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Abstract. This study aims to understand the moderating role of firm size on financial characteristics and Islamic firm 
value. Then study how the influence of firm size moderation on the relationship of financial characteristics and corpo-
rate governance with firm value. This study uses secondary data from financial statements and analyzed by the panel data 
method for six years. The sample selection is arranged by the purposive sampling method with Islamic index constituent 
population. Conclusion: leverage, profitability, and efficiency have a significant positive effect on Islamic firm value, but the 
liquidity and audit committee do not affect. Firm size moderators provide a reinforcing effect for all independent variables 
so that liquidity and audit committees have a positive effect on firm value. Implications: Islamic firm investors in the equity 
market should consider the crucial variable, namely firm size, in addition to firm and corporate governance characteristics. 
These conclusions provide important implications for managers and relevant authorities to enhance financial market infor-
mation related to firm value and further attention to corporate governance mechanisms.
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Liquidity

Islamic index was recorded at 691.04. Although the Islam-
ic index had decreased by 87.69 in 2015, in 2016, the in-
dex experienced a reversal and again increased consistent-
ly until 2018. Indonesia stock exchange recorded growth 
in value and frequency of sharia-based stock transactions 
in the 2011–2016 period higher than non-sharia shares. 
The average growth in the volume of sharia stock transac-
tions 167.2 percent compared to 130 percent non-sharia. 
Whereas, in terms of the average growth of sharia stock 
transaction value in the last five years, it reached 70.7 
percent compared to 25.4 percent non-sharia. The aver-
age frequency of transaction growth reached 185.7 percent 
compared to 160.7 percent non-sharia equity (Indonesia 
Stock Exchange, 2018).

The fluctuations of the Islamic index is undoubtedly 
influenced by some important variables such as firm char-
acteristics, firm size, corporate governance, and macro-
risk environments (Santosa, 2019). Some previous studies 
recorded those firm characteristics according to financial 
information in the performance of some main variables 
such as liquidity, leverage (solvency), profitability, activity, 

Introduction

Financial information, especially firm value in Islamic fi-
nancial market, plays an essential role in many types of 
decisions, made their stakeholders mostly equity investors 
(Santosa, 2020). However, the critical of decisions taken 
based on this analysis depends, among other things, on 
the quality of accounting information and market trans-
parency (Abdul-Majid, 2017). Decision making will be 
useful as equity information needs to be an accurate, rel-
evant, and reliable, mainly fair view of a firm value or fi-
nancial performance and corporate governance considera-
tions. The financial performance such as liquidity, lever-
age, profitability, and efficiency are core variable to predict 
the firm value, besides corporate governance as a control 
variable and firm size as moderating variable, theoretical-
ly. However, real-life situations require some flexibility in 
understanding the financial performance information that 
optimizes return to investments in the Indonesian Islamic 
equity market (Černius & Birškytė, 2020; Santosa, 2019).

The movement of the Islamic equity index during the 
last five years has increased significantly, which is 2014 the 
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and corporate governance are concluded to influence di-
rect/indirect to Islamic firm value. The question arises to 
what extent such firm size as the moderating variable is 
significant and has an effect on the financial decisions of 
the  Islamic firm.  If it  is  found that  interactions be-
tween firm size and main variables  are significant and 
strengthen or weaken to right managerial decisions, it be-
comes crucial to find the most interplay to this problem 
(Tambunan et al., 2017; Hunjra, 2018; Shao, 2019; Santosa, 
2010). The issue of Islamic firm value is more crucial for 
the large firm because there exist big collateral assets and 
the corporate governance mechanism  on  how to  mini-
mize  the impact  of quality financial statements and audit 
opinion (Nurlela et al., 2019).

The study aims to determine to what main and specific 
financial ratios such as liquidity, leverage, profitability, effi-
ciency, and audit committee factors affect Islamic firm val-
ue that role of moderating firm size as the basis for finan-
cial decision making, including financing, investment, and 
operating decisions. Using the data panel model reveals 
that significant main variables effect on firm value with 
audit committee as controlling variable and the interac-
tion between main variables with moderating of firm size, 
simultaneously. The effects of interaction between firm 
size as moderating with some primary financial ratios are 
valuable information for investors to make the decision.

