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Abstract 

Weakness in corporate governance and lack of transparency are often considered causes 

of, or contributors to, the Asian Financial Crisis. Publicly listed companies in Indonesia, 

like other Asian firms, have a concentrated ownership structure. Focusing on 

manufacturing firms listed on the Jakarta Stock Exchange (JSX) for the year 2003, this 

study adopts an agency framework to examine voluntary disclosures included in the 

annual reports of 149 Indonesian firms and their relationship to various attributes such 

as: ownership structure; whether a firm is family-owned or not; the owner’s 

involvement in either the Board of Commissioners or Board of Directors; and whether 

the firm is affiliated with a business group.  

The results mostly support the notion that ownership structure affects the extent of 

disclosure in annual reports. First, the results show that, compared to firms with a non-

majority ownership structure, voluntary disclosure is lower in firms with a majority 

ownership structure. Second, the results indicate that family owned firms are more 

likely to exhibit lower voluntary disclosure than are non-family owned firms. Third, the 

analysis shows that, among family firms, firms with a majority (compared to those with 

a non-majority) ownership structure are more likely to have lower levels of voluntary 

disclosure. Fourth, the results indicate that, among family firms, firms affiliated with a 

business group are more likely to make lower voluntary disclosures than independent 

firms. In contrast, the empirical analysis failed to support the hypothesis that, among 

family firms, voluntary disclosure would be lower in firms where the owners are 

involved in the Board of Commissioners compared to those where there is no owner 

involvement in the Board of Commissioners. Similarly, the results failed to support the 

hypothesis that, among family firms, voluntary disclosure would be lower in firms 

where the owners are involved in the Board of Directors compared to those where there 

is no owner involvement in the Board of Directors. Robustness checks performed using 

alternate measures of disclosure and the degree of ownership structure did not 

substantially change the conclusions.  

This thesis contributes to our understanding of how family firms are governed and the 

impact of corporate governance on a firm’s level of voluntary disclosure. The results 

have implications for policy makers and regulators in Indonesia striving to improve 

corporate governance and transparency. 
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Chapter 1: Introduction 

1.0 Motivation for the Study 

Corporate governance, the mechanisms by which companies are controlled and directed 

(MacMillan and Downing 1999), is a complex subject that is impacted by a variety of 

factors including: manager relations; stakeholder relations; board structures and 

practices; management compensation; and capital structure. Shleifer & Vishny (1997) 

point out that corporate governance deals with the ways in which investors assure 

themselves of obtaining an appropriate return on their investment, considering they are 

not directly involved in the decision making and internal affairs of the corporation.   

Corporate governance has traditionally been associated with the principal-agent 

relationship problem (Shleifer and Vishny 1997). This problem is based on the agency 

relationship hypothesized by Jensen and Meckling (1976). Investors (the principals) 

employ managers (the agents) to run firms on their behalf. The interests and objectives 

of investors and managers differ. Managers might be motivated to adopt investment and 

financing policies that benefit themselves, but impair the interests of outside 

shareholders.
1
 Notwithstanding the existence of this agency problem, standard finance 

theory assumes the single objective of the corporate enterprise is the maximization of 

shareholders' wealth, that is, corporate management acts in the best interest of all 

shareholders. Corporate governance is concerned with ways of bringing the interests of 

managers and shareholders into line and to ensure firms are run for the benefit of 

investors (Mayer 1997). 

An understanding of the behaviour of a corporate organization requires a deep 

knowledge of its corporate governance practices and the factors that determine the 

distribution of power among the parties involved (Jensen and Warmer 1988). Such 

power is determined by the amount and pattern of share ownership by individuals or 

groups of people within an organization which, in turn, influences the behaviour of the 

parties involved. It has been argued that the ownership structure
2
 of a company 

                                                
1
 A shareholder represents any individual or organization that owns shares in a 

company. The owners have certain rights and are exposed to certain risks 

associated with the ownership and control of their investment. 
2
 Ownership structure is the composition and concentration of ownership within a 

company as reflected by the configuration of shares held by individuals or 

organizations.  



2 

represents an important (perhaps the most important) factor influencing its corporate 

governance system (Jensen and Warmer 1988; Aoki 1995; Shleifer and Vishny 1997; 

Kang and Sorensen 1999; Pedersen and Thomson 1999; Haniffa and Cooke 2002). For 

example, Shleifer and Visny (1997) argued that it was one of the primary determinants 

of corporate governance and behaviour, while Pedersen and Thomson (1999) suggested 

it was a key determinant. Focusing on ownership structure does not mean that other 

factors are unimportant, however, corporate ownership is a measurable variable that 

plays an important role in economics as well as in management studies (Pedersen and 

Thomson 1999). 

Shareholders have an important role to play in influencing (controlling) a firm’s 

corporate governance practices (Mayer 1997). However, when ownership is dispersed 

shareholder control
3
 tends to be weak because shareholders individually bear a high cost 

in monitoring a company’s activities and receive only a small benefit (La Porta et al. 

1999). Therefore, if all small shareholders behave in the same way, the incumbent 

management will retain most of the power in the principal-agent relationship, unless 

other stakeholders monitor (or alternative mechanisms exist for monitoring) the 

company’s management. 

By way of contrast, when a company has a concentrated ownership structure, large 

shareholders have both the incentive and resources to monitor management decisions 

thus reducing agency costs (Shleifer and Vishny 1986). However, where there are large 

shareholdings (concentrated ownership) there is the risk that these large shareholders 

will represent their own interests and they could divert wealth from other smaller 

investors by, for example, paying themselves special dividends, or forcing the firm to 

make sweetheart deals with other companies they own in order to transfer wealth to 

themselves (Shleifer and Vishny 1997). Agency problems within this type of company 

may exist between the controlling owners (inside ownership) and other stakeholders 

(i.e. creditors and minority shareholders). Furthermore, the influence exerted by 

                                                
3
 In defining the concept of control, Fama and Jensen (1983) considered a firm’s 

decision process, namely, initiation, ratification, implementation, and monitoring. 

Fama and Jensen (1983, p.304) argued that “an effective system for decision 

control implies, almost by definition that the control (ratification and monitoring) 

of decisions is to some extent separate from the management (initiation and 

implementation) of decisions.” Within this context, the term ‘control’ used in this 

study refers to the ability of a particular individual or group to effectively determine 

the decision making within a firm. 
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minority shareholders tends to be weak due to their limited power and access to 

information (Shleifer and Vishny 1997). Thus, ownership structure can influence the 

nature of the agency problem and, therefore, understanding the potential impact of 

ownership structure might help identify those groups within a company that are likely to 

be dominant in determining corporate governance policies. Therefore, ownership 

structure is an important component of corporate governance as it determines the nature 

of the agency problem; that is, whether the dominant conflict within a company is likelt 

to be between managers and shareholders, or between controlling and minority 

shareholders. 

Previous research has paid relatively little attention to the informational aspects of 

corporate ownership structures (Jiang and Kim 2000). One of the information aspects 

that is closely related to corporate governance is disclosure. Corporate voluntary 

disclosure has been the focus of an increasing amount of attention in recent years. Such 

disclosures can be defined as “disclosures in excess of requirements, representing free 

choices on the part of company managements to provide accounting and other 

information deemed relevant to the decision needs of users of their annual reports” 

(Meek et al. 1995, p.555). It is the board of directors (or management) that manages 

information disclosure in annual reports (Gibbin et al. 1991) and, therefore, disclosure 

may be a function of the constituents of boards (Haniffa and Cooke 2002). Consistent 

with the view that managerial behaviour could be influenced by the ownership structure 

of a company, Mayer (1997) argued that ownership and board structures can affect the 

way in which companies are managed and controlled. It is possible that one form the 

differences could take relates to the flow of information to investors (Mayer 1997). 

Understanding why firms disclose information voluntarily is useful to both the 

preparers and users of accounting information as well as to accounting policy makers 

(Meek et al. 1995). Accounting disclosures are one source of information that can 

influence share prices in the capital market. While there have been some studies on the 

market response to accounting disclosures, the extent to which firms benefit from 

increased disclosure remains a controversial issue (Botosan 1997). For example, 

Botosan (1997) documents that greater disclosure is associated with a lower cost of 

equity capital. Managers are typically better informed than suppliers of capital and they 

have incentives to voluntarily communicate with the capital market to reduce 

information asymmetry problems. Information asymmetry can lead to adverse selection, 
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moral hazard and agency costs, which in turn can lead to the failure of the capital 

market. 

The focus of much of the research to date has been on the US (Frost and Pownall 1994; 

Turpin and DeZoort 1998), the UK and Continental European countries (Meek and 

Gray 1989). In contrast, very few studies have been concerned with the nature and 

extent of corporate voluntary disclosure in Asian countries. Accordingly, this study 

aims to examine the voluntary disclosure behaviour of listed manufacturing companies 

from one of the emerging markets in Asia; namely, Indonesia.
4
 Indonesia is the focus of 

this study primarily because of the rather unique ownership structure of many 

Indonesian companies. Corporations in Indonesia are typically characterized by 

relatively highly concentrated ownership and are mainly family controlled. As shown in 

Table 1.1, Claessens, Djankov and Lang (1999) reported that in 1996 as much as 67.3% 

of publicly listed companies in Indonesia were family owned, while only 6.6% were 

widely held corporations.  

Table 1.1: Control of Publicly Listed Companies in 1996 

Average Percentage of Control * 

Countries 

Number 

of sample 

companies 
Family 

Widely 

held 

The 

State  

Widely 

held 

financial 

Widely 

held non- 

financial 

Indonesia 178 67.3 6.6 15.2 2.5 8.4 

Korea 345 24.6 51.1 19.9 0.2 4.3 
Malaysia 238 42.6 16.2 34.8 1.1 5.3 

Philippines 120 46.4 28.5 3.2 8.4 13.7 
Thailand 167 51.9 8.2 24.1 6.3 9.5 

  
* Percentage of control is weighted by market capitalization 

Source: Claessens, Djankov and Lang (1999) 

Similarly, Alijoyo et al. (2004) reporteded that in Indonesian companies, on average, 

the top five largest shareholders controlled from 57% to over 65% of the company, 

which is high by international standards.  

Further, Table 1.2 shows that, in Indonesia, almost 85% of the companies appointed 

managers belonging to the controlling group. The owners usually participate in the 

firm’s management and, therefore, influence most management decisions (Jensen and 

Meckling 1976). There is little control exercised externally by outside shareholders. By 

                                                
4
  Note that, in Indonesia, a significant majority of listed companies are in the 

manufacturing sector.  
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way of contrast, in the United Kingdom and the United States companies typically have 

large numbers of small shareholders. If the pattern of ownership structure differs 

significantly across countries then the information available to investors and the degree 

of risk sharing between investors and managers might also vary (Mayer 1997). 

Table 1.2: Percentage of Managers Belonging to the Controlling Shareholder Group 

Country Management 

Hong Kong 53.4 

Indonesia 84.6 

Japan 37.2 

Korea 80.7 
Malaysia 85.0 

The Philippines 42.3 

Singapore 69.9 

Taiwan 79.8 

Thailand 67.5 

  
Another reason for this study’s focus on Indonesia is the fact that a 1999 survey showed 

that among a dozen countries in the Asia-Australia region, Indonesia was ranked very 

low in terms of its perceived standard of disclosure and transparency (Pricewaterhouse 

Coopers 2000). As noted by Ho and Wong (2001a, p.75), there is “a view that the lack 

of proper use of International-level financial reporting standards in some East Asia 

economies hindered ‘transparency’ in the financial statements of banks and firms.” 

There are two categories of corporate disclosures: mandatory disclosures and voluntary 

disclosures. Mandatory disclosures are those that are made in accordance with a 

country’s relevant regulatory framework. Voluntary disclosures are those that are not 

required by the relevant accounting regulations. Firms may provide information on a 

voluntary basis, that is, in addition to the information that is required by law (Healy and 

Palepu 2001). Regulations that govern the disclosures by an Indonesian enterprise 

include: Law No.3 of 1982 regarding Company Registration; Government Regulation 

No. 64 of 1999 regarding the Annual Financial Statements of a Company; the Capital 

Market Supervisory Agency (Bapepam) rules for publicly listed companies; and the 

Presentation and Disclosures of Financial Statements (2002): A Guideline for Publicly 

Listed Companies issued by The Jakarta Stock Exchange (JSX), the Indonesian Institute 

of Accountants and the Association of Issuers (Kurniawan and Indriantoro 2000).  

Transparency refers to “a process by which information about existing conditions, 

decisions and actions is made accessible, visible and understandable” (Ho and Wong 

2001b, p.154). Operationally, it refers to voluntary disclosure in addition to the already 
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mandated disclosure. Relatively high ownership concentration and mainly family-

controlled firms could be likely reasons for the poor level of transparency and 

disclosure in Indonesian corporations. One study by the Hong Kong Stock Market 

showed that, after taking family ownership into account, the disclosure orientation of a 

firm is greatly influenced by the form of its ownership and management structure (Lam 

et al. 1994). “The structure of ownership determines the level of monitoring and thereby 

the level of disclosure” (Eng and Mak 2003, p.326).  

Accordingly, this study examines whether ownership structure is associated with the 

level of voluntary disclosure by listed manufacturing companies in Indonesia. 

Specifically, because a substantial number of firms in Indonesia are family owned and 

controlled, this study examines whether family ownership and control of firms has an 

impact on their level of voluntary disclosure. 

1.1 Research Questions and Contribution of the Study 

This study examines the impact of ownership structure on a firm’s voluntary disclosure 

by addressing the following research questions:  

1) Does the extent of voluntary disclosure differ between firms with a majority 

ownership structure and those with a non-majority ownership structure?  

2) Are family-owned firms less likely to make voluntary disclosure compared to non-

family firms?  

3) Do family firms where the owners are involved in either the Board of 

Commissioners or the Board of Directors provide less voluntary disclosure 

compared to family firms where there is no owner involvement in either of those 

two boards and does the extent of voluntary disclosure differ between affiliated and 

independent family firms? 

This research addresses the issue of control mechanisms within a corporate governance 

structure as a result of the separation of ownership and control, focusing on publicly 

listed manufacturing companies in Indonesia. Very little research has investigated the 

relationship between ownership structure and voluntary disclosure in Asian capital 

markets. Therefore, the present study provides a number of unique contributions to the 

literature. Firstly, the study is one of very few studies focusing on the issue of 

ownership structure and disclosure in Asian countries, and in particular Indonesia. For 
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example, Chau and Gray’s (2002) study considered the issue in Hong Kong and 

Singapore and Eng and Mak (2003) investigated it in Singapore alone. However, the 

findings of these two previous studies cannot be generalized to Indonesia because of 

their contrasting results and also because of the significant differences in the degree of 

ownership concentration (and the associated agency problems) between these various 

countries. Moreover, so far as can be ascertained, there has been no published study 

analysing the impact of ownership structure on the level of voluntary disclosure by 

listed companies in Indonesia.  

Secondly, the study provides a focus on family firms and family business groups.
5
 

Claessens, Djankov and Lang (2000) revealed that, except for Japan, most of the 

publicly traded corporations in nine East Asian countries had high levels of ownership 

concentration with a significant number of firms being controlled by a single family. It 

should also be noted that, in many cases, large companies are often owned indirectly 

through a chain of companies that are privately held by close family members and 

relatives. As a result, most studies of ownership structure have focussed on immediate 

ownership because their ultimate shareholders can not easily be traced due to a lack of 

information on these privately owned corporations (Claessens et al. 1999). This study 

differs from previous studies because it traces the ultimate owners through a chain of 

ownership control, providing a broader base for analysis. Family-owned business 

groups have long been the dominant form of private sector big business organizations in 

Indonesia. Consequently, business groups play an important role in Indonesia’s 

economy. “Economists who studied business groups have tended to emphasize that 

group affiliates are linked together through equity cross-ownership” (Khanna 2000, 

p.749).  

In the case of Japan, for instance, a system of concentrated ownership within Keiretsu
6
 

firms (and their affiliated main banks) serves as an effective governance mechanism 

(Bergof and Perotti 1994). However, in Korea a corporate group called a Chaebol was 

cited by investors as the main source of economic inefficiency that led to the recent 

                                                
5
 Leff (1978, p.663) refers to a business group as “a group of companies that does 

business in different markets under a common administrative or financial control” 

and its members are “linked by relations of interpersonal trust, on the basis of a 

similar personal, ethnic, or commercial background.” 
6
 A Keiretsu is a grouping or family of affiliated companies that form a tight-knit 

alliance to work toward each other's mutual success. 
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economic crisis in Korea (Jung and Kwon 2002). Korean chaebols are quite similar to 

Japanese keiretsus in that affiliates maintain substantial ties with other affiliates in the 

group. However, unlike a Japanese keiretsu that is controlled by a professional 

corporate management team, chaebols are controlled by families through stock 

ownership (Jung and Kwon 2002). This study will encompass the role of company 

affiliation and the differences in ultimate ownership patterns between group-affiliated 

and independent firms in the context of corporate governance practices in Indonesia.  

Finally, the study should provide a number of policy implications. This research may 

have implications for Indonesian policy makers and regulators in understanding how 

concentrated share ownership structures are associated with the quality of disclosure, 

and particularly voluntary disclosure, in Indonesia. Ownership patterns influence the 

way in which policymaker approach corporate governance and, more particularly, the 

management of potential conflicts of interest between a company’s owners and its 

managers (that is, the ‘principal/agency’ problem). In countries where shareholdings are 

typically widely dispersed, the ‘principal/agency’ problem concerns potential conflicts 

arising between the owners (shareholders) of a company and those managing the 

company (agents) who might allow self-interest to influence their decision-making. 

Countries with more concentrated ownership structures often have a majority 

shareholder(s) who is in a position to significantly influence the board. Consequently, 

an ‘agency’ conflict arises because the controlling ‘majority’ shareholder(s) might 

extract private benefits at the expense of the minority shareholders. Thus, cultural, 

political and economic norms can influence the way in which a society approaches 

corporate governance matters and, therefore, the way a firm is directed and controlled. 

The challenge for policymakers is to reach an appropriate balance of legislative and 

regulatory reform, taking into consideration international best practice to: promote 

enterprise; enhance competitiveness; and stimulate investments. Thus, any reform of 

corporate governance practices in Indonesia is likely to require a strengthening of the 

legal and regulatory frameworks and their enforcement. Blindly adopting international 

accounting standards and disclosure rules without considering the legal and regulatory 

frameworks, and their enforcement, is unlikely to improve corporate governance and 

transparency in Indonesia. 
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1.2 Method 

This study analyses data for 2003 because it was the first year of the implementation of 

the Circular Letter from the Capital Market Supervisory Board (BAPEPAM) No. SE-

02/PM/2002 that contained a guideline for the “Presentation and Disclosure of Financial 

Statements” for publicly listed companies in Indonesia. The year 2003 was the latest 

annual report year available when the study began. For data homogeneity and due to the 

different legislation and rules governing disclosures by financial institutions, the study 

excludes financial companies and service related firms and focuses on manufacturing 

firms listed on the JSX. Another reason to choose manufacturing firms was because 

these firms are dominant in Asia and Indonesia.  

It should be noted that it is not easy to collect company information in Indonesia due to 

the lack of publicly available data. In many cases the principal shareholders in a firm 

are themselves corporate entities. Therefore, to trace the ultimate owners of a firm, it 

was often necessary to examine the shareholdings of a number of related corporations to 

determine if the ultimate controller was an individual or a family. However, data on 

ownership details for Indonesian companies are not easily found in one place and, 

therefore, tracing corporate ownership to the final ultimate owner(s) proved difficult 

and extremely time-consuming. Therefore, considerable time and effort was spent in 

collecting (and cleaning up) the data examined in this study using the following 

process: 

1. Data on a firm’s voluntary disclosure was derived from annual reports which were 

obtained from three sources: the JSX library; by sending request letters or by 

making phone calls directly to companies; and the Capital Market Supervisory 

Board (by special permission). This procedure resulted in the collection of 149 

annual reports representing 97% of the population. 

2. Data on: ownership structure; the owners involvement in either the Board of 

Commissioners or the Board of Directors; family business groups; and the external 

audit firm were obtained from the Indonesian Capital Market Directory’s (ICMD) 

2004 publication, supplemented by other sources such as: Information Resources 

Development (INFORDEV) publications; Indonesian Business Data Centre (IBDC) 

publications; CIC Consulting Group (CIC) publications; and company prospectuses. 



10 

The extent of voluntary disclosure was measured using a disclosure index developed 

from a checklist provided by Khomsiah (2005). Such an index can provide reliable 

evidence on voluntary disclosure (Botosan 1997) and is consistent with prior studies 

conducted in many countries (Singhvi and Desai 1971; Firth 1979; Chow and Wong-

Boren 1987; Cooke 1989; 1989; 1991; 1992; 1993; Lang and Lundholm 1993; 

McKinnon and Dalimunthe 1993; Hossain et al. 1994; Hossain et al. 1995; Mitchell et 

al. 1995; Wallace and Naser 1995; Inchausti 1997; Chau and Gray 2002; Fergusen et al. 

2002; Haniffa and Cooke 2002; Singleton and Globerman 2002; Eng and Mak 2003).  

All the independent variables were dichotomous and independent sample t-tests 

(univariate analysis) were used to test group differences in the dependent variable 

(voluntary disclosure). In addition, multivariate tests were also used to complement the 

univariate tests. 

1.3  Findings 

Consistent with an agency theory perspective, the results of this study mostly support 

the notion that ownership structure affects the extent of voluntary disclosure in the 

annual reports of Indonesian manufacturing companies (Smith 1976). First, the results 

show that (compared to firms with a non-majority ownership structure), voluntary 

disclosure levels are lower in firms with a majority ownership structure. Second, the 

results indicate that family-owned firms are more likely to exhibit lower levels of 

voluntary disclosure than non-family firms. Third, the analysis shows that, among 

family firms, those firms with a majority ownership structure are more likely to have 

lower voluntary disclosure levels than those with a non-majority ownership structure. 

Fourth, the results indicate that, among family firms, affiliated firms are more likely to 

have lower levels of voluntary disclosure than are independent firms. However, the 

analysis failed to support the hypothesis that, among family firms, where owners are 

involved in the Board of Commissioners (supervisory board) voluntary disclosure levels 

will be lower than where the owners are not involved in the Board of Commissioners. 

Similarly, the results also failed to support the hypothesis that, among family firms, 

where owners are involved in the Board of Directors voluntary disclosure levels will be 

lower than where the owners are not involved in the Board of Directors. 

These findings provide support for the agency theory-based hypotheses H1, H2, H3 and 

H6 listed in Table 4.1 of Chapter 4. Fan and Wong (2002, p.403) noted that the 

“concentrated ownership structure in East Asia provides perverse incentives for 
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managers to reduce accounting information quality.” The fact that publicly listed 

companies in Indonesia are the least widely held of all corporations in East Asia 

(Claessens et al. 1999) is indicative of a potential entrenchment problem which, in turn, 

can lead to low levels of transparency. Leung and Horwitz (2004) argued that 

entrenchment and conflict between controlling owners and minority shareholders 

provides the controlling owners with an incentive to avoid voluntarily disclosing 

detailed financial information that might attract close monitoring by outside 

shareholders. 

This study finds that the majority of manufacturing firms in Indonesia are family-owned 

(72%) and they are more likely to have lower levels of voluntary disclosure than non-

family firms. The findings are consistent with an agency theory perspective which 

predicts that agency costs will prevail between majority and minority shareholders if a 

family-owned firm is listed on the stock exchange (Corbetta and Salvato 2004). To 

avoid disciplinary action on the part of minority shareholders and government agencies, 

family-owned firms are less likely to voluntarily reveal their detailed operations and 

business performance to outsiders (Chau and Gray 2002). 

