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Alstract

This research was conducted o determing the influence of swuciure ownership, foreign
mstitutiosal ownership, ond domestic nstutional ownership, from stock market liguedity
contral vamable m this rescarch are refurn volatility, and siee measore by mocket
capitalization. This research utilizes a quamditative approach applying statisfical tools in the
form of muliple lingar repressions. This smdy alse employs secomdary  dat  Trom
manufnciure firms which fulfills the requircment and listing in Indoncsia Siock Exchamge
from 2009-20 10,

The resalt of this study conchudes that forcign metitational ownership has a significant
Begative impact on siock markel liguidily wiich s measared by depth and also has a
sipnificon! positive influence on markel liquidity which is measured by relative spread. The
sccond resull of this stady 15 that domesie institetional cwnership has a snificant negative
mfluence on stock marked liquidity measured by depth bal domestic mstitutienal ownership
meagured by rebative spresd thod hasn™t held sigmificant mfluence on stock markel Hquadity
The coniral variable kas varicd mfluence on siock market hauidit

Keywards:
foreign Institutbonal ownerdddp. domeste nstituthonal ownership, tefurn volatlity, siee,
markel capitnlization. stock marker liquidity, depth, relative spread
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1. Intrenlnction

Sanes of oms coundry' s market con be classified indo two boscd on Finonclal Times Sock
Exchange (FTSE Growp)—one of the world’s leading business news and infommation
accaracy vecognized for providing economic and financial datn, namely the developed
markets and emerging markels Developed markels are knewn for markels of developed
couniries which are presumed 0 have highly developed and s managed a lower
risk. While emerging markets are known for market of developing coantrics which propeets
kigher growth (Mody, 208K 3],

Ome distinctive difTerence befween is stamses 1 a maner of lnancisl marken lguidity, As we
Enow, the cmerging markels are nol as volatile as developed markeis, Lack of liquidity is
considercd as o key Facior amid the soanng volatility of emergmg markets, thus becoming o
significant obstacle in the development of Ninancial morkets,

Disclozing domestic financial markets v global investors iz par of the overall financial
libermlizatom polcies. 1t 15 expected o improve hguidity inthe domestic markel, ss Siula
deseribes (1999, b, a lasge partcipstion of mlemational Ninancial institetions wall increase
the lquidity of the domesne market through betier miormation disclosure. Thus, securities
trading becoine more dy nansic,

Although several studics have been condwucied 1o assess the hoguidity of emerging markets,
rescarch an the relabionship of Bberalization of Mumncial markeis with lguidity i3 sull lmeed,
Levine and Zervos {19948) and Bekaert ot al. (2002} demonsirates that hgusdsty messared by
the ratio of trade 10 GDP valee upon rading valee of the market capaealization has displayed
un morepselollowing the copetnl markes Lbemliotion m devebopmg countries. The  lafes]
study, Bekacnt et al (2067 demonsirated a positive effect of the level of openness 1o foreign
mvestors to the hguidity in the cepital morkets of developing coundrics. This study takes inta
pecount the impact of the Pnancia] markets liquidity in emergimg markets. Alhoagh the siudy
doea not inclode the impact real foreign trade Lgusdigy, the relationship betwesn foreign
engagement  and  preater  liquidity explaing the economic  success  Tollowing  market
libcralization, For imstance anincrease i private imvestment (Heney, 2000} helps to reduce
the cost of capital and promolesgreater economic growih

However, mstead of contribating to positive influence, Toreym capital inflow must also takes
mio account the risk of mobility over the Mow of fund that can cause an exireme
volatility for emerging markets, Eecently. the proportion of forcign ovwnership in Indonesian
capifal market & sl in the range between of 6% which direetly or indirectly will be
affecting the potential of the Indonesian capiial market skock.

Rescarch carvied by Michael 10 Schill (2006) mentions that the emerging markels. such as
Indonesia, plays important robes in increasing inwerpational portfolio. which in turn wall lesd
to the prospects of investment growth, the hgh average relums, igh volablity and low
corrclation between emergmg markets and developed morkets.

Indomesias cconomy iself 15 penerally quite stabde and secure. This s evident from the
growth of the GDP (Gross Domesic Procfics) in the third guarier 2001, which is stable in the
range of G.5% year on vear, or 3.3% fmom fhe previeus guarier (www. bps.goidy. This
condition 15 also supported by an ingrease i CCI (Conspmer Confidence fodex), indicating
an increase im consumer confidence towards national economy. GDP growth 13 largely

-
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supporicd by irade and consamption, Throughoot the thind quarter of 20011 houschold
consumpiion grew 2.7% i Indonesia, govermmeant consumption grew 0. 2%, imvestment grew
1.7, exports grow 8.3%. and imports grew 3% Owww_bps.go. k). These conditions sugacst
the potental for am increase moaggregate demand and encourage business expansion and
msereased demand for bean funds.