1. Literature and hypothesis

The effect of liquidity on Islamic firm value is still a de-
bate where there are parties supported by in-depth stud-
ies stating that liquidity has a significant effect on firm 
value (Febriawan & Santosa, 2018; Marsha & Murtaqi, 
2017). However, it differs from a study related to liquid-
ity and firm value insignificantly effect (Nurhayati, 2013). 
Theoretically, low liquidity indicates high operational risk, 
while high current ratios indicate excess current assets, 
which will negatively affect company profitability (Ross, 
Westerfield, & Jordan, 2013) numerous studies analyze the 
relationship between profitability and the firm value indi-
cates a research gap between them. Several previous stud-
ies have concluded that profitability (ROA/ROE) does sig-
nificant effect on firm value (Utami & Welas, 2019; Santo-
sa, 2019). However, Thaharah and Asyik (2016) stated that 
profitability does not significantly influence firm value. 
Increased profitability, of course, increases the company’s 
internal equity so that firms can grow and guarantee cash 
dividends for shareholders. The efficiency of assets man-
agement to create sales has a positive impact on business 
expansion and firm value, and this fact supported several 
previous studies such as Santosa (2010) and Nguyen et al. 
(2019). They revealed that efficiency (TATO) had a sig-
nificant effect on firm value. However, it is different from 
the conclusions of (Utami & Welas, 2019), which state 
that efficiency does not affect firm value. More efficient 
management shows the success of a company’s business 
in managing company assets (Brigham & Houston, 2016). 

This study needs variable importance to control for a 
broad set firm characteristic variables that proven to affect 
firm value. Some previous research have concluded that 
audit committees and audit quality does significant effect 
on firm value (Laily, 2017; Sugiarto & Santosa, 2018; Bal-
agobei, 2018). However, Akinleye, Olarewaju, and Fajuy-
agbe (2019) stated that the audit committee does not ef-
fect on firm value. The audit committee will play a useful 
role in increasing the credibility of financial statements 
and help the board of commissioners builds the trust of 
shareholders to fulfill the obligation to submit information 
so that the audit committee expected to be able to increase 
the value of the company and help the implementation of 
GCG properly to minimize agency cost (Subramanyam, 
2014). 

This study used the role of moderating firm size be-
cause the importance of those proxies varies with the clas-
sification techniques panel data applied, to know how the 
effect of moderating firm size on the relationship between 
independent and control variables with Islamic firm value. 
Firm size was chosen because it is an essential variable 
in some studies about firm performances (Rehman, 2016; 
Marsha & Murtaqi, 2017). Beside the influence firm size as 
moderating role on another variable, a large growing per-
ception determines the firm size also directly significant 
effect on firm value because firm size relates positively 
with business diversification, long sustainability, dividend 
policy stability,  and low default risk (Kuhlmann & Ro-
jahn, 2017; Johan et al., 2012). 

1.1. Effect of liquidity on Islamic firm value

According to Alamanda and Santosa (2013), the relation-
ship between liquidity and firm value in a corporation 
is in-line with the theory of the firm, in which relation-
ship tends to be negatively related to risk and return cor-
relation from a business view. The relation between firm 
value with liquidity means that investment decisions and 
managerial functions are viewed by two different priorities 
(Brigham & Houston, 2016; Kasmiati & Santosa, 2019). 
The liquidity that measures the company’s ability to pay 
short-term liabilities is essential for working capital. How-
ever, the investor has a negative perception of the firm 
if over-liquidity, primarily caused by inventory problems 
(Santosa, 2019). Based on some previous research, such as 
Nurhayati (2013), Sugiarto and Santosa (2018) and Sutri-
ani (2014) concluded that the relationship between liquid-
ity and the firm value was negatively significant. Based on 
the explanations above, the hypotheses of this study are:

H1a: Liquidity negatively affects Islamic firm value (–).
H1b: Liquidity negatively affects Islamic firm value 

moderating by firm size (–).

1.2. Effect of leverage on Islamic firm value

Brigham and Houston (2016) stated that  the leverage re-
flects the company’s ability to meet its long-term debt as 
indicated by the proportion of equity capital to cover off 
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debt. In assessing a company, investors will look at the lev-
el of debt in order to assess the extent to which the com-
pany uses the money it has borrowed (Cheng & Tzeng, 
2011). The level of the company’s debt can also indicate 
whether the financial company is healthy or not, which 
is that excessive debt generally creates financial distress 
problems. The use of debt in a reasonable and controlled 
ratio has the potential to increase business and firm value 
so that it becomes a positive signal for investo (Suwardika 
& Mustanda, 2017; Santosa & Laksana, 2011). Based on 
these explanations, the hypothesis of this study are:

H2a: Leverage positively affects Islamic firm value (+).
H2b: Leverage positively affects Islamic firm value 

moderating by firm size (+).

1.3. Effect of profitability on Islamic firm value

According to Brigham and Houston (2016) profitability 
is the company’s ability to generate profits with all assets 
owned by the company. Profitability reflects the company’s 
return from all assets (funding) provided to the company. 
High profits will cause demand for shares to increase so 
that stock prices will rise and result in returns obtained 
by investors also increase so that it can also increase the 
value of the company (Masdupi, Tasman, & Davista, 
2018; Santosa & Laksana, 2011). This conclusion means 
companies that have high profits have a positive impact 
on investors and companies because investors believe in 
companies that have high profits to invest  (Nurlela et al., 
2019; Farah Freihat, 2019). Based on these explanations, 
the hypotheses of this study are:

H3a: Profitability positively influences Islamic firm 
value (+).