1.4  Outline of the Remaining Chapters 

The reminder of this thesis is organized as follows. Chapter two contains a review of the 

ownership structure and voluntary disclosure literature. Chapter three describes 

corporate governance and corporate financial reporting in Indonesia. Chapter four 

develops a number of hypotheses that emanate from the literature review. Chapter five 

describes: the variables used in the study; the construction of the data; the methodology 

used to obtain the data; and the statistical methods adopted. Data analysis, research 

findings and robustness tests are covered in chapter six. Finally, chapter seven 

summarises the results of the study and its limitations, offers some policy implications, 

and suggests some possibilities for future research.  
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Chapter 2: Literature Review 

2.0 Introduction 

This chapter presents a review of the relevant literature covering the major issues 

related to the relationship between ownership structure and voluntary disclosures. 

Sections 2.1 and 2.2 provide a review of agency theory and the costs associated with 

information asymmetry, respectively. Section 2.3 then looks at how corporate 

governance might be defined and section 2.4 considers the interaction between 

ownership structure (concentration) and corporate governance. This is followed, in 

section 2.5, with a description of various internal and external corporate control 

mechanisms and their potential impact on corporate governance. Section 2.6 then 

examines the literature concerned with the impact of ownership structure on the agency 

problem. Sections 2.7 examines the definition, and high prevalence, of family owned 

firms in Indonesia and then section 2.8 discusses the potential impact this might have on 

corporate governance. Section 2.9 considers the motivations for voluntary disclosure 

and is followed in section 2.10 with a discussion of the relationship between ownership 

structure and levels of voluntary disclosure, particularly as it relates to family owned 

firms. Finally, section 2.11 provides a brief summary of the chapter.  

2.1 Agency Theory 

Berle and Means (1932) argue that one of the distinguishing characteristics of the 

modern corporation is the existence of a separation between ownership and control.
7
 

This issue was raised by Adam Smith over three centuries ago in his commentary on 

joint stock companies, as cited by Cadbury (2002, p.4): 

The directors of such companies however, being the managers rather 

of other people's money than of their own, it cannot well be expected 

that they should watch over it with the same anxious vigilance with 

which the partners in a private copartnery frequently watch over their 

own…. Negligence and profusion, therefore, must always prevail, mire 

or less, in the management of the affairs of such a company. 

                                                
7
 The separation of ownership and control means that managers, as the agents for 

shareholders (owners), control the firm and can, therefore, take actions that are in 

their own self-interests and not necessarily in the best interests of shareholders 

(Godfrey et al. 2003). 
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Berle and Means’ (1932) concerns were later developed and formalized by Jensen and 

Meckling (1976) into what has subsequently become known as ‘agency theory’. Jensen 

and Meckling (1976, p.5) explain the agency relationship as follows: 

We define an agency relationship as a contract under which one or 

more persons (the principal(s)) engage another person (the agent) to 

perform some service on their behalf that involves delegating some 

decision-making authority to the agent. If both parties to the 

relationship are utility maximizers there is good reason to believe that 

the agent will not always act in the best interests of the principal. The 

principal can limit divergences from his interest by establishing 

appropriate incentives for the agent and by incurring monitoring costs 

designed to limit the aberrant activities of the agent. In addition in 

some situations it will pay the agent to expend resources (bonding 

costs) to guarantee that he will not take certain actions which would 

harm the principal or to ensure that the principal will be compensated 

if he does take such actions. However, it is generally impossible for the 

principal or the agent at zero cost to ensure that the agent will make 

optimal decisions from the principal’s viewpoint. 

Jensen and Meckling (1976) focused on the separation of ownership from control in 

widely held firms and how to minimize the agency costs associated with management 

discretion. Separation between ownership and control leaves shareholders with little or 

no control over the actions of company’s managers (Berle and Means 1932) and occurs 

because shareholders are increasingly diffuse, numerous, and diversifying their 

investment capital across many companies. The owners or shareholders of a firm rarely 

get involved in the firm’s day-to-day activities. 

Yet, in many other countries such as in Western Europe, South and East Asia, the 

Middle East, Latin America, and Africa, the vast majority of publicly traded firms are 

concentrated and predominantly family controlled (La Porta et al. 1999; Claessens et al. 

2000; Faccio and Lang 2002) and, consequently, ownership and control are aligned in 

these types of firms. In other words, the most defining feature of the family firm is the 

will to maintain ownership and control of the company in the hands of a group of 

people who share family ties (Pollak 1985; Casson 1999; Chami 1999). 
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It is believed that managerial behaviour is rooted in self-interest and managerial 

opportunism and, therefore, managers might not behave in the best interests of the 

principals (owners) (Fama and Jensen 1983; Schotter and Wiegelt 1992). Shleifer and 

Vishny (1988, p.7) provide an explanation of this shareholder – manager conflict as 

follows: 

Like the rest of us, corporate managers have many personal goals and 

ambitions, only one of which is to get rich. The way they try to run 

their companies reflects these personal goals. Shareholders, in contrast, 

deprived of the pleasures of running the company, only care about 

getting rich from the stock they own. Hence, when managers ignore 

profits to keep up traditional kinds of business, conflicts are bound to 

arise. While many academic papers teach us that shareholder and 

market pressure will force managers to maximize value, the 

newspapers remind us that this is not always the case. Much corporate 

behaviour seems best understood in terms of managers running the 

show largely as they please. 

Due to a small number of shares they own in the firm, individual shareholders might not 

be able to protect their interests because the agent can not be monitored easily and it 

might be quite expensive for individual shareholders to verify what the agent is actually 

doing (Eisenhardt 1989). Grossman and Hart (1980) refer to this lack of incentive to 

monitor the agent on the part of individual shareholders as a ‘free-rider’ problem.
8
 

These conditions can create a situation in which managers might have an incentive to 

pursue opportunistic behaviour to serve their own interests at the expense of 

shareholders. 

Denis (2001) describes three basic sources of conflict between the principal and the 

agent: (1) managers’ desire to retain their job and shareholders need to replace them if 

the management team is not running the firm well, (2) different levels of risk bearing 

between the shareholders and the managers (shareholders tend to hold well-diversified 

financial portfolios so a shareholder’s holding in any one firm represents only a small 

portion of his/her overall wealth while the manager has the majority of his human 

                                                
8
 ‘Free-rider’ problems arise when one shareholder bears all the cost of bringing 

about reform at a particular company, but can only benefit in proportion to his/her 

stock holdings. 
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capital tied up in the firm so the manager will suffer a bigger loss than the shareholder if 

a project fails, and (3) different views towards free cash flows (the manager might 

prefer to hold onto any free cash flows and/ or to invest them in negative net present 

value projects rather than return them to shareholders).
9
 This conflict of interest, as 

Frankforter et al. (2000, p.322) describe, has been “the prototypical agency problem, a 

problem that concerns economists and organization scholars alike” and it has become 

the centre of attention in many corporate governance studies (Riyanto and Toolsema 

2004).  For example, Lubatkin et al. (2005, p.868) describe why the agency problem 

creates corporate governance concerns as follows:  

At its most base level, agency theory is concerned with problems that 

can arise in any cooperative exchange when one party (the 

‘principals’) contracts with another (the ‘agents’) to make decisions on 

behalf of the principals. However, contracts tend to be incomplete and 

subject to hazard because of the nature of people (e.g. self-interest, 

bounded rationality, risk aversion), organizations (goal conflict among 

members), and the fact that information in organizations is typically 

distributed asymmetrically, making it costly for principals to know 

what agents actually have accomplished. Agency problems develop 

because agents can hide information and/or take actions that favor their 

own interests. This gives principals motive for investing in monitoring 

and incentives.  

Some studies have found that agency problems can be resolved through: optimising the 

risk-bearing arrangements between principals and agents; improving incentive 

alignments between principals and agents; and effective principal monitoring of agents 

(Zahra and Pearce II 1989; Boeker 1992; Mallette and Fowler 1992; Beatty and Zajac 

1994; Zajac and Westphal 1994; Zahra 1996; Tosi et al. 1997; Dharwadhar et al. 2000; 

Denis 2001). For example, Denis (2001) suggests three ways to encourage management 

to act in the interests of shareholders: (1) bonding them contractually to do as the 

                                                
9
  Denis (2001, p.195) argued that:  

Managers, like many of us, value power and prestige, and it is more 

prestigious to run a firm that has US$10 billion in sales than to run one 

that has US$10 million in sales. Even a bad investment will generate an 

increase in sales. In addition, executive compensation plans often 

explicitly reward from firm size.  
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shareholders want; (2) monitoring their actions to make sure that what they do is in 

accordance with the context of maximizing shareholder wealth; and (3) providing 

management with incentives. However, such solutions are based on the strong 

governance context prevailing in most developed economies and might not be effective 

within the weak governance context that typically prevails in emerging economies 

(Dharwadhar et al. 2000). 

Solving the agency problem gives rise to what is commonly known as ‘agency costs’.
10

 

Fischel (1982, p.1,262) notes that:  

As residual claimants on the firm’s income stream, shareholders want 

their agents - the firm’s managers - to maximize wealth. Because 

managers cannot capture all of the gains if they are successful, and will 

not suffer all of the losses should the venture flop, they have less 

incentive to maximize wealth than if they themselves were the 

principals. Rather, managers have an incentive to consume excess 

leisure, perquisites and in general be less dedicated to the goal of 

wealth maximization than they would be if they were not simply 

agents. 

It is argued that increased disclosure is one way to mitigate the information 

asymmetry
11

 that exists between principals and agents, thus reducing agency costs. 

In recent years, another form of conflict of interests that has attracted much attention is 

the actions taken by controlling shareholders for their own benefit at the expense of 

minority shareholders. La Porta et al. (1998) argue that the central agency problem in 

large corporations around the world is that of restricting the expropriation of minority 

                                                
10

 The expression ‘agency costs’, now used widely, refers to the loss incurred by 

shareholders as a result of management behaviour which deviates from the 

maximization of shareholder wealth, plus the cost of mechanisms employed to 

control such behaviour. Jensen and Meckling (1976) posit that ‘agency costs’ 

comprise: the costs incurred by the shareholders in monitoring the mangers in order 

to minimise the divergence between their interests (‘monitoring costs’); ‘bonding 

costs’ incurred by the managers in an effort to ensure that their actions are in 

accordance with the shareholders interest, such as the cost of producing voluntary 

financial reports to shareholders; and ‘the residual loss’ resulting from the 

remaining divergence in shareholders’ and managers’ interests aside from 

monitoring and bonding costs. 
11

 Information asymmetry will be explained in the following section. 
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shareholders’ wealth by controlling shareholders. Such expropriation of minority 

shareholders’ wealth by controlling shareholders takes a variety of forms, such as: 

excessive executive compensation; loan guarantees for, and transfer pricing between, 

related companies; dilutive share issues, etc.
12

 Thus, there has been a shift in the agency 

problem from the conventional manager – shareholder conflict to a conflict between 

controlling and minority shareholders. 

2.2 Information Asymmetry 

Some parties to a business transaction might have an information advantage over the 

other parties. When this situation exists, the market is commonly said to be 

characterised by ‘information asymmetry’. The theoretical and empirical literature 

(Ross 1977; Myers and Majluf 1984; Miller and Rock 1985; Ambarish et al. 1987; 

Korajczyk et al. 1991; Thakor 1993) suggests there is significant information 

asymmetry between outside investors and inside managers. Akerlof (1970) examined 

this phenomenon by using the used car market as an example. He assumed that in this 

market high information asymmetry exists, because the seller of a used car knows more 

about the true quality of the car than does the buyer. Akerlof (1970) notes that if the 

good quality sellers have no means of signalling high quality, all products in the market 

will be sold at a single price reflecting the average level of car quality in the market. 

This leads to a situation where the high quality sellers have no choice other than to 

withdraw from the market, leaving only the ‘lemons’ (bad quality used cars) to be sold.  

Healy and Palepu (2001) give another example of this ‘lemon’ problem. They provide 

the example of new business ideas of which half are ‘good’ and half are ‘bad’. 

Assuming investors are rational and assess investment decisions using their own 

information, they will value both good and bad ideas at the same average level and the 

capital market will deteriorate because some good ideas will be undervalued and bad 

ideas will be overvalued. Clearly, therefore, information asymmetries can impair the 

operations of a capital market. Further, Scott (2006, p.101) argues that: “In extreme 

                                                
12

 Johnson et al. (2000) use the term ‘tunnelling’ to describe the transfer of resources 

out of a firm for the benefit of their controlling shareholders. Much evidence 

emerged during the Asian financial crisis showing that ‘tunnelling’ is a very serious 

agency problem in emerging markets. The recent failure of Enron, Worldcom, and 

Global Crossing convince people that ‘tunnelling’ is also possible in developed 

economies. 
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cases, a market may collapse completely, or fail to develop in the first place, as a result 

of information asymmetry.”  

Based on their expertise in managing a firm’s investment and operating strategies, 

managers are typically better informed than investors and use their private information 

in conducting their tasks (Healy and Palepu 1993; Lambert 2001). This situation creates 

an information asymmetry between the firm and outsiders because insiders (the firm) 

know more about a company and its future prospects than outsiders (investors) do. The 

problem with information asymmetry is that those who have less information will tend 

to take defensive measures, such as not dealing in securities where limited information 

is present, buying diversified portfolios, or even staying out of the market altogether 

(Wolk et al. 2004). Wolk et al. (2004, p.293) point out that when this occurs, “a ‘thin’ 

market results and those with additional information would not get the full benefit of 

their advantage.”  

The issue of information asymmetry is important because the securities market is 

subject to the problems that arise when information asymmetry exists (Scott 2006). 

Good corporate governance is aimed at reducing such information asymmetry problems 

(Mihalyi 2003). The effects of information asymmetry can be mitigated in a number of 

ways, for example, managers who have detailed knowledge of firm’s operations may 

reduce this asymmetry by providing additional voluntary information to investors in an 

attempt to influence their decisions concerning the value of the firm (Narayanan et al. 

2000).  

2.3 Corporate Governance 

Bain and Band (1996, p.2) point out that there are “widely divergent views on the 

nature of governance.” In its narrowest sense, corporate governance can be viewed as a 

set of arrangements
13

 internal to the corporation that define the relationships between 

managers and shareholders. For example, an influential survey article on corporate 

governance by Shleifer and Vishny (1997, p.737) states that: “Corporate governance 

deals with the ways in which suppliers of finance to corporations assure themselves of 

getting a return on their investment.” Thus, Shleifer and Vishny (1997) define corporate 

                                                
13

 These arrangements might be embedded in company law, securities law, listing 

requirements and the like, or negotiated among the key players in governing 

documents of the corporation, such as the corporate charter, by laws, and 

shareholders agreement. 
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governance as a set of actions and procedures that ensure a company is soundly 

managed so all investors receive a return on their investment that is reasonable given 

the risks involved. 

In its broadest sense, corporate governance is concerned with maintaining a balance 

between economic and social goals and between individual and communal goals and, 

thereby, the governance framework is aimed at encouraging the efficient use of 

resources and, equally, requiring accountability for the stewardship of those resources 

(Cadbury 1999). The aim is to align, as closely as possible, the interests of individuals, 

corporations, and society.  

A simple definition of corporate governance is provided by Cadbury (1999, p.12) who 

stated that corporate governance was “the system by which companies are directed and 

controlled.” Thus the concern is primarily with management and stewardship issues. 

Given its simplicity, this definition contains the duality of an internal (directed) and 

external (controlled) element (Lanno 1999). Van den Berghe and De Ridder (1999) 

commented that the essential principles in Cadbury’s (1999) definition are disclosure 

(openness is the basis of gaining public confidence in the corporate system) and checks 

and balances (guard against undue concentrations of power).  

From the view of financial accounting and financial economics, Sloan (2001, p.336) 

defines corporate governance as “the mechanisms that have evolved to mitigate 

incentive problems created by the separation of management and financing of business 

entities.” Thus, consistent with Boubakri’s (2005) argument, corporate governance is an 

important mechanism required to solve the agency problems that arise from the 

separation of ownership and control in a corporation. “It is clear that corporate 

governance is not an end in itself, but a means to an end” (Van den Berghe and De 

Ridder 1999, p.15). 

Monks and Minow (1995) defined corporate governance as the relationship among 

various participants in determining the direction and performance of corporations. The 

key participants in this definition are the shareholders, the management, and the board 

of directors. Even Pound (1995) emphasized that corporate governance cannot work 

without the informed involvement of the three critical groups/constituencies: managers, 

shareholders and the board. The present study adopts this owner-manager-board 
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relationship-centred view of corporate governance in shaping a company’s direction and 

control.  

The governance problems that need to be addressed vary depending on the ownership 

structure of the corporation concerned. Where a publicly traded company has a widely 

diffused shareholding, the challenge of outside shareholders is to control the 

performance of managers. Since managers dominate the decision-making, the key 

governance mechanism rests with the board of directors, who need to have sufficient 

independence to ensure they are able to properly monitor managers’ performance. On 

the other hand, where a publicly traded corporation is dominated by a controlling 

shareholder, the primary governance issue is how the controlling shareholder can be 

prevented from extracting excess benefits through self-dealing or expropriation of 

minority shareholders’ economic rights.  

2.4 Ownership Structure 

Ownership structure plays an important role in corporate governance. It is a key 

organization variable influencing firm outcomes (Kang and Sorensen 1999). Ownership 

structure is a central distinguishing feature of financial systems (Lehmann and Weigand 

2000) and a primary element in determining corporate governance and behaviour 

(Shleifer and Vishny 1997; Qu 2004) and, therefore, along with other productive and 

technological resources can have a significant influence on company performance 

(Chrisman et al. 1998). Further, the importance of ownership structure and corporate 

governance in determining corporate strategy was noted by Porter (1990, p.110), as 

follows: 

Company goals are most strongly determined by ownership structure, 

the motivation of owners and holders of debt, the nature of corporate 

governance, and the incentive processes that shape the motivation of 

senior managers. The goals of publicly held corporations reflect the 

characteristics of that nation’s capital markets. 

Thus, ownership structure is an important component of corporate governance and it 

determines the nature of the agency problem; that is, whether the dominant conflict is 

between managers and shareholders, or between controlling and minority shareholders. 

Two key dimensions of ownership structure are: ownership concentration and the 

identity of owners (Boubakri et al. 2005). There have been a number of studies on 
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ownership concentration and, particularly, its association with firm performance 

(Demsetz and Lehn 1985; La Porta et al. 1998; Himmerberg et al. 1999; Demsetz and 

Villalonga 2001). La Porta et al. (1998), for example, use country-level explanatory 

variables to explain the ownership concentration in publicly traded firms among a wide 

set of developed and developing countries. They measure ownership concentration in 

each country by the average ownership stake of the three largest shareholders in the ten 

largest publicly traded companies. 

Another important aspect of corporate ownership structure is the identity of owners or 

the composition of the ownership groups. A shareholder can be an individual; a family; 

a bank; a holding company; an institutional investor; or a non-financial corporation. Not 

all owners are alike. Different types of owners might have different interests, thereby 

having distinct incentives and abilities to control the managers within a firm. As 

Lehmann and Weigand (2000, p.162) point out: 

The commitment of owners and their willingness to intervene may 

crucially depend on who they are. In other words, the location of 

control rights can be a more important determinant of the degree of 

control exerted by owners than ownership concentration. 

Owners can be distinctly different from one another based on the specific expectations 

that they bring to the firm and the extent of their active monitoring of the firm (Monks 

and Minow 1995). For example, significant holdings by institutional investors are more 

likely to lead to improved monitoring and control than atomistic ownership (Hoskisson 

et al. 1994) because such parties have an incentive that is sufficient for them to incur the 

necessary costs to monitor performance (Alchian and Demsetz 1972; Shleifer and 

Vishny 1986; Holderness and Sheehan 1988; Tosi and Gomes-Mejia 1989; 

Sundaramurthy and Lyon 1998). In addition, financial investors may be interested in 

short-term returns on their investment, while corporate investors may be more inclined 

towards establishing a long-term relationship (Douma et al. 2006). 

There have also been a number of studies on ownership identity related to privatisation 

(Boycko et al. 1996; Friedman et al. 1999; Dyck 2001; Cull et al. 2002). For example, 

Dyck (2001) and Boycko et al. (1996) found that foreign investors are the source of 

better governance and higher performance. However, Cull et al. (2002) and Friedman et 
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al. (1999) found a contrary result, that is, domestic outsiders do better than foreign 

investors in privatisations in the Czech Republic. 

Ownership patterns vary significantly across economies. In successful developed 

economies, supported by a well functioning legal and regulatory framework and with 

active oversight by reputable agents, adequate institutional and professional 

infrastructure, such as the US and UK, dispersed shareholdings have provided an 

efficient base for growth and capital accumulation. Much of the literature on corporate 

governance is based on this diffused shareholding assumption. Therefore, the literature 

mainly focuses on solving conflict between managers (as agents) and shareholders (as 

principles) that results from the separation of ownership and control. 

However, a recent stream of literature brings into question the assumption of diffuse 

ownership and suggests in many economies a concentrated pattern of ownership is more 

typical. For example, Holderness et al. (1999) documented an increase in managerial 

ownership in the USA from 13% in 1935 to 21% in 1995. La Porta et al. (1998) found 

that average ownership by the three largest shareholders of non-financial firms from 49 

countries is 46%. There have also been a number of studies that have documented the 

existence of ownership by families. For example, La Porta et al. (1999) examined the 

ownership structures of large corporations in 27 wealthy economies and found that 

these firms are typically concentrated within families. Similarly, Claessens et al. (2000) 

examined nine East Asian countries and found a concentration of family ownership and 

family management. A relatively recent study by Anderson and Reeb (2003) shows that 

family controlled firms represent one-third of the S&P 500 firms and, on average, 

constitute 18 percent of outstanding equity.  

A concentrated pattern of ownership potentially allows insiders to have tight control of 

the firm, but it also opens up opportunities to expropriate wealth from outside 

shareholders. Prowse (1998) posits that much of debate about corporate governance in 

the US has been about the costs of dispersed equity ownership, and how to encourage 

increased concentration of ownership. Prowse (1998, p.24) points out that “It is only 

when high ownership concentration is combined with weak outside shareholder 

protection laws, an uncompetitive financial system, and opportunities for malfeasance 

and corruption by big powerful (insider) shareholders” that the costs associated with 

concentrated ownership become high.  
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Compared to most developed economies, the environment is quite different in many of 

the emerging market economies. For example, most companies in Asian countries are 

affiliated with a business group that is typically family controlled. The group can often 

comprise numerous public and private companies (Claessens et al. 2002). The family 

achieves effective control of the companies in the group using stock pyramids and 

cross-shareholdings, which can be quite complicated in structure. Moreover, Claessens 

et al. (2000, p.103) point out that voting rights possessed by the family are frequently 

greater than the family's cash flow rights from the firm
14

 and the results of their study in 

nine East Asian Countries suggests that: “Indonesia has more than two-thirds (67.1%) 

of its publicly listed companies in family hands, and only 0.6% are widely held.” In 

addition, within East Asia, Indonesia has the largest number of companies controlled by 

a single family (Claessens et al. 1999). 

The concentrated family ownership issue has also been confirmed in several single-

economy studies; for example, Joh (2003) in South Korea, Yeh et al. (2001) in Taiwan, 

and Wiwattanakantang (2001) in Thailand. Concentrated family ownership corporate 

structures complicate the problems associated with asymmetrical information, imperfect 

monitoring, and opportunistic behaviour and make corporate governance reform more 

complex. 

2.5 Corporate Governance Mechanisms 

Corporate governance mechanisms are vehicles for reducing agency costs; that is, they 

try to minimise two sets of conflicts: those between owners and managers, and those 

between controlling shareholders and minority shareholders (Shleifer and Vishny 1997; 

Tirole 2001; Becht et al. 2002). The literature generally distinguishes between internal 

and external governance mechanisms. The primary concerns of internal mechanisms are 

the board of directors which monitors management operations and processes, while the 

external mechanisms include the takeover market, legal infrastructure, protection of 

minority shareholders, etc. 