This conditon is sustained by e rise of Tndonesia’s rabing o investmeil grade in the end off
2000 This  achicvemcnt will cemainly  mercese the How of forcign capital  into
Indonesia, Indonesian  capitall marked,  especially  in conmection  with  the  market
cauaty, becomes the object of which requires miterssting insight becawse 1t shows the
ransactaons of Toreign invesiors by 30% in gach of e daily urading volume and siock
owncrship by foreign mwvestons nocounied for 63% of the sharcs listed on the Indoncsia Swock
Exchange

The increase of forgign mvestor confidence more or less brings alfest o the kevel of trus and
participation of domestic invesionrs i the Indonesian capital marker Fundamentally, foreign
mvestors and domestic mvestors possess dilferent charnclensiics and motivations (Douma et
al, 2002y, However, domestie  mstitutional — ownershop bas characlenstics. sioalar
tomstiutional  oweershap os domestic instiational  ownershiphas  mo specind
distinctivecharacteristic like those of foreige institutional cavneeship Thiz accurs due 1o the
claster of onmnership structure as Shekndescribes (I005), the ownership streciure is composad
of foreign hobdings, swock ownership by managers. large instilutions ownership, siock
owacrship by managers, asd govermment ownership, Therelore, this study encompasacs ihe
common  understanding  between  domestic  mstiuiionol  ownership and  institwtionl
cwnership. The mifuence of imstiiuomal ownership on siock liquidity 18 driven Turther by the
mfluence of their swock prces trading behovioar amd  practice (Sarn and  Shasim,
20000, Unlike the Torgign institational ownership thag is more Gamilar with infosmation
townrds market or possess informatien in conwection wilh shores where traders arc lack
of. Institutienal ownership performs trade for informational matter only. Chakravarty (2001)
digcovers that a mediom-gcale trading i@ conducted by metitations which report reswlt
tounequal comulaive prices, Thic could resall in increased costz thar will reduce infarmation
a5% MMmEiry,

Based on the eccurtence menbioned. researchers wanl o condost a siwdy Lo determine how
the infiuence of foreign mstitational ownership and domeste mstitetional ownership towards
Indonesian capital market hguidiey during the period 200 10 2010, The bsckground of this
rescnrch s the exislence of a previous stady conducted by Bhee and Wang (2008) which
cxamings the relatonship of forgign nstidional ownesship and hguidity of cipatal markets
i [ndonesia i the period of 2002 to 2007, where the results shosw that Foscign ownership has
o negadive mmpact towards copiial markels liguidity in the futune 10% merzase in foreign
metifutionsl - ownership mequal o 7% increase in the bed-ask gpread. a 3% decresse
m depth. and a 4% merease noprice sensitivity for the [olewing manth

Refermring to previous stwdies resull. thers are differences o this study, amoeng others, author
would like o re-examing the sesulis of previcus sigdies. Adding domestic ingtantional
owncTship varinble as independent varables instead of foreign institutional ownership, 15 on
elTor i rerew the discourss imncluded in this study. Then regarding the tme periad of 2008 10
2000 where the observation fnkes a place s mken inup Bcoownl coonomic sitnation in
Indomnesia 15 in the process of recovery afier the orisis in MHE due 1o the global cnsis m the
world
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1. Literature Review
Z.1. Marker microstrsciure thesry

Market microstructure theory s a new theory addressing the growing steck prce in the
market CO'Hara { 1995] siated that this study dizcozses how agoet prices are formed ine the
markiel with the existing trade mules. The [requent discussiontakes places o the stock market
liguidity because the dama are relatively mofe accessible, Many approaches are wsed 1o
cxpress the volume of liguidity such e stock transactions. stock transactions frequency and
S0 Ol

However it i bid=agk spread that is larpely growing o declare aock lguiday and this
rescarch is mostly done by scademics and rescarchers. The simple market microsfruciure
theory has catcgonzed the vendors based on iheiwr idfonmadion svstems, namely, e mformed
traders and srveformed fraders. faformed Troders have information with meepect o stock,
while ather fraders do not hive 5, They explon the advantage of thes mlormation o jake
advantage as much as possible when making irades, {MninGemed draders do nnt trade for
mlormational reasons. In many ases. they are termed 88 “moive droders™ o myvestors who
were sy, becauss their rades are based on thesr behels and sentiments thal are not bascd
on fundamental information. Information aredisclesed 1 the market through the trading
activity of faformed traders (Vishwanath, B and Krishaamuri, C,, 2095,