H3b: Profitability positively influences Islamic firm 
value moderating by firm value (+).

1.4. Effect of efficiency on Islamic firm value

According to Santosa (2019) level of efficiency of the com-
pany assets in generating sales volumes measures with total 
assets turnover in managing total assets. Some aspects of 
activity analysis correlate with liquidity and focus on the 
effectiveness of management in managing two groups of 
specific assets – accounts receivable and inventory – and 
total assets as a whole, known as asset turnover (Ross et al., 
2013). Taking the consideration into activity ratio, we get 
in-depth information is obtained about the company’s 
operations. The higher of efficiency ratio, the smaller the 
investment needed to generate sales and, thus, more prof-
itable for the company (Sugiarto & Santosa, 2018). These 
findings supported previous research that was conducted 
by Nanik and Candra (2016), Sugiarto and Santosa (2018), 
Apan and İslamoğlu (2018), and Santosa (2010), which say 
that efficiency does effect  on firm value, significantly. Based 
on these explanations, the research hypothesis are:

H4a: Efficiency positively affects Islamic firm value (+).
H4b: Efficiency positively affects Islamic firm value 

moderating by firm size (+).

1.5. The influence of audit committee on Islamic 
firm value

With the audit committee’s understanding of the problem 
and risks, it can minimize the potential for loss and fraud. 
Furthermore, with the audit committee’s understanding of 
the company’s internal control system, it is expected to 
detect and prevent various acts of fraud and opportun-
istic management behavior that can harm the company 
so that the presence of the audit committee expected the 
increase firm value (N. Van Tuan & N. A. Tuan, 2016; 
Abdul-Majid, 2017). Some previous research findings also 
support the above statement in which the relationship of 
corporate governance or audit committee with company 
values   is positive (Thaharah & Asyik, 2016; Mukhtarud-
din et al., 2019). Based on these explanations, the research 
hypothesis:

H5a: The Audit committee positively influences Is-
lamic firm value (+).

H5b: The Audit committee positively influences Is-
lamic firm value moderating by firm size (+).

1.6. Effect of firm size on Islamic firm value

Company size has a significant influence on company per-
formance and company value both directly and indirectly 
because it does not only have an impact on the company’s 
characteristics but also affects the company’s image and 
goodwill (Brigham & Houston, 2016; Thaharah & Asyik, 
2016; Santosa, 2019). Some previous studies conclude that 
firm size has a positive effect on firm value with several con-
siderations such as diversification, product and service port-
folio, collateral, business cycle, company age, company im-
age and capital structure (Santosa, 2019; Prieto & Lee, 2019).

H6a: Firm size positively affects Islamic firm value (+).
H6b: Firm size moderates the effect of liquidity, lev-

erage, profitability, efficiency, and audit committee on Is-
lamic firm value (+/–).

1.7. Frameworks

From the theoretical review and the hypothesis develop-
ment, the variables in this study are liquidity, leverage, 
profitability, and activity as an independent variable and 
the Audit Committee as a controlling variable with firm 
size as moderating variables and firm value as the depen-
dent variable. So the research mindset that formed is as 
follows (Kasmiati & Santosa, 2019; Tartilla, Darmansyah, 
& Anwar, 2018; Santosa, 2019):

Figure 1 decsribes the main independent variables are 
liquidity, leverage, profitability and activity (efficiency) 
ratios are directly effect on Islamic firm value with the 
controlling variable and moderating variable of audit 
committee and firm size respectively. This framework was 
classified into two models (1) all variable effect (four main 
variables; controlling and moderating variables) on firm 
value; (2) all variable effect on firm value with the interac-
tion of moderating firm size and four main independent 
variables. 
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2. Data and method

2.1. Data

In this study, the type of data used is secondary data 
sourced from the Indonesia Stock Exchange (IDX) 
through the official website www.idx.co.id; The Indonesia 
Capital Market Institute (TICMI) data center, the Indo-
nesian Capital Market Directory (ICMD), and financial 
report that was released by the Islamic firm periodically. 
The data collection technique in this study is documenta-
tion using written materials or data made by other parties 
by viewing, analyzing, and quoting published notes about 
sample companies listed in the Indonesian Sharia Stock 
Index (ISSI) on 2013–2018.

2.2. Population and sampling

According to the aims of this study, the population is the 
ISSI that has specific numbers and characteristics of Islamic 
firms, which as constituents of the ISSI index on the Indo-
nesia Stock Exchange. The population in this study were all 
331 companies which are constituent of ISSI that listed in 
Indonesia Stock Exchange on 2013 to 2018 period. Almost 
41.2% (110 Islamic firms) of the ISSI constituents are in-out 
according to DSN in this period.  The sampling technique 
is done by a purposive sampling method that is a sampling 
technique with specific criteria and considerations (Santosa 
& Hidayat, 2014)). The study determined that the criteria to 
be the sample in this study are as present in Table 1. 

