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ABSTRACT

This study aims to examine the effects of Capital Adequacy Ratio (CAR), Tax Avoidance, and
Corporate Social Responsibility Disclosure (CSRD) on firm value in banks listed on the Indonesia
Stock Exchange that meet the eligibility criteria from 2020 to 2024, as well as to evaluate the role
of Institutional Ownership (I0) as a moderating variable. The sample was selected using purposive
sampling, resulting in 27 banks with a total of 125 observations. Data were analyzed using panel
data regression with moderated regression analysis (MRA), employing both Random Effects Model
(REM) and Fixed Effects Model (FEM) to investigate the direct and moderating effects among the
variables. The results indicate that CAR has a positive and significant effect on firm value,
confirming its role as a key indicator of financial stability and market confidence in the banking
sector. In contrast, Tax Avoidance does not significantly affect firm value, while CSRD also shows
no direct significant impact. Moderation analysis reveals that 1O strengthens the positive effect of
CAR on firm value, does not significantly moderate the relationship between Tax Avoidance and
firm value, and negatively moderates the effect of CSRD on firm value. These findings highlight
the importance of capital adequacy as a primary financial signal and suggest that institutional
investors are selective in responding to CSR practices. The study provides practical implications
for investors, banking management, and regulators in enhancing corporate governance and
improving the interpretation of financial signals in the Indonesian banking sector.
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INTRODUCTION

The banking industry plays a strategic role in the national economy as an agent of trust, an
agent of development, and an agent of service, making its stability through firm value a critical
aspect to consider (Abdelsalam et al., 2024; Broekhoff et al., 2024; Gil-Jardon et al., 2024).
However, data from the Indonesia Stock Exchange (IDX) for the period 2020-2024 indicate that
bank firm values, as proxied by Price to Book Value (PBV), fluctuated despite a relatively stable
Capital Adequacy Ratio (CAR) above 23%, well above the regulatory minimum standard of 8%,
which should serve as a positive signal to strengthen firm value (IDX, 2024; OJK, 2016). This
divergence raises the question of whether capital adequacy truly influences firm value or if other
factors play a more dominant role.
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Figure 1. Comparison of PBV and CAR of Indonesian Banks
Source: Processed data from www.idx.co.id and www.ojk.go.id (2025).

In addition to capital adequacy, tax compliance also serves as an important signal for investors
(Su & Deng, 2024). Although tax revenue realization increased from 89.43% in 2020 to 101.4% in
2024, Indonesia’s tax-to-GDP ratio remains low, around 10-12%, far below the Asia-Pacific
average (19.5%) and the OECD average (33.9%) (DJP, 2020; Kemenkeu, 2024; OECD, 2025).
This situation reflects a narrow tax base and a high potential for tax avoidance, which the market
may interpret either as efficiency or as a risk (Pavlou et al., 2025). Meanwhile, regulation POJK
51/2017 requires banks to conduct CSR disclosure in their annual and sustainability reports, which
can serve as a signal of reputation and social legitimacy (Xu et al., 2023). However, compliance
levels and the quality of CSR disclosure across banks remain heterogeneous, making its effect on
investor perception worthy of further analysis. In this context, institutional ownership (I0)
functions as an external monitoring mechanism that encourages more effective corporate
governance. In line with POJK No. 11/POJK.04/2017, 10 is considered to strengthen the effect of
CAR, mitigate the negative impact of tax avoidance, and weaken the effect of CSRD on firm value.
Nevertheless, the level of institutional ownership varies among Indonesian banks (Mai & Syarief,
2021), indicating that the effectiveness of IO as a moderating variable requires further investigation.

Several previous studies have reported inconsistent results. CAR has been found to have a
positive effect on firm value (Jagirani et al., 2023) or an insignificant effect (Kartikasari & Ahyani,
2022). Similarly, tax avoidance has been reported to have either a positive impact (Hasan et al.,
2021) or a negative impact (Dyussembina & Park, 2024). CSR disclosure has been shown to
increase firm value (de Villiers et al., 2024) or to have an insignificant effect (Kahloul et al., 2022).
Findings regarding institutional ownership (I0) are also mixed, with IO reported as not affecting
the relationship between CAR and firm value (Perdana et al., 2023), yet moderating the relationship
between tax avoidance and firm value (Lv et al., 2025) and strengthening the effect of CSR
disclosure on firm value (Shah et al., 2025).

Based on the discussion above, it can be concluded that CAR, tax avoidance, and CSR
disclosure are important factors suspected to influence bank firm value, although previous studies
have reported inconsistent findings. Furthermore, institutional ownership (IO) plays a strategic role
as an external monitoring mechanism that has the potential to moderate the relationships among
these variables; however, its effectiveness in the Indonesian banking sector still requires empirical
testing. This highlights a research gap, namely the need for a study that simultaneously examines
the effects of CAR, tax avoidance, and CSR disclosure on firm value, with 10 as a moderating
variable, in banks listed on the Indonesia Stock Exchange. This study is designed to answer two
main research questions: first, whether CAR, tax avoidance, and CSR disclosure significantly affect
bank firm value; and second, whether IO moderates the relationships among these variables. The
findings are expected to contribute to investors by improving the interpretation of managerial
signals, to regulators by evaluating the effectiveness of 10, and to academics by enriching the
literature on institutional ownership and firm value in the banking sector.
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LITERATURE REVIEW

