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Firm value can be seen as the perception of investors in assessing the success 

of a firm through share prices. The share valuation that investors often use 

is PBV with the expectation of gaining profits. Managers are motivated to 

maintain profits with various efforts, such as real earnings management 

(REM). This study aims to obtain empirical evidence of the effect of REM on 

firm value moderated by institutional ownership. The research focuses on 

infrastructure firms listed on the Indonesia Stock Exchange during 2021-

2023. The research method uses non-probability sampling, purposive 

sampling technique as many as 83 observations. Firm value is measured by 

PBV, REM is measured by Roychowdhury's 2006 model, and institutional 

ownership is calculated by the institutional shares divided by total 

outstanding shares. Through MRA analysis, it is obtained that REM has a 

negative effect on firm value and institutional ownership weakens the 

influence of real earnings management on firm value. The theoretical 

implications of this research are to confirm agency theory and the 

contingency approach. On the other hand, the practical implication is that it 

is important for investors and potential investors to be more careful in 

assessing the profit quality and company performance as a basis for taking 

decisions. 
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INTRODUCTION  

 

Firm value can be seen as the perception of investors in assessing the success of a firm through 

share prices (Umbung et al., 2021). The company considers firm value to be essential to compete and 

gain a good perception among investors or shareholders (Fitria & Bintara, 2023). Firm value is very 

crucial among investors because it describes the firm's overall performance in the share market (Putri et 

al., 2024). Shares price circulating in the share exchange will reflect the level of prosperity for 

shareholders. The high share price owned by a firm is considered capable of creating maximum wealth 

and profit for shareholders or investors (Pramono et al., 2022). A firm with a high share value typically 

indicates that operations run well and efficiently, which has an impact on good prospects for the future.  

Shareholders or investors often assess shares through relative valuation. According to Lukanima 

(2023:615) relative valuation is the process of assessing equity or a firm by comparing the performance 

indicators of a firm with similar companies against market perception. The most frequently used relative 

valuation assessment to value share is Price to Book Value (PBV) (Habsari & Susilo, 2024). PBV can 

describe a firm's growth prospects through a comparison of the share price and book value per share 

(Nugraha & Wirama, 2021). Share prices can be obtained through firm shares on the IDX such as energy, 

industrials, basic materials, consumer non-cyclicals, consumer cyclicals, healthcare, financials, 

properties & real estate, technology, infrastructures, transportation & logistic, and listed investment 

product. This classification reflects Indonesia's economic activity and is an important reference for 

investors in assessing the performance of sectors that contribute to national development. 

As part of national development, the government allocates investment to various strategic 

economic sectors. Based on the realization of Domestic Investment (PMDN) in Indonesia, the highest 

investment realization in 2021 was the infrastructure sector with a total investment USD 139,5 billion 

which includes Electricity, Gas, and Water; Transportation, Warehouse, and Telecommunication; and 

Construction. In 2022, investment realization in this sector increased by USD 141,0 billion. However, 

in 2023 investment realization decreased to USD 114,2 billion (Badan Pusat Statistik, 2024). This 

decrease was due to the characteristics of long-term infrastructure projects where most of the investment 

in the initial phase of the project had been realized. Thus, investment realization in 2021 to 2023 shows 

that the infrastructure sector is the main focuses including by investors because it is considered strategic 

for economic growth in Indonesia. 

 

 
Source: Research Data, 2025 

 

Figure 1. Share graph of Price to Book Value (PBV) of Infrastructure Firm on IDX for the 2021-2023 
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However, the high realization of investment in the infrastructure sector has not been fully 

reflected in the firm's value through PBV. The PBV value of the infrastructure sector presented in Figure 

1 has decreased. From 2021 to 2022 the PBV value decreased by -0,19. Furthermore, from 2022 to 2023 

it will decrease again by -0,21. A decrease in the PBV value can indicate a decline in share prices whose 

value is lower than their book value (Sawitri & Artini, 2022). This value can indicate that the prospects 

for infrastructure companies have decreased. On the other hand, a decrease in PBV value creates a 

dilemma because it can indicate that the stock value is undervalued. Investors often buy shares when 

undervalued because it is considered to have the potential for price increases and sell it when the shares 

are overvalued in the expectation of gaining profits. 

Profit level has an important role in affecting the share price because it is the main concern of 

investors. Sugiantari & Sisdyani (2024) state that maximizing profits is the main goal of the firm. 

Through profit, management also has an interest in increasing the welfare which is the expectation of 

shareholders. To achieve shareholders' expectations, managers have a motivation to maintain the value 

of profits in to achieve a safe position by influencing the level of profits published in a financial 

statement (Roychowdhury, 2006). This statement is in alignment with agency theory which discusses 

the contractual relationship owned by the agent and the principal (Jensen & Meckling, 1976). The 

contractual relationship between the two parties will trigger agency conflicts due to differences in 

interests.  Bhutta et al. (2022) and Simanjuntak & Hasibuan (2023) explain that management tends to 

obtain greater information about the firm compared to shareholders, which will ultimately lead to 

information asymmetry. This information asymmetry can lead to earnings management practices in a 

firm. 

 

 
Source: Data Processed, 2025 

 

Figure 2. Share graph of PT Waskita Karya Tbk and PT Wijaya Karya Tbk 

 

As shown in Figure 2, the graph displays the shares of PT Waskita Karya with a red graph and 

PT Wijaya Karya with a blue graph. The graph in Figure 2 circled in red shows that in 2021, share prices 

experienced an increase, which indicates positive performance and firm profits even though cash flow 

conditions are not actually supportive. This increase indicates that investors are still optimistic about the 

prospects of the two companies due to ongoing infrastructure projects. The firm experienced serious 

financial problems due to negative cash flow and inability to pay obligations by both companies. This 

situation indicates that profit performance does not reflect the actual financial condition, resulting in a 

decline in shares of PT Waskita Karya Tbk to reach 68,18 percent and PT Wijaya Karya to reach 78,28 

percent. This confirms that earnings management practices will ultimately be detrimental to the firm 

and cause a decrease in firm value in the coming period. 

Previous research regarding REM effect on firm value shows inconsistency results. Research by 

Abdulkarem & Jassim (2022), Supardi et al. (2022), dan Yulianingsih et al. (2023) indicates that REM 
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