Table 1. Sampling criteria 

No Keterangan Jumlah

1 The firms as a constituent of the ISSI index 267

2 The firms as an in-constituent of the ISSI index (135)

3 The firms have not released the financial report 
in IDR (auditted) (12)

4
Companies with an audit committee below 3 
(three) and members do not have accounting 
or financial competencies> 1 (one)

(10)

Number of samples (with complete data) 110
Research period (Quarterly): 2013–2018 24
Observations (N) 2.640

2.3. Model data panel

According to Gujarati and  Porter (2013), panel data re-
gression is a regression technique that combines time se-
ries data with cross data. The panel data will be analyzed 
using Eviews 10 software, a program used to process sta-
tistical and econometric data in the form of time series, 
cross-sections, and panel data.

This study conducted using a panel data regression 
model with the following equation (Hermawan, 2011; 
Widyastuti, 2019; Sugiarto & Santosa, 2018; Santosa, 
2019; Marsha & Ghozali, 2017; Carter, Simkins, & Simp-
son, 2003):

Model 1:
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where: FV = Tobin’s Q; LQ = Current ratio at the end of 
the prior year; LV = Debt-to-equity ratio at the end of 
the prior quarter. PR = Return on assets at the end of the 
prior quarter. AC = Activity/efficiency ratio at the end of 
the prior quarter; CA =  Committee audit at the end of 
the prior quarter; SZ = Natural logarithm of total assets 
at the end of the prior quarter. The dependent variable 
is Tobin’s Q, which good indicator that reflects long-term 
financial performance and business opportunity. Moreo-
ver, the reason Tobin’s Q can be a proxy of firm value is 
that it can be deemed as the amount in monetary units. 
Tobin’s Q is regarded as a better measure than accounting 
returns and minimizes the risk of accounting distortion. 
Besides, it reflects the total firm value, including market 
value (capitalization), total assets, and debt.

2.4. Variables description

Four types of variables are involved in this study, namely 
 dependent variable (firm value), dependent variables 
(liquidity, leverage, profitability, and activity), control 

Figure 1. Research framework of variables

Liquidity 

Audit Committee 
(Controlling) 

Leverage 
Islamic Firm Value 

Activity 

Pro�tability 

Firm Size  
(Moderating) 



Business: Theory and Practice, 2020, 21(1): 391–401 395

variable (audit committee), and moderating variable (firm 
size). The variables used in this study are described, as 
shown in Table 2 below.

Table 2. Variables description 

Variable Notation Measurement Scale

Depen dent:
Firm Value FV Market capitalization + total 

debts to total assets
Ratio

Inde pendent:
Liquidity LQ Current assets to current 

liabilities
Ratio

Leverage LV Total debt to equity
Profitability PR Net income to total assets Ratio
Activity AC Net sales to total assets Ratio
Control variable:
Audit 
commitee CA Number of commitee 

auditor
Moderating variable:
Firm size SZ Natural logarithm of total 

assets
Ratio

3. Results and discussions

3.1. Descriptive statistics

Based on the descriptive results, the following sample 
characteristics displayed in this study include sample av-
erage (mean), the maximum value (max), minimum value 
(min), and standard deviation for each variable. Table 3 
shows a descriptive analysis of the ISSI index constituent 
sample data quarterly for the period 2013–2018:

In general, the results of the descriptive analysis show 
relatively good data and normally distributed. There is no 
extreme data used for this study to provide comprehensive 
data.

3.2. Panel data analysis model estimation

Panel data estimation: Model 1
Panel model 1 and model 2 show the findings that are 
interesting. Data analysis used software Eviews-10 was 
showed the results, as shown in Table 3 to Table 7, re-
spectively. In general, the analysis results are in-line with 
the prediction before. One of the most interesting of these 
results is the influence of moderating by firm size showed 
influence to independent variables, significantly.  Each 
finding of the hypothesis will be explained at discussion 
section more deeply below. 

The Table 4 covers the period 2013–2018 in quarterly 
and includes the Islamic firms that listed in Indonesia 
Sharia Stock Index (ISSI) at Indonesia Stock Exchange. 
This study excluded the unaudited financial statement 
and missing data or not applicable observations. Depen-
dent variable: Islamic firm value; explanatories: liquidity: 
current ratio; leverage: debt to equity ratio; profitability: 
return on assets; activity: sales to total assets; controlling: 
audit committee: number of auditor; and moderating: 
firm size: natural logarithm of total assets (as explana-
tory). 