Signaling Theory

Signaling theory emphasizes that firms convey information to investors through both financial
and non-financial decisions (Bafera & Kleinert, 2023). In the banking context, a high Capital
Adequacy Ratio (CAR) is regarded as a positive signal of a bank’s capital resilience in absorbing
risks, thereby enhancing investor confidence in its long-term prospects (Abdelsalam et al., 2024).
Conversely, tax avoidance practices generate ambivalent signals, as tax efficiency can increase net
profit, but overly aggressive tax strategies may damage corporate reputation and reduce market
perception (Elamer et al., 2024). Meanwhile, Corporate Social Responsibility Disclosure (CSRD)
signals a bank’s commitment to social and environmental aspects, which can strengthen public
legitimacy and enhance investor trust (Lei et al., 2025). Within this framework, institutional
ownership (IO) functions as a mechanism that reinforces the legitimacy of these signals by ensuring
optimal capital management and strategically implemented CSR programs, as well as mitigating
negative signals from excessive tax practices through its monitoring role (Bagh et al., 2025; Bai et
al., 2025; Truong & Nguyen, 2024). Therefore, effective IO implementation makes the information
received by the market more credible, ultimately supporting a sustainable increase in firm value.

Market Discipline Theory

Market Discipline Theory explains that the market, comprising investors, depositors, and
creditors, rewards or penalizes banking behavior based on publicly available information, which is
subsequently reflected in stock prices and firm value (Kazdal et al., 2024). In the highly regulated
banking industry with significant systemic risk, market discipline functions as an external
monitoring mechanism that complements formal regulatory supervision through market responses
to performance and risk indicators disclosed by banks (Godspower-Akpomiemie & Ojah, 2021).
The market tends to reward banks with an adequate Capital Adequacy Ratio, as it reflects the ability
to absorb risks and maintain financial stability, while aggressive tax avoidance practices may
trigger market penalties due to increased reputational risk and regulatory uncertainty (Habib et al.,
2024; Molyneux et al., 2023). In addition, a high level of Corporate Social Responsibility
Disclosure is perceived positively by the market, as it enhances transparency, reputation, and public
trust in the bank (Guo et al., 2024). In this study, institutional ownership strengthens the
effectiveness of market discipline by increasing market sensitivity to performance and risk
information, as well as promoting more decisive market responses to managerial behaviors that
could harm firm value (Drobetz et al., 2025). Therefore, Market Discipline Theory highlights that
market reactions to corporate information, reinforced by the presence of institutional investors, play
a critical role in shaping bank firm value.

Firm Value in the Banking Sector

Banks, as intermediation institutions, have the primary function of mobilizing funds from
surplus parties and reallocating them to deficit parties in the form of credit, thereby maintaining
stability and efficiency in the allocation of funds within the economy (World Bank, 2025). As a
highly regulated sector, banks operate under strict supervision by financial authorities through
various prudential, capital, and governance regulations, including the minimum capital requirement
and Capital Adequacy Ratio (CAR) as stipulated in POJK Number 27/POJK.03/2022, the
implementation of Good Corporate Governance (GCG) based on POJK Number 55/POJK.03/2016,
and obligations for social and sustainable financial responsibility in accordance with POJK Number
51/POJK.03/2017. Collectively, these regulations aim to maintain financial system stability and
protect public interests. In this context, firm value is considered important because it reflects
shareholder welfare while also serving as a measure of market confidence in a company’s prospects
(Bagh et al., 2025). Firm value can be measured using several indicators, such as Price to Book
Value (PBV), which reflects the market valuation of a company's equity relative to its book value.
As illustrated in Figure 1, PBV is often used to describe the general trend of firm value in the
banking sector. However, in this study, firm value is measured using Tobin’s Q, which compares
the market value of a company’s assets to their replacement cost (Fabisik et al., 2021). Tobin’s Q
is considered more comprehensive than PBV because it not only reflects equity conditions based
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on book value but also incorporates market expectations regarding the company’s future growth
prospects (Hitz et al.,, 2022). Therefore, Tobin’s Q is more suitable for capturing investor
perceptions of managerial strategies and the quality of bank governance in the long term (Abid et
al., 2021).

Capital Adequacy Ratio and Firm Value

The Capital Adequacy Ratio (CAR) is a capital ratio used to assess a bank’s ability to absorb
potential losses and maintain operational stability (Andersen & Juelsrud, 2024). The Financial
Services Authority (OJK), through POJK Number 27/POJK.03/2022, sets a minimum CAR
standard of 8%, meaning that banks with a ratio above this threshold are considered to have
adequate capital strength (OJK, 2022). CAR is often regarded as a fundamental indicator that
provides a positive signal to investors, as it reflects a bank’s solvency and its capacity to manage
risks (Miao et al., 2025). Several previous studies have found that CAR positively affects firm
value, as higher capital ratios increase investor confidence in a bank’s long-term prospects (Jagirani
et al., 2023; Perdana et al., 2023). However, other studies indicate that the effect of CAR on firm
value is not significant, arguing that investors often consider other factors such as profitability,
operational efficiency, or macroeconomic conditions when evaluating firm value (Lai & Goh,
2025). Based on this discussion, the first hypothesis of this study is formulated as follows:

HI: Capital Adequacy Ratio has a positive effect on Firm Value.