                                                
14

 ‘Voting rights’ refers the degree of control over a company, while ‘cash flow 

rights’ refers to shareholdings in the firm. If, for example, a family owns 60% of 

Firm A’s equities, and Firm A owns 30% of Firm B’s equities, then the family 

controls 30% of the voting rights of firm B but has only 18% (=60%*30%) of the 

cash flow rights.  
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2.5.1 Internal Control Mechanisms 

The Board of Directors 

Agency theorists argue that a firm’s board of directors (the ‘board’) safeguards invested 

capital and, therefore, is an important element of corporate governance (Williamson 

1983). According to Fama and Jensen (1983, p.311), “Such boards always have the 

power to hire, fire and compensate the top-level decision-managers and to ratify and 

monitor important decisions.” Jensen (1993) and other researchers (Fama and Jensen 

1983; Thain and Leighton 1995; Millstein and MacAvoy 1998; Williamson 2002) have 

argued that the board is an important decision control point that is intended to alleviate 

agency problems and assist with moving the corporation forward to create value for 

shareholders. 

Literature on the board of directors basically focuses on three main questions (John and 

Senbet 1998): the size of the board (Jensen 1993; Yarmack 1996; Huther 1997; 

Eisenberg et al. 1998); its composition and independence (Baysinger and Butler 1985; 

Hermalin and Weisbach 1988; Weisbach 1988; Rosenstein and Wyatt 1990; 1997; 

Bhagat and Black 1998; Tuschke and Sanders 2003); and its internal structure and 

functioning (Klein 1998; Vafeas 1999). 

Size of the Board 

The number of directors on a board can impact its monitoring and control activity. It is 

argued that the ability of the board to monitor increases as more directors are added. It 

has been suggested that larger boards may be beneficial because, for example, they may 

offer the firm a greater range (and/or level) of expertise and resources (Dalton et al. 

1999). Similarly, Xie et al. (2003) argue that larger boards are better in terms of their 

diversity and mix of experience and are more likely to have independent directors with 

financial expertise to mitigate agency costs. 

However, other studies have found an increase in board size has a negative effect on 

firm performance (Hermalin and Weisbach 2003). Jensen (1993) argues that as board 

size increases, boards become less effective at monitoring management because of free-

rider problems amongst directors and increased decision-making time. In the same vein, 

Lipton and Lorsch (1992) found that the benefits of larger boards can be outweighed by 

the additional costs in terms of the poor communication and decision-making that often 

accompanies larger groups. Other studies by Yarmack (1996) and Eisenberg (1998) 

have similarly found that superior performance is associated with small board size. 
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Furthermore, financial markets appear to react positively to announcements of board 

downsizing, while announcements of an increase in the number of directors usually 

reduces equity value (Andres et al. 2005). Thus, a smaller less bureaucratic board might 

provide better financial oversight. However, it appears that there are no conclusive 

results as to what is an optimal board size for effectively monitoring the behaviour of 

managers. 

Composition of the Board 

The corporate governance literature indicates that the composition of a board of 

directors is an important element in protecting the interests of shareholders, particularly 

with respect to transactions where the interests of managers and outside shareholders 

may diverge (Rosenstein and Wyatt 1997). Cravens and Wallace (2001) argue that a 

board’s composition influences the ability of the board to perform their supervisory and 

advisory tasks. It has also been noted that boards differ considerably from country to 

country (Moerland 1995). For example, in Anglo-Saxon countries (such as the US, the 

UK, Canada and Australia), based on their participation in firm management, board of 

directors are usually divided into insiders (those who are directors and managers at the 

same time) and outsiders (non-managerial directors). This type of board is commonly 

known as a ‘one-tier’ board, since the managing executives can also be represented on 

the board. 

It has been suggested that outside board members are likely to be more effective in 

monitoring managers (Rindova 1999; Singh and Davidson 2003) and might 

significantly reduce agency costs and increase firm value (Xie et al. 2003). However, 

the empirical findings are inconclusive as to which form of board composition provides 

the most benefit to the firm. For example, some studies suggest that firms with a high 

percentage of independent directors might perform worse than those with a relatively 

low percentage of independent directors (Agrawal and Knober 1996; Yarmack 1996; 

Klein 1998; Denis 2001). However, Baysinger and Butler (1985), Van den Berghe and 

De Ridder (1999) and Ben-Amar and Andre (2006) found that having a high percentage 

of outside directors increased firm performances, a result of the external directors 

having greater independence.  

Inside directors (that is, directors that are also managers) have been found to be 

associated with greater firm profitability because members have better knowledge about 
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the company and the industry in which the company operates (Baysinger and Hoskisson 

1990; Bhagat and Black 1998). However, Hermalin and Weisbach (2003) found no 

relationship between firm performance and board composition, despite having found a 

close relationship between firm performance and ownership structure. Moreover, 

Rosenstein and Wyatt (1997) showed that adding an inside director to an outside-

dominated board improves shareholder wealth, and so does adding an outside director 

to an inside-dominated board. Finally, three recent studies suggest that firms with a high 

percentage of independent directors might perform worse than firms with a relatively 

low percentage of independent directors (Agrawal and Knober 1996; Yarmack 1996; 

Klein 1998; Denis 2001). Thus, there is no conclusive evidence on what is likely to be 

the most effective board composition. 

The most common problem in a unitary board system is that of board independence. 

Such a system makes it possible for the chairman of the board to become the CEO of 

the company. Gay (2002) refers to this as ‘board duality’. If this situation exists, it is 

expected that the board might not conduct its monitoring tasks effectively due to its lack 

of independence. Hence, such ‘board duality’ might intensify the conflict of interest 

between shareholders and management.  

Beasly (1996) examined the association between board of director composition and 

financial statement fraud and found that a higher proportion of outside directors on the 

board reduced the likelihood of fraud. The results provide support for the view that 

boards with more outside directors provide more effective corporate governance. 

Similarly, Dechow et al. (1996) showed that firms with weak corporate governance 

structures and more insiders on the board are more likely to violate generally accepted 

accounting principles (GAAP). 

While a ‘one-tier’ board system is common in Anglo Saxon countries, a two-tier board 

system is typically found in continental European countries such as in Germany, 

Switzerland, Austria and the Netherlands. In a one-tier board system, the company has a 

single board of directors where there is usually a combination of senior managers 

(executive directors) and independent directors. The two-tier system consists of a 

supervisory board and a management board. No member may serve on both the 

management board and the supervisory board at the same time. The supervisory board 

is roughly equivalent to the board of directors in the US, for example, but it is 
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completely comprised of outside experts (such as bankers and executives from other 

corporations) and employee-related representatives (Moerland 1995). In contrast, the 

management board resembles the top management team for a US company. The 

members of the supervisory board are normally appointed by shareholders in general 

meeting while the members of the management board are appointed and removed by the 

supervisory board. Accordingly, the management board reports to the supervisory board 

and is responsible for operational and strategic decision making (Tuschke and Sanders 

2003).  

Indonesia has a ‘two-tier’ board system but without any employee representation on the 

supervisory board (referred to as the Board of Commissioners). In addition, the 

members of the management board in Indonesia (referred to as the Board of Directors) 

are not elected by the supervisory board but are elected by shareholders in general 

meeting and, therefore, the management board is directly responsible to shareholders. 

One benefit of this two-tier system is that it separates the function of monitoring that is 

conducted by a supervisory board from the function of managing that is conducted by a 

management board (Mantysaari 2005). As such, it is argued that the supervisory board 

can conduct its function independently.
15

 Figure 2.1 depicts the general structure of a 

publicly listed Indonesian company.
16

 

Figure 2.1: The Structure of a Publicly Listed Indonesian Company (‘Two Tier’ Board 
System) 

 

                                                
15

  In Indonesia, an individual is not allowed to simultaneously sit on a supervisory 

and a management board for the same company. 
16

 See Section 3.1.1 for more explanation about the ‘two-tier’ board system in 

Indonesia. 
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Internal Functioning of the Board 

There are a number of factors that can potentially affect the way boards operate; among 

them are the committee structures adopted by the board and the frequency of board 

meetings. Klein (1998) suggested that there is an association between firm performance 

and how boards are structured and how regularly the board meets. There are 

explanations for and against a positive relationship between the frequency of meetings 

and firm efficiency. For example, Conger et al. (1998) posit that board meetings are the 

most common forum for the discussion and exchange of ideas in order to monitor 

managers. From this viewpoint, the more frequent the meetings the more detailed the 

control of the managers, and the less likely it is for shareholder-manager conflicts to 

arise. However, frequency of board meetings cannot necessarily be seen as synonymous 

with efficiency. More meetings do not necessarily imply better monitoring given that 

the time of outside directors is scarce and that routine tasks can take up a large 

proportion of this time. Moreover, the little available empirical evidence shows that the 

board of directors is typically reactive rather than proactive in improving corporate 

governance (Vafeas 1999). 

Executive Compensation 

Agency theorists propose that managerial compensation can mitigate conflict between 

managers and shareholders (Rindova 1999). Such compensation schemes are widely 

linked to corporate performance, both stock valuations and accounting based 

performance measures. As to the prevalence of incentives relating managers pay to firm 

performance, Quin (1999, p.91) noted that: 

This has been the fastest emerging issue in the composition of director 

remuneration. It has been viewed as a tool for aligning the interests of 

directors and shareholders. … In the United States, performance linked 

remuneration is actively encouraged by institutional investors, the 

Securities and Exchange Commission (SEC) and taxation laws. A 

more common occurrence in Australia is the granting of share options 

and share participation by directors.  

In line with the above statement, tying compensation to the value of a company’s 

common shares is often used as a way to align the interests of management with those 

of shareholders (Jensen and Meckling 1976). Therefore, stock options are often included 
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in the compensation packages for managers of public companies (Hennessey 2005) and 

Jensen and Warner (1988) suggest that there is some optimal level of ownership by 

management that will fully align the interests of managers and shareholders.  

However, caution should be exercised in linking stock option plans with firm 

performance as such incentives to align the interests of managers and shareholders may 

only work well in situations of widely dispersed ownership. In such situations the 

company’s owners are so numerous that no individual owner has both the power and the 

incentive to exercise tight control over management. In the case of Indonesia, where 

ownership tends to be concentrated in the hands of family members, the issue of 

separation between ownership and control is not so important because most large 

shareholders in Indonesia tend to appoint family members or relatives to the board of 

directors and/or management team of the companies they control (Claessens et al. 

2000). Therefore, the issue of stock options as a tool for motivating management might 

be less relevant in mitigating the agency problem in Indonesia.  

2.5.2 External Control Mechanisms 

The Market for Corporate Control 

It is believed that the market for corporate control is a very important factor in corporate 

governance (Dan 2005). In his seminal article, Manne (1965) first describes the possible 

governance function of a market for corporate control. He argues that corporate control 

is an asset that can be bought and sold and it includes takeovers, mergers, acquisitions, 

spin-offs, divestitures, as well as proxy contests.  

It is also argued that an active market for corporate control is essential for proper 

allocation of resources (Manne 1965). It allows incompetent managers to be replaced 

with efficient managers who can gain control of large amounts of resources efficiently. 

The market for corporate control can be an alternative instrument for motivating 

managers. By threatening managers with job loss if they do not maximize share value, 

the market for corporate control creates incentives for managers to act in the interests of 

shareholders. However, because control changes are expensive, especially when 
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opposed by managers who do not wish to be replaced,
17

 the agency problem is still only 

constrained, rather than eliminated, by an active market for control. 

A potent form of the market for corporate control is takeovers. Under-performing 

companies, as reflected in the value of the company’s shares, often attract the interest 

of others who feel the incumbent management team are running the company 

inefficiently. Manne (1965) argues that the lower the share price, relative to what it 

could be with more efficient management, the more attractive the takeover becomes to 

those who believe they can manage the company more efficiently.
18

  

Where a takeover occurs shareholders usually benefit as the takeover price is generally 

at a significant premium to the market price prior to the takeover (Hennessey 2005). 

However, there have been some concerns raised about the effectiveness of takeovers as 

a mechanism for corporate control (Millstein 1991; Prowse 1998). For example, Prowse 

(1998) argued that: takeovers are sufficiently expensive to rule them out; managers 

often take strategic actions that deter takeovers, such as using golden parachutes, poison 

pills, and so on; takeovers require a highly liquid capital market which give bidders 

access to a great amount of capital on short notice; and takeovers are vulnerable to 

political and regulatory interference. 

Legal Infrastructure and the Protection of Minority Shareholders 

The extent and nature of political influence on corporate governance, financial 

reporting, and disclosure vary substantially across countries. Ball et al. (2000) use a 

dichotomous classification of countries into common law systems versus code law 

systems as a proxy for political influence.  
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 Management might react negatively to takeover threats by implementing costly 

defensive strategies such as golden parachutes or poison pills and by seeking legal 

protection from takeovers. Alternatively, management might respond to capital 

market pressures using short-term strategies to raise share prices, thereby 

sacrificing beneficial long-term projects and investments. 
18

 In the same vein, Jensen and Rubback (1983, p.6) described corporate control as “a 

market in which alternative managerial teams compete for the rights to manage 

corporate resources. In this perspective, competition among managerial teams for 

the rights to manage resources limits divergence from shareholder wealth 

maximization by managers … and provides the mechanism through which … 

control and management of corporate resources are realized.”  
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Common law originated in England and is found in many former British colonies. 

Common law arises from individual actions in the private sector. The Common law 

legal rule is one that seeks to provide the solution to a trial rather than to formulate a 

general rule of conduct for the future (David and Brierley 1985). Common law 

principles arise largely from accepted practice. After a practice has become widely 

accepted as being reasonable, it achieves the legal status of being assumed by any 

reasonable person to have followed in subsequent instances (Ball et al. 2000). 

Code law originates from collective planning in the public sector and, accordingly, it is 

established by governments and their agencies (Ball et al. 2000). Code law rule 

enforcement requires detection, investigation, and prosecution and is a public sector 

activity (or governance function) involving administrative bodies undertaking criminal 

prosecution for code violations (Ball et al. 2000). 

In comparison with the Common law countries, the Code law countries typically exhibit 

powerful intermediaries that act as political agents for their members, representing them 

in code writing and enforcement decisions. The politics of class representation are more 

likely to arise in code law countries.
19

 

An important difference between Common law and Code law countries is the way in 

which problems associated with the information asymmetry between managers and the 

firm’s stakeholders
20

 are resolved (Ball et al. 2000). The Code law systems typically 

assumes that firms transact with stakeholder representatives who, by means of their 

representation in the governance of the firm, are privately informed about relevant 

events. Thus, the typical supervisory board in a Code Law country will have 

representation from management, employees, banks, major suppliers of materials or 

components and major customer.  

By way of contrast, Common law systems typically assume that transactions are 

conducted ‘at arm’s length’, that is, by parties who do not know each other. Common 

law, therefore, presumes that shareholders have a right to information and rely upon the 

public information disclosed to them because it is not assumed that they have access to 

                                                
19

 It would be extremely inefficient, and virtually impossible, for millions of 

shareholders who are actually, or potentially, affected by the provisions of the code 

to get involved individually in writing and enforcing the code. Thus, it needs 

intermediaries such as labour unions, banks, etc.  
20

 Major politically organized groups frequently are described as stakeholders. 
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private information. Consequently, the demand for public disclosure in Common law 

countries is greater than that in Code law countries.  

Studies by La Porta et al. (1997; 1998; 1999; 2002) indicate the importance of the legal 

framework and legal foundation in disciplining managers and controlling shareholders’ 

opportunistic behaviour. They found that, compared to countries adopting a Common 

law system, countries applying a Civil law system21 have lower governance standards 

and poorer protection for minority shareholders. Thus, legal infrastructure can be an 

effective external mechanism for assuring investors get a fair return on their investment. 

Because countries differ in their legal protection for investors, a legal approach based on 

agency theory could explain why some countries have much larger capital markets than 

others. La Porta et al. (1998) assess the rights of investors as well as the quality of the 

enforcement of those rights for forty-nine countries and find that legal regimes predict 

larger capital markets in countries where agency costs are reined in by the law and the 

institutions support the enforcement of these laws. 

Product Market Competition 

Product market competition is of major importance in corporate governance because it 

affects the incentives of managers and, thereby, the efficiency of the firm. According to 

Denis (2001), the product market operates through the firm’s ability to produce 

products and sell them to the market within a cost structure, that includes the cost of 

capital. Thus, there is price competition. Therefore, if the managers of a firm waste 

resources, the firm will eventually fail in its product markets. Hence, increased 

competition reduces managerial slack and may be helpful in limiting efficiency losses 

(Hart 1983). However, Jensen (1983) suggests that product market competition is not a 

straightforward instrument in the fight for effective corporate governance.   

Each of above external mechanisms of corporate governance, particularly the market for 

corporate control, work well in markets where ownership is relatively dispersed and 

where there is active monitoring of firm performance (Aoki 1995). However, a study of 

East Asian countries by the Alijoyo et al. (2004) found that the market for corporate 
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 Ball et al. (2000) use the term ‘code law’ rather than ‘civil law’ but with the same 

meaning. 
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control has been largely inactive in this region primarily because ownership is so 

concentrated and dominated by family-based shareholders and also because of 

difficulties in the takeover processes. Moreover, among companies in this region, 

Claessens et al. (2000) show that only a small portion of corporate ownership is in the 

hands of non-controlling owners or outside shareholders. 

In sum, the external control market is limited as a corporate governance mechanism. 

Control contests are time consuming and expensive, and hence they may not be an 

effective way of dealing with small deviations by management from value maximizing 

behaviour (Denis 2001). In the case of Indonesia, where the capital market is less 

developed and where there is a lack of transparency (Husnan 2001), it might be argued 

that the market for corporate control mechanism cannot work effectively. 

2.6 Ownership Structure and the Agency Problem 

One important issue in the organization of firms is how to solve or mitigate the agency 

problem that derives from asymmetric information. The nature of a corporation's 

ownership structure will affect the nature of the agency problems between managers 

and outside shareholders, and among shareholders. But the problems that arise when 

firm ownership is dispersed are different to those that arise when it is concentrated. It 

was in section 2.1 and 2.4 that when ownership is diffused, as is typical for US and UK 

corporations, conflicts of interest between managers and shareholders are a central 

problem (Jensen and Meckling 1976). However, when ownership is concentrated to the 

degree that one owner has effective control of the firm, as is typically the case for firms 

in Asia, conflicts of interest between controlling shareholders and minority shareholders 

becomes the main problem.  

Claessens et al. (2000) investigated the separation of ownership in selected Asian 

countries. Their findings indicate that a single controlling shareholder is prevalent in 

more than two-thirds of the firms in the countries they studied while the separation of 

management from ownership control was rare. Thus in Asian countries owners have 

significant power to pursue their own interests at the expense of minority shareholders, 

creditors and other stakeholders. As Shleifer and Vishny (1997) point out, controlling 

shareholders might not have a convergence of interests with minority shareholders. A 

greater degree of control by controlling shareholders implies a greater ability to 

expropriate wealth from minority shareholders. 
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Some studies document the relation between concentrated ownership structure and firm 

value. For example, Jensen and Meckling (1976) and Demsetz (1983) argue that 

managerial equity ownership will provide managers with incentives to maximize firm 

value. Stulz (1988), however, has provided a model of entrenched managers, where 

increased managerial ownership allows managers to pursue non-value maximizing 

agendas. Using U.S. data, Morck et al. (1988) have empirically showed a non-linear 

relation between firm value and managerial ownership. They find that firm value 

increases up to a certain level of managerial ownership (i.e., 5%) and then decreases as 

management holdings rise further. Similar results were also reported by McConnell and 

Servaes (1990; 1995), Hermalin and Weisbach (2003) and Kole (1995). 

Fan and Wong, (2002) conduct a study on the relation between concentrated structure 

and financial reporting for the seven Asian countries. They report that earnings 

informativeness decreases as holding of the controlling shareholders increase. They 

argue that there is an expropriation of minority shareholders by controlling 

shareholders.  

Gaining effective control of a corporation enables the controlling owner to determine 

not just how the company is run, but also how profits are shared among shareholders. 

Although minority shareholders are entitled to cash flow rights proportional to their 

share of equity ownership, they face the uncertainty that an entrenched controlling 

owner may opportunistically deprive them of their rights. This creates an ‘entrenchment 

effect’ (Morck et al. 1988). The entrenchment problem created by a controlling owner is 

similar to the managerial entrenchment problem discussed by Morck et al. (1988). 

Higher managerial ownership might entrench managers, as they are increasingly less 

subject to governance mechanisms (Chang et al. 2005). 

Separation of ownership rights and control rights can worsen the entrenchment 

problems caused by concentrated ownership. Controlling owners could extract wealth 

from the firm but only bear a part of the cost through a lower valuation of their cash-

flow ownership. There is considerable literature documenting the existence of private 

benefits from control (Barclay and Holderness 1989; Zingales 1994; 1995; Nenova 

2003; Dyck and Zingales 2004).
22

 In particular, Nenova (2003) and Dyck and Zingales 
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 Private benefits, sometimes called control benefits, are benefits that accrue to 

managers or shareholders that have control of the corporation, but not to minority 
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(2004) show that higher private benefits from control are associated with: less 

developed capital markets; less protected minority shareholders; and more concentrated 

ownership. 

In addition to the ‘entrenchment effect’, concentrated shareholdings might create an 

‘alignment effect’. Once the controlling owner obtains effective control of the firm, any 

increase in voting rights does not further entrench the controlling owner (Morck et al. 

1988). Fan and Wong (2002) argue that higher cash flow ownership will cost the 

controlling shareholder more to divert the firm's cash flows for private gain. High cash-

flow ownership can also serve as a signal that the controlling owner will not expropriate 

wealth from minority shareholders (Gomes 2000) because if minority shareholders 

know that the controlling owner unexpectedly extracts more private benefits, they will 

discount the stock price accordingly and the majority owner's share value will be 

reduced (Fan and Wong 2002). Fan and Wong (2002) argue further, in equilibrium, 

where a majority shareholder holds a large ownership stake this will result (other things 

being equal) in a higher stock price for the company. Thus, increasing a controlling 

owner's cash-flow rights improves the alignment of interests between the controlling 

owner and the minority shareholders and reduces the effects of entrenchment. 

Concentration of ownership and extensive family control characterise corporate 

ownership in most Asian countries and it is particularly most severe in Indonesia 

(Claessens et al. 2000). Claessens et al. (2000) documented that around 67% of 

Indonesian listed companies were family controlled while only 0.6% were widely held. 

They further found that Indonesia has the highest ownership concentration of any East 

Asian Country and has the largest number of companies owned by a single family.  

2.7 Family Firms 

Family ownership is a global phenomenon. In Western Europe, South and East Asia, the 

Middle East, Latin America, and Africa, the majority of publicly traded firms are family 

controlled (La Porta et al. 1998; 1999; Claessens et al. 2000; Burkart et al. 2003). 

Various definitions of what constitute a family firm are reported in the literature. In 

1989, Handler (1989, p.258) stated that “defining the family firm is the first and most 

                                                                                                                                          

shareholders. They can be non-pecuniary, such as influence over who is elected on 

the board of directors or in CEO position, the power to build business empires 

(Nenova 2003), the ability to direct a company’s resources to a cause one agrees 

(Demsetz and Lehn 1985), a preference for glamorous project (Jensen 1993).  
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obvious challenge facing family business researchers.” As indicated by Littunen (2000, 

p.41), there is still to this day “no widely accepted definition of a family business.” 