Table 4. The results of panel data Model 1

CEM FEM REM

Variables Predict Coeff Sig Coeff Sig Coeff Sig
Liquidity – 0.0046 0.1208 0.0031 0.1085 0.0029 0.0649*
Leverage +/– 2.2889 0.0071 3.2663 0.0029 2.2834 0.0005
Profitability + 0.4763 0.0000 0.2132 0.0105 0.4641 0.0048
Activity + 3.0335 0.0002 2.0428 0.0030 2.9968 0.0033
Audit comm. + –1.0515 0.0101 0.0522 0.3273 –1.0549 0.0613*
Firm size + 0.3381 0.0322 0.5521 0.0365 0.6822 0.0452
C –2.3278 0.1734 –3.9812 0.8333 –3.8764 0.6821
R2 0.6837 0.6913 0.7887
Adj R2 0.6623 0.6702 0.7792
F-statistic 80.391 42.797 51.391
Prob F-stat 0.0000 0.0000 0.0000
D-W 0.5758 1.3222 0.5817

Note: *significant at α = 10%.

Table 3. Results of descriptive statistics

Variabel Mean Max Min Std. Dev.

Tobin’s Q 4.8406 32.5400 0.5500 6.5005
Liquidity 0.2648 0. 6933 0.6856 0.1552
Leverage 0.7829 2.6500 0.1500 0.5741
Profitability 0.1209 0.4918 1.5148 8.7737
Activity 0.8707 2.4209 0.1782 0.6484
Audit 
commitee 3.3384 7.0000 3.0000 0.6909

Firm size 24.3663 30.8810 17.2803 12.7155
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Likelihood-test 
To choose the better panel data estimation model be-
tween CEM or REM, a Likelihood-test is performed. The 
hypothesis used is:

H₀: Common Effect Model
Ha: Random Effect Model
Decision:
If the probability of Chi-square > 0.05 then H₀ is ac-

cepted.
If the probability of Chi-square < 0.05 then H₀ is re-

jected.

Table 5. Likelihood-test

Effects Test Statistic   d.f.  Prob. 

Cross-section F 6.9567 (11.46) 0.0000
Cross-section Chi2 60.836 12 0.0000

The Likelihood-test test results in Table 5 show that 
the probability value of the Chi-square value is 0.0000. 
Because the probability value of Chi-square is less than 
0.05, then H₀ is rejected so that it can be concluded based 
on the results of the Likelihood-test better panel data es-
timation model is REM than CEM.

Chow-test
Chow testing to determine which model is better between 
CEM or FEM

The hypothesis test:
Ho: Common Effect Model
Ha: Fixed Effect Model
Decision making:
If the probability of the Chi-square value > 0.05, then 

Ho is accepted.
If the probability of the Chi-square value < 0.05, then 

Ho is rejected.

Table 6. Results of Chow-Test

Effects Test Statistic   d.f.  Prob. 

Cross-section F 15.7250 (11,405) 0.0000
Cross-section Chi2 153.0013 12 0.0000

Table 6 shows that the Chi-square probability value is 
0.0000 and which is smaller than 0.05 then Ho is rejected. 
Thus the Chow-test determines that the panel estimation 
model: FEM.

Hausman-test
The Chow-test above shows that FEM is a better model 
than REM, this study used Hausman testing to compare 
between FEM and REM. The hypothesis uses:

Ho: Random Effect Model
Ha: Fixed Effect Model
Decision making:
If the probability of the Chi-square value > 0.05, then 

Ho is accepted.
If the probability of the Chi-square value < 0.05, then 

Ho is rejected.

Table 7. Hausman-test result

Test Summary Chi-Sq. Statistic Chi-Sq. d.f. Prob

Cross-section random 31.9895 5 0.0032

Table 7 shows the results of the Hausman-test that 
the probability value of the Chi-square of 0.0032, which 
is smaller than 0.05, then Ho is rejected. The conclude of 
Likelihood test, Chow test and Hausman test states that 
model FEM is better than CEM and REM, respectively. 
The analysis stated that FEM model is the best model for 
this research.

Panel data estimation: Model 2
Table 8 presents the data panel results for the regression 
Model 2, which analyses the main explanatory, control-
ling, and moderating variables and interaction between 
main explanatory with a moderating variable to determine 
the effect on dependent variable, Islamic firm value. In 
general, the results of Model 2 shown in the table below 
are similar to the results from Model 1, but this table pre-
sents the results of moderating firm size to the main vari-
ables.