Tax Avoidance and Firm Value

Tax planning is a company’s effort to manage its tax obligations efficiently by utilizing
explicitly permitted tax provisions, and is considered a legal and relatively conservative financial
management strategy (Folsom et al., 2025). In practice, tax planning often overlaps with tax
avoidance, although they differ in terms of aggressiveness and risk (Krieg & Li, 2025). Tax
avoidance refers to more aggressive tax planning strategies, still within legal boundaries, exploiting
regulatory gaps that may pose reputational and regulatory risks (Habib et al., 2024). In the highly
regulated banking sector, tax avoidance is still implemented to maintain profitability and
competitiveness, including practices such as transfer pricing between entities within a corporate
group, which can shift profits to jurisdictions with lower tax rates, although aggressive
implementation increases regulatory risk and may negatively affect market perception (Chen et al.,
2022; Choi et al., 2020). This study measures tax avoidance using the Effective Tax Rate (ETR),
where a lower ETR relative to the statutory tax rate indicates a higher level of tax avoidance (Sarhan
et al., 2024). Several studies suggest that tax avoidance can enhance firm value by increasing net
profit, which is perceived positively by investors (Afzali & Thor, 2025; Lee & Choi, 2022).
However, other studies find negative or insignificant effects, as aggressive tax strategies may
damage corporate reputation and weaken market confidence (Seifzadeh, 2022; Shubita, 2024).
Based on this discussion, the second hypothesis of this study is formulated as follows:

H2: Tax Avoidance has a negative effect on Firm Value.

CSR Disclosure and Firm Value

CSR disclosure refers to the extent to which a company discloses its social, environmental, and
sustainability activities through annual reports and sustainability reports, which in Indonesia are
regulated under POJK 51/2017 on the Implementation of Sustainable Finance. This study uses the
list of indicators from POJK 51/2017 as a measure of CSR disclosure, allowing the disclosure to
be assessed quantitatively and objectively based on regulatory compliance. As a non-financial
signal, CSR disclosure reflects transparency, accountability, and the company’s commitment to
sustainable business practices, potentially enhancing social legitimacy, reputation, and investor
confidence (Roy et al., 2022). Several studies have shown that the broader the CSR disclosure, the
more positive its impact on firm value (Guo et al., 2024; V. H. Nguyen, 2025), while other studies
indicate that the effect may be insignificant or even negative, as the market may perceive CSR
disclosure merely as an administrative obligation or window dressing without real implications (Li
et al., 2024; Nampoothiri et al., 2024). Based on this discussion, the third hypothesis of this study
is formulated as follows:
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H3: CSR Disclosure has a positive effect on Firm Value.

The Moderating Role of Institutional Ownership

Institutional ownership (10) is an external monitoring mechanism that plays a critical role in
corporate governance (Moradi et al., 2022). Institutional investors, such as pension funds and
insurance companies, generally possess analytical capacity and long-term investment horizons,
which promote more effective governance, enhance disclosure quality, curb opportunistic behavior,
and align managerial decisions with shareholder interests (Nguyen, 2022). In Indonesia, the role of
institutional ownership in fostering corporate transparency and accountability is also emphasized
through POJK No. 11/POJK.04/2017 on the Implementation of Governance for Commercial
Banks. As a moderating variable within the signaling theory framework, 10 is believed to
strengthen or weaken the relationships between internal bank factors and firm value. 10 can
strengthen the positive effect of the Capital Adequacy Ratio (CAR) on firm value by ensuring that
strong capital is managed effectively and sustainably (Garel et al., 2022). Conversely, IO mitigates
the negative impact of tax avoidance through institutional investor monitoring, which can limit
aggressive tax practices that may harm corporate reputation (Katdonski & Jewartowski, 2024). In
ownership structures dominated by institutional investors, CSR disclosure may be evaluated more
critically. Under such conditions, CSR activities that do not provide clear economic contributions
may be perceived as inefficiency or overinvestment (Wang et al., 2021). Therefore, institutional
ownership (IO) is expected to act as a moderating variable that can direct the effect of CSR
disclosure on firm value in a negative direction. Based on the discussion above, the research
hypotheses related to IO are formulated as follows:

H4: Institutional Ownership positively moderates the relationship between Capital Adequacy
Ratio and Firm Value.

HS5: Institutional Ownership positively moderates the relationship between Tax Avoidance and
Firm Value.

Hé6: Institutional Ownership negatively moderates the relationship between CSR Disclosure
and Firm Value.

Conceptual Framework
Based on the discussion above, the conceptual framework of this study can be formulated as
follows:
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Figure 2. Conceptual Framework
Source: Developed by the author (2025).

METHOD
Research Population
This study employs a quantitative research method, involving the examination of a specific
population or sample using structured data collection instruments and statistical analysis to describe
phenomena and test specific hypotheses (Sugiyono, 2017). The population in this study consists of
all banking companies listed on the Indonesia Stock Exchange (IDX) during the period 2020-2024.
The selection of the banking sector is based on its strategic role as a financial intermediation
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institution (World Bank, 2025) and its compliance with specific regulations from the Financial
Services Authority, such as transparency and reporting obligations (OJK, 2025), which make banks

a sector with relatively higher information disclosure compared to other industries. In addition, the

20202024 period was chosen because it covers key phases of economic dynamics, including the
pressures caused by the COVID-19 pandemic, the recovery phase, and global uncertainties
affecting fluctuations in banking firm value (IMF, 2023).