To take full sdvantnge of the possession of superior mbcrmation, fsformed troders have nn
mcentive w lower prices slowly with teeir rade, Barclay and Warner (19937 stated that dhe
tiforared froder vaes & medion-scale wading vather than large scale 1o prevent infomialion
moving fos1 in stock prices. Chakraverty {20013 found that mediumi-scale rading 1z done by
mstitutional trading. This resulisin a large unequal cemulative stock price. This finding is
consistant with the general view where instiutions are rfivemned frmders,

The popular measurement for liquidity is popular using presy bid-ask spread. This can be
considered as o price implead by the dealer 1o provide arder execation immeduately, Amihasd
and Mendelson (1986) determined the relationship between the bid-ask spread with stock
remeng where imvesiors will &k for a higher rate of et for high spreads siock | Therefoee,
investment decision regarding liquidits shoold be made under conssderations as addition 1o
nsk. Although on ivestor can reduce nsk by holding a diversified portfolio, bui the cost of
illiquidity cannol be diversified

In addition 1o the conditioned rate of return, liguedity also affectz the perod siock
holding. Costs cremted by the brd-ask spread should be bome by the investor only dunng the
pericd of sharcholding. The longer penied holdings would effectively lower the transaction
costs per unit of tme. The lenger the stockholding period is. the lower the additional return
required 1o compensate for the bid-ask  sprend. Therefore, stocks with higher  bad-ask
gpreads will be held by investors m the longer pered. In contrase shor-tenn myvestars will
hold siocks thut have low spreads. Amihad ond Mendelson (P9EG] show empirically thog
the retum of securitics reflects the percentage bad-ask spread, Cliscrved Gross retams tended
to merease as the spread increased. The resulis of this sisdy have several mmphcations for
evvestment managers, Firsl investments that have low hguidity are conditiened 1o generate
kigher returns for investors. Second. the portfolio managers are advised o pay alicntion to
their client's investment hormgon Clients with Bomger period of mvestment horteon will be
able o withstand the asseis load im the illiquid ponfolio. While vestors with short-tenm
myvestment horizon should be directed 1o hold securities that have low spreods.
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1.2 Therwry Information Asymmetry

Information Asymmetry 15 a condition where there 13 ‘Umequal information within its
management a5 information  providers (prepaper). with  sharcholders  and stakehalders in
gengral as the neer. According 1o Scott (20N, there are o kinds of infoimation asymmein,
namely adverse selection and mofal haeard. Adverse seleclion mcans the managers and other
peogle inside it usually know more abou the sie and prospects of the company than ouside
mvestars. In nddition, facts that may influence the decision 1o be taken by the sharcholders
are mol submitted o shareholders, While the moral haeaed, e that the activilies are carried
out by & mamager 15 nof entirely vizibbe 10 the sharcholders and fenders. 5o thal managers con
take action withoul the knowledge of sharcholders in violation of the commact and the actual
cthics or norms thot may oot b worth dodng. Oeden et al,, (2002% siaicd thay the quality of
the siock market i closchy related o the efficicney of the information, Therefore, stock prices
riflect all avalable infoemation, I all information s feecly available 1o all invesiors (as inan
sdeal market), the market condstion 15 sad to be efficizntly strong. However, under conditions
of asvmmeic information, the creatios of =zirong marker efficicngy is an issne. In some
studies, the level of information asymmelry associbed with the bid-ask spread The soee
of the spread rellects the size of the costs incurred by the market maker spreads within the
steck. which 13 commonly referred to as ndverse sclection cost Adverse selection cost is the
cosd gap information (information asymmeiry) that ariges whan there are market partizipaniz
who have better information compared to other market participants m connecticn with the
cstimated change in the price of securitses waded,

.3, Ligguichity of Shares

Sock markean liguidity is the abality to absorb the Dow of boving and selling regnests on the
stock. market. Capital market Nguidity is used w ook ar the siock market reaction o the
mformation given Definition of liquidity according te Jones (2002:27) i= the case and speed
o converd an assel into cash, An illiguid assct a5 10 can be converted quickly and with higle
price chanpge. assuming there 18 no new information in the market Whils Jeff Madura { 24M3:
3) explains. tha liquidity is a level of gecurily that can be casily sold withoat a loss in
valoe, Acoording to the second explanation, siock liquidity is the ability of the company’s
shires to be sold as soon as possible on @ wide mnge of conditions, withoul resulting in
significant price reductions, An assel 5 said o be liguid if the asset can be traded in large
quantities withan short time, low cost. and watheut o signibicant loss on the value for
anvwhere near the price that ocourned in previons transaction. The level of stock liguidite of a
company can be mepsured by using the volume of stock trunsactions or irading volume and
trashing frequency, Beally and Brown (2003 2347) sated that e mos imporiant facior s the
amount of money the liquidity of shares traded. The greater the trading volume 15—compared
i the total number of shares issued, the more Bguid the stock will be. Bhee and Wang {200E)
uze  a  three-donenzionnl  measurement  n it sedyv. namely,  ithe  bid-ask
spread. Iy depth. and 3) price sensitivity.