Table 8 covers the period 2013–2018 in quarterly and 
includes the Islamic firms that listed in Indonesia Sharia 
Stock Index (ISSI) at Indonesia Stock Exchange. This study 

Table 8. The results of Panel Data Model 2

CEM FEM REM

Variables Predict Coeff Sig Coeff Sig Coeff Sig
Liquidity – 0.0361 0.0338 0.0201 0.0612* 0.0029 0.0649
Leverage +/– 1.3314 0.0556* 3.4163 0.0081 2.2834 0.0000
Profitability + 0.5913 0.0473 0.6232 0.0353 0.4641 0.0000
Activity + 2.7735 0.0681* 1.3228 0.0562* 2.9968 0.0000
Audit comm. + 0.7215 0.0382 0.0812 0.0816* –0.1349 0.0032
Firm size + 0.2841 0.0048 0.2761 0.0237 0.4282 0.0644*
C –1.3278 0.1834 –2.9012 0.6353 –2.6164 0.4021
Liq·Size + 0.2629 0.0472 0.4452 0.0732* 0.2538 0.0362
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excluded the unaudited financial statement and missing 
data or not applicable observations. Dependent variable: 
Islamic firm value; explanatories: liquidity: current ratio; 
leverage: debt to equity ratio; profitability: return on assets; 
activity: sales to total assets; controlling: audit committee: 
number of auditor; and moderating: firm size: natural log-
arithm of total assets (as moderating)-Liq·Size, Lev·Size, 
Pro·Size and Act·Size is the interaction between variable 
of liquidity, leverage, profitability, and activity with firm 
size, respectively. This table covers the period 2013–2018 
in quarterly. Financial statement firms and missing data or 
not applicable observations are not be used. 

In general, Model 2 analysis shows a significant positive 
effect of moderating firm size variables, where all indepen-
dent variables respond positively. Even the liquidity variable 
experiences a reversal in the direction of the relationship 
with the value of the company where previously moderated 
shows the negative coefficient turns positive. The modera-
tion of firm size results above strengthens the effect of all 
independent and controlling variables on firm value.

4. Discussion

4.1. Effect of liquidity on Islamic firm value

The first hypothesis states that liquidity does not affect 
firm value. Based on the results of the research conduct-
ed, the liquidity coefficient value obtained is 0.0031 with 
a probability of 0.1085, which means that liquidity has a 
positive relationship with firm value but does not have a 
significant effect, so the first hypothesis is accepted. How-
ever, after being moderated by firm size, the effect of li-
quidity on firm value becomes significant at α = 10%.

These findings indicate that if liquidity has increased, 
it does not affect the value of the company. One reason 
is excess liquidity and tends to be idle cash illustrating 
that management is less capable in managing company 
funds (Paul, Guermat, & Devi, 2018). Another thing is 
that the increase in liquidity can be caused by the increas-
ing amount of inventory so that it is less able to manage 
its smooth investment and does not create value for the 
company (Santosa, 2019; Tartilla et al., 2018). However, 
increased liquidity has the potential to reduce business op-
erational risk due to guaranteed working capital (Horne & 
Wachowicz, 2013). 

4.2. Effect leverage on Islamic firm value

The second hypothesis states that leverage has a significant 
effect on Islamic firm value. Based on the results of the re-
search conducted, the results obtained leverage coefficient 
of 3.2663 with a significance value of 0.0029, indicating 
that the leverage is positively related and significant to the 
value of the company, so the hypothesis is accepted. The 
impact of firm size distribution on leverage has weakened 
the effect of leverage on firm size. This is due to the nega-
tive interaction between longterm debt-equity-total assets 
that weakens the relationship of leverage with firm size 
(Cheng & Tzeng, 2011; Santosa, 2019)

These findings indicate that if the DER has increased, 
the value of the company will also increase due to the 
present value of the tax shield, with the target leverage 
condition not yet exceeded. Also, debt financing encour-
ages business expansion, but if it is excessive, it has the po-
tential to increase financial distress (Brigham & Houston, 
2016). Xin et al. (2019) and Jackson et al. (2013) stated 
that small leverage is not always better than a large lev-
erage because to achieve the expected level of profit, the 
company needs debt to grow and expand. 

4.3. Effect of profitability on Islamic firm value

The third hypothesis shows that profitability has a sig-
nificant effect on firm value. Based on the results of the 
research conducted, the regression coefficient results 
for the ROA variable of 0.2132 with a significance value 
of 0.0115, which means profitability has a positive re-
lationship and significantly influences the Islamic firm 
value, so the hypothesis is accepted. The effect of mod-
erating firm size shows the effect of profitability impact 
on firm value because the interaction of profitability 
and firm size  has strengthened impact on Islamic firm 
value (Santosa, 2010; Butar & Sudarsi, 2012; Dewinta & 
Setiawan, 2016).

These findings indicate that if profitability increases, 
the value of the company will increase, especially if the 
firm size as a moderating variable also increases. Increased 
profitability values   indicate an increase in management’s 
ability to earn profits so that the company’s potential to 
distribute dividends is increasing (Eldhose & Kumar, 
2019; Kuhlmann & Rojahn, 2017). 