Zahra et al. (2004) defined family firms as those having both a family member with 

some identifiable share of the ownership of the firm and multiple generations of family 

members in leadership positions within the firm. Morck and Yeung (2004) use the 

following criteria of family control to distinguish family firms: (1) the largest group of 

shareholders in a firm is a specific family, and (2) the stake of that family is greater than 

either 10% or 20% of the voting shares. Chrisman et al. (2004) measured family 

involvement along the following dimensions: ownership, management, and an 

expectation of trans-generational management succession within the family. 

Westhead and Cowling (1998) suggested that the variety of family definitions found in 

the literature typically include are or have more of the following elements: (1) whether 

the Chief Executive, Managing Director or Chairman regard the company as being a 

family business, (2) whether the majority of shares are owned by members of the largest 

family group related by blood or marriage, (3) whether the management team in the 

company is comprised primarily of members drawn from a single dominant family 

group who own the business and, (4) whether the company has experienced an inter-

generational ownership transition to a second or later generation of family members 

drawn from a single dominant family group with a majority ownership in the business.  

Numerous studies have documented the degree of family ownership in different 

economies and they show that family ownership is not limited to privately held firms; it 

is also dominant among publicly traded firms. La Porta et.al. (1999), Claessens et al. 

(2000), Claessens et al. (2002), and Faccio and Lang  (2002), among others, provide 

evidence about family ownership around the world. La Porta et al. (1999) studied large 

corporations in 27 wealthy economies and they found that, except in economies with 

very good shareholder protection, relatively few of the firms were widely held. 

Claessens et al. (2000) and Claessens et al. (2002) studied firms in East Asian countries 

and they also found that family ownership was dominant in all countries except Japan. 

Even among U.S. firms in the Standard and Poor’s 500, “one third have continued 

founding family ownership, with families on average holding about 19 percent of the 

firm’s shares” (Anderson et al. 2003, p.264). While in reality family involvement is 
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universal in economic organizations, relatively little research has been devoted to the 

study of family business (Steier et al. 2004).
23

 

The recent systematic comparisons of family owned firms (FOFs) and non-FOFs reveal 

that the FOFs outperform non-FOFs (McConaughy et al. 2001; Anderson et al. 2003; 

Miller and Le Breton-Miller 2005). However, the literature has been highly critical of 

FOFs as an organizational form. FOFs are often viewed as suffering from a dearth of 

professional management (Chandler 1990), destructive nepotism (Schulze et al. 2001; 

2003), and exploitation of minority shareholders (Morck and Yeung 2003). Executive 

succession is another major problem as it may be determined by family whims rather 

than individual competence (Le Breton-Miller et al. 2004). FOFs are also said to be 

characterised by inadequate access to capital due to the ever-increasing needs of a 

growing family (Chandler 1990) and because of scepticism by financial markets 

(Claessens et al. 2002). 

Separation of voting rights and cash flow rights is another serious issue for FOFs in 

East Asia. Claessens et al. (2000)
 

showed that the widespread use of pyramidal 

ownership structures in East Asian firms allows insiders to exercise effective control 

over a company even when they own relatively little of its cash flow rights. Pyramid 

structures
 

and cross-shareholdings are two of the ways in which families tend to control 

firms. When voting rights and cash flow rights diverge, the agency problem between 

large shareholders and minority shareholders becomes more serious. This is because 

when FOFs suffer a loss, the family only suffers in relation to its cash flow rights and 

this amount is less than their voting rights. 

Schulze et al. (2001) argued that the presumptions of agency problems as explained 

above (i.e., problems associated with self-interest, conflict of interests and goals, and 
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 Westhead and Cowling (1998) argued that family firms are an important subject for 

study because: (1) the majority of independent businesses are family owned, (2) the 

prioritizing of objectives by family business owners is likely to differ from that of 

the owners of non-family businesses, (3) family businesses are likely to be 

managed differently from non-family businesses, (4) owners of family businesses 

are more likely to be concerned with transferring the business to the next generation 

of family members, and (5) to encourage competitiveness, wealth creation, and job 

generation, policy makers would like to know whether family businesses perform 

better or worse than non-family businesses and in some instances, policy makers 

may consider that it is appropriate to provide special support to encourage the 

survival and development of family businesses. 
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information asymmetry) need to be reviewed and explored to see if they exist within 

family firms. They posit that altruism, commitment, and loyalty to the family are 

fostered by the collective family structure. This collective tie reduces the incentive to be 

individually opportunistic (Fama and Jensen 1985). However, Schulze et al. (2001) 

postulated that altruism alters the incentive structure of FOFs to the extent that many of 

the agency benefits gained are offset by problems of self-control and moral hazard.
24

  

Firms in East Asian countries are generally owned by one family or by a group 

corporation under the family’s control and these families typically have close 

connections to the government and politicians and, therefore, have a dominant effect on 

the national economy (Hanazaki and Liu 2003). Claessens et al. (2000) documented that 

families control two-thirds of the firms in Indonesia and this is the highest of any Asian 

country.
25

 This factor motivates the current study to take the family control issue into 

consideration. 

2.8 Family Firms and Corporate Governance 

Some researchers (Neubauer and Lank 1998; Cadbury 2000; Bartholomeusz and 

Tanewski 2006; Lane et al. 2006) have argued that FOFs should not be held to the same 

governance standards that apply to non-FOFs. For example, Cadbury (2000, p.5) noted 

that: “It is essential at the outset to recognise that the governance of a family firm is in 

many ways more complex than the governance of a firm with no family involvement. 

Family relationships have to be managed in addition to business relationship.”  

Agency relationships create information asymmetries that might be ultimately 

detrimental to owners’ rights and pose a moral hazard to agents. These information 

asymmetries could be reduced by intensively monitoring agent’s actions and by 

providing incentives that encourage agents to act in the owners’ best interests. In FOFs, 

information is gathered and shared through communication channels that exist among 

members with special relationships to one another. This condition allows agency 

problems to be controlled without separating management and control decisions. Thus, 

                                                
24

 The information asymmetry (moral hazard) problem arises from the unobservability 

of the manager’s effort in running the firm (Scott 2006). That is, the manager’s 

decision problem is to decide on how much effort to devote to running the firm on 

behalf of the shareholders. Since effort is unobservable, the manager, as an agent, 

may be tempted to shirk.  
25

 The calculation is based on a fixed cut-off of 10% ownership. The calculation 

provides similar results even with a cut-off of 20%. 
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in FOFs, there will be lower information asymmetries and, therefore, lower agency 

costs and moral hazard problems.   

Similarly, some argue that family control can have a positive impact on value and 

efficiency. For example, Anderson and Reeb (2003) suggested that family ownership is 

an effective organizational structure and that FOFs perform better than non-FOFs. 

Indeed, Daily and Dollinger (1992) argued that FOFs represent one of the least costly 

forms of organizational governance. Jensen and Meckling (1976) also posited that 

formal monitoring mechanisms in FOFs are not necessary and incurring such additional 

costs might harm corporate performance; this is consistent with Fama and Jensen’s 

(1985) assertion that family relationships provide improved monitoring. 

Miller and Le Brendon-Miller (2005) argued that there are a number of reasons that 

agency costs might be reduced under FOFs. First, family members running a business 

have incentives to protect the family’s assets (Davis et al. 1997). Second, close 

relationships among family members (by kinship ties, loyalty ties, joint socialization 

and common values) motivate family members to cooperate with each other and this 

reduces the motivation for self-interest among family members (Becker 1974). Third, 

FOFs are managed with a long-term orientation (James 1999). 

On the other hand, a number of studies (Johnson et al. 2000; Bae et al. 2002; Bertrand et 

al. 2002) provide evidence of various forms of private benefits enjoyed by controlling 

shareholders. A controlling shareholder (family) has various ways of expropriating 

wealth from minority shareholders and these are not limited to the use of a company’s 

finances to pay for perquisites. 

There are several ways in which controlling shareholders might gain enough power to 

pursue objectives that may not coincide with maximising profit. They might use their 

control to link the business to other affiliated firms in which they hold shares. When the 

manager of the firm is a member of the controlling shareholders’ family, the controlling 

shareholders might cause the firm’s profits to be used inefficiently to enhance the 

manager’s interest. Johnson et al. (2000) used the term ‘tunnelling’ to describe the 

transfer of resources out of firms for the benefit of controlling shareholders. Tunnelling 

can take a variety of forms, such as the transfer of assets to the controlling family at an 

unfair price, debt guarantees, excessive executive compensation, dilutive share issues, 

and insider trading. Other researchers have similarly argued that family-dominated 
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firms are more apt to be characterised by entrenched managers (Gomez-Mejia et al. 

2001) and extraordinary dividend payouts (DeAngelo and DeAngelo 2000). 

There are further reasons why family controlled business can harm minority 

shareholders. First, a powerful family executive and their relatives who are free from 

outside directors can act in self-serving ways for long periods (Demsetz 1983). Second, 

conflict among family members might come at the expense of the business (Miller et al. 

2003). 

Miller and Le Breton-Miller (2006) suggested there are four fundamental governance 

choices that distinguish different kinds of family businesses: the level and mode of 

family ownership; the broader involvement of multiple family members; the family 

leadership structure; and the planned or actual participation of later generations of 

family members. They further suggested that “each of these dimensions leads to 

different choices and firm capabilities that can have both positive and negative 

implications for firm financial performance” (Miller and Le Breton-Miller 2006, p.73). 

This thesis investigates the first two of these four fundamental governance dimensions 

(that is, the level of family ownership and the involvement of family members in the 

business) as applied to family owned firms and their levels of voluntary disclosure.  

2.9 Voluntary Disclosure 

The objective of general purpose corporate reports is to supply economic information to 

a number of user groups to enable them to make decisions about the allocation of scarce 

resources (Cooke 1989). Financial reporting regulations prescribe only minimum 

disclosure requirements. Disclosures beyond this minimum level are voluntary. As 

such, voluntary disclosures can be defined as “disclosures in excess of requirements, 

representing free choices on the part of company managements to provide accounting 

and other information deemed relevant to the decision needs of users of their annual 

reports” (Meek et al. 1995, p.555). Since information is crucial in this process it is 

important to assess the extent to which voluntary disclosure occurs in corporate annual 

reports (Cooke 1989). 

Corporate voluntary disclosure is subject to managers’ discretion (Chamber 1951; 

Gibbin et al. 1991) and managers decide whether to disclose or withhold information 

based on a trade-off between the associated proprietary costs of making such 

disclosures and the expected benefits of informing investors (Verrecchia 1983; Dye 
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1985; Jung and Kwon 1988; McNichols 1989; Ho and Wong 2001a). Firms will 

voluntarily disclose information in annual reports when the benefits of disclosure 

outweigh the associated costs (Verrecchia 1983). These costs can be direct and/or 

indirect in nature. Direct costs involve: information gathering; management, 

supervision, audit and legal fees; and the costs of disseminating the information. 

Indirect costs are the result of individuals outside the organization receiving and using 

the financial data to their advantage and to the possible disadvantage of the firm 

(Lanfranconi and Robertson 1999). 

Managers have many incentives to reveal their superior, private information
26

 through 

increased disclosure. Healy and Palepu (2001) identify the following five forces that 

affect manager’s disclosure decisions: (1) the capital market transactions hypothesis 

theorizes that firms have incentives to make voluntary disclosures in order to reduce 

information asymmetry between the managers and investors, because it reduces the 

firm’s cost of capital through reduced information asymmetry and hence risk 

(Verrecchia 1983; Healy and Palepu 1995); (2) the corporate control contest hypothesis 

means that when corporate performance is poor, managers use voluntary disclosures in 

an attempt to increase firm value and to explain the poor performance, therefore, 

reducing the risk of management job losses; (3) the stock compensation hypothesis 

states that managers who are rewarded with stock compensation have an incentive to 

use voluntary disclosures to reduce the likelihood of insider trading allegations, and 

firms have incentives to increase disclosures to reduce contracting costs with managers 

who receive stock compensation; (4) the litigation cost hypothesis indicates that the 

threat of litigation can encourage firms to increase voluntary disclosure (Skinner 1994; 

Healy and Palepu 2001), but managers have an incentive to decrease disclosures of 

forecasts that might prove to be inaccurate; and (5) the proprietary costs hypothesis 

constrains managers from making voluntary disclosures if they perceive that disclosure 

could be competitively harmful. 

                                                
26

 Private information represents information about firm value that has not (yet) been 

incorporated into the firm’s stock price. Information asymmetry in the stock market 

occurs when one or more investors possess private information about the firm’s 

value while other investors are uninformed. This dichotomy of information among 

investors is consistent with studies by Diamond and Verrecchia (1991), Glosten and 

Milgrom (1985), and McNichols & Trueman (1994), among others.  
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Consistent with the capital market transactions hypothesis, firms have incentives to 

make voluntary disclosures in order to reduce the firm’s cost of capital through reduced 

information risk (Verrecchia 1983; Healy and Palepu 1993; 1995). Similarly, studies by 

Barry and Brown (1984; 1985), Merton (1987), Diamond and Verrecchia (1991) and 

Kim and Verrecchia (1994) suggest that increased voluntary disclosure reduces 

information asymmetries between management and outside investors, and among 

different types of investors. This, in turn, improves the liquidity of a firm’s shares. 

Regarding the cost of debt, a study by Sengupta (1998) suggested that bondholders and 

underwriters consider corporate disclosure policy when determining the risk premium 

applicable to interest rates on debt instruments. Sengupta (1998) found that lower 

interest rates are associated with higher levels of disclosure, arguing that greater 

disclosure lowers perceived default risk, resulting in a lower cost of borrowing. Thus 

there is empirical support for the notion that greater disclosure levels, in general, are 

likely to be associated with access to lower costs of debt and equity.  

2.10 Ownership Structure and the Voluntary Disclosure Relationship 

Some recent studies have documented a relationship between various corporate 

governance mechanisms and financial reporting (Francis et al. 2005; Srinivasan 2005; 

Wang 2006). However, there has been very little research on the relationship between 

ownership structure and the level of voluntary disclosure provided. 

The relationship between ownership structure and voluntary disclosure can possibly be 

explained using two opposing views: the alignment effect and the entrenchment effect. 

The alignment effect is based on the classic agency theory of Jensen and Meckling 

(1976) and suggests that an increase in management ownership reduces agency costs and 

enhances manager’s incentives to provide more disclosure. An increase in disclosure 

leads to higher share prices because it reduces information asymmetry and brings about 

greater liquidity which, in turn, lowers the cost of capital. 27 

Increases in share prices are an obvious benefit of share ownership. Investors might 

perceive that a controlling ownership group, external or internal, is focused on the 

                                                
27

  The relationship between information asymmetry, liquidity, and share prices has 

been developed in a number of studies such as: Copeland and Galai (1983); 

Demsetz (1968); Glosten and Milgrom (1985); and Tinic (1972). 
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objective of maximizing share prices and, in this case, a convergence of interest between 

the owner and outside investors occurs. This is consistent with Leung and Horwitz 

(2004) who found that the weight of stock options in executive compensation plans is 

positively associated with the level and quality of disclosure.  

Regarding family-owned firms, the alignment effect implies that concentrated ownership 

creates greater monitoring by controlling owners (Demsetz and Lehn 1985; Shleifer and 

Vishny 1997) suggesting that controlling families might monitor firms more effectively. 

This, in turn, reduces information asymmetries and lowers agency costs. It is believed 

that family firms have a long-term orientation and family reputation to protect and, 

accordingly, they tend to maintain high levels of ownership in the firm. The alignment 

effect implies that with a high stake in the firm, owners (a controlling family) have 

incentives to influence management to disclose more voluntary information as greater 

disclosures benefit both market participants (Welter 1995; Lang and Lundholm 1996; 

Healy et al. 1999) and owners of family firms (Ali et al. 2006).  

The entrenchment effect provides an opposing view of the relationship between 

ownership structure and voluntary disclosure. An entrenchment effect might arise when 

insider holdings are very high (Morck et al. 1988; Leung and Horwitz 2004). As firms' 

share ownership becomes more concentrated among a smaller number of investors, 

problems associated with the separation of ownership and control are likely to reduce. 

However, other problems can arise. Concentrated ownership causes an information 

asymmetry problem between the insiders (owner–manager) and outside investors. 

Concentrated ownership may motivate controlling shareholders to expropriate wealth 

from other shareholders and might influence management decisions that benefit the 

personal wealth of the owner (Fama and Jensen 1983; Morck et al. 1988; Shleifer and 

Vishny 1997). The problems associated with this entrenchment effect are best described 

by Shleifer and Vishny (1997, p.759) in their study on corporate governance as follows: 

as ownership gets beyond a certain point, the large owners gain full 

control and are wealthy enough to prefer to use firms to generate 

private benefits of control that are not shared by minority stockholders. 

Thus there are costs associated with high ownership and entrenchment, 

as well as with exceptionally dispersed ownership. 
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For family owned firms, family members usually participate in important positions on 

both the board of directors and the management team. By holding those positions, a 

controlling family will find it easier to get access to information about the firm. Thus, in 

family owned firms there is likely to be a significant level of information asymmetry 

between founding families and other shareholders.  As a result, family members as a part 

of the controlling shareholder might have incentives to extract private benefits from the 

firms they control at the cost of minority shareholders. Therefore, the entrenchment 

effect predicts that family ownership will motivate firms to provide less disclosure in 

order to hide such expropriation activities. 

Overall, the two competing views of family ownership indicate that the relationship 

between family ownership and voluntary disclosure is an empirical issue that warrants 

further investigation. 

2.10.1 Empirical Studies 

There has been little research relating specific corporate governance attributes to 

voluntary disclosure. Prior research studies on the association between corporate 

governance characteristics and corporate disclosure behaviour are summarized in Table 

2.1. These studies document mixed results. For example, Ajinkya et al. (2005) 

investigated the relationship between a set of governance mechanisms (the presence of 

outside directors and institutional investors) and voluntary disclosure (using 

management forecasts disclosed by firm managers as a proxy). Using a sample of 1,253 

US firms spanning 1997 to 2002, they found that firms with more outside directors and 

larger institutional ownership were more likely to issue forecast information. This 

finding supports the notion that effective corporate governance is associated with higher 

financial disclosure quality in US firms. 

Similarly, Karamanou and Vafeas (2005) documented a link between corporate 

governance mechanisms and disclosure decisions. Their study of a sample of 275 

Fortune 500 firms found that having a board of directors, audit committee and 

institutional shareholders improves voluntary information disclosure practices. In 

particular, firms with more effective board and audit committee structures and with 

greater institutional ownership are more likely to issue, or update, an earnings forecast 

and such forecasts are more likely to be accurate (less optimistically biased). Thus, 
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better governance in public corporations is associated with reduced information 

asymmetry between management and shareholders. 

However, Forker (1992) tested the association between non-executive directors and 

disclosure quality for 182 UK firms. Forker (1992) defined disclosure quality in terms 

of information relating to stock option plans revealed in the firm’s financial statement. 

Forker (1992) found no positive association between non-executive directors and 

disclosure quality. 

Using a sample comprising 161 Australian firms, and a total of 198 firm-year 

observations, Coulton et al. (2001) investigated the effects of corporate governance 

mechanisms on CEO compensation disclosures following a change in reporting 

provisions in Australia. Coulton et al. (2001) found no evidence that a firm’s corporate 

governance characteristics influenced compensation disclosures. However, Beeks and 

Brown (2006), using a sample of 250 Australian firms, found evidence that better-

governed firms: make more price-sensitive disclosures; have a larger analyst following; 

have less biased (more accurate) analysts consensus forecasts; and have a faster speed 

of price discovery. 

Using a sample of Canadian firms, Beeks et al. (2006) replicated the Beeks and Brown 

(2006) study and found that firms with better governance structures released more 

information to the market and had a greater analyst following; and that the share prices 

for such firms integrated information more rapidly. Beeks et al. (2006) concluded that 

corporate governance quality can play a significant role in influencing firm’s disclosure 

policies and the speed with which information is reflected in share prices. 
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Table 2.1: Summary of Studies Investigating the Association Between Governance Characteristics/Ownership and Voluntary Disclosures 

Author(s) Sample & Period 
Governance 

Characteristic/Ownership 

Variable(s) 

Voluntary Disclosure 

Variable(s) 

Main Result(s) 

Ruland et al. 

(1990) 

146 US firms (1980-

1985) 

Outside ownership 

(percentage of shares not 

owned by officers and 

directors) 

Disclosure of managers’ 

profit forecasts 

- The percentage of outside ownership is 

positively related to the extent of voluntary 

disclosure 

Forker (1992) 182 UK firms (1988-

1989) 

a. Proportion of shares 

owned by management 

b. Proportion of non-

executive directors 

The quality of share option 

disclosure 

- No significant relationship between the 

quality of share option disclosure and either 

the proportion of shares owned by 

management or the proportion of non-

executive directors 

Hossain et al. 

(1994) 

67 Malaysian non-

financial firms 

(1991) 

Ownership structure (the 

number of shares held by the 

top 10 shareholders) 

Aggregated voluntary 

disclosure index 

- The extent of voluntary disclosure is higher 

for firms with a lower concentration of 

share ownership. 

Raffournier 

(1995) 

161 Switzerland 

firms (1991) 

Ownership diffusion 

(proportion of shares not 

owned by known 

shareholders) 

Voluntary financial 

disclosure index 

- No significant relationship between the 

extent of disclosure and ownership diffusion 

Ho and Wong 

(2001b) 

98 Hong Kong firms 

(1997/1998) 

a. Proportion of independent 

non-executive directors 

b. Proportion of family 

members on boards 

Aggregated voluntary 

disclosure index 

- No relationship between voluntary 

disclosure and the proportion of 

independent non-executive directors 

- The percentage of family members on the 

board is negatively related to the extent of 

voluntary disclosure 
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Chau and 

Gray (2002) 

60 Hong Kong 

industrial firms and 

62 Singapore 

industrial firms 
(1997) 

a. Wider ownership by 

outsiders 

b. Family ownership 

Aggregated voluntary 

disclosure index 

- A positive association between outsiders 

ownership and the extent of voluntary 

disclosure for firms in Hong Kong and 

Singapore 
- A negative association between family 

ownership and voluntary disclosure 

Haniffa and 

Cooke (2002) 

167 Malaysian non-

financial firms 

(1995) 

a. Top ten shareholders 

(proportion of shares 

owned by top 10 

shareholders) 

b. Foreign ownership 

(proportion of shares 

owned by foreigners) 

c. Institutional investors 

d. Board composition 

e. Family members on 

the board 

Aggregated voluntary 

disclosure index 

- The extent of voluntary disclosure is 

higher for firms with lower ownership 

concentration, foreign ownership and 

institutional ownership 

- The percentage of family members on 

the board is negatively related to the 

extent of voluntary disclosure 

- The percentage of non-executive 

directors on the board is positively 

related to the extent of voluntary 

disclosure 

Eng and Mak 

(2003) 

158 firms in 

Singapore (1995) 

a. Managerial ownership 

by the CEO and 

executive directors 

b. Blockholder ownership 

by substantial 

shareholders; i.e., !5% 

Aggregated voluntary 

disclosure index 

- A negative association between 

managerial ownership and voluntary 

disclosure 

- A positive association between 

government ownership and voluntary 

disclosure 

- Blockholder ownership is not related to 

disclosure. 
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Makhija and 

Patton (2004) 

43 Czech non-

financial firms 

(1993) 

a. Internal ownership by 

insiders and foreigners 

b. External ownership 

(shares owned by fund 

with largest stake and 

the stake held by 

restituents) 

c. Govt Ownership 

d. Ownership 

Concentration 

Aggregated voluntary 

disclosure index 

- The extent of disclosure is positively 

related to investment fund ownership at 

low ownership but is negatively related 

to investment fund ownership at high 

level of ownership (equity stakes !16%) 

- Ownership concentration significantly 

effects the extent of disclosure 

Leung and 

Horwitz 

(2004) 

376 Hong Kong 

firms (1996) 

Director Ownership (% of 

shares owned by 

executive directors: <1%, 

1-25% and >25% ) 

Voluntary segment 

disclosure 

- High (concentrated) board ownership is 

negatively associated with voluntary 

segment disclosure 

Ajinkya, 

Bhojraj and 

Sengupta 

(2005) 

1,253 US firms 

(1997-2002) 

a. Outside Directors 

(percentage of the 

board of directors that 

are not officers of the 
firm) 

b. Institutional Investors 

(percentage of shares 

owned by institutions) 

Management earnings 

forecast 

- Outside directors and institutional 

ownership are positively associated with 

forecast occurrence and precision. 

