Implementation in a company can effect on effectiveness, economical and productive so that effect on 

achievement of corporate objectives. Benefits of Good Corporate Governance will be seen from the premium that investors were 

willing to pay company equity (market price). It was based on premise that higher the implementation of good corporate 

governance in a company can provide added value to company. Therefore, it can be formulated proposition 5 below.  

Proposition 5: Good corporate governance can increase Firm Value. 
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Effect of Company Size on Company Value 

Rachmawati and Triatmoko (2007) mentions that company with large total assets has reached a maturity stage where company 

has a positive cash flow and was considered to have good prospects in a relatively long period of time, but it also reflects that 

company relatively more stable and better able to generate profits than firms with small total assets. Company value can be seen 

from several approaches. Balance sheet approach assumes that company value was value of its assets. This simple method sees 

company value from balance sheet.  

Large company has wider base of stakeholders. Policies of large enterprises will have greater effect on public interest than the 

smaller companies. For investors, company policy will have implications on cash flow outlook in future. Investors were more 

interested in company with good financial condition, so that investors will be attracted to make their investment, and affect on 

higher company value. Therefore, it can be formulated proposition 6 below.  

Proposition 6: Larger company can increase Firms Value. 

 

Effect of Profitability on Firms Value 

Hermi (2004) revealed the profit was obtained from difference between the incoming treasures (revenue and profit) and outlay 

(expenses and losses). Profit of company can be held (retained earnings) and can be divided (as cash dividends). Higher net 

profit can increase the return on investment in form of dividend income to investors. Investors buy company stock to get a return. 

Higher ability to obtain profit can increase expected return of investors. It makes company’s market performance become better. 

Company value can be seed from several approaches. Balance sheet approaches see company value as value of its assets. This 

simple method sees company value in balance sheet. Company income value was based on income statement. Company value 

can be determined by sales, earnings or other indicators. According to Imelda (2011) company's profitability affect on company 

value. Therefore, it can be formulated proposition 7 below.  

Proposition 7: Higher profitability can increase Firm Value. 

 

Corporate Social Responsibility, Corporate Governance, Company Size, Profitability and Firm Value. 

Company profitability was company's ability to generate net income from the activity undertaken in an accounting period. 

Company makes various policies to obtain high profitability; one of them was corporate social disclosure. Corporate social 

responsibility disclosure was an important issue in world of business. Higher profitability that caused by disclosure of corporate 

social responsibility may affect company value. investors were not only profit-oriented, but also non financial aspects became 

the focus of attention as corporate social responsibility. In addition, investors have understood the benefits provided when 

company carry out their social responsibilities. It indirectly makes corporate social responsibility affect on company value. 

Anggraini (2006) stated more extensive disclosure of corporate social responsibility may affect on high company value through 

high level of profitability.  

Corporate governance explains relationship between various participants in determining the direction of company and company's 

performance. Corporate governance can easy funding access, improve efficiency in decision making, increase public confidence, 

and improve transparency and accountability. Good corporate governance able to control and directing the company operations 

as well as the parties involved in it, so it can be used to eliminate agency problem. Good corporate governance indirectly affect  

company value, because company with good corporate governance was believed by investors that company's financial 

performance was very good, as seen from the ratio of company's profitability. It can not be separated from the implementation of 

good corporate governance that can monitor insider with good performance, by increasing company's profits. Almilia and Ikka 

(2007) states that good corporate governance can improve the company's stock performance that contributes to high firms value. 

Company size indicates companies scale. Companies with large scale have a greater incentive to improve profitability, because 

company has complex operational activities than small firms.  

Rachmawati and Triatmoko (2007) mentions that company with large total assets shows the maturity. Company has a positive 

cash flow and was considered to have good prospects in a relatively long period of time. It also reflects that company relatively 

more stable and better able to generate profits than firms with small total assets. Large companies will be preferred because 

investors have better assurance operations and business prospects in future. Company size with large scale able to create high 

profitability, and indirectly affect on company value. Therefore, it can be formulated proposition 8 below.  

Proposition 8: Corporate Social Responsibility, Corporate Governance, and Company Size affecting Firms Value, with 

Profitability as an intervening variable. 

 

RESEARCH MODEL 

Based on proposition that showing relationship between variables, the research model can be described in Figure 1 below. 
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Figure 1. Research Model 
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Basis to establish research model and research propositions can be shown below. 

P1:  Dierkes and  Antal, 1985; Gray et al., 1995; Byus et.al., 2010. 

P2: Shleifer and Vishny, 1997; Eisenhardt, 1989; Al-Rhased, 2010;  

P3: Rachmawati and Triatmoko, 2007; Mak and Kusnadi, 2002;  

P4: Achda, 2007; Siallagan and Machfoedz, 2006; Wahyudi and Pawestri, 2006; Susilowati, 2008. 

P5: Syakroza, 2003; Sotojo and Aldridge, 2005; Avita , 2010. 

P6: Rachmawati and Triatmoko, 2007;  

P7: Hermi, 2004; Imelda, 2011. 

P8: Anggraini, 2006; Almilia and Ikka, 2007; Rachmawati and Triatmoko, 2007;  

 

CONCLUSIONS AND RECOMMENDATIONS 

Conclusion 

Based on research model presented above, it can be delivered the following explanation related to condition of public companies 

manufacturing in Indonesia. 

1. Corporate Social Responsibility level can affect the profitability of manufacturing companies. It was because most 

manufacturing companies have been aware the benefits of corporate social responsibility implementation that supported by 

corporate social responsibility disclosure. 

2. Good Corporate Governance can lead to higher profitability of manufacturing company. It was because with higher 

institutional ownership can increase company profitability. 

3. Larger companies can increase the profitability of a manufacturing company. It was because manufacturing company 

generally show large scale. 

4. Corporate Social Responsibility disclosure level may increase in company value. That was because manufacturing 

companies were aware of benefits received from the application of practices and corporate social responsibility disclosure 

broadly. 

5. Good Corporate Governance can trigger to increase value of manufacturing companies. This was due to high awareness of 

manufacturing companies to implement good corporate governance as a necessity, not just compliance with existing 

regulations. 

6. Larger Companies can increase the value of manufacturing firms. That was because manufacturing companies generally 

have large size. 

7. Higher profitability can increase the value of manufacturing firms. That was because company able to generate profits for 

shareholders with their own capital owned.  

8. Corporate Social Responsibility, Corporate Governance, and Company Size indirectly may affect on company value 

through Profitability. This was because that with more extensive disclosure of Corporate Social Responsibility, better 

corporate governance, and larger company size can create high profitability, and therefore contributes to high firms value. 
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Suggestion 

Studies presented above were a theoretical examination that still needs further verification. Therefore, for further research were 

expected to conduct empirical research in order to prove whether the proposition can be accepted or rejected. 
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