Lev·Size + 1.3512 0.0412 1.8364 0.0326 1.1248 0.0442
Pro·Size + 0.1239 0.0524* 0.1165 0.0353 0.1772 0.0528*
Act·Size + 0.0553 0.0366 0.0248 0.0481 0.0372 0.0397
R2 0.6638 0.7802 0.6922
Adj R2 0.6441 0.7562 0.6727
F-statistic 69.358 45.512 73.882
Prob F-stat 0.0000 0.0000 0.0000
D-W 0.5932 2.0391 0.8832

Note: *significant at α = 10%.

End of Table 8
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4.4. Effect of efficiency on Islamic firm value

The fourth hypothesis tested produces that efficiency ef-
fect on firm value. Based on the results of the research 
conducted, obtained the coefficient of 2.048 with a sig-
nificance value of 0.0003, which means that efficiency has 
a positive and significant effect on the firm value, so the 
hypothesis is do not rejected. This finding shows that the 
management’s efficiency determined the value of Islamic 
firms significantly, especially in managing assets to create 
revenue (sales). This business dynamism may lead to sig-
nificant growth of sales. Result presents a positive relation-
ship between firm efficiency and Islamic firm value. This 
finding is in-line with some previous studies that support-
ed our result (Khaoula & Moez, 2019; Kasmiati & Santosa, 
2019; Sugiarto & Santosa, 2018). This suggests that they 
are controlled by managers who are deemed pursuing op-
portunistic goals. Therefore, the profit maximization func-
tion can be replaced by the utility function of manage-
ment optimization. The significantly positive relationship 
between assets turnover and firm value can be explained 
as the stock market reacts positively to announcements of 
increased revenues (Santosa, 2019).

4.5. Influence of audit committee on Islamic firm 
value

 The audit committee has a role in maintaining the cred-
ibility of the financial statement preparation process as 
well as maintaining the creation of an adequate corporate 
supervision system and the implementation of good cor-
porate governance (Akinleye et al., 2019). The fifth hy-
pothesis states that the audit committee has a significant 
effect on firm value positively. Based on the results of the 
research conducted, the regression coefficient results for 
the audit committee variable of 0.0522 with a significance 
value of 0.3273, which indicates that the audit commit-
tee has a positive relationship but does not significantly 
influence the Islamic firm value, so the hypothesis was 
rejected. However, the effect of the audit committee be-
comes significant when the firm size moderates it because 
each increase in firm size requires an increasingly high 
audit committee role, both in quantity and quality (Ab-
dul-Majid, 2017; Brick & Chidambaran, 2010). Corporate 
governance mechanisms are regarded to be effective nor-
mally when there are a high proportion of audit commit-
tee members who are independent but not only in just 
terms of the number of auditors but also the quality of the 
audit aspects (Abdul-Majid, 2017). 

4.6. Effect of firm size on Islamic firm value

Another important finding is how firm as size plays an 
critical role in this study, both as an independent and 
moderating variable. When firm size as an independent 
variable (Model 1), the firm size does positive significantly 
effect on firm value. These findings are in line with the 
prediction of hypotheses and supported several conclu-
sions from previous studies (Santosa, 2019; Hardian & 

Asyik, 2016; Sayidah, Assagaf, & Possumah, 2019). Ac-
cording to Brigham and Houston (2016), a positive effect 
of firm size on Islamic firm value is influenced by the role 
of the firm size, which is significant in the expansion of 
the company’s business and ease of accessing external cap-
ital. Besides, the role of firm size as a moderating variable 
for liquidity, leverage, profitability, and efficiency strength-
ens the effect of these variables on firm value, respectively 
due to the potential for diversification and group business 
affiliation (Sayidah et al., 2019; Horne & Wachowicz, 2013; 
Nurhayati, 2013; Freihat & Razaq, 2019). However, a lack 
of information and decision-making problems hinder effi-
ciency at Islamic large companies. In other words, Islamic 
firm sometimes suffer agency problems.

4.7. The effect of moderating variable firm size on 
the relationship between financial characteristic and 
Islamic firm value

The effect of the interaction of firm size as moderating 
and liquidity on Islamic firm value shows strengthens im-
pact so that it was not significant before and be positively 
moderated (+0.4452) and significant at the 10% level. The 
larger the firm’s assets, the more substantial liquidity ef-
fect on the value of the Islamic firm because observing 
that firm size will trigger supporting the Islamic firm 
value as firm size get more massive. These findings are in 
line with some previous study (Kasmiati & Santosa, 2019; 
Nastiti, Atahau, & Supramono, 2019; Marsha & Murtaqi, 
2017). The role of moderating firm size increases the ef-
fect of leverage on firm value which the larger the size the 
higher the space to increase debt for business expansion. 
The finding shows that the coefficient on the interaction 
term between firm size and profitability is very large and 
positively moderated (+1.8364) and significant at the 5% 
level (Bajaj, Kashiramka, & Singh, 2018; Vătavu, 2015). 
This result can be explained, among other things, by the 
finding that consistency between leverage (debt ratio) and 
Islamic firm value permits managers to engage to add debt 
financing proportionally.