- Concentrated institutional ownership is 
negatively associated with issuing a 

management earnings forecast 

Karamanou 

and Vafeas 

(2005) 

275 US firms 

(1995-2000) 

a. Percentage of outside 

directors 

b. Board size 

c. Board meetings 
d. Insider ownership 

e. Institutional ownership 

 

Management earnings 

forecasts 

- Firms with more effective board and 

audit committee structures are more 

likely to make or update an earnings 

forecast and the forecasts are more 
likely to be accurate and elicit a more 

favourable market response. But, the 

forecasts are less likely to be precise. 
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Ali, Chen and 

Radhakrishnan 

(2006) 

The Standard and 

Poor’s US 500 

Firms (2002) 

a. Family firms (FFs) 

versus non-FFs 

b. FFs (FFs with founder 

CEO versus 

Descendent CEO) 

versus non-FFs 

c. FFs (FFs with and 

without dual class 

shares) versus non-FFs 

(Classification of FFs 

and non-FFs adopted 

from Business Week) 

- Earnings quality 

- Management forecasts 

of earnings 

- Voluntary disclosure 

of corporate 

governance practices 

- Analyst following, 

analyst’ forecasts and 

bid-ask spreads 

- FFs report better quality earnings but 

FFs make fewer disclosures about their 

corporate governance practices 

- FFs with founder CEO rather than FFs 

with descendent CEO and FFs without 

dual class shares rather than FFs with 

dual class shares exhibit better 

disclosure practices as compared to 

non-FFs 

Barako, 

Hancock and 

Izan (2006) 

54 Kenyan firms 

(1992-2001) 

a. Proportion of outside 

directors 

b. Board size 

c. Percentage of shares 

owned by top 20 

shareholders 
d. Foreign ownership 

e. Institutional ownership 

Aggregated voluntary 

disclosure index 

- The presence of institutional ownership 

and foreign ownership have a 

significant positive impact on voluntary 

disclosure but non-executive directors 

are significantly negatively associated 

with voluntary disclosure 

Cheng and 

Courtenay 

(2006) 

104 Singaporean 

firms (2000) 

a. Board composition 

(proportion of 

independent non-

executive directors) 

b. Board size 

c. Number of firms with 
a majority of: 

independent, ‘grey’ 

and executive directors 

Aggregated voluntary 

disclosure index 

- Non-executive directors are 

significantly positively associated with 

disclosure 

- Board size is not associated with 

disclosure but boards with a majority of 

independent directors have 
significantly higher level of voluntary 

disclosure than firms with balanced 

boards. 
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There have been a few prior studies examining the association between corporate 

governance characteristics and corporate disclosure in the East Asian context. Using a 

sample of 376 Hong Kong publicly listed companies for 1996, Leung and Horwitz 

(2004) examined voluntary segment data disclosure and its relationship to ownership 

structure and board composition. They found that a concentrated ownership structure 

has a negative impact on voluntary disclosure and that non-executive directors are 

positively and significantly associated with voluntary disclosure, but only when there is 

low executive share ownership. These results are consistent with the findings of Fan and 

Wong (2002) who found that the high equity concentration of East Asian firms lowers 

the informativeness of earnings. Ho and Wong (2001b) investigated the relationship 

between corporate governance structure and the extent of voluntary disclosure in annual 

reports in the same Hong Kong setting. However, using a sample of 98 Hong Kong 

firms for 1997/1998, Ho and Wong (2001b) found no relationship between corporate 

board composition and voluntary disclosure. 

Eng and Mak (2003) examined whether corporate governance was associated with 

voluntary disclosure in Singapore. Specifically, they examined the impact of ownership 

structure (managerial, blockholder and government ownership) and board composition 

(independent directors) on voluntary disclosure. Based on a sample of 158 Singaporean 

listed firms for 1995, they found that managerial and government ownership were 

negatively associated with voluntary disclosure, but blockholder ownership was not 

related to disclosure. Their finding with respect to outside directors is contrary to that of 

Leung and Horwitz (2004) in that Eng and Mak (2003) found an inverse relationship 

between the number of outside directors and disclosure levels in Singaporean firms. 

Haniffa and Cooke (2002) and Hossain et al. (1994) conducted research on voluntary 

disclosure for Malaysian listed companies. Haniffa and Cooke (2002) found that 

ownership structure (measured by the proportion of shares held by the top ten 

shareholders) has a positive impact on voluntary disclosure. This finding contradicts the 

findings of Hossain et al. (1994), who found a significant negative relationship between 

ownership structure and voluntary disclosures. 

There is very little research relating family ownership to voluntary disclosure. Chen and 

Jaggi (2000) investigated the influence of family control on the extent of financial 

report disclosures. Their study was conducted on a sample of 87 large Hong Kong firms 
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and found that the association between independent non-executive directors on the 

corporate board and financial disclosure was weaker for family controlled firms 

compared to non-family controlled firms. Similarly, Ho and Wong (2001b) found that 

the percentage of family members on the board is negatively related to the extent of 

voluntary disclosure. In addition, Chau and Gray (2002), using a sample of 60 firms, 

found a negative association between family ownership and voluntary disclosure for 

Hong Kong industrial companies. In Malaysia, Haniffa and Cook (2002), using a 

sample consisting of 167 of listed companies, document a similar result to that of Ho 

and Wong’s (2001b) study. They found that companies with more family members on 

the board disclose less. Thus, family control matters.  

In a recent study, Ali et al. (2006) examined corporate disclosures by family firms in the 

US. They examined the corporate disclosures (quality of reported earnings, voluntary 

disclosure of bad news through management earnings forecasts, and voluntary 

disclosure of corporate governance practices in regulatory filings) of US family and 

non-family firms in the S&P 500 (177 family and 323 non-family firms). They found 

that, compared to non-family firms, reported earnings of family firms were of better 

quality and the likelihood of family firms issuing management earnings forecasts 

increases more rapidly with the magnitude of bad news. However, they further found 

that family firms make less voluntary disclosure about their corporate governance 

practices. Based on these results, Ali et al. (2006) argue that family firms face more 

severe agency problems from conflicts between controlling and non-controlling 

shareholders, but less severe agency problems as a result of the separation of ownership 

and management. 

However, in referring to their findings, Ali et al. (2006, p.42) stated that: 

the comparison we provide between the disclosure practices of U.S. 

family and non-family firms may not apply to firms in other countries. 

There are many institutional differences across countries that need to 

be considered. For example, the legal rules covering protection of 

shareholders and the quality of their enforcement vary considerably 

across countries (La Porta et al. 1998, 2000). Accordingly, the 

difference in the severity of agency problems and thereby the 
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difference in the disclosure practices across family and non-family 

firms would vary across countries. 

2.11 Summary 

This chapter presented a review of the literature relevant to this thesis. Firstly, a review 

of agency theory as a framework for the study, and a review of conflicts between 

shareholders and management due to information asymmetry was presented. Then, the 

chapter provided a comprehensive discussion on corporate governance especially with 

respect to ownership structure. In addition, various corporate governance mechanisms 

classified as internal (such as board of directors, and executive compensation) and 

external (such as market for control, legal infrastructure/protection of minority 

shareholders and product market competition) were discussed. Also, a discussion on the 

relationship between ownership structure and the agency problem was provided. 

The chapter also provided some background to the issues concerning family firms and 

their corporate governance characteristics and how this might impact their levels of 

voluntary disclosure. Family owners are different to other shareholders on a number of 

important dimensions and these differences can impact the level of voluntary disclosure 

provided. For example, family owners are usually actively involved in the management 

of the firm and, therefore, they can affect the firm’s disclosure practices. Prior research 

suggests that public voluntary disclosure reduces information asymmetry, which in turn 

reduces the cost of capital (Botosan 1997). If so, family owners have an incentive to use 

their influence to press management for more disclosure. However, it has also been 

suggested that in family firms there can be potential entrenchment effects where family 

members are involved in consuming private benefits at the expense of other 

shareholders. This being the case, family firms might be expected to provide less 

voluntary disclosure (to hide such behaviour). The empirical studies reported in Table 

2.1 support both points of view. Thus, whether family firms provide more or less 

voluntary disclosure, compared to non-family firms, is ultimately an empirical issue that 

warrants further investigation. Moreover, to date there have been no empirical studies of 

this issue within the Indonesian context.  

This literature review provided in this chapter forms the basis for the hypotheses 

developed in Chapter 4. The next chapter considers the legal and institutional 

frameworks that influence the corporate governance and financial reporting practices in 

Indonesia. 
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Chapter 3: Corporate Governance and Corporate Financial 
Reporting in Indonesia 

3.0 Introduction 

This chapter describes the legal and institutional frameworks that influence corporate 

governance and financial reporting in Indonesia. The chapter proceeds by first 

introducing and briefly examining the key features of Indonesia’s commercial law 

framework comprising Indonesian Company Law and Capital Market Law. Then, issues 

concerning corporate governance implementation in Indonesia (including its legal and 

institution frameworks) are outlined. Subsequently, Indonesian accounting systems 

(consisting of legislation that effect financial accounting practices in Indonesia, the 

development of accounting standards in Indonesia and legal foundations of disclosures 

for Indonesian listed companies) are discussed. Next, a brief history and description of 

the Jakarta Stock Exchange (JSX) is provided. Prior to concluding, the chapter provides 

a brief explanation of the regulatory process governing the capital market in Indonesia.   

3.1 The Legal Framework 

The Indonesian legal system is complex because it is a mixture of three different 

systems. Prior to the first appearance of Dutch traders and colonists in the late 16th 

century and early 17th century, indigenous kingdoms prevailed and applied a system of 

adat (customary) law (Tabalujan 2002). The Dutch presence, and subsequent 

colonisation, during the next 350 years until the end of World War II left a legacy of 

Dutch colonial law. Much of this colonial legislation continues to apply today. 

Subsequently, after Indonesia declared independence on 17 August 1945, the 

Indonesian authorities began creating a national legal system based on Indonesian 

precepts of law and justice.  

Many Indonesian laws are based on these three systems of law: adat (customary) law; 

Dutch colonial law; and national law. Important exceptions include more recent laws 

applying to: limited liability companies; foreign investment; specialized industries; and 

taxation. Commercial law, for example, is based on the Commercial Code 1847 (Kitab 

Undang-Undang Hukum Dagang or KUHD or Wetboek van Koophandel), a pre-

indepence Dutch Commercial Code. However, commercial law is also supplemented by 

a large number of new laws enacted since independence. These new laws include the: 

Banking Law 1992 (amended in 1998); Company Law 1995; Capital Market Law 1995; 

Antimonopoly Law 1999; and Oil & Natural Gas Law 2001. Adat law is less dominant. 
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However, some adat principles such as ‘consensus through decision making’ 

(musyawarah untuk mufakat) appear in modern Indonesian legislation (Tabalujan 

2002).  

In an effort to clarify the status of various types of legislation, the People’s Consultative 

Assembly (Majelis Permusyawaratan Rakyat or MPR) issued the following official 

hierarchy of legislation: 

- The 1945 Indonesian Constitution (Undang-Undang Dasar 1945 or UUD 1945); 

- Decrees of the People’s Consultative Assembly (Ketetapan MPR or TAP MPR); 

- Law (Undang-undang or UU); 

- Government Regulations Substituting a Law (Peraturan Pemerintah Pengganti 

Undang-undang or PERPU). These Regulations are issued by the President under an 

emergency situation but with the approval of the Indonesian House of People’s 

Representatives (Dewan Perwakilan Rakyat RI or DPR RI); 

- Government Regulation (Peraturan Pemerintah or PP). These regulations are issued 

by the president to implement a Law; 

- Presidential Decrees (Keputusan Presiden or KEPRES); 

- Presidential Instructions (Instruksi Presiden or INPRES); 

- Ministerial Decrees (Keputusan Menteri or KEPMEN); 

- Ministerial Instructions (Instruksi Menteri); and 

- Regional Regulations (Peraturan Daerah or PERDA). 

3.1.1 Indonesian Company Law 

It is necessary to provide a brief summary of the formal legislative framework 

surrounding Indonesian corporate governance, focusing especially on public companies 

listed on the JSX. At the centre of Indonesia’s formal legal framework for corporate 

governance is the Company Law 1995 (Undang-undang Tentang Perseroan Terbatas). 

This legislation was enacted on 7 March 1995 and came into operation one year later on 
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7 March 1996.
28

 It constitutes the first revision of Indonesian company law since the 

Dutch colonial authorities introduced the Commercial Code 1847 (Tabalujan 2002). 

The Company Law 1995 defines a public company (perusahaan terbuka) as a company 

whose capital and number of shareholders meet ‘certain criteria’ or a company which 

makes an offer to the public.
29

 No details are given in the legislation as to what is meant 

by ‘certain criteria’. In respect of its name, a public company is characterized by the 

suffix ‘terbuka’ (usually abbreviated to ‘Tbk’) which literally means ‘open’.
30

  

Under the Company Law of 1995, Indonesian companies are required to have a two-tier 

board system comprising a Board of Directors (BOD) headed by a president director 

(presiden direktur) and a Board of Commissioners (BOC) headed by a president 

commissioner (presiden komisaris). The BOD’s role is to manage the day-to-day 

running of the company.
31

 The BOC is responsible for supervising and advising the 

directors.
32

 The BOD undertakes operating decisions while the BOC participates in 

strategic decisions and operations review. The actual responsibilities of the BOC vary 

by company and are stipulated in the company’s charter. For instance, the decision to 

use certain company assets as collateral for bank credit might need BOC approval.  

Under Indonesian Company Law of 1995, the BOC and BOD are required to ‘act in 

good faith and with a full sense of responsibility towards the company’.
33

 Members of 

both the BOD and BOC are elected by general meeting of shareholders for up to a five-

year term.
34

 Public companies must have at least two members on their BOC
35

 and two 

members on their BOD.
36

   

                                                
28

 Article 129 of the Company Law 1995. 
29

 Article 1(6) of the Company Law 1995. 
30

 Article 13(3) of the Company Law 1995. 
31

 Article 1(4) and article 82 of the Company Law 1995. 
32

 Article 1(5) and article 97 of the Company Law 1995. 
33

 Article 85 (1) and 98 (1) of the Company Law 1995. Previously, they were not 

considered to be fiduciaries or to have an obligation to act in the best interest of 

shareholders (Scott 1999). 
34

 Article 80 (1) of the Company Law 1995 for BOD and article 95 (1) of Indonesian 

Company Law 1995 for BOC. 
35

 Article 94 (2) of the Company Law 1995. 
36

 Article 79 (2) of the Company Law 1995. 
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The Indonesian Company Law of 1995 requires companies to provide an annual report 

which includes an annual financial report based on Indonesian accounting standards 

(PSAK),
37

 and this financial report must be audited by a public accountant.
38

 Both the 

BOD and BOC are responsible for the annual disclosure of company financial 

statements to shareholders at the General Meeting of Shareholders (GMoS) (Alijoyo et 

al. 2004).  

The law also specifies that the highest level of organization structure in a public 

company is the shareholders’ meeting. The meeting decides on important issues, such as 

the appointment (or replacement) of the BOD, the BOC, and the public accountant. The 

law explicitly requires approval during the GMoS of decisions concerning strategic 

issues such as: amendments to a company’s charter (articles of incorporation); 

acquisitions, mergers, and consolidations; and declaration of bankruptcy. The company 

charter details the issues that need shareholder meeting approval. In general, an 

approval needs a majority (50 percent plus one) vote, except for certain strategic issues 

stated in the law. For example, the decision to amend the company’s charter should be 

approved by two thirds of shareholders present in the meeting, and at least two thirds of 

total shareholders should be in attendance at the meeting. For mergers, acquisitions, 

consolidations, and bankruptcy, the decision should be approved by three quarters of the 

shareholders present, and the attendance should include at least three quarters of the 

total shareholder body. Because of such requirements, some listed companies sell no 

more than a small proportion of their shares to the public in order to retain the founder’s 

freedom to make strategic decisions (Husnan 2001). 

A company’s organizational structure determines how shareholders control 

management. The typical structure of a publicly listed company in Indonesia is shown 

in Figure 3.1. Shareholders are at the top of the organization. The BOD leads the 

company and makes strategic and operational decisions. The managers execute the 

BOD’s decisions and lead employees in their departments. As the owners’ 

representatives, the BOC supervises the work of directors. Therefore, the BOC has the 

right to obtain any information concerning the firm, seek an audience with directors, 

and, if necessary, request a shareholders’ meeting.  

                                                
37

 Article 58 (1) of the Company Law 1995. 
38

 Article 59 (1) of the Company Law 1995. 
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Figure 3.1: Typical Organizational Structure of a Publicly Listed Company in 

Indonesia 

 

3.1.2 Indonesian Capital Market Law 

The second piece of legislation which affects the corporate governance of publicly 

listed Indonesian companies is the Capital Market Law 1995. This legislation came into 

force on 1 January 1996.
39

 The scope of the Capital Market Law 1995 is very wide. It 

enumerates the powers of the regulatory bodies, in particular the Capital Market 

Supervisory Board (Badan Pengawas Pasar Modal or ‘Bapepam’) and the JSX.
40

 The 

law regulates market institutions such as: investment companies; securities companies; 

underwriters; brokers; investment managers; investment advisors; and other supporting 

agencies, such as custodian banks and the securities registration bureau.  

The law also regulates various aspects of corporate governance, such as: reporting and 

auditing procedures; transparency requirements; and insider trading (including market 

rigging and manipulation). The law is supplemented by Government Regulations, 

Decrees of the finance minister, and guidelines promulgated by the Head of capital 

market supervision. Under the Capital Market Law of 1995, all listed companies – this 

                                                
39

 Article 116 of the Capital Market Law 1995. 
40

 For more explanations, see Section 3.5 for BAPEPAM and section 3.4 for JSX. 
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means every company listed on the Jakarta Stock Exchange (JSX) – are required to 

have at least 300 shareholders and a minimum paid up capital of Rp. 3 billion.
41

  

3.2 Corporate Governance Implementation in Indonesia 

The Indonesian government has taken a number of significant steps to promote better 

corporate governance among Indonesian companies. These steps cover national policy, 

regulatory framework and private initiatives (Daniri 2005). In the context of national 

policy, the Indonesian government issued a Ministerial Decree from Coordination 

Minister of Economic Affairs in 1999 to establish a National Committee on Good 

Corporate Governance (or Komite Nasional Kebijakan Good Corporate Governance). In 

2004 the committee was renamed the National Committee on Governance or Komite 

Nasional Kebijakan Governance (NCG).
42

 During the period 1999-2004, the NCG 

issued a Code of Good Corporate Governance
43

 followed by the publication of a Code 

of Corporate Governance in the Banking sector, a Code of Audit Committees, and a 

Code of Independent Commissioners.  

In terms of a regulatory framework, supported by the World Bank and the Asian 

Development Bank, Bapepam (together with self-regulatory organisations within the 

capital market such as: the JSX; Kustodian Sentral Efek Indonesia (KSEI)–the central 

securities depository institution in Indonesia capital market; and Kliring Penjaminan 

Efek Indonesia (KPEI)–a clearing and guarantee body in the Indonesia capital market) 

                                                
41

 Article 1 (22) of the Capital Market Law. The requirement for a listed public 

company to have at least 300 shareholders does not conflict with the findings of 

Claessen’s (2000) study which showed a majority of Indonesian listed companies 

were largely owned or controlled by family groups. It is not uncommon for 

founders or founding family of Indonesian companies to retain a majority of the 

company’s shares with the balance being widely held by the public.  
42

 The Ministerial Decree from Coordination Minister of Economic Affairs 

(Keputusan Menteri Koordinator Bidang Perekonomian No. KEP-

49/M.EKON/11/TAHUN 2004). The vision of NCC is “to transform Indonesia into 

a country with one of the best application of good governance” and its mission is 

“to instigate and to enhance effectiveness of application of good governance in 

Indonesia in order to establish a culture in which food governance principles have 

been internalized, in the public as well as corporate sectors”(Daniri 2005, p.7). 
43

 The Code for Good Corporate Governance consists of 13 chapters, i.e.: 

Shareholders; the BOC; the BOD; Audit System; Corporate Secretary; 

Stakeholders; Disclosure; Confidentiality; Insider Information; Business Ethics and 

Corruption; Donations; Compliance with Health, Safety and Environmental 

Protection Regulations having the Force of Law; and Equal Employment 

Opportunity. 
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conducted a number of projects concerned with promoting good corporate governance 

in Indonesia. There have also been a number of projects concerned with reviewing the 

Company Law.  

For private initiatives, there are some voluntarily organizations engaging in corporate 

governance issues. These organizations provide education, training, rating and research. 

They are: 

- The Forum for Corporate Governance in Indonesia (FCGI). This organization was 

established on 8 February 2000 by 5 professional and business associations
44

 and its 

purpose is to improve corporate governance in Indonesia by enhancing awareness 

and socializing good corporate governance principles to the Indonesian business 

community based on international best practice.  

- Indonesian Institute for Corporate Directorships (IICD). This was founded on 22 

November 2000 by a number of prominent Indonesian personalities and ten leading 

business, accounting and law schools. IICD assists CEOs, presidents, directors and 

commissioners in the two-tier board structure to implement corporate governance 

reform targeted at improving Indonesia’s international competitiveness and aligning 

corporate practices with global standards in a free and open economy. 

- Indonesian Institute for Corporate Governance (IICG). IICG is an independent 

organization that is established to disseminate the concepts, practices and benefits of 

corporate governance to business communities and to society as a whole. Its 

activities include: research and development; training and education; publication 

and promotion; consulting and compliance assurance services; and the provision of 

a corporate governance perception index. 

- Indonesian Institute of Audit Committees/Ikatan Komite Audit Indonesia (IKAI). 

                                                
44

 The members of FCGI are the Association of Indonesian Public Listed Company, 

the Management Accountant Association, the Indonesian Financial Executives 

Association, the Indonesian Netherlands Association, the Indonesian Society for 

Transparency, the Association of Indonesian Securities Company, Corporate 

Leadership Development Institute, the Association of Internal Auditors, the 

Indonesian Society of Appraisers, the Internal Auditor Education Foundation, and 

Indonesian institute of Audit Committee.  In addition, there are 4 institutions that 

are active observers of FCGI: the Indonesian Society for Independent 

Commissioners; the Jakarta Imitative Task Force; Partnership for Governance 

Reform in Indonesia and Solidarity of Professionals for Reform (Daniri 2005).  
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The vision of IKAI is to promote good corporate governance by providing 

independent, professional, competent audit committee members with a level of 

integrity.  

- Indonesian Society for Independent Commissioners/Paguyuban Komisaris 

Independen Indonesia (ISICOM). This organization seeks to find ways to optimize 

the role and involvement of the independent commissioners in making strategic 

decisions, particularly those that have a long-term impact on the company and its 

stakeholders.  

- Indonesian Institute for Commissioners and Directors/Lembaga Komisaris and 

Direktur Indonesia (LKDI). This body was founded on 6 July 2001. LKDI aims to 

enhance the quality of members who become the avant-garde of corporate 

governance practice by providing networking opportunities, and conducting a 

continuous professional education program. LKDI has also formulated a code of 

conduct for commissioners and directors and promotes the adoption of this code by 

the Indonesia business community. 