There are several woys to measure stock morket hguidiey, most rescarchers oficn use
the refative  spread and deptl. Relanve  gwead  vused 1o measure the dimersions
of tisfimess and pemed sy stock while the depih is cephoyed b MEAEUTT
U ekl dimension. fepth can be measured by the formula;

Dy = Bid :x @5 + Askyx @)
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Where:
By Do stogk | m period ©
Bid Horgn beh terbatk sabam 1 pads penede 1
Hhi The best selling price siock in period t
Ask Humbear ol shares i the best deals
qr, and Q7

As for dimensions relative speead 15 measured by the formula;

Where:
Sip . Relative apredd stock i persod 1
L i The best selling price steck 110 perod ¢
Arky Price in bast buy stock i in pereod t
Eld;_|

2.4 Chwnership Stracture

There are manv cofegories of sirectursownership, Accarding Fhekn (2005) the swnerchip
struciure 15 composed of forcign holdings. stock ownership by managers, ownership owned
by mstiumions, individual haldings, and government ownerskip, Meamwwhile, Robin {2007
classifics  property  itte bao lesvels, namely  sharcd covnceahip beconing institutional
cwnership and msider  ownership, Meonwhile “ ownership concentration 15 represenied
by Mock holder, In general, ownership structune can be divided into two, namely ownership
bew Tored gn imvestors and domestic investors,

Tayving to distmguish from previous research, this siudy focuscs on two calegonics, namely
ownership by loreign institubions and domestic mstitutions, Ownership structure, by same
regearchers. is believed (o affeet the company operation. which in turn affects s performance
in achieving comporare obyeciives in maximizimg the value of the company. Thiz happens due
to conirol they have,

2.5 Foreign Institutiona! Cwnership

Instintional cwnership s owaership by o legal entity that can consgist af invesimen
companics.  bamks,  msumnce companics  and  other  instiutions or any  form oof
owpership, Ownership structure specifically Talls mie 2 {lwo) calegorics, namely forcign
ownership nnd public ewnpership. Forcign ownership is share evwnership owned by foreign
mvestors, while pabli: ownership s share owmnership owned by the public or domestic
public. Foreign ownership owned by individual or institational enterprises i an imponang
ool for the company. Foreign hoddimgs indicate that the company s experiencing growvth thot
il attracis oiher investors w0 omyest in the company stock. These results i fugher hapadity,
share price will also mse so thot the performonce of the siock and the company as a whole
will also increase,

Doms and Janzen (1995 suggested than the presence of Toeign ovwnership will enable
companics o be more productive and mose rely on capital ingensive fo hire emplovees with
kagher salory thon domestic firms Foreign mevestors s sharchodders are oble o inflaence
management decisions.
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In research, Swele (1995, by explains that the imemational fnancial stitutons large
cagagement will ncrense the Dgusdity of the local merket through better better informiaticn
disciosurg and more active trading, The relationship between foreign engagement and
liguidity can also be =zeen from  the suceess of the economy  followingmarket
liberalieateon. For exomple on ieerease n povale ovestmenl (Henre. 20007 helps 1o
reducecost of capital and promole 1o greater economic growth

As Toreign engagement enters local siock marker, i shows that foreign investers have
sulficient information kot the cxastng market potential. This foreign engagement mdicaies
than the information known or not keown by local investars. Acconding o Apgarwal ¢ al
(20EkSD, Torcign investors prefer stecks with high Liguidicy levels, In cmerging maorkeis, local
myvestors hove ittle information so they tensd 1o be fodisweer, This kd o increascd trode stocks
by forcign idvesions which will also be follewed by local mwestors. Interaction of foreiga
envestors and local investors in the stock trading wall enconmage hgudiey o merense,

Thiz simdy analvses Toreign metiiiong] pwnership which can be calculated by the following

formula:

_ Mamher of share
FINST = W

26 Dorrestic Tratffatioral henership

Domestic  institational  ownership can be o distinguished  from foreign  institetional
owaership, According 10 a resgarch by Pamaik and Shah (2008}, foreign anstilional
wvestors prefier o buy stocks that are liquid, fresh, and privaie companics that have global
visibility, While domestic mstiutionnl invesiors prefer compames that are not too Liquid,
mature with karge fised asseis and high leverage.