Research Sample

The research sample was determined using purposive sampling, which involves selecting
samples based on specific criteria that align with the research objectives (Febiyanti & Hersugondo,
2022). The criteria used in this study are as follows:

Table 1. Sample Selection of Banking Companies

No. Research Criteria Number of Companies
Banking companies listed on the IDX during the 2020—
1 . 45
2024 period
Banking companies that did not consistently publish
2 | annual and/or sustainability reports during the 2020-2024 (®)
period
3 Banking companies that experienced losses during the (10)
2020-2024 period
Final Sample (Companies) 27
Total Observations (27 Companies x 5 Years) 135
Outliers (10)
Final Observations 125

Source: Processed by the author (2025).

Operational Definition of Variables

This study uses several variables, including Capital Adequacy Ratio (CAR), Tax Avoidance,
Corporate Social Responsibility Disclosure (CSR Disclosure), Institutional Ownership (I0), and
Firm Value. The operational definitions of each variable are as follows:

Table 2. Research Variables Definitions and Indicators

No. Rese.arch Definition Indicator
Variable
CAR is a capital
adequacy ratio that
Capital indicates a bank’s ability Capi
. apital
1 Adequacy | to absorb potential losses CAR = — - x 100
) A . Risk — Weighted Assets
Ratio (X1) | and maintain financial
stability (Vu & Ngo,
2023).
Tax Avoidance can be
measured using the
Tax Effective  Tax  Rate
i 1 i Total Tax E
) Avoidance (ETR), which is the ratio ETR — ota' ax Expense
of total corporate income Profit Before Tax
(X2)
tax expense to profit
before tax (Sarhan et al.,
2024).
CSR CSR Disclosure . )
. Disclosed Indicators
3 Disclosure | measures the extent to CSRD = - x 100
. Total Indicators
(X3) which a  company
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No. Rese.arch Definition Indicator
Variable
discloses social,
environmental, and

sustainability activities,
based on POJK No.
51/POJK.03/2017 (OJK,
2017).
Firm Value represents
the market’s perception
Firm Value of a company’s future L, Market Value of the Company
4 (Y) prospects . and | Tobin's @ = Replacement Cost of Assets * 100
performance, proxied by
Tobin’s Q (Sarhan et al.,
2024).
Institutional Ownership
is the proportion of a
company’s shares held
by institutions such as
investment firms, Shares Owned by Institutions
pension funds, and other ~ "Total Outstanding Shares
financial entities, serving
as an external
monitoring mechanism
(Moradi et al., 2022).
Source: Processed by the author (2025).

Institutional
5 Ownership

(Z)

x 100

Data Analysis Tools

The data analysis in this study employs panel data regression, as the research data combines
time series (2020-2024) and cross-sectional data (27 banking companies) with a total of 125
observations. Panel data regression is chosen because it provides more accurate estimates compared
to using only time series or cross-sectional data (Wibowo, 2025). The estimation models used
include the Common Effect Model (CEM), Fixed Effect Model (FEM), and Random Effect Model
(REM). To determine the most appropriate model, a series of specification tests are conducted,
including the Chow Test to compare CEM and FEM, the Hausman Test to choose between FEM
and REM, and the Lagrange Multiplier (LM) Test to select the appropriate model between CEM
and REM.

After the most appropriate model is determined, data feasibility is assessed through classical
assumption tests to ensure that the regression results are unbiased. The classical assumption tests
applied in this study include the normality test to determine whether the residuals are normally
distributed, the multicollinearity test to examine high correlations among independent variables,
and the heteroskedasticity test to detect any inconsistency in the residual variance. Additionally,
the study also employs outlier tests to identify and handle extreme data points that could potentially
affect regression estimates. The panel data regression analysis in this study follows several steps
(Hsiao, 2022), namely calculating the ratios of all research variables, including Firm Value (FV),
Capital Adequacy Ratio (CAR), Tax Avoidance (TA), Corporate Social Responsibility Disclosure
(CSRD), and Institutional Ownership (1O); constructing panel data by combining time series and
cross-sectional data; presenting descriptive statistics; performing outlier tests; conducting
preliminary estimations using the Common Effect Model (CEM), Fixed Effect Model (FEM), and
Random Effect Model (REM) and determining the best model through the Chow Test, Hausman
Test, and Lagrange Multiplier (LM) Test; testing classical assumptions; estimating the selected
regression model; and interpreting the regression results based on coefficients, probability values,
and goodness of fit.

In this study, the moderating variable is Institutional Ownership (10), which serves as a proxy
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for an external monitoring mechanism. The moderating role is tested using Moderated Regression
Analysis (MRA) by including interaction terms between the independent variables, namely Capital
Adequacy Ratio, Tax Avoidance, and CSR Disclosure, and Institutional Ownership. This approach
allows for the examination of whether 10 strengthens or weakens the effects of the three
independent variables on Firm Value. All data processing is conducted using the statistical software
EViews, which not only supports panel data regression analysis but also provides facilities for
classical assumption testing to ensure the validity of the estimation results.

The regression models used in this study are as follows:
Model I
FVii= o + BiCAR; + B2TA; + BsCSRDjt + it
Model II
FVii=a + BiCAR; + B2TAi + BsCSRDjt + BalOi + &it
Model 111
FVii= 0o+ BiCAR + B2TAi + B3CSRDyt + BalOic + Bs(CARixIO0ir) + Bs(TAix10i) + B7(CSRDix10x)
+ &it

Notes:
FVy = Firm Value of company i in year ¢
CAR;; = Capital Adequacy Ratio of company i in year t
TAi = Tax Avoidance of company i in year t
CSRD;: = Corporate Social Responsibility Disclosure of company i in year t
104 = Institutional Ownership of company i in year t
v} = constant
Bi ... B7 = regression coefficients
Eit = error term

RESULTS
Descriptive Statistics
Descriptive statistics were conducted to provide an initial overview of the data, summarize key
characteristics, and ensure the quality and suitability of variables for further analysis.