Moreover, the interaction between firm size and prof-
itability was strengthening the influence of firm value 
and did not support the company’s long-term growth 
sustainability. The finding shows that the coefficient on 
the interaction term between firm size and profitability 
is positively moderated (+0.1165) and significant at the 
5% level. The observation that profitability will trigger the 
addition of the Islamic firm value, as the firm size gets 
larger. This result can be regarded, among other things, 
by the fact that consistency between financial profit and 
firm value permits management to engage in the invest-
ment opportunity (Santosa, 2010; Ding et al., 2014). The 
last hypothesis is the interaction between firm size and 
efficiency on firm value. When firm size interacts with an 
efficiency that proxied by assets turnover, this study finds 
that the coefficient on the interaction term is positively 
moderated (+0.0366) and significant at the 5% level. The 
role of firm size as a moderating variable strengthens the 
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effect of efficiency on firm value because, with increasing 
company assets are regarded, the efficiency will be higher 
to create optimal firm value (Santosa, 2019). According to 
Brigham and Houston (2016), efficiency shows the overall 
use of company assets in generating a certain level of sales. 
So with increasing of interaction between efficiency and 
firm size simultaneously made a bigger impact on firm 
value, because this interaction indicated that firm size is 
managed to create sales, effectively (Kasmiati & Santosa, 
2019).

Conclusions

This study examines the relationship between corporate 
characteristics, audit committee, and Islamic firm value 
and explores the moderating effect of firm size on the re-
lationship between main variables of corporate character-
istics and Islamic firm value in Indonesia. The overall con-
clusion is that firm size does appear to play a significant 
role in determining Islamic firm value. Larger firm size is 
associated with higher agency costs and less fraud; thus, 
they believe that the audit committee and firm size can 
function as an internal corporate governance mechanism 
and, therefore, increase Islamic firm value.

The findings of this study divide in three ways. First, 
this study identifies that corporate characteristics as the 
main independent variables and audit committee as a 
controlling variable affected Islamic firm value. Second, 
this study finds evidence of a significant effect of the audit 
committee on firm value as a controlling variable.  Third, 
the result indicates that firm size as a moderating vari-
able that interacts with corporate characteristics, such as 
liquidity, leverage, profitability, and efficiency have a sig-
nificant and positive effect on the relationship between 
them and Islamic firm value. The results are in-line and 
consistent with the firm value and agency theory on busi-
ness sustainability. 

The effect of the interaction of firm size as moderating 
and liquidity on Islamic firm value shows strengthens im-
pact so that it was not significant before and be positively 
moderated. The larger the firm’s assets, the more substan-
tial liquidity effect on the value of the Islamic firm because 
observing that firm size will trigger increasing the Islamic 
firm value as firm size get larger. The role of moderating 
firm size increases the effect of leverage on the firm value, 
which the larger the size, the higher the space to increase 
debt for business expansion. The finding shows that the 
coefficient on the interaction term between firm size and 
profitability is very large and positively moderated, and 
the finding that consistency between leverage (debt ratio) 
and Islamic firm value permits managers to engage to add 
debt financing proportionally.

Moreover, the interaction between firm size and profit-
ability was strengthening the influence of firm value and 
did not support the company’s long-term growth sustain-
ability. The finding shows that the coefficient on the in-
teraction between firm size and profitability is positively 
moderated. The observation that profitability will trigger 

the addition of the Islamic firm value, as the firm size gets 
larger. This result can be regarded, among other things, 
by the fact that consistency between financial profit and 
firm value permits management to engage in the invest-
ment opportunity. The last hypothesis is the interaction 
between firm size and efficiency on firm value. When 
firm size interacts with an efficiency that proxied by as-
sets turnover, this study finds that the coefficient on the 
interaction term is positively moderated. The role of firm 
size as a moderating variable strengthens the effect of ef-
ficiency on firm value because, with increasing company 
assets are regarded, the efficiency will be higher to create 
optimal firm value. Firm efficiency shows the overall use 
of company assets in generating a certain level of sales. 
So with increasing interaction between efficiency and firm 
size simultaneously made a bigger impact on firm value, 
because this interaction indicated that firm size is man-
aged to create sales, effectively.

Limitations and avenue for future research

This study has two limitations, firstly the future model could 
use re-specification analysis that can capture all data “in-out” 
to/from the Islamic index along with period study; and sec-
ondly, this study could be adding variable control (corporate 
governance: board of director; independent commissioner; 
or/and auditor quality) and investment. Besides, it should 
also consider the use of more extended periods and the 
comparative study between conventional and Islamic firms 
in order to obtain more representative findings.
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