Domestic instunonal ownership basscally bas no special characienisis. Based on previous
rcpcarch,  institutional ownerships thot mostly  assecinied  with liquidity are  foreign
mstitutional  ownership and instiwtional  owneeshap, Thus, mside this  slody of domestc
mgtitutiornl onmership. vanables are considersd similar with characterisbics of institutional
ownership. This & m sccordonce with the cwnership struchued prooped by Sheba (20057,
ownership sircnme consists of foreign holdings, siock ownership by managers, owncrship by
large instiutions. holdmgs by mdividuals, ond ownership by government. Therefore, o
further domestic instituticnal ownershap will be callzd instinmional ownership,

Ornership by instmutions can sugnilicantly reduce the apency costs for maomitorng the
management sharchoelders. Supervision camicd by domestic capital ownership will help 1o
ensure managers 0 acl in the capacity and for sharchobders' interest {Amsdu and . Abror,
2006). The influence of institwtional cwnership on stock Hquedity &5 further driven by the
mfluence of their trmde behaviowr and praciices lowards stock prces (Sarin and Shastn,
iy The wade done by instiutions ofien tzkes indo account large amounts of ssock
Lransac LS.

It will bring powerful impact towards price and liquidity of sharcs traded. Similarly, Rubin
(2RETy aleo stated thal the steck frarsactions made by institubional balding will ocourmare
frequently than transaciions made by ofher mvestors, Therefore, istitutionnl holding has o
positive ezt on the stock liguadity.
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Fundamentally forcign  investors sml domestic  investors have differcat characteristics and
molivations (Douma el al, 2002, Forengn investons feel bener miormed abowt the state of the
couniry and companics in il so they prefer investing in sccuritics that he really knows his
mformation (Dahlgust and Robertsson, 2000) while the domestic mvestors have already felt
familiar with the condition of the country_ investors know less g0 they seanch for fundamental
mformabion. 5o that both mvestors would process informaton they obfmned diflerently
dcconding their respective imelligence and cmaotignally,

Baged on the theory of markei microsireciure, traders have traditionally been categorizad
based on their infonmation systems, namely  wfowened fraciers ond oninformed  fraders.
rfarmed froders have Information with respest 1o stock, where other iraders do not have
i, They cxploit this mformation foe meris as they enier the wrade. Meanwhile the aminformed
troders do nod trade for mformotional reasons. Chakrovarty (206005 find that oroding 15 0
medium-scale radmg conducted by mstitutions that ropoert on the camulative impact on a
barpe unequal cumulanve stock price, This findmg 1s consistent with the geneeal view thid
msnfutions are sformed iraders. To cover losses thai may accur a5 a resule of irade done by
thie sfinmed droefers, the aracke! mokers foeolers) incrense the cost of miormation a5y mme iy
or achverse selection coxf on the bid-ask spread stocks, Therefore, the higher the istition:l
ownership of the shorgs of o company iz, the greater the bad-ask sprend of the company's
stock. In other words, institutional ownership hag a negative impact on the liguidite of the
company’s stock.

Cklser shedics also reinforce this eonchgion, the institutional fransaction is more likely 1o
conirel o1 monoge mformation (Ke ond Petromi, 204; Bushes and Goodman, 20073, and
large institutional ownership increases the information asymmeiry (Dennis and  Wesbon,
2001, Brockman and Yan, 2000 and retum volatlity (Sias, T996 and Wang, 20071 5o that
insttonal ownership has a negative impact on the Biquidiny over siock

The domesfic imstitutional ownership can be calenlaled by comparing the amaunt of sharces
cwnership owned by domestic institutions with the sumber of zhares ongtanding (wares
outsfatadingwliich is calenlped by the Tormuka:

thn mumbar of shares apmed by domsstic et
EReF My F oobilEad ag sha

DNy =

2.7 Return Veolatility

Benwm is one factor than s conssdered when making invesimenis. Beowmn is defined as the rate
and ihe expected profits of an investment over @ given persod. The profit rate incledes
dividends and capital gan (loss) The extent profit retum 15 changing all the tme rellests
the retamn volatlity.

The sowrce for retum volaglity comes from the company risk and the stock marked
volagiligy (Hirschey, 20013, Corporste misk is o risk caesed by internal (sctors such as the
guality of corporale mamagement companics, operaticnal leverage and Nnascial leverage, as
well as changzs in the guality of the compasy's products. This risk can be addressed by
diversifying mvestments investors, In contmst, the volatility of the siock market s the
movemend of the stock market as o whole, which 1= cassed by factors oatside the company
such as inflation and ioterest rses. Because the source ol resumyvolatlity is a risk,




514 e rmti omad Comference of Crganpmationnl Innonation (200 3 W01

retorn volatility will indicae the size of the risk embedded in suech investment that can be
masured by the standard devinton of gock relums.