Table 3. Descriptive Statistics Results

Variable N Minimum Maximum Mean Std. Deviation
FV 125 45.79 388.84 111.47 42.47
CAR 125 10.50 106.1 33.18 18.74
TA 125 -1.65 104.73 24.18 10.17
CSRD 125 87.23 100.00 96.83 2.99
10 125 0.34 88.66 36.21 22.60

Source: Processed by the author (2025).

Table 3 presents the descriptive statistics of the research variables based on 125 observations.
Firm Value (FV) ranges from 45.79 to 388.84, with a mean of 111.47 and a standard deviation of
42.47, indicating variation in firm performance across banks and observation periods. Capital
Adequacy Ratio (CAR) ranges from 10.50 to 106.10, with an average of 33.18 and a standard
deviation of 18.74, reflecting differences in banks’ capitalization levels. Tax Avoidance (TA) varies
from —1.65 to 104.73, with a mean of 24.18 and a standard deviation of 10.17, suggesting variability
in tax management practices among the sampled banks. Corporate Social Responsibility Disclosure
(CSRD) shows relatively low dispersion, with values ranging from 87.23 to 100.00, a mean of
96.83, and a standard deviation of 2.99, indicating that most banks demonstrate a relatively high
level of CSR disclosure. Institutional Ownership (I0) ranges from 0.34 to 88.66, with a mean of
36.21 and a standard deviation of 22.60, reflecting considerable differences in the proportion of
institutional shareholdings across banking firms.
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QOutlier Test

In this study, all research variables were tested for extreme observations using the Z-score
method with a threshold of |Z| > 3. The identification results revealed several outliers across some
variables. Capital Adequacy Ratio (CAR) had 3 outliers with Z-scores of 4.927, 7.389, and 3.626,
while Tax Avoidance (TA) also had 3 outliers with Z-scores of 3.790, 7.345, and 3.204. Corporate
Social Responsibility Disclosure (CSRD) had 4 outliers with Z-scores of —3.065, —3.065, —4.210,
and —3.638, and Firm Value (FV) had 4 outliers with Z-scores of —3.517, —3.354, —3.353, and —
3.313. Institutional Ownership (IO) showed no outliers based on the applied criteria. Observations
identified as outliers were excluded from the dataset, reducing the number of observations from
135 to 125, resulting in an unbalanced panel data structure. This step was taken to maintain
analytical consistency and ensure that the subsequent regression estimates are more valid and not
distorted by extreme values, in line with common practices in economic and financial research.

Estimation of the Best Model
The best model was estimated to determine the most suitable panel specification for reliable
analysis of independent, moderating, and dependent variables.

Table 4. Estimation of the Best Model Results

Model Specification Test Model I Model II Model I1I
Chow Test 0.000 < 0.050 0.000 < 0.050 0.000 < 0.050
(FEM) (FEM) (FEM)
Hausman Test 0.595 > 0.050 0.018 <0.050 0.002 <0.050
(REM) (FEM) (FEM)
Lagrange Multiplier Test 0‘0(()1(;;1\(/}')05 0 i ]

Source: Processed by the author (2025).

Based on the model specification tests presented in Table 4, this study employed the Chow test,
Hausman test, and Lagrange Multiplier (LM) test to determine the most appropriate panel data
regression model for each research model. For Model I, the Chow test indicated significance at
0.000 < 0.05, suggesting that the Fixed Effect Model (FEM) was preferable to the Common Effect
Model (CEM); however, the Hausman test yielded a value of 0.595 > 0.05, indicating that the
Random Effect Model (REM) was more suitable. Furthermore, the significant LM test (0.000 <
0.05) confirmed REM as the best model for Model 1. In Model II, the Chow test again showed
significance at 0.000 < 0.05, favoring FEM over CEM, and the Hausman test result of 0.018 < 0.05
confirmed FEM as the most appropriate model, making the LM test unnecessary. Similarly, for
Model 11, both the Chow and Hausman tests indicated significance < 0.05, consistently confirming
FEM as the proper model, so the LM test was not conducted. Overall, the specification tests
demonstrate that Model I employed REM, while Models II and III used FEM as the most suitable
panel regression models for further analysis.

Classical Assumption Test

The Classical Assumption Test was conducted to examine the general characteristics of the
regression residuals, such as normality, multicollinearity, and heteroskedasticity, even though panel
data with a sufficiently large sample does not strictly require these assumptions to be fully met.

Table 5. Classical Assumption Test Results

Assumption Test Method Model 1 Model 11 Model 11T
Not normally Not normally Not normally
Normality Jarque-Bera distributed, distributed, distributed,
p =0.000 p =0.000 p =0.000
Multicollinearity Pairwis.e NQ correlation N(_) correlation Correlatioin
Correlation with |r| > 0.85 with |r| > 0.85 detected with
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Assumption Test Method Model I Model 11 Model IIT
[r] > 0.85
Heteroskedasticity No No
Heteroskedasticity Glejser present with heteroskedasticity | heteroskedasticity
p <0.050 with p > 0.050 with p > 0.050

Source: Processed by the author (2025).