Regarding shareholder protection, the Indonesian law provides the following rights to 

protect shareholders: (i) access to regular and reliable information; (ii) proxy voting; 

(iii) proxy voting by mail; (iv) cumulative voting for directors; (v) preemptive rights on 

new share issues; (vi) one share one vote; (vii) the right to call an emergency 

shareholders’ meeting; (viii) the right to make proposals at the shareholders’ meeting; 

(ix) mandatory shareholders’ approval of interested transactions; (x) mandatory 

shareholders’ approval of major transactions; (xi) mandatory disclosure of transactions 

by significant shareholders; (xii) mandatory disclosure of connected interests; (xiii) 

mandatory disclosure of nonfinancial information; (xiv) mandatory disclosure of 

intercompany affiliations such as affiliated lending or guarantees; (xv) mechanisms to 

resolve disputes between the company and shareholders; (xvi) independence of 

auditing; (xvii) mandatory independent board committee; and (xviii) severe penalties 

for insider trading (Husnan 2001). 

3.3 Accounting Systems in Indonesia 

Over the past three decades the basis for Indonesian financial reporting has evolved 

significantly. The following sections describe the: legislative framework effecting 
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financial accounting practices in Indonesia; the development of accounting standards in 

Indonesia; and disclosure requirements for Indonesian companies. 

3.3.1 Legislation Affecting Financial Accounting Practices in Indonesia 

As described in section 3.1.1 and 3.1.2, Indonesian Company and Capital Market Law 

requires Indonesian public companies to provide financial reports based on Indonesian 

accounting standards (PASK). These laws significantly affect the current financial 

accounting practices in Indonesia. There are other regulations that influence accounting 

practices and transparency in Indonesia, for example: Commercial Code 1847; the Law 

on Company Registration; Government Regulation; Banking Law; the Law on Bank 

Indonesia; and the Law on Pension Law. Table 3.1 summarizes the legal framework 

affecting the present financial accounting practices in Indonesia. 

Table 3.1: The Legal Framework Affecting Financial Accounting Practices in 
Indonesia 

Regulations Description 

Commercial Code 

1847 

Governs business activity and is based upon the 1838 

Netherlands Commercial Code, with some minor amendments. The 

Code has a general requirement that adequate accounting records be 

maintained so that an entity’s financial position may be determined, 

however it does not specify what books or records must be kept.  

Company Law (No. 

1) 1995 

The Company Law 1995 came into effect in March 1996 and 

stipulates the financial reporting requirements for companies and the 

manner in which profits may be appropriated. The company directors 

must present annual financial reports to the general shareholders 

meeting no later than five months after the end of the financial year. 

The company’s directors must sign the reports.  

The Company Law 1995 requires that financial statements must be 

prepared in compliance with PSAKs. Non-compliance must be 

disclosed and reasons for non-compliance should be provided. 

The Company Law 1995 requires the financial statements of the 

following types of companies to be audited by a public accountant: 

Companies in a field connected with the mobilization of funds from 

the public (i.e., banks, investment funds and insurance companies). 

Companies that have issued debt instruments. 

Publicly held companies. 

The general shareholders’ meeting may not approve financial 

statements that do not comply with the audit requirements.  

The Company Law 1995 also requires that audited financial 

statements, once approved by shareholders, be published in two daily 

newspapers. 

Company 

Registration (No. 3) 

Law 1982 

In addition to listing Indonesian companies, this law supports efforts 

to make company information publicly accessible. Among other 

things, this law requires that details of each company’s authorized, 

issued and paid-in capital be reported to the Ministry of Trade and 
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Industry.
45

 

Government 

Regulation (No. 64) 

1999 

The promulgation of this regulation reflected a significant 

improvement in promoting company transparency. Previously, only 

listed companies were required to file audited financial statements. 

This regulation required the following companies to file audited 

financial statements: 

-  those incorporated under the Company Law 1995; 

-  those that accumulate funds from the public; 

-  those that issue debt instruments; and 

-  those that have total or net assets exceeding Rp 25 billion. 

In accordance with the regulation, audited financial statements 

comprising: a balance sheet, an income statement, a cash flow 

statement, a statement of changes in equity, and notes to the financial 

statements (including a list of liabilities and capital participation) 

must be reported. 

Information made more easily available, including through the 

Internet and in hard copy at local Company Registry Offices. 

Capital Market Law 

(No. 8) 1995 

Among other things, governs the preparation, presentation and audit 

of financial statements. It is supported by Bapepam Rules that cover: 

-  pre-emptive rights; 

-  conflicts of interest on certain transactions; 

-  material transactions and changes in a major line(s) of business; 

-  mergers and consolidations of public companies and issuers; 

-  planning and conducting the general meeting of shareholders; 

-  the main Articles of Association of companies offering their 

equities to the public and of publicly listed companies 

-  disclosure of information that must immediately be made public; 

and  

-  reporting on the use of funds received from public offerings. 

Banking Law (No. 

7) 1992 

This law states that the Indonesian Bank or Bank Indonesia (BI) may 

assign a public accountant, for and on behalf of BI, to perform an 

audit on any bank, either on a periodic basis, or at any time required. 

In relation to this, public accountants are delegated BI authority. 

Bank Indonesia Law 

(No. 23) 1999 

This law repeats the Banking Law 1992 delegation of authority to 

public accountants (Article 30(1)). 

Pension Funds Law 

(No. 11) 1992 

Article 52(1)(a) of this law implies that the Minister of Finance shall 

receive the financial statements of pension funds that have been 

audited by a public accountant. 

Sources: Reid (2003); and Kurniawan and Indriantoro (2000). 

3.3.2 Accounting Standards in Indonesia 

Starting in the 1960s, there was a shift in Indonesia from Dutch accounting to US 

accounting (Saudagaran and Diga 2000). At this time the Indonesian accounting 

standards adopted the work of Grady (1965) from the American Institute of Certified 

Public Accountants in the U.S (Saudagaran and Diga 2000). In 1974, the Indonesian 

                                                
45

 The National Committee for Corporate Governance (NCCG) has identified 

weaknesses with this law and its implementation, including the lack of publicly 

available information required by the law and the absence of timely and accurate 

mechanisms for collection and publication of information (Kurniawan and 

Indriantoro 2000). 
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Institute of Accountants or Ikatan Akuntan Indonesia (IAI)
46

 established a committee 

called the Accounting Principles Committee to set accounting standards. The standards, 

which were then called the Indonesian Accounting Principles or Prinsip Akuntansi 

Indonesia (PAI), did not have any major changes made to them for the next ten years 

(until 1984). 

Due to the rapid growth in the number of companies listed on the stock markets 

(Kurniawan and Indriantoro 2000) and  in response to government efforts to revive the 

domestic securities market (Saudagaran and Diga 2000), a set of comprehensive and 

high quality accounting standards were needed. It became evident that investors, 

creditors and other accounting information users needed more transparent information. 

In 1984, supported with funding from the World Bank, the Accounting Standards 

Committee responded to these needs by developing additional standards and revising 

some of the existing standards (Kurniawan and Indriantoro 2000). 

In 1994, the IAI decided to move away from U.S. GAAP and instead adopted 

International Accounting Standards (IAS). Reid (2003) provides three reasons for this 

change from U.S. GAAP to IASs. First, U.S. GAAP is fragmented and complex. It 

comprises: several accounting research bulletins; 31 APB opinions; over 140 FASB 

statements; and scores of interpretations and technical bulletins, statements of position, 

and accounting guides issued by the AICPA. Second, U.S. GAAP is inextricably 

intertwined with U.S. laws and legal precedents - factors not easily transferred to 

another country. Third, IASs have been developed in a consistent manner and are less 

complex to apply. Table 3.2 presents a summary of the evolution of Indonesian 

Financial Accounting Standards. 
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 The Indonesian Institute of Accountants or Ikatan Akuntan Indonesia (IAI) was 

established in 1957 to guide and coordinate the activities of accountants in 

Indonesia. 
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Table 3.2: The Evolution of Indonesian Financial Accounting Standards in Indonesia 

Until 1973 Early Dutch Accounting Dutch-based legislation and accounting 

requirements. 

1973 – 1984 Early U.S. GAAP In 1973, IAI adopts Indonesian accounting 

principles (PAIs), which are directly based 

on U.S. GAAP (as it existed in 1965). 

1984 – 1994 Updated U.S. GAAP In 1984, PAIs are significantly revised to 

expand their coverage and reflect 

developments in U.S. GAAP. 

1994 to date International 

Accounting Standards 

(IASs) 

At its September 1994 Congress, IAI 

endorsed the use of IASs as a basis for 

domestic financial reporting. IAS-based 

Financial Accounting Standards (PSAKs) 

are subsequently issued. Since 1994, IAI has 

worked to harmonise PSAKs with IASs. 

Source: Reid (2003). 

3.3.3 Disclosure Requirements for Indonesian Companies 

Regulations that govern the reporting disclosures by Indonesian companies include 

(Kurniawan and Indriantoro 2000): 

- Company Registration Law (No. 3) 1982 (see Table 3.1). Under this law, companies 

must report the following information to the Ministry of Trade and Industry: the 

name and trademark of the company; the date of incorporation; the company’s 

products and main line(s) of business; personal details of the members of the BOD 

and BOC; and the amount of capital authorized, issued and paid in. 
47

  

- Government Regulation (No. 64) 1999 regarding Annual Financial Statements of a 

Company (see Table 3.1). Under the Regulation, companies must report a set of 

audited financial statements (consisting of balance sheet, income statement, cash 

flow statement, statement of changes in equity and notes to the financial statement 

that include a list of the company’s liabilities and a list of capital participation) and 

a company profile. 

- Bapepam rules (for publicly listed companies) including Circular Letter of the Head 

of Bapepam or Surat Edaran Ketua BAPEPEM No. SE- 02/PM/2002. This Circular 

Letter (“Presentation and Disclosures of Financial Statements: A Guideline for 
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 Article 11 of Company Registration Law 1982. 



65 

Publicly Listed Companies”) was issued by BAPEPAM in collaboration with the 

JSX, the Indonesian Institute of Accountants (IAI) and the Association of Issuers 

(AEI). The rule was implemented in an effort to improve the quality of disclosure 

for publicly listed companies in 22 industries (including manufacturing companies) 

in Indonesia. 

3.4 The Jakarta Stock Exchange (JSX) 

Originally opened in 1912 under the Dutch colonial government, the JSX was re-

opened in 1977 after several closures during World War I and World War II. After 

being reopened in 1977, the exchange was under the management of the newly created 

Capital Market Executive Agency (Badan Pelaksana Pasar Modal, or Bapepam), which 

is accountable to the Ministry of Finance. Trading activity and market capitalization 

grew and reached its peak in 1990 alongside the development of Indonesia's financial 

markets and private sector. On July 13, 1992, the exchange was privatized under the 

ownership of the Jakarta Exchange Inc. or PT Bursa Efek Jakarta (BEJ). As a result, the 

functions of Bapepam changed to become the Capital Market Supervisory Agency or 

Badan Pengawas Pasar Modal (Bapepam). On March 22, 1995 the JSX launched the 

Jakarta Automated Trading System (JATS) which replaced a manual trading system. 

BEJ is empowered to issue regulations governing its activities but these regulations 

require the approval of Bapepam.
48

 There are membership rules governing the rights 

and obligations of its members and listing rules that specify the rights and obligations of 

companies whose securities are listed on the JSX. Like Bapepam regulations, BEJ 

regulations come in two forms. The bulk of these regulations are issued as annexures to 

decrees of the board of directors of BEJ (Keputusan Direksi BEJ) (Tabalujan 2002). 

Like the Bapepam, the BEJ also issues circulars (surat edaran) that provide additional 

guidelines and explanations concerning various stock market matters (Tabalujan 2002). 

3.5 Capital Market Authority 

Bapepam is currently the key regulatory authority in the Indonesian capital market. 

Bapepam is the sole government body that oversees the development of Indonesia's 

securities markets. Its powers are equivalent to that of the Securities Exchange 

Commission (SEC) in the United States and include, inter alia: evaluating whether 

companies meet all listing requirements; ensuring that the stock exchange is run 
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 Articles 9 and 11 of the Capital Market Law 1995. 
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efficiently and effectively; and monitoring the performance of listed companies 

(Saudagaran and Diga 2000).  

Bapepam, as an acronym, can be traced back to 1976 when the Capital Market 

Formation Board (Badan Pembina Pasar Modal) and the Capital Market Executive 

Board (Badan Pelaksana Pasar Modal) were formed pursuant to Presidential Decree No 

52 of 1976. In reality, the Capital Market Formation Board was not activated and in 

1990, pursuant to Presidential Decree No 53 of 1990, the Capital Market Executive 

Board became the Capital Market Supervisory Board or Badan Pengawas Pasar Modal 

(Tabalujan 2001). 

Bapepam reports directly to the Minister of Finance
49

 and is responsible for the 

development, regulation and supervision of the Indonesian capital market.
50

 Its goal is 

to create and maintain an orderly, proper and efficient market that protects the interests 

of shareholders and the public.
51

 Bapepam can impose administrative sanctions (sanksi 

administratif) for any contravention of the legislation or of any implementing 

regulations.
52

 Moreover, the Capital Market Law 1995 also provides affected parties 

who have suffered loss to seek civil remedies against erring directors and 

commissioners.
53
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 Article 3 (2) of the Capital Market Law 1995. 
50

 Article 3 (1) of the Capital Marker Law 1995. 
51

 Article 4 of the Capital Market Law 1995. 
52

 Article 102 (1) of the Capital Market Law 1995. The kinds of administrative 

sanctions that can be given by Bapepam include: written warnings; monetary fines; 

restrictions on business activity; suspensions of business activity; revocations of 

business licenses; cancellations of approvals; and cancellations of registrations.  

Apart from administration sanctions, the legislation also provides for criminal 

sanctions (Article 101 of the Capital Market Law 1995). When Bapepam suspects a 

wrongdoing has been committed, it can appoint one of its officials to undertake a 

criminal investigation pursuant to the Criminal Procedure Code (Kitab Hukum 

Undang-undang Pidana or KHUP). The investigator is given wide powers including 

the power to obtain information, call and examine witnesses, as well as to freeze 

accounts. The result of any such investigation is delivered to the Attorney-General 

whose office, presumably, will then prosecute the matter in court. The criminal 

sanctions for such offences range from hefty fines to imprisonment (Tabalujan 

2001). 
53

 Article111 of the Capital Market Law 1995.  
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Bapepam also has the power to give detailed technical explanations on the Capital 

Market Law 1995 and its implementing regulations.
54

 Bapepam can also issue 

regulations on matters of procedure for appointing company officers and the registration 

of prospectuses.
55

 Since 2000, the Bapepam has issued numerous rules and regulations 

to strengthen the Corporate Governance of publicly listed companies (Alijoyo et al. 

2004). Bapepam regulations not only deal with corporate governance issues but also 

deal with the licensing and regulation of stock exchanges, securities companies, 

clearing and depository institutions, custodian banks, and various other capital market 

institutions. The Bapepam regulations also cover procedural aspects such as the 

processing of Registration Statements (which contain draft prospectuses) for public 

offers and the preparation of annual reports (Tabalujan 2002).  

Bapepam also issued Circular Letter No. 03/2000 requiring publicly listed companies to 

set up an Audit Committee. This circular letter was supported by the JSX Decree No. 

315/2000 as amended by JSX Decree No. 339/2001 concerning listing requirements, 

wherein it requires a company intending to list its shares on the JSX to have an 

Independent Commissioner, Audit Committee, and Corporate Secretary. In November 

2002, the Bapepam issued Bapepam Decree No. 20/2002 concerning the independence 

of public accounting firms in carrying out audit services on publicly listed companies. 

The Decree limits audit services to a maximum of five years in a row (for any Public 

Accounting Firm) and to a maximum of three years in a row (for any individual 

accountant). In December 2003, the Bapepam issued two Bapepam Decrees (No. 40 and 

41). The decrees regulate the responsibility of the Board of Directors on financial 

reporting matters and the establishment of Audit Committees and the duties of Audit 

Committees, repectively (Alijoyo et al. 2004). 

In relation to disclosures, Bapepam is involved strongly in disclosure regulation. Since 

1987, it has issued Directives Regarding the Form and Content of Financial Statements 

of Indonesian Listed Companies, which are mandatory for all listed companies. 

Bapepam's influence is evident in that it requires companies to prepare financial 

statements in accordance with PSAK and requires that an audit be conducted by a 

Bapepam-registered accountant. Bapepam's statutory powers have been further 

strengthened by the Capital Markets Law 1995, although the agency has so far 
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 Article 5 (0) of the Capital Market Law 1995. 
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 Article 5 of the Capital Market Law 1995. 
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delegated the task of formulating accounting standards to the IAI. Bapepam accepted 

IAIs promulgation of PSAK in 1994 and made them mandatory for all publicly listed 

companies in 1995 (Saudagaran and Diga 2000).  

Scott (1999, p.25) notes that: 

The Capital Markets Supervisory Agency ("Bapepam") administers 

fairly extensive disclosure requirements, but lacks enforcement 

authority against company management. It also has rules which permit 

the disinterested shareholders of Indonesian public companies to 

approve or disapprove "conflict of interest" transactions, as defined, 

between a company and its affiliates; the definition seems to exclude a 

transaction between the company and a controlling shareholder! The 

rules can be enforced by Bapepam and perhaps by shareholders. It will 

be quite interesting to see how this provision develops over time, if it 

ever does. To this point, no minority shareholder oppression suits have 

ever been brought.  

3.6 Summary 

In summary, the present formal framework for corporate governance and disclosures for 

JSX-listed companies comprise the Company Law 1995 and Capital Market Law 1995 

as the foundation legislation, together with all previous regulations (including a host of 

other rules issued by Bapepam and the JSX) in so far as they are not contrary to or 

revised by the foundation legislation (or any new regulations issued subsequent to the 

date when the foundation legislation came into operation). In addition, individual 

companies operating in particular sectors (such as manufacturing companies) may have 

additional sector-specific regulations applicable to them.  
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Chapter 4: Development of Hypotheses  

4.0 Introduction 

Chapter two dealt with the major issues related to the relationship between ownership 

structure and voluntarily disclosure as a prelude to the formulation of a set of 

hypotheses to be tested in this study.  Broadly speaking, various corporate governance 

attributes (i.e. ownership structure, owner’s involvement on boards and family business 

group affiliation) are hypothesized to be associated with the extent to which companies 

voluntarily disclose information. The first three sections (4.1, 4.2 and 4.3) of this 

chapter outline hypotheses related to corporate governance attributes. The last section 

(4.4) introduces some control variables that might affect the relationship between 

ownership structure and voluntary disclosure. Section 4.5 then provides a brief 

summary of the chapter.  

4.1 Ownership Structure and Voluntary Disclosure 

As suggested by La Porta et al. (1999) and Claessens et al. (2002), there are agency 

problems associated with high ownership concentration. When the controlling 

shareholders find that they can benefit more by expropriating wealth from the 

minorities, the resultant effect will be ‘entrenchment’ rather than ‘convergence’. 

Ownership structure, as a potentially important element of corporate governance (Denis 

and McConnel 2003), is crucial to understanding the resolution and the outcomes of 

agency problems in modern corporations (Jensen and Meckling 1976) and thereby 

determining the distribution of power and control within an organization (Jensen and 

Warmer 1988). 

The nature of the agency problem depends on the degree of dispersion between 

management and ownership. High dispersion (or low concentration) of ownership 

occurs when a significant percentage of ownership is held by a large number of 

individuals and in this situation there is more likely to be an agency problem between 

management and owners (Jensen and Meckling 1976). On the other hand, low 

dispersion (or high concentration) occurs when the majority of ownership is controlled 

by a small number of large shareholders and in this situation there is more likely to be 

an agency problem between the majority and minority shareholders (La Porta et al. 

1999). The more concentrated the ownership structure the more power owners have to 

either support or oppose management (Salancik and Pfeffer 1980).  
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From a corporate governance point of view, the concentration of voting rights (equity 

ownership) is crucial (Claessens et al. 2002). Most of the previous research is focused 

on large, publicly traded corporations with diffused ownership within the framework of 

the conventional US/UK model of corporate control. However, little is known about the 

corporate governance implications of concentrated ownership, particularly in 

developing countries, where corporate ownership is found to be highly concentrated. 

While some research highlights the positive effect of large shareholders on improving 

corporate governance (Jensen and Meckling 1976), other researchers argue there are 

problems associated with concentrated ownership (Shleifer and Vishny 1997; La Porta 

et al. 1999; Claessens et al. 2002). For example, Shleifer et al. (1997, p.759) suggested 

that when “[l]arge owners gain nearly full control of the corporation, they prefer to 

generate private benefits of control that are not shared by minority shareholders.” This 

agency problem of controlling and restricting the expropriation of wealth from minority 

shareholders can be particularly serious when there are few mechanisms to protect 

minority investors and to control the discretionary power of large shareholders. 

The role of ownership structure in enhancing corporate governance can be influenced 

by other institutional factors characterizing the different corporate governance systems 

such as: the legal protection of investors; the level of ownership concentration; the 

development of capital markets; the market for corporate control; and the effectiveness 

of Boards of Directors. For example, there is a widely held conviction that the 

effectiveness of investor protection depends on the extent to which protection laws are 

enforced, or are enforceable. In countries with weaker shareholder protection, the 

expropriation of minority shareholders is more likely to occur (La Porta et al. 1999). 

La Porta et al. (1998) compared the quality of Asian law and enforcement in protecting 

investors and concluded that Indonesia provides the worst protection for investors. As 

such, it is reasonable to expect there would be a high probability of expropriation of 

wealth from minority shareholders for firms listed in Indonesia. In addition, Claessens 

et al. (2000) found that firms in nine East Asian countries, including Indonesia, have 

voting rights (control) with respect to other firms that frequently exceed their cash flow 

rights (ownership).
56

 This is typically achieved via pyramid structures,
57

 cross-
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 Voting rights and cash flow rights are explained in chapter 2. 
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holdings
58

 and deviations from the one-share-one-vote rule (Claessens et al. 2000). One 

consequence of this divergence is the controlling owner becomes entrenched and, 

therefore, has incentives to extract private benefits that expropriate wealth from the 

minority shareholders (Fan and Wong 2002). Further, Zingales (1994, p.126) argued 

that “[i]f there were no private benefits, there would be no reasons to hold large blocks 

of share in any one company.”  

On the basis of those findings, it is expected that, because of the potential entrenchment 

problem and conflict between controlling owners and minority shareholders, the 

controlling owners have an incentive to avoid voluntarily disclosing detailed 

information that would attract close monitoring by outside shareholders. Therefore, 

based on the above arguments and the prior research findings reported in chapter 2, it is 

hypothesised that: 

H1: All else being equal, voluntary disclosures, as measured by the disclosure 

index, will be lower in firms with a majority ownership structure compared 

to those with a non-majority ownership structure.
59

 

Denis and McConnel (2003) noted that the role of ownership structure in enhancing 

corporate governance varies according to the identity of the blockholder (Denis and 

McConnel 2003).
60

 In addition, Short (1994) and Pederson and Tomson (1997) argued 

that the identity of the relevant shareholders should be considered in measuring the 
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 In a pyramid structure, one entity owns a number of shares in a chain of firms in 

such a way that the owner at the top of the pyramid achieves effective control of all 

of the subsidiaries down the line in the pyramid, while directly owning an ever-

smaller portion of each firm. The controlling shareholder can extract private 

benefits from the line in many ways. One way is through non-arm’s length 

transactions among group affiliates. For example, unlisted shares in an affiliate 

owned by the largest shareholder could be purchased at a price much higher than its 

fair value, benefiting the owner at the expense of the firm and other shareholders. 
58

 A cross-holding exists when a group of companies maintain interlocking ownership 

positions in each other. To the extent that the interlocking of their ownership 

positions makes group members inclined to support each other, voting coalitions 

are formed (Denis and McConnel 2003). 
59

 As explained in chapter 5, a majority shareholder is defined as either one owner 

(person, family, family company or companies), or the government (local or 

national), or a foreign multinational owning more than 50% of the shares in a 

company.  
60

 There are numerous potential types of large shareholders, e.g. individuals, a family 

or family group, government, foreign companies, a holding company, a bank, an 

institutional investor, and non-financial corporations. 
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ownership structure. It has also been argued that different categories or identities of 

controlling shareholder have different types of private benefits from control (Lamba and 

Stapledon 2001). For example, significant holdings by institutional investors are more 

likely to lead to improved monitoring and control than atomistic ownership (Hoskisson 

et al. 1994) because such parties have an incentive that is sufficient for them to incur the 

necessary costs to monitor performance (Alchian and Demsetz 1972; Shleifer and 

Vishny 1986; Holderness and Sheehan 1988; Tosi and Gomes-Mejia 1989; 

Sundaramurthy and Lyon 1998). 