Besides being able to calculae the nsk, retom volatlity can also indirectly measmre the
degree of information asymmetry among market participantz {Andersen, 19963 The bigher
the retom volatility s, the lagher the level of mformabion  asymmetry (adverse
selection) among markel participans, The higher asymmeny infommation means the larger
the bid-nsk spread is formed. 5o that it can be concluded that the higher the retam volotility is,
the higher the bid-ask spread, In other woeds, return volatility has a negative impact on the
stock hiquachiy (Sarin gnd Shasir, 2000; Friedel and Martel, 2006: Eydpe and Forde, 20i06;
Kubin, J0607),

When the stock’s return volatility 15 too high, market participants tend to reduce their onder
they make. This measure & wken o reduce the sk of ading losses with Informed
frfers. The higher volatihity of reiums means the bower the selling orders (bans or depth | =0
it can be comcluded that the retum volatility has negative impact towards stock Tiquidity,
which means the higher the stock’s return volatility s the lower the liguidity of the siock.

Caboulating the return volanlity emplovs standard formula which mdicates the height of risk
crnhedded in investment. The feamula ae follows

Fa=
Where:
(-1 Standard deviation of stock i in givea peniod t
By Hedwrm company stock in given periad i
Mg Average reliern of company stock i in given period t
n © The sumber of return sample of compamy stock 1

2.8, Size (Marker Capitalization)

The company size will [Sffect e ability o bear mske thai may anee in maning the
company. In additson to that, the size of the company also shows devalgmg the swee af
companics that can be scen from i3 value in market capitalization, the level of sales. number
of emplovess and total assels owned by the company, According to Chan amd B (159915,
gmall companies are prone to more nsky becmuse small companies have low prodoction
cfficiency, high leverage and lower profitsbality levels compared o larger companics. so the
rale of refirs vedatility thal occars alse higher when compared with larger companies. Heflin
and Shaw (2006} and Rubin (20467 use stock market value a5 a praxy For firm size. 5o docs
research conducted by Rhe and Wang (2008} who wsed the eom markal capstalieation to
proxy finm size by the samc measurcment to morked valua, Morket value of a company is the
result of muliiplying the marked price per sheet with the number of outstanchng shares,

The number of market value indicates the volue of markels shargholder equity. The lnrger the
company s the greaer the company's stock marker valie, This condition causes many
myestors hunt the company’s steck The higher the demand for o company's stock s, the
easier orders (bav)y are offered. This could lower the holding cost component m the bed-osk
spread. Thus, firm size has o positive affcct on the hquadity of the stock, which means the
larger the Thrm sie2 (market capitalization) is, the greaier the company's slockliquidity.
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In zddition to that, Dunery and Eim (20035 stated that the lprger companics will tend to
aitracl more  atention and  spodight from  public, thus eacouraging companies 10
implement botier  corporate  governance  structure. Therefore, the level of  information
psvmmetry between management and sharcholders of larger compamies tend (o be lower than
the amaller finms. S4oll and Whaley {1983} states tnnsaciion in larger firms 2 easier than
dooig 50 m smaller companies becouse smaoller Companies require more mbormatvon avactabls
i the market and the swock analyst This leasds woibe liguodiy of larger company's swoch
higher than the liquidity of smaller compaiy stocks.

The results of study carned by Rhee ond Wang (2009, Rabin (2007}, and Friederand Maricl
(206W0, Ak expressed fiom size hag a posiiive effect on the liquidity of a company's
stock. The larger the sice of the company mecans sharcs of the company's liguidity will e
kagher. This occurs booause o lorge company stacks will be mare frequent and casier 1o rade
than stocks of smaller siee companies.

Marker capitalization is caloulated with:
Market Cap = In(share market price ® Toutstanding

3. Regearch Hypothesis
HRased o the explanations that have been pul Tarward, the research hypothesis as follows:
H; : Foreign insfitutional ownership has positive effiect wwards siocks liguidiny.
Hi, Farcwgn instumtional ownershyp has positve elfect wowards stocks depth,
H;x  : Fercign instifutsonal ovwnershop boas negative impact wowards stocks reladive
sprencd
H; : Domestic mstitutional ownership has negative impact lowards seocks liquidiny.
Hz - Domestc instiiutional ownershigp has negative impact owards siocks depth,
Hzn Dl.h::&lw anstrtutaonal ownership bas positive efTect fowards stovks relative
sprend.

4. Regearch Methods

The data compboyed in this gudy 5 a sccondary data in the fomm of financinl statcments of
companics histcd im the Indonesta Stock Exchange oz well as the duly stock irading sourced
froan fadcresian Coapital Marke! hrectory, an 10X direetory
ond websie woww ids cood wwew ksed, cood & www lmance vahoo coid .