Based on Table 5, the results of the classical assumption tests indicate that the residuals in
Model I, Model 11, and Model III are not normally distributed according to the Jarque—Bera test (p
= 0.000). However, although the residuals are not perfectly normally distributed, this does not
invalidate the regression results. In panel data analysis, the effective sample size is determined by
the total number of panel observations rather than solely by the number of cross-sectional units. In
this study, the regression is estimated using 125 panel observations, which constitutes a relatively
large sample. Therefore, the Central Limit Theorem ensures that the regression estimators approach
normal distribution asymptotically, allowing statistical inference to remain valid despite the
presence of residual non-normality (Kuersteiner & Prucha, 2013; Galvao et al., 2020). The
multicollinearity test, conducted using pairwise correlations, shows that Models I and II do not
experience multicollinearity, as all correlation coefficients among independent variables are |r| <
0.85. In Model 111, values of |r] > 0.85 were observed due to the inclusion of interaction terms in
the moderation model. This is a common consequence of forming interaction variables and does
not compromise the validity of the model estimation. Furthermore, the heteroskedasticity test using
the Glejser method indicates that Model I exhibits heteroskedasticity (p < 0.05), whereas Models
IT and III do not show signs of heteroskedasticity (p > 0.05). To ensure reliable estimation, Model
I is estimated using robust standard errors with the White cross-section method, which corrects bias
in standard errors arising from heteroskedasticity and potential irregularities in variances across
cross-sectional units, thereby making coefficient estimates and hypothesis testing more reliable
(MacKinnon et al., 2023; Bai et al., 2024). Overall, the classical assumption tests indicate no
fundamental methodological constraints in this study, confirming that all three panel regression
models are suitable for further estimation and regression result analysis.

Regression Estimation Results

In this study, the regression estimation results are presented to examine the effects of
independent and moderating variables on firm value, including the magnitude, direction, and
statistical significance of these relationships.

Table 6. Regression Estimation Results

Variable Model 1 Model 11 Model 11T
CAR 0.836** (0.018) 0.287 (0.355) -1.320%* (0.043)
TA 0.224 (0.421) -0.038 (0.891) 0.190 (0.821)
CSRD 1.760 (0.172) 1.501 (0.165) 5.125%** (0.008)
10 - 1.685*** (0.000) 11.718** (0.018)
CAR x 10 - - 0.035*** (0.005)
TA x10 - - -0.004 (0.855)
CSRD x 10 - - -0.112** (0.025)
R? 0.136 0.709 0.740
Adjusted R? 0.114 0.616 0.646
F-statistic 6.309 7.644 7.876
Prob. F 0.000 0.000 0.000
Note on significance indicators: *** p < 0.01; ** p <0.05; * p<0.1.

Source: Processed by the author (2025).

Based on the regression results presented in Table 6, the analysis of each hypothesis can be
described as follows, using the p-value as the criterion for acceptance or rejection, where a p-value
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less than 0.05 indicates significance.

H1: Capital Adequacy Ratio (CAR) has a positive effect on Firm Value. Based on Model I,
CAR has a significant positive effect on Firm Value, with a coefficient of 0.836 and a p-value of
0.018, which is below the 0.05 threshold, indicating that an increase in CAR is associated with an
increase in Firm Value. Therefore, H1 is accepted.

H2: Tax Avoidance (TA) has a negative effect on Firm Value. From Model I, TA does not
significantly affect Firm Value. The coefficient is 0.224 with a p-value of 0.421, which is greater
than 0.05. This indicates that the relationship between Tax Avoidance and Firm Value is not
significant. Hence, H2 is rejected.

H3: CSR Disclosure (CSRD) has a positive effect on Firm Value. Based on Model I, CSRD
has a positive coefficient of 1.760 but a p-value of 0.172, which is greater than 0.05. This suggests
that the effect of CSR Disclosure on Firm Value is not significant. Thus, H3 is rejected.

H4: Institutional Ownership (IO) positively moderates the relationship between CAR and Firm
Value. From Model 111, the interaction term CAR x 1O has a positive coefficient of 0.035 with a p-
value of 0.005, less than 0.05. This indicates that Institutional Ownership significantly strengthens
the positive effect of CAR on Firm Value. Therefore, H4 is accepted.

HS5: Institutional Ownership (IO) positively moderates the relationship between TA and Firm
Value. Based on Model I1I, the interaction term TA X 1O has a coefficient of -0.004 with a p-value
of 0.855, which is greater than 0.05. This indicates that Institutional Ownership does not
significantly moderate the effect of Tax Avoidance on Firm Value. Hence, HS is rejected.

H6: Institutional Ownership (IO) negatively moderates the relationship between CSR
Disclosure and Firm Value. From Model III, the interaction term CSRD x IO has a negative
coefficient of -0.112 with a p-value of 0.025, which is less than 0.05. This shows that Institutional
Ownership significantly weakens the effect of CSR Disclosure on Firm Value. Therefore, H6 is
accepted.