Similarly, a family (individual) shareholder may value the opportunity to consume 

perquisites more highly than would a corporate blockholder (Demsetz and Lehn 1985). 

Therefore, it is important to view and analyze separately the effects of ownership by 

families, the state, foreign and widely held corporations on improving corporate 

governance (Claessens et al. 2002; Douma et al. 2002). Moreover, Makhija (2004, 

p.469) makes the point that “[d]isclosure preferences differ according to the identity of 

the owner.”  

Denis and Denis (1994) noted that family-run firms are characterised by concentrated 

structures. Agency theory predicts that agency costs may prevail between majority and 

minority shareholders if a family firm is listed on the stock exchange (Corbetta and 

Salvato 2004). A study by Mustakallio, Autio and Zahra (2002) provides support for the 

proposition that because owners have multiple roles in a family business the governance 

of family firms differs from corporate governance for non-family firms. Similarly, in a 

family-based corporate environment, there is also a risk that controlling family owners 

in high-ownership-concentration companies will expropriate wealth from the minority 

shareholders when they find they have sufficient control in those companies (Ng 

2005).
61

 

Corporations in East Asia have a predominantly concentrated, family based controlling 

shareholder structure (Faccio et al. 2001). Under these circumstances, the protection of 

minority shareholders from the abuse of a controlling shareholder becomes a 

fundamental problem. For example, family shareholders may value the opportunity to 

consume perquisites more highly than would a corporate blockholder (Demsetz and 
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 For example, by transferring profits from the companies concerned to their other 

personally-owned companies. 



73 

Lehn 1985). The situation becomes worse if entrenchment is accompanied by a 

pyramidal ownership structure whereby the family will have the ability to engage in 

predatory behaviour known as tunnelling (Johnson et al. 2000). Consequently, to avoid 

disciplinary action on the part of minority shareholders and government agencies, 

family firms are more likely to be unwilling to reveal their detailed operations and 

business performance to outsiders (Chau and Gray 2002). Therefore, family-controlled 

firms have little motivation to disclose information in excess of mandatory requirements 

because the demand for public disclosure is relatively weak in comparison to companies 

that have a wider ownership structure (Chau and Gray, 2002). Based on the above 

arguments and the prior research findings reported in chapter 2, it is hypothesised that: 

H2: All else being equal, voluntary disclosures, as measured by the disclosure 

index, will be lower in family owned firms than non-family owned firms. 

When families have significant control of a firm, the potential for entrenchment and 

poor performance is high (Gomez-Mejia et al. 2001; Anderson and Reeb 2003). Hence, 

family firms where a high level of control exists are more likely to have incentives to 

expropriate value from the minority shareholders. Thus, it is reasonable to expect that 

these family firms will tend to have a lower level of voluntary disclosure. This leads to 

the next hypothesis: 

H3: Among family firms, all else being equal, those with a majority ownership 

structure will have a lower level of voluntary disclosure (as measured by the 

disclosure index) compared to those without a majority ownership structure. 

4.2 Owner’s Involvement on Boards and Voluntary Disclosure 

The board’s role is a focal point in corporate governance (Daily et al. 2003). Frequently 

the action of large shareholders is channelled through the board of directors. Although 

boards are starting to play a more active role in corporate activities (Boyd 1994), such 

as influencing strategic decision making (Carpenter and Westphal 2001; Golden and 

Zajac 2001; Westphal and Fredrickson 2001), their main role according to the agency 

perspective remains that of control (Fama and Jensen 1983; Mizruchi 1983). 

Agency theory traditionally focuses on the relationship between shareholders and 

managers. Agency theorists suggest that corporate governance mechanisms, and 

especially boards, can solve agency conflicts. Monitoring by boards means monitoring 

management on behalf of the shareholders. In corporations, it is efficient to have a 
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board as a representative institution for dispersed shareholders and other stakeholders. 

The board ratifies strategic decisions, including decisions about hiring, compensating, 

and replacing managers or management teams (Barnhart et al. 1994). The implicit 

assumption of agency theory is that boards of directors monitor effectively 

(Sundaramurthy 1996). 

When large shareholders have majority control of the board they can hire (or fire) 

management and, thereby, influence most of managements’ decisions. Large 

shareholders can also exercise power by blocking ratification of unfavourable decisions, 

or possibly by initiating decisions. Short (1994) argues that shareholders who own 

sufficient shares to dominate the Board of Directors may expropriate corporate wealth. 

As for the significance of the ratio of family members to non-family members on the 

board, Mok et al. (1992), Lam et al. (1994), Ahmed and Nicholls (1994), Haniffa and 

Cooke (2002) and Ho and Wong (2001a) indicate that companies with more family 

members on their board disclose less voluntary information. Ho and Wong (2001a) and 

Haniffa and Cooke (2002) used the proportion of family members sitting on the board 

as a proxy for family control instead of family members’ total ownership. The existence 

of a two-tier board system in Indonesia
62

 could be seen as allowing the supervisory 

board (Board of Commissioners - BOC) to be more independent in overseeing 

executives (Board of Directors - BOD) and ratifying company decisions. The reason is 

that there is no overlap of membership between the two boards. Fama and Jensen 

(1983) conceptualise a decision system through the distinction between ‘decision-

management’ and ‘decision-control’ to overcome agency problems. From the view of 

the two-tier board system operating in Indonesia, it can be seen that decision-

management activities (initiation and implementation) are the responsibility of the 

Board of Directors (executives), while the responsibility to control management 

decisions (ratification and monitoring) is delegated to the Board of Commissioners (the 

supervisory board). Hence, this clear separation of board responsibilities in the ‘two-

tier’ board system should lead to an effective system of decision control. 

Under a concentrated ownership structure, the controlling owners will have significant 

voting power and influence in determining the composition and appointment of both 
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 See Chapter 3, Section 3.1.1, for an explanation of the ‘two-tier’ board system that 

operates in Indonesia. 



75 

BOD and BOC members. It can be argued that appointment of family members to the 

BOD and BOC in family-owned firms is likely to be influenced significantly by family 

ties to the controlling family, and by an expectation that they would support the wishes 

of the controlling family. Therefore, it is anticipated that in family-owned firms where 

family members are represented on the BOD and BOC, the BOD and BOC will be less 

independent and effective than would be the case where family members are not 

represented on those boards. In addition, Turnbull (1997) posits that boards can become 

redundant when there is a dominant active shareholder, especially when the major 

shareholder is a family group. Based on these arguments, and consistent with the notion 

that controlling shareholders will expropriate wealth from minority shareholders, it is 

expected that voluntary disclosure will be lower for firms where the owners are 

involved on the BOD and BOC. This leads to the following two hypotheses: 

H4: All else being equal, among family firms where owners are involved in the 

Board of Commissioners voluntary disclosure (as measured by the 

disclosure index) will be lower than for firms with no owner involvement in 

the Board of Commissioners. 

H5: All else being equal, among family firms where owners are involved in the 

Board of Directors voluntary disclosure (as measured by the disclosure 

index) will be lower than for firms with no owner involvement in the Board 

of Directors. 

4.3 Family Business Group Affiliation and Voluntary Disclosure 

Many firms around the world are controlled by a dominant shareholder, usually a family 

group or the State (La Porta et al. 1999; Claessens et al. 2000). In fact, in several 

countries single individuals or families control a large number of firms and, 

consequently, a vast amount of capital through the creation of business groups.
63

 This 

concentration of control is usually accomplished with the use of a pyramidal ownership 

structure, whereby the family achieves control of the constituent firm by a chain of 

ownership relations. In other words, the family directly controls one firm, which in turn 

controls another firm, which might itself control other firms, and so forth. Because the 
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 This study focuses on family business groups and, accordingly, defines a ‘family 

business group’ as a collection of legally independent firms controlled by a single 

family, such as the family groups in Western Europe, Latin America, and East Asia 

(Almeida and Wolfenzon 2005). 
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family does not need to legally own more than 50% of the shares of every firm to retain 

control of each firm in the pyramid. Pyramidal ownership structures allow for a 

separation of cash flows and control rights and can, therefore, facilitate family control 

(Almeida and Wolfenzon 2005). 

Some views have been put forward in an attempt to explain the existence of family 

business groups. One view holds that the presence of business groups is an efficient 

organizational form that adds value to member firms. For instance, Leff (1978) and 

Khanna and Palepu (1997; 1999) argue that business groups add value in emerging 

markets because they effectively substitute for inefficiently functioning markets. 

Another view believes that business groups exist because they allow families to gain 

control over other firms while putting little cash flow at stake (Almeida and Wolfenzon 

2005). For example, a family that owns 50% of one firm, which in turn owns 50% of 

another firm, has control over the latter firm with an ultimate cash flow stake of only 

25%. 

The fact that pyramidal business groups are more common in countries with poor 

investor protection (La Porta et al. 1999) appears to be consistent with the argument of 

some authors that pyramidal business groups arise to substitute for poorly functioning 

financial markets (Khanna and Palepu 1997). However, there is also the argument that 

pyramids prevail as mechanisms to retain control and extract private benefits (Bebchuk 

et al. 2000) and a firm’s group membership increases the scope for expropriation of 

wealth from the firm’s minority shareholders by the controlling shareholder (Bae et al. 

2002; Bertrand et al. 2002). The reason why pyramids are more common in countries 

with poorly developed financial markets is that in those countries private benefits from 

control are large (Almeida and Wolfenzon 2005). 

Studies by La Porta et al. (2002) and Shleifer and Vishny (1997) document that 

corporate environments in emerging economies differ quite significantly from those in 

advanced economies. Claessens et al. (1999) also report that many emerging markets 

are dominated by companies which have high ownership concentration, and which are 

large in size and function as conglomerates. Berger and Ofek (1995) suggested that the 

agency problems between controlling and outside shareholders are greater when firms 

engage in business groups and can be potentially serious, particularly for large firms 

with many subsidiaries (Claessens et al. 1999; Johnson et al. 2000; Bertrand et al. 2002). 
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There are greater agency problems associated with using internal markets inside a 

corporate group. Wolfenzon (1999), Bebchuk et al. (2000), and Shleifer et al. (2002) 

present theoretical illustrations of such minority shareholder expropriation. Empirical 

evidence to date is far from conclusive on the benefits and costs of group-affiliation 

(Claessens and Fan 2003). Claessens and Fan (2000) reported that the separation of 

ownership and control is negatively associated with firm value in East Asian listed 

companies. This evidence points to the market effects of possible minority shareholder 

expropriation.  

The issue of ownership and control is more problematic in East Asia than in the United 

States because of the less-than-transparent capital markets and the affiliation of firms 

with a group of firms also controlled by a family (Faccio et al. 2001) and other 

complicated intercompany transactions which make financial statements less 

transparent (Jung and Kwon 2002). In family business groups, the concern is that 

managers may act for the controlling family and not for shareholders in general (Morck 

and Yeung 2003). Owners of business groups have been accused of expropriating value 

from minority shareholders by transferring resources from firms where they have low 

cash flow rights to firms where they have high cash flow rights, and this expropriation 

may reduce the transparency of the entire economy (Bertrand et al. 2002). As such, it is 

expected that affiliated firms (firms linked to a business group) tend not to disclose such 

wealth expropriations to avoid disciplinary action by minority shareholders or 

government agencies. This leads to the following hypothesis: 

H6: All else being equal among family firms, affiliated firms will have lower 

voluntary disclosures (measured by the disclosure index) than independent 

firms. 

4.4 Control Variables 

A number of variables may potentially affect the relationship between ownership 

structure and voluntary disclosure and they are included in the various models as 

control variables. The control variables used include firm size and the size of the audit 

firm. 

4.4.1 Firm Size 

For a number of reasons firm size has been found in most studies to be significantly 

associated with the level of corporate disclosure (Singhvi and Desai 1971; Jensen and 



78 

Meckling 1976; Watts and Zimmerman 1978; Diamond and Verrecchia 1991; Lev 1992; 

Hossain et al. 1994; Raffournier 1995; Chau and Gray 2002; Archambault and 

Archambault 2003; Liu 2005). 

First, the credibility and mobility of securities will be increased if disclosure levels are 

improved. For example, Lev (1992) noted that greater disclosure could increase the 

confidence of suppliers and customers. Diamond and Verrecchia (1991) found that 

greater disclosure reduced transaction costs and increased the demand for a firm’s 

securities by enhancing stock market liquidity. Hossain et al. (1994) argued that larger 

organisations tended to be listed on a stock exchange and listing status motivated 

organisations to make greater disclosure in order to maintain or create demand for their 

securities. 

Second, larger corporations are more likely to voluntarily disclose financial information 

because they are more visible to the public and may potentially face extra political 

costs; for example, increased regulation, pressure from labour unions for increased 

wages, consumer boycotts and higher taxes (Watts and Zimmerman 1978). Jensen and 

Meckling (1976) suggested that voluntary disclosure reduced a firm’s agency cost 

through bonding and monitoring arrangements. Agency theory predicts that voluntary 

disclosure by larger corporations will assist in reducing the potential for wealth to be 

transferred from outside capital suppliers to managers. 

Third, the cost of providing detailed information for smaller corporations is relatively 

high compared to larger corporations (Singhvi and Desai 1971). In addition, smaller 

corporations are reluctant to disclose full information to their competitors for strategic 

reasons. Because their annual report is the main source of information for their 

competitors, smaller firms are more likely to be reluctant to disclose additional 

information about their activities that place them at a competitive disadvantage 

(Raffournier 1995). Therefore, company size is likely to influence a company’s levels of 

voluntary disclosure. 

4.4.2 Audit Firm Size 

Accounting firms also play a role in the level of corporate disclosure. A number of 

researchers have studied the relationship between the size of accounting (auditing) firms 



79 

and voluntary corporate disclosure (Singhvi and Desai 1971; Jensen and Meckling 1976; 

Watts and Zimmerman 1986; Beaty 1989; Ahmed and Niccholls 1994; Patton and 

Zelenka 1997; Archambault and Archambault 2003; Liu 2005).  

Singhvi and Desai (1971) argued that auditing firms influenced the amount of 

information disclosed in financial statements but the degree of influence may differ from 

one auditing firm to another. While it is a company’s responsibility to prepare annual 

reports, auditors provide independent advice on the level of information disclosed in 

annual reports. Patton and Zelenka (1997) stated that large, international CPA firms are 

commonly believed to bring enhanced credibility to financial reports. Moreover, Jensen 

and Meckling (1976), and Watts and Zimmerman (1986) discussed the fact that auditors 

played a major role in restricting the opportunistic behaviour of agents. Auditors incur 

costs for entering into contracts with their clients, and so will influence clients to 

disclose as much information as possible in their annual reports. 

Large accounting firms have a good reputation for providing quality auditing. Beaty 

(1989) stated that larger accounting firms provided better quality auditing than smaller 

accounting firms in order to preserve their reputation. Ahmed and Nicholls (1994) 

observed that larger firms have a greater incentive to discover and report any breaches in 

a client’s accounting system because financial statements issued with errors and 

inadequate disclosure would diminish the reputation of larger audit firms more than that 

of smaller audit firms. Therefore, it is likely that auditor size will influence disclosure in 

annual reports. 

4.5 Summary 

This chapter described the development of hypotheses to be tested in this thesis. The 

hypotheses can be classified into three areas, namely: ownership structure; owner’s 

involvement on boards; and family group affiliation. A summary of these hypotheses is 

presented in Table 4.1. 
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Table 4.1: Summary of Hypotheses 

Variable Hypothesis Description 

Ownership Structure H1 All else being equal, voluntary disclosures, 

as measured by the disclosure index, will be 

lower in firms with a majority ownership 

structure compared to those with a non-

majority ownership structure. 

 H2 All else being equal, voluntary disclosures, 

as measured by the disclosure index, will be 

lower in family owned firms than non-family 

owned firms. 

 H3 Among family firms, all else being equal, 

those with a majority ownership structure 

will have lower voluntary disclosure (as 

measured by the disclosure index) compared 

to those without a majority ownership 

structure. 

Owner’s Involvement 

on Boards 

H4 All else being equal, among family firms 

where owners are involved in the Board of 

Commissioners voluntary disclosure (as 

measured by the disclosure index) will be 
lower than for firms with no owner 

involvement in the Board of Commissioners. 

 H5 All else being equal, among family firms 

where owners are involved in the Board of 

Directors voluntary disclosure (as measured 

by the disclosure index) will be lower than 

for firms with no owner involvement in the 

Board of Directors. 

Family Group 

Affiliation 

H6 All else being equal, among family firms 

affiliated firms will have lower voluntary 

disclosures (measured by the disclosure 

index) than independent firms. 
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Chapter 5: Research Design 

5.0 Introduction 

This chapter proceeds by explaining the definitions and measurement of the dependent 

and independent variables in section 5.1 and 5.2, respectively, and the control variables 

in section 5.3. The sources of data are then described in section 5.4. Next, section 5.5 

explains the selection (and the reasons for the selection) of the sample. The statistical 

techniques used to examine the hypotheses are discussed in section 5.6. The chapter 

concludes with a brief summary in section 5.7. 

5.1 Dependent Variable: Voluntary Disclosure 

Meek et al. (1995, p.555) noted that “disclosures in excess of requirements represent 

free choices on the part of company managements to provide accounting and other 

information deemed relevant to the decision needs of users of their annual reports.” 

Financial disclosure is not easily measured (Botosan 1997) and cannot be measured in a 

precise scientific way (Marston and Shrives 1991). However, a proxy such as a 

disclosure index can be used to provide insights into the level of disclosure released by 

companies (Hossain et al. 1995; Botosan 1997).
64

 A disclosure index refers to “the sum 

of the weights assigned to items of disclosure included in a company’s annual reports as 

a measure of the quality of a firm’s financial disclosure” (Dhaliwal 1980, p.386).  

The use of a disclosure index as a proxy to examine the determinants of corporate 

disclosure in previous studies have shown consistently strong and corroborated results 

(Botosan 1997) across many countries. Examples include Japan (Cooke 1991; 1992; 

1993; Singleton and Globerman 2002); Malaysia (Hossain et al. 1994; Haniffa and 

Cooke 2002); Singapore (Eng and Mak 2003); Hong Kong (Wallace and Naser 1995; 

Chau and Gray 2002; Fergusen et al. 2002); Mexico (Chow and Wong-Boren 1987); 

New Zealand (Hossain et al. 1995); Spain (Inchausti 1997); Sweden (Cooke 1989; 

1989); Australia (McKinnon and Dalimunthe 1993; Mitchell et al. 1995); Finland 

(Schadewitz and Blevins 1998); the United Kingdom (Firth 1979); and the United 

States (Singhvi and Desai 1971; Lang and Lundholm 1993). Although the results from 

these studies are mixed, recent studies continue to use such an index; see, for example, 

an examination of the level of compliance with disclosure requirements in south Asian 

                                                
64

 An index contains numbers that comprise, in single figures, objects in the set that 

one wants to measure and that are capable of measurement (Coy and Dixon 2004).   
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countries by Ali at al. (2004). Accordingly, this study uses an index of disclosure to 

measure the level of voluntary disclosure by companies. 

The disclosure index can be categorized according to whether the index items are 

unweighted or weighted (Coy et al. 1993). An unweighted disclosure index assumes 

that each disclosure item is of equal importance for users of annual reports in making 

decisions. Researchers who support the unweighted system argue that it can avoid the 

subjectivity inherent in assigning a relative weight to each disclosure item. In addition, 

weights may not represent real economic consequences to the subjects whose opinions 

are pooled (Chow and Wong-Boren 1987) and may not reflect stable perceptions on 

similar disclosure items across subjects over time (Dhaliwal 1980).  

Alternatively, a weighted disclosure index assigns weights to the selected items of 

information based on the perceived importance of specified user groups identified for 

the reporting objective. Researchers supporting the use of a weighted index argue that it 

is quite likely that some items are of more importance to users than others (Firth 1979). 

In addition, to treat all items of disclosure as having an equal weight when they clearly 

have differing levels of importance is itself a subjective decision (Coy and Dixon 2004) 

and the selection of voluntary disclosure items itself requires the researcher to exercise 

judgment (Owusu-Ansah 1997). Firth (1980), Robbins and Austin (1986), and Chow 

and Boren (1987) all reported equivalent results using an unweighted and weighted 

index. Therefore, this study examines the level of voluntary disclosure using an 

unweighted index. However, a weighted index is also used as a robustness test to 

investigate whether the two systems generate consistent results. 

Most researchers adapt and tailor existing indices to meet their own perceived needs 

(Marston and Shrives 1991). For example, Firer and Meth (1986) adapted the Firth 

(1979) index to achieve an index relevant for South Africa.  

The selection of items expected to be disclosed in a company’s annual report (the 

voluntary disclosure checklist) in this study is based on the one developed in a recent 

study by Khomsiah (2005) which examined the disclosures of Indonesian companies. 

The reasons for adopting Khomsiah’s (2005) checklist are: first, the disclosure index 

methodology adopted in constructing the checklist replicates that used in several prior 

research studies. Second, Khomsiah’s (2005) checklist was based on an extensive 

review of prior studies and, as a result, could be expected to have isolated those items 
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that have been consistently identified by previous research as relevant and likely to be 

disclosed by companies. 

Third, Khomsiah’s (2005) study examined the disclosures of publicly listed Indonesian 

companies in 2003, the same period as examined in this study. Wallace and Naser 

(1995) commented that there is no general theory concerning the items that should be 

selected for investigating the extent of voluntary disclosure as disclosure practices are 

sensitive to: economic conditions (Singleton and Globerman 2002); changing market 

condition (Mande 2002); and economics (Riahi-Belkaoui 2002). The voluntary 

disclosure checklist developed by Khomsiah (2005) was tailored to the Indonesian 

context by conducting the following procedures: 

- The selection of items from relevant previous studies was confirmed with Saebani’s 

(2002) study which examined the voluntary disclosures of publicly listed Indonesian 

companies in 2002. This procedure produced 69 voluntary disclosure items. 

- The disclosure checklist identified and eliminated items that have been assumed to 

be mandatory as included in Circular Letter of the Head of Bapepam or Surat 

Edaran Ketua BAPEPEM No. SE- 02/PM/2002. This letter requires publicly listed 

companies to present their annual reports by implementing a guideline for the 

‘Presentation and Disclosures of Financial Statements’. This procedure resulted in 

24 items being eliminated, leaving 45 voluntary disclosure items. 

- Next, the existing voluntary disclosure items were checked to see if they were 

included in a selection of company annual reports assumed to be good quality 

because the companies had been given a ‘2003 Annual Report Award’65. The result 

was that 4 items were added to the existing voluntary disclosure items so that the 

final result was a 49 item voluntary disclosure checklist (see Table 5.1). 