Samples of study are manufaciunng companics gualificd and listed on the Indonesia Swock
Exchange an 2005-2010, By wsing purposive  sampling, total sample of 2 companics
areobiained which are mmcluded in the index stock index over the period 20089-2014,

Based on the models and hypotheses analyzis, the researchers applied muhliple linear
regression analyss ihat is managed to explain and evaluate the relationship betwesn one
depetadent vanalle and one or more indcpendent variables, With liquadity as dependent
vorrablz ond foreign  isttnienal ownership, domesiic  instifutional ownership. retum
valatlity and inm siee a5 independent variables,

L]
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3 Resnits
Resalis of Model | Regression (prosy depif)
in Manufacturing Companics Stock 2005-2i00 0
B Coeflicient T 5
Unstandardized | Standardized ol

(Constant) ] Sh2T6 | B3NS
FIN% -1.071 e A NE] -2 254 | (030
DINS =1.561 ), 240 <3139 | 0.hin]o*
WOLT B.H4] 0,473 L.32H 0,430
MOCAP b, T8 0413 14913 | O Diso*
F test i}, | 1Mk {1 MMM
R 10,632

*Significant with bowel of signicance 5%

Result of Model 1T Regression (proay relafive spread)
In Manufacturing Companics Stocks 20E-20110

B Cocflicient T Sig.

Unstandardized | Standarized - |
(Constant) {1,536 6,861 | O 00H*
FINS 1, (K55 0,275 2591 | (.hDS55*
DS e 1, 13= 1.314 (L5 5
YVOLT (i W32 Ak, [ ED 2AST | AOTEE
MOUAP SR Ak 36 -7.544 | (M
F Test IS5, 710 IR
R .299

*Significant with kevel of sigricance 5%

5.1, Forcign Institutional Ownership Effect on Stoch Liguidity

In this sludy. & foreign insttutional cwnership variable has a significanl negative impact on
the wvariahle depth and significant positive effzct on relative spread vanable, Bepgression
resulis of the two models shows that foreign institutiomal ownership can reduce liguidity in
Indonesian shares. The higher foreign instiuiional ownership s, the smaller liquidiy will
be. The results an: comsistent with stedies conducted by Rhee and Wang (2009 that siaics
forcign holdings will decrease siock hiquidity due to increased information asymmectry,

Megative impact of foreign nstitationn] awnership dee o the depth of the foreign institution
is considered o have a beter expenence, backgrowmd in ligher ciducation, better traming, and
beoiter information abowt the company than domestic mvestors. Beaides, the high ownership
by foreegn mstitutions will lepd board of direciors membere of the company are reserved for
forcign instiiutions This condition conges the exsience of information asymmetry bebwoen
domestic and forcign investors. More informal information channels lowing o foreign
anstifutions that have greater ovnership and this will oot only weaken buat alse limit the Now
of miormaton to domestss mvestors. To inke full advomiage of the saperior informption
ownership, foncign insfitutions ag the mfomacd iraders have an incentive (o showly lower
prices with their frade. Infiormed traders vse mednnn-scale trading rather than Larger scale o
prevent information moving oo fast in stock prices. The declining in number of ransactions
i the stock markel will make liquidity measwercd by e depih decrease. so that foreign
mstitutional ownership can decrcase stock liquidity as measured by depth
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Felative spread can be comsidered as a price impled by the dealer 1o provide order execslion
mnmediately. The positive influsnce of foreign inststutional ownership as o variable towords
the relative spread demonstmies the higher degree of foreign mstitational ownership, the
dealer will charge high in trade transactions. This 18 done becanse 1t considers foreign
mstituivenal pwnership oz the mlormcd trader. The higher relotmve spread showed a deching in
liguidity, s¢ that foreign insttutienal ownership can decrease stock Hguidity as mcasured by
the relative spread.

32 Effect of Domestic Trstitntiomal Creorership an Stock Liguidity

The resulis on Domesic [nsuiional Ownership voarinble against Tiquidity is a significam
ncimtive offect towards depth ond msignificani positive offest on relative spread. Resolts of
the study showed that the depth proxy Domestic Institutronal Ownership decrcases siock
bigquaelipy

Significant nepative influence on the Domestic Instittional Ownership o depih variable s
nol due i e asymmetry of information as well as rescarch Sann and Shasin (20000 which
states that mstimtions! ownership 13 not associated with information asymmetry, However,
the negative effect iz more significant in this sedy because B uses the period aller the pasic
selling duz to cnisis in United States. Al the moment where most of the penod afler the panic
selling, many domestic mvestons do nol purchase shares we be sold in he short e bal they
urvesl in e lomg eun i order to cam abnoeinal peefits, This eondition leads w low Degueeey
trading activity or siock so that stocks hguadity Feff as measured by the depiir vanable whichiz
measured by multiplying best buy price and best sell price by thee number of shares available
of the best prices,