DISCUSSION

The Effect of Capital Adequacy Ratio on Firm Value

Hypothesis H1 proposed that Capital Adequacy Ratio (CAR) has a positive effect on Firm
Value. Based on the estimation results from Model II, which evaluates the direct effects of the
independent variables on firm value, CAR shows a positive and statistically significant coefficient,
indicating that higher capital adequacy contributes to higher firm value. A higher Capital Adequacy
Ratio reflects stronger financial stability and resilience, which is critical in the banking sector. From
the signaling theory perspective, a high CAR acts as a positive signal to the market, indicating that
the bank has the capacity to absorb risks and comply with regulatory capital requirements. This
signal enhances investor confidence by portraying the bank as less risky and more capable of
sustaining performance over time. As a result, firms with higher CAR tend to be valued more
favorably by investors, as market perceptions of lower risk translate into higher firm value. These
findings are consistent with prior research that has documented a significant positive relationship
between CAR and firm value (Jagirani et al., 2023; Perdana et al., 2023; Chernykh et al., 2023).
Although the interaction term between CAR and Institutional Ownership in Model III shows a
negative and significant coefficient (—1.320; p = 0.043), this model is intended to examine the
moderating role of institutional ownership rather than the direct effect of CAR. Therefore, the
interpretation of H1 remains based on Model II, and the results support the acceptance of HI.

The Effect of Tax Avoidance on Firm Value

Hypothesis H2 proposed that Tax Avoidance has a negative effect on Firm Value. The
discussion of H2 emphasizes that, based on the estimation results from the selected model, Tax
Avoidance shows a positive coefficient of 0.224 with a p-value of 0.421, indicating that the effect
is not statistically significant at the 5 percent level. This suggests that tax avoidance practices do
not have a meaningful impact on firm value within the sampled banks. From a signaling theory
perspective, the level of tax avoidance does not provide a strong signal to investors that would
influence their perception of the firm’s value. In the banking context, although tax avoidance could
theoretically enhance net profits, the observed levels in the sample appear insufficient to trigger a
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significant market response. These findings are consistent with previous studies indicating that the
effect of tax avoidance on firm value can be insignificant, particularly in highly regulated sectors
(Shubita, 2024). Therefore, H2 is not supported, highlighting that tax planning strategies in the
studied banks do not materially affect investor valuation.

The Effect of CSR Disclosure on Firm Value

Hypothesis H3 proposed that CSR Disclosure has a positive effect on Firm Value. Based on
the estimation results from Model II, which is used to evaluate the direct effects of the independent
variables on firm value, CSR Disclosure shows a positive coefficient of 1.760 with a p-value of
0.172, indicating that the effect is not statistically significant at the 5 percent level. This suggests
that CSR disclosure practices in the sampled banks do not have a meaningful direct impact on firm
value. Although CSR Disclosure becomes positive and statistically significant in Model III with a
coefficient of 5.125 and a p-value of 0.008, this model incorporates the interaction term with
institutional ownership and is primarily intended to examine the moderating effect rather than the
direct relationship between CSR Disclosure and firm value. From a signaling theory perspective,
CSR disclosure is expected to act as a signal of transparency, accountability, and commitment to
sustainable business practices. However, the findings indicate that this signal alone is not strong
enough to influence investor perceptions of firm value when the moderating effect is not
considered. Therefore, H3 is not supported, emphasizing that CSR disclosure by itself does not
substantially affect investor valuation.

The Moderating Role of Institutional Ownership on the Relationship between Capital
Adequacy Ratio and Firm Value

Hypothesis H4 proposed that Institutional Ownership positively moderates the relationship
between Capital Adequacy Ratio (CAR) and Firm Value. The results indicate that the interaction
between CAR and Institutional Ownership (IO) has a coefficient of 0.035 with a p-value of 0.005,
which is statistically significant. This finding confirms that the presence of institutional investors
strengthens the positive effect of CAR on market perceptions of firm value. In addition, 1O as an
independent variable also shows a significant direct effect on firm value, while the moderating
effect remains significant when analyzed together. This pattern can be classified as a quasi-
moderation, where institutional ownership amplifies the CAR—firm value relationship through its
direct contribution. From the signaling theory perspective, institutional investors enhance
monitoring mechanisms and the credibility of capital management, leading to more positive market
perceptions of a bank’s performance and value. Simultaneously, from the market discipline theory
perspective, the presence of institutional investors exerts external pressure on management to
maintain prudent capital levels and sound financial policies. This external oversight reduces
managerial discretion in risk-taking and ensures that capital adequacy is not only a regulatory
requirement but also a signal of stability to the market. These findings are consistent with previous
studies highlighting the role of institutional ownership in reinforcing the impact of financial
indicators on firm value (Garel et al., 2022). Therefore, H4 is supported, underscoring the strategic
role of institutional investors in strengthening the signaling effect of CAR and applying market
discipline to the banking sector.

The Moderating Role of Institutional Ownership on the Relationship between Tax Avoidance
and Firm Value

Hypothesis H5 proposed that Institutional Ownership positively moderates the relationship
between Tax Avoidance (TA) and Firm Value. The results show that the interaction between TA
and Institutional Ownership has a coefficient of —0.004 with a p-value of 0.855, indicating that the
moderating effect is not statistically significant. This finding suggests that, within the study sample,
the presence of institutional investors does not strengthen the relationship between Tax Avoidance
and firm value. From the signaling theory perspective, although institutional ownership is
theoretically expected to curb aggressive tax avoidance practices, this moderating signal is not
always effectively transmitted to the market. This may occur because institutional investors tend to
prioritize portfolio returns over active monitoring, especially in highly regulated sectors like
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banking, where managerial discretion is relatively limited (Driss et al., 2021). Similarly, from the
market discipline theory perspective, institutional investors are expected to impose external
pressure on management to maintain prudent tax policies and financial transparency. However, in
the observed sample, this discipline mechanism appears limited, as the regulatory environment
constrains managerial discretion and reduces the impact of institutional oversight on market
perceptions of firm value. Consequently, the marginal role of 10 as an additional governance
mechanism is constrained, and the moderating effect remains insignificant. Based on these findings,
HS5 is not supported.