The wflucnce  of domestic  instdutional  owncrshep s insggnificand o the  relofive
spread vanable dug 1o the imprevement in Indonesia stock exchanges within penod of study,
ltie ropid recovery following panic selling in 2008 s owed to the increased Investor
confidence that serves as Nmdamental conditions in Indonesia

3.3 Influence Yelatility Return on Equity Liguaidity

Volptehity vanable i thes stady shows that there = meagnificant effect on the depth and
significant negative effect on redative spread Resulis of stodies with variable refative
spread is opposite w the resulls of rescarch Kyvdpeand Fosde (2006), Frieder and Mertel
(20N, a5 well as Rubm (2007 which states that the volanlity has a megative ffect on the
steck liquedity. Higher the wvolaflity will decrcase the ligonidity due to higher cccwrring

inrl:lrrnul'iun n;:-'mmclr_l.'

The nepatve sipnificant inflaence of voelatlity wowards rebative spread proxy is cansed by the
period  of study for o o conducted after e panie selifmg cawsed by US  Tmancial
crims. During of panic sclhng, most imvestors sobd ther shares which led 1o & decrease in
stock price. This also cansed an increasad volatility in the stock marked due o Nuchations in
the overall stock market. Howewver, afler the incident, the stock marke! in Indonesgia = not
constantly declimmg. [n foct. it shows growih or recovery. This condition urges investors,
both forcign and domesdic, Docking the exchange rapspction hoping 0 copiure podeniial
return i the future, This cnables sclling order poos with case (buv) helping o lower
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the kalding cost component in the relative spread. A low relative spreads  indicades high
Bguicdity. Hence, a high volaihiy remainz fillowed by high baguidiey,

In contrast to the results towards relative sprend, the effect of volatility on liguidity as
meazured by depth shows insignificant positive resuliz. This ocows ag not all mwestors
flocked exchonpe transaction lollowing panic sellhng period doe o a recovery m the
markel, There are investors remain by hobding their stock when most investons arg curmently
cxpernencing powie selling Investors whoe remain holding shares seck for a retarn in the long
term repgardless of the economic conditions at thal time. This condition canges little change in
the number of shares ovailable =t the best prices. S0 when hgudiy s measured
by depih, there is na significan effect of marker velatility on the ligudity of the zock,

A4 Effect of Comprany Size fize) he Eiguidity of Shares

Variable size in the resulis of this swdy indicaies there 15 a significand positive ofTeet on the
voriahke depth and there 15 0 significond negative effect on the relative speead varable, This
sugeests that the larger size will incrense the stockhguidity, This study is congisient with
rescarch conducted by Frieder and Margel (2006). and Rubin (2007 which stetes thot the
company sice has a positive relanenship owands siock higuidity, The larger the company s,
the greater the company's higuidity would be

The size of market value mdicates the equity size of sharchelders' market valoe of. The lnrger
the compairy 15, the greater the company Feasibibiny w grow and be the cenwe of anention
among myveskors. This coadition causcs many investon 1o hant company shaics as considersd
being able to achicve company objective. so is to provide wellare for itz sharcholders, The
higher demand towards siock, it will increase the number of shares available a1 the bost prices
m the stock trading tromsactions. This will ngrepse the liguidity ol the stock as messund
by depih. S0, the higher the gize is—which is proxsed by marker capializanon, the greater the
liguidity stock ps measwred by depth.

The company size which will also facilitate greater selling oeders (buowv ). This could lower
the holding cost compoenent in relative spremd, The low relative spread imdicates high liquediny
stocks, Thos, firm size {market capitalization) may increase stock liguidity as measured by
the relative spread.

i Concliusion

This study resulis w o conclusion. First, the foreign institutional ownership has sigmilicant
negative effect towards shares Lgandsey with prosy degath, and & signilvcant positive efTecy
townrds  steck  liguwidity  with  proxy relafive  spread. Second. domestic  instilwiional
ownership holds significand negative ellest lowards stock liguidity weth proxy depth, and
meignificant positive effect towards  stock ligquidity  with  relateve gpread prosy. Third,
refurn voloblity is not a signilicant positve effect on the lgoidity siock with the
proy depth, and i bhold a sigmificant segative effect on the shares  Ligaidaty  with
prosy relative sprend. Fourth, company size which m this study utilizes the proxy market
capitalization shows significant positive effect on the stock ligudity prosy depih, and shovvs
a significant negative clifoct on the shares Lgquidity with procoy relative spread
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