The Moderating Role of Institutional Ownership on the Relationship between CSR Disclosure
and Firm Value

Hypothesis H6 proposed that Institutional Ownership negatively moderates the relationship
between CSR Disclosure (CSRD) and Firm Value. The estimation results indicate that the
interaction between CSRD and Institutional Ownership has a coefficient of —0.112 with a p-value
0f 0.025, showing that the moderating effect is statistically significant and in the expected negative
direction. Additionally, Institutional Ownership also exerts a significant direct effect on firm value,
suggesting that the moderating effect can be categorized as quasi-moderation. In other words, for
banks with higher levels of institutional ownership, the impact of CSR disclosure on firm value
tends to be more limited. From the signaling theory perspective, CSR expenditures in firms with
substantial institutional ownership may be perceived by the market as mandatory costs (non-
discretionary) that do not necessarily translate into economic value creation. In such cases, CSR
activities without clear economic contributions may be considered overinvestment or inefficient
resource allocation, particularly in highly regulated banking sectors where managerial discretion is
limited (Wang et al., 2021). Similarly, from the market discipline theory perspective, institutional
investors are expected to monitor CSR practices to ensure that expenditures generate genuine long-
term value. However, when CSR initiatives are perceived as obligatory or non-discretionary, the
disciplining effect of institutional ownership is reduced, and the market may interpret these
activities as costs rather than value-enhancing signals. Consequently, CSR is seen not as a signal
of long-term value creation but potentially as a factor that could suppress profits and lower firm
value perceptions (Shah et al., 2025). Based on these insights, H6 is supported.

Goodness-of-Fit and Model Significance

The R? values indicate the proportion of variance in firm value explained by the independent
variables, with Model I at 0.136, Model II at 0.709, and Model III at 0.740, showing that Model 11
and Model III have substantially greater explanatory power. Adjusted R? values of 0.114, 0.616,
and 0.646, respectively, confirm that Model III remains the most robust after accounting for the
number of predictors and sample size, highlighting the added explanatory value of incorporating
Institutional Ownership as a moderating variable. F-statistics of 6.309, 7.644, and 7.876 with p-
values of 0.000 for all models indicate that the independent variables collectively exert a significant
effect on firm value. Overall, the models demonstrate adequate goodness-of-fit and strong statistical
significance, with Model III performing best in capturing variations in firm value, underscoring
both the theoretical relevance and empirical robustness of including Institutional Ownership to
explain firm value dynamics in the banking sector.

CONCLUSION

Main Finding

Based on the empirical results, this study finds that the Capital Adequacy Ratio (CAR) has a
positive and significant effect on firm value in Indonesian banking companies, indicating that
stronger capital adequacy increases market valuation. Institutional Ownership (I0) also
significantly strengthens the positive effect of CAR on firm value, suggesting that institutional
investors enhance monitoring and reinforce investor confidence in well-capitalized banks. In
contrast, Tax Avoidance (TA) does not have a significant effect on firm value, and IO does not
significantly moderate the relationship between TA and firm value, implying that tax avoidance
practices are not a primary consideration for investors in valuing banking firms. Furthermore,
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Corporate Social Responsibility Disclosure (CSRD) does not show a significant direct effect on
firm value. However, when moderated by 10, CSRD shows a significant negative effect on firm
value, indicating that in banks with higher institutional ownership, CSR disclosure may be
perceived by the market as additional costs rather than value-enhancing activities. These findings
highlight that institutional ownership plays an important role in shaping how financial strength and
corporate disclosure are interpreted by investors in the Indonesian banking sector.

Research Limitations

This study has several limitations that should be considered. First, the focus on banking
companies listed on the Indonesia Stock Exchange during the 2020-2024 period limits the
generalizability of the results to other sectors, industries, or countries with different regulatory
frameworks and market conditions. Second, the use of purposive sampling and the removal of
outliers resulted in an unbalanced panel with a total of 125 observations, which, although improving
the reliability of the estimates, may reduce the representativeness of the sample. Third, some
classical regression assumptions were not fully met, particularly regarding the non-normality of
residuals and indications of heteroskedasticity in one of the models, which, despite being addressed
using robust standard errors, could still affect the precision of coefficient estimates. Finally, the
study relies entirely on secondary data and does not explicitly address potential endogeneity. Future
research is therefore recommended to expand the scope, incorporate more diverse data sources, and
apply alternative estimation methods to enhance the robustness and generalizability of the findings.

Research Recommendations

Based on the findings of this study, future research is recommended to expand the sample scope
and consider additional variables as mediators or moderators, such as corporate governance,
liquidity risk, or corporate reputation, to deepen the understanding of how financial and non-
financial factors affect firm value. Alternative methodological approaches, including dynamic
panel models, instrumental variable techniques, or case studies, can also be employed to explore
investor perceptions of signals from capital adequacy, CSR activities, and tax strategies. Practically,
strong capital management and effective institutional ownership can enhance positive signals to the
market regarding firm value, while CSR initiatives and tax policies should be implemented
substantively to have a tangible impact on market perceptions.
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