- Based on the 49 voluntary disclosure items, questionnaires were sent to financial 

                                                
65

 The Annual Report Award (ARA) is an annual program held by the Minister of the 

State Owned Company, the Directorate General of Tax, the Department of Finance, 

the Capital Market Supervisory Agency (Bapepam), the JSX, the Committee on 

National Government Policy, and the Indonesian Institute of Accountants. The 

ARA is aimed to improve the quality of information disclosed in audited annual 

reports and to encourage the implementation of good corporate governance 

practices for publicly listed Indonesian companies. 
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analysts asking them to weight the importance of each item using a Likert scale (1-

5). The weighted voluntary disclosure items can be seen in Appendix A66. 

Another reason of using the disclosure index developed by Khomsiah (2005) is to 

provide a useful benchmark for comparison with earlier research. 

Table 5.1: Items in the Disclosure Index 

# General Corporate Information 

1. History of company  

2. Vision and mission statement  

3. Statement of corporate objectives 

4. Description of the main product 

5. Organisation structure 

6. Stock highlight 

7 

. 
Financial highlight 

# Information About Boards 

1. Name and photo of board of commissioners (BOC) 

2. Academic qualification of BOC 

3. BOC experiences 

4. Name and photo of board of directors (BOD) 

5. Academic qualification of BOD 

6. BOD experiences 

7. BOD remuneration 

# Business Prospects 

1. Sales forecast 

2. Profit forecast 

3. Cash flow projections 

4. Information on planned capital expenditure 

5. Business plan 

  

                                                
66

 As noted previously, this study focuses on the unweighted disclosure index. 

However, the weighted index will be used for robustness tests.  
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# Research and Development 

1. Company’s policy on research and development (R&D) 

2. Discussion on R&D activities 

3. Forecast of R&D expenses 

4. New product development 

5. Number of R&D personnel employed 

# Employee Information 

1. Number of employees 

2. Breakdown of employee by education 

3. Breakdown of employee by line of business/department 

4. Categories of employee by gender 

5. Recruitment policy 

6. Corporate policy on employee training 

7. Employee welfare (health and safety) 

8. Company’s employees pension plan 

9. Employee reward 

10. Information of accident 

# Social Responsibility Reporting 

1. Pollution and environmental control 

2. Sponsorship of education and scientific/research awards 

3. Sponsorship of sports and games 

4. Sponsorship of arts and cultural activities 

5. Sponsorship of government programs 

6. Improvement of social facilities 

# Product and Service Improvement 

1. Product quality assurance 

2. Responsiveness to customer complains 

3. Product certification 
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# Corporate Governance Information 

1. Background of independent commissioners 

2. Frequency of board of commissioner meeting 

3. Number of audit committee numbers 

4. Background of audit committee 

5. Audit committee activities 

6. Description of corporate governance progress 

  

In summary, this study constructs a voluntary disclosure index by:  

1. Identifying and adopting the appropriate voluntary disclosure items developed by 

Khomsiah’s (2005).  

2. Constructing a voluntary disclosure index. If an item is disclosed then the company 

receives a score of ‘1’, otherwise a score of ‘0’ is recorded. For the weighted index, 

if a company discloses an item of information included in the index it receives the 

weighted score. The weighted importance score for each item varies from ‘1’ for 

‘No importance at all’, to ‘5’ for the ‘utmost importance’. The company receives ‘0’ 

if the item is not disclosed (Firth 1979). The scores for the individual items for each 

company are then totaled. The disclosure index for a particular company is then 

calculated as the ratio of its total score to the maximum score that company could 

have achieved.   

5.2 Independent Variables 

This section explains the definition of the independent variables and their measurement, 

including: ownership structure (ownership type and owner identity); owner’s board 

involvement (Board of Commissioners and Board of Directors); and company 

affiliation. 

5.2.1 Ownership Structure 

Ownership structure refers to the identities of a firm’s equity holders and the size of 

their holdings (Denis and McConnel 2003). One of the primary measures of ownership 

structure is the distribution of shares held by owners (shareholders), measured by the 

ratio of shares held by certain owner(s) to the total number of outstanding shares. Based 

on the relative dispersion of common share ownership criterion, each firm can be 

classified in a number of ways. For example, it could be classified as: being controlled 
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by either the management or by the owners (Kamerschen 1968; Steer and Cable 1978; 

Thonet and Poensgen 1979; Bothwell 1980); closely held or widely held ((Murali and 

Welch 1989); majority held or diffusedly held (Holderness and Sheehan 1988). The 

majority of previous studies have differentiated the firm’s ownership structure by 

classifying firms according to their control type using dummy (dichotomous) variables 

(Short 1994). This study follows a similar pattern and uses a dichotomous (dummy) 

variable to classify a firm’s ownership structure to observe the relationship between 

ownership structure and disclosure. 

In emerging market countries, ownership structure plays a very important role in 

corporate finance (La Porta et al. 1999) and perhaps more so than in developed 

countries (Kim et al. 2004). Asian firms are perceived to be highly concentrated, 

family-dominated corporations and with a controlling majority (Claessens et al. 1999; 

2000). Claessens et al. (2000) found that amongst the countries in Asia, Indonesian 

companies have highly concentrated ownership structures and are mainly family 

controlled. Claessens et al.’s (2000) findings are consistent with a World Bank study 

that found Indonesian ownership concentration was higher than most other countries, 

with the major shareholders controlling 61.7% of all corporations (Lu and Batten 2001).  

From a corporate governance point of view, concentration of ownership is crucial as it 

enables owners to determine dividend policies investment projects and key personal 

appointments (Claessens et al. 2000). Concentrated ownership in the hands of 

controlling shareholders might give them the power to control corporate resources and 

they might try to treat themselves preferentially at the expense of other stakeholders 

(Shleifer and Vishny 1997; La Porta et al. 1999). Hence, large shareholders can pressure 

managers to make decisions that are in their best interests of that large shareholder 

group and they can also influence the disclosure choices of management.  

The trend towards higher concentration of ownership in emerging countries has been 

given two opposing interpretations. On the one hand, it has been suggested that 

blockholders play a necessary monitoring function and are an important vehicle to 

overcome traditional free-rider problems (Shleifer and Vishny 1986). Hence, 

blockholders are the practical solution for mitigating conflicts of interests between 

dispersed shareholders and management. On the other hand, it has been suggested that 

blockholders arise because they provide self-dealing opportunities to those in control, a 
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phenomenon that is aided by an underdeveloped legal environment and stock market 

(La Porta et al. 1999). Since the presence of a controlling (large) shareholder is 

associated with both costs and benefits to the firm, relating ownership concentration to 

corporate disclosure is an empirical issue. 

Most prior studies of ownership structure emphasize immediate ownership; that is, 

common shares directly owned by individuals or institutions. Fan and Wong (2002) 

argued that immediate ownership is not sufficient for characterizing the ownership and 

control of Asian firms because these firms are generally associated with complicated 

indirect ownership structures. Therefore, this study focuses on the ultimate ownership 

of companies. The ultimate owner is defined as the shareholder who has the 

determining voting rights of the company and who is not controlled by anybody else 

(Fan and Wong 2002).  

The ultimate ownership structures were computed by following existing studies 

(Claessens et al. 2000; Faccio et al. 2001; Claessens et al. 2002; Faccio and Lang 2002) 

that carefully traced the chain of ownership and identified the ultimate owner(s) that 

controlled the most voting rights (the controlling shareholder(s)) by summing their 

direct and indirect ownership (voting rights) in a company
67

. In many cases, the 

immediate shareholders of a firm are themselves corporate entities, or investment 

companies and other legal entities (Yeh 2005). This study then identifies their owners, 

the owners of their owners, etc
68

. Following Fan and Wong (2002), to economize on the 

data collection, the ultimate owner’s voting rights level is set at 50% and not traced any 

further once that level is reached. Claessens et al. (2000) who studied ownership 

structure and control in nine East Asian countries including Indonesia, documented that 

in most cases the ultimate owner was an individual or a family. This is one reason why 

this study places considerable emphasis on family ownership.  

The ability to collect data concerning dominant owners and ultimate ownership patterns, 

as well as the dominant owners’ relationship to top management, is important in 

                                                
67

 Direct ownership occurs through shares registered in the name of the ultimate 

owner. Indirect ownership occurs through shares held by entities that are controlled 

by the ultimate owner. 
68

 In many cases, the ownership of these immediate companies can be collected from 

the prospectus of each company in the sample. 
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studying a firm’s ownership structure in many emerging economies (Dharwadhar et al. 

2000).  

The data sources used to trace the ultimate owner in this study originate from the 

Indonesian Capital Market Directory (ICMD) publications issued by the Institute for 

Economic and Financial Research (2004). This data provides the firm’s immediate 

owners. These owners are then traced and cross-checked through the Indonesian 

Business Data Centre (IBDC) (1997); Information Resource Development 

(INFORDEV) (2000); Information Resource Development (INFORDEV) (1998) and 

firm’s prospectuses to determine a company’s affiliation and, hence, its ultimate owner. 

Given a firm could have many ultimate owners, this study focuses on the largest 

ultimate owner.  

To measure the degree of control, this study combines shareholdings registered in the 

name of the majority shareholder and other related shareholders (i.e. through shares 

held by individuals, family or companies that, in turn, are under his/her control). This 

procedure is justifiable since in Indonesia the majority of the companies listed on the 

capital market are family controlled. Following Claessens, Djankov and Lang (2000), 

this study does not distinguish individual family members and uses the family group as 

the unit of analysis. By identifying the name under which the shares are registered, this 

study delineates their family affiliation. Collective shares owned by individual family 

members will be treated as a family ownership. 

Makhija and Patton (2004) argue that ownership concentration
69

 should be included as a 

determinant of the level of disclosure, but the relationship between ownership 

concentration (or ownership type) and the level of disclosure can be ambiguous. For 

example, state controlled firms tend to have high levels of voluntary disclosure while 

family owned firms tend to have low levels of voluntary disclosure. Therefore, this 

study simply categorizes ownership concentration as either: majority ownership; or non-

majority ownership (see Table 5.2). These categories follow and modify the ownership 

categories used by Murali and Welch (1989) and Holderness and Sheehan (1988).  

                                                
69

 In this study the term ‘ownership type’ is used rather than ‘ownership 

concentration’ but they essentially have the same meaning. The term ‘ownership 

type’ which is adopted from Fox and Hamilton (1994) refers to the degree of 

control of those owing shares in a company.  
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Murali and Welch (1989, p.390) categorized ownership type into closely held and 

widely held firms and noted that “Effective control is assumed to exist when ownership 

by an individual or a small group is greater than fifty percent.” Holderness and Sheehan 

(1988, p.326) classified ownership type as either majority held or diffusely held and 

argued that “A shareholder whose primary objective is expropriation might hold more 

than 50% of the stock.” This argument is consistent with the hypotheses in this study 

which are based on the assumption that there can be a potential entrenchment problem 

and conflict between controlling owners and minority shareholders (see explanation in 

chapter 4, section 4.1). 

A dummy variable is used to identify firms, set equal to one if a firm has a majority 

ownership structure and zero otherwise. The dichotomous ownership type is chosen 

because the focus of this study is to contrast high and low ownership groups, not to 

examine the sensitivity of voluntary disclosure to ownership structure.  

Table 5.2: Definition of Ownership Type as Majority or Non-Majority 

Type Definition 

Majority Ownership One owner (person, family, family’s company), the 

government (local or national), or a foreign 

multinational owning >50% of the shares in a 

company  

 

Non-Majority Ownership No single owner (person, family, company) with more 

than 50% of a company’s shares. 
 

  

For robustness tests, this study also uses an alternative categorisation of ownership 

structure derived from Pedersen and Thomson (1997).  Pedersen and Thomson (1997) 

categorised ownership type into three groups: (1) majority ownership; (2) dominant 

ownership; and (3) dispersed ownership. The reason for also using Pedersen and 

Thomson’s (1997) categorisation is the fact that their study was conducted in European 

countries and Indonesia can be portrayed as having a Continental European Governance 

system (see Table 5.3).
70

  

                                                
70

 Although the Indonesian government introduced the Corporate Law 1995, a lot of 

business practices are still inherited from the Civil Law system invented by the 

Dutch during their 350 years of colonialism in Indonesia (Tabalujan 2005).  
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Table 5.3: Definition of Ownership Type as Majority, Dominant or Dispersed (for 

Robustness Purposes) 

Type Definition 

Majority Ownership One owner (person, family, family’s company), the 

government (local or national), or a foreign 

multinational owns >50% of the company’s shares  

Dominant Ownership One owner (person, family, company) owns 

20<shares!50% of the company’s shares. 

Dispersed Ownership No single owner owns more than 20% of the 

company’s shares. 

  

For owner identity, this study has two classifications: family or non-family. These two 

categories of owner identity have been adopted by many researchers including Chen 

and Jaggi (2000), McConaughy et al. (2001), Anderson et al. (2003), Miller and Le 

Breton-Miller (2005), Ali et al. (2006), Bartholomeus and Tanewski (2006), and Tsai et 

al. (2006).  

This study defines family ownership where an individual, or group of family members, 

holds more than 20% of a firm’s shares (voting rights) and is the largest controlling 

block in the company.
71

 The use of the 20% cut-off point has also been adopted by prior 

researchers such as La Porta et al. (1999) who studied corporate ownership in 27 

countries and Claessens et al. (2000) who investigated company ownership in nine East 

Asian countries including Indonesia. La Porta et al. (1999, p.477), for example, argued 

that the idea behind using a 20% cut-off is “this is usually enough to have effective 

control of a firm.” Moreover, according to the Indonesian Capital Market Law (Article 

(1) 1995) a person that directly or indirectly holds at least twenty percent of the voting 

rights of a company is called a ‘substantial shareholder’. Similar to La Porta et al. 

(1999) and Claessens et al. (2002), this study does not consider ownership by individual 

family members separately, but uses the family as the unit of analysis. Family 

ownership also covers the ownership interests of family members beyond their 

surnames (i.e. it includes blood and marriage ties) and families are assumed to own and 

vote collectively.
72

 A company is then classified according to data extracted from the 
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 There are several definitions of family firms, for example, see Villalonga and Amit 

(2004). They include different combinations of family ownership, management, 

and control. This study is based on ownership. 
72

 Indonesian Capital Market Law (Article 1, 1995) defines ‘family affiliation’ as a 

‘family relationship by marriage’ and ‘family relationship by descent’ both to the 

second degree, horizontally as well as vertically. 
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ICMD, IBDC, and INFORDEV publications, and firm’s prospectuses. A dummy 

variable is used to identify the firms and is set equal to one if a firm is considered to be 

family owned (controlled) and zero otherwise. The use of a dummy variable for the 

analysis of family ownership is consistent with Wang (2006, p.628) who noted that: 

The influences of founding families exerted on the firm, represented 

by voting power, may go beyond the common stock percentages 

opened by family members. Therefore, the binary variable of family 

ownership is used as the primary analysis.  

5.2.2 Owner’s Involvement on the Board of Commissioners and the 
Board of Directors 

As explained in chapter 3, Indonesian Corporate Law requires every limited liability 

company, including listed companies, to have a supervisory board (referred to as the 

Board of Commissioners - BOC) and a Board of Directors (BOD). This board structure 

is referred to as a ‘two-tier’ board system. Both boards are elected and expelled by 

shareholders through annual general meetings of shareholders and, therefore, these two 

boards are responsible to shareholders. The law also requires that members of the BOC 

cannot concurrently serve as a member of the BOD, and vice versa. The BOD leads the 

company and makes strategic and operational decisions. The BOC supervises the work 

of the BOD. Therefore, the BOC has the right to: obtain any information concerning the 

firm; seek an audience with the BOD; and, if necessary, request a shareholders’ 

meeting.  

Since large shareholders invest a significant share of their wealth in a company, they do 

not want to risk losing control and will have a strong incentive to monitor managers and 

exert appropriate power to enforce their interests. A large shareholder has the incentive 

to collect information and to monitor management because the expected private benefits 

from monitoring exceed the expected costs (Koke 2004). In relation to majority 

shareholders in Indonesia where there is family involvement, most of such listed 

companies appoint their family members to the BOC and BOD (Tabalujan 2002). 

This study assumes that the owner’s involvement in the BOC and BOD is a mechanism 

to exercise power and authority within the corporate governance system to ensure that 

the company is directed and governed with due consideration for the shareholders. 

Representation of the interests of a large shareholder is assumed to occur through their 
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affiliated members on the BOC and BOD who will provide them with easy access to 

information and will involve them in a company’s decision making. Consequently, this 

study needs to identify each member of a company’s BOC and BOD to determine their 

affiliation to the large shareholders.  

This study identifies the number and the names of the members of the BOC and BOD 

for each company (excluding foreign and government owned companies) from the 

ICMD publication. Further, reconciling this information to the IBDC, INFORDEV 

publications and firm’s prospectuses provides information as to whether members of the 

BOC or BOD have a (family) relationship to the owners. This study classifies members 

of the BOC or BOD as ‘owner’s involvement in BOC or BOD’ if they have family 

ties.
73

 A dummy variable is used to identify the sample firms, set equal to one if a firm 

is classified as having owner’s involved in the BOC or BOD, and zero otherwise.  

5.2.3 Company Affiliation 

Khanna (2000) argued that an understanding of the definition of business groups is 

itself important in any research using this construct. Business groups are a special type 

of enterprise system existing in almost every market economy. A business group can be 

defined as “a set of legally independent firms that link to each other through various 

economic and social relationships, and operate in a coherent manner” (Chung 2001, 

p.721).
74

 The important characteristic, therefore, is that each firm within a group is 

legally independent through its own management and identity, and the firms in the 

group are tied together by various relationships.  

This study will use only business group affiliation as a measure of a company’s 

affiliation with firms listed on the JSX. The process of identifying these affiliations 

starts with information on a company’s shareholders obtained from the ICMD 
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 Indonesian Capital Market Law (Article 1, 1995) identifies family ties as including: 

(a) family relationship by marriage: a husband or wife; a mother- or father-in-law, 

and son- or daughter-in-law (1
st
 degree, vertical); a grandfather- or grandmother-in-

law, and a grand-son or grand-daughter-in-law (2
nd

 degree, vertical); a brother- or 

sister-in-law (2
nd

 degree, horizontal); and a husband or wife of a brother- or sister-

in-law (2
nd

 degree, horizontal), and (b) family relationship by descent: a parent or 

child (1
st
 degree, vertical); a grandparent or grand child (2

nd
 degree, vertical); a 

sibling (2
nd

 degree, horizontal). 
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 Leff (1978, p.63) refers to a business group as “a group of companies that does 

business in different markets under a common administrative or financial control” 

and its members are “linked by relations of a similar personal, ethnic or commercial 

background.”  
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publication each year. The name of the shareholders (i.e. company, foundation, 

individuals) is then traced to other sources of data from the IBDC, INFORDEV 

publications and firm’s prospectuses to obtain the company’s history and to determine 

whether a company is affiliated with one or more business groups. Affiliated firms are 

identified by a dummy variable that is set equal to one if the firm is affiliated to one or 

more business groups, and zero otherwise. 

5.3 Control Variables 

Controlling variables are important for mitigating the potential endogeneity problems 

when conducting a cross-sectional examination into corporate governance (Denis 2001). 

A review of the voluntary disclosure literature reveals that firm size and external auditor 

are commonly associated with voluntary disclosure. For example, Foster (1986, p.44) 

noted that “the variable most consistently reported as significant in studies examining 

differences across firms in their disclosure policy is firm size.” Firm size is also 

frequently related to the choice of external auditor; as noted by Raffournier (1995, 

p.276) “Large firms are more frequently audited by a Big Six member, the extent of 

disclosure may also be influenced by pressures from the auditor.” Therefore, this study 

incorporates firm size and external audit firm as control variables.  

5.3.1 Firm Size 

Demsetz and Lehn (1985) argue that firm size is one of three general forces affecting 

ownership structure. They state that “The larger is the competitively liable size, ceteris 

paribus, the larger is the firm’s capital resources and, generally, the greater is the market 

value of a given fraction of ownership” (Demsetz and Lehn 1985, p.1158). Relating this 

to a firm’s disclosure, Foster (1986) argued that firm size is the most commonly used 

control variable in disclosure studies. The size of a firm is likely to positively affect 

disclosure practices for a number of reasons. First, preparing and disseminating detailed 

annual reports is costly. Smaller firms may not have the necessary resources to produce 

and disseminate such detailed information (Buzby 1975). Hence, larger firms are more 

likely to have an incentive to disclose detailed information because it is relatively less 

costly for them to do so.  

Second, because annual reports are usually the main source of information for 

competitors, Buzby (1975) points out that extensive disclosure in their annual report 

puts small firms at a competitive disadvantage to large firms in their industry. This 

means that small firms are likely to bear higher opportunity costs in providing detailed 
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disclosures than are large firms (Owusu-Ansah 1997). Therefore, smaller firms may be 

reluctant to disclose more detailed information about their activities. Third, some 

studies show that greater disclosure is associated with a lower cost of capital (Choi 

1973; Elliott and Jacobson 1994; Botosan 1997). Therefore, large firms may be 

motivated to disclose more in order to get relatively cheap capital through the security 

market to finance their growth. Fourth, large firms are more likely to have a broad-

based ownership structure which requires more comprehensive information to meet the 

information needs of various groups of users (Jaggi and Low 2000). Finally, empirical 

evidence shows a positive association between company size and disclosure (Singhvi 

and Desai 1971; Firth 1979; Cooke 1989; 1989; Inchausti 1997). 

However, some studies counter the above argument by arguing that large firms may be 

reluctant to disclose more information. For example, large firms are vulnerable to 

political attacks (Watts and Zimmerman 1986) such as public demands for the 

execution of (more) social responsibility and/or for more regulation related to price 

control and higher corporate taxes. Consequently, larger firms may be encouraged to 

avoid the above potential actions by minimizing disclosure information that could 

attract public attention (Wallace and Naser 1995). In addition, Wallace and Naser 

(1995) argue that managers tend to be discouraged from disclosing more information 

because they assume the information is propriety and release of the information will 

benefit competitors. This is consistent with Verrecchia’s (2001) finding concerning the 

role of propriety costs in explaining a firm’s decision to withhold the release of 

additional information.
75

 

Firm size is measured using the book value of total assets. Large firms are identified by 

a dummy variable that equals ‘1’ if the firm is above the median in terms of total assets, 

and ‘0’ otherwise.  

5.3.2 Size of External Audit Firm  

Although “there is no research that examines directly whether or not auditors 

significantly enhance the credibility of reported financial statements” (Healy and Palepu 

2001, p.415), a number of studies suggest that external auditors play an important role 

in defining the disclosure policies and practices of their clients (Owusu-Ansah 1997; Ali 

et al. 2004). Specifically, a firm’s level of disclosure is affected by the size and quality 
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 Proprietary costs arise when private information, if disclosed, may harm the firm’s 

competitive position. 
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of its independent auditors (Singhvi and Desai 1971; DeAngelo 1981; McNally et al. 

1982; Hossain et al. 1994; Raffournier 1995; Inchausti 1997) and the selection of an 

auditor is a signal to the market about the quality of a firm’s disclosure (Datar et al. 

1991). Large independent audit firms are considered to be associated with higher 

quality financial reports for at least three reasons.  

First, large independent auditor firms have so many clients that they are less likely than 

smaller independent audit firms to be dependent on any individual client’s fees. Hence, 

large independent audit firms have greater incentives to maintain their independence 

and, accordingly, have greater bargaining power to demand more comprehensive 

disclosure in their client’s annual reports. Conversely, smaller independent audit firms 

are often sensitive to client demands due to the potentially greater economic 

consequences they are likely to face if they were to loose a client (Malone et al. 1993).  

Second, a large independent audit firm is likely to have a greater desire to maintain their 

reputation because they are likely to suffer more than a small independent audit firm if 

they were to lose their reputation (Owusu-Ansah 1997). To keep their reputation, large 

independent audit firms have a significant incentive to not succumb to client demands 

for lax application of auditing and accounting standards and/or other regulations 

relevant to the client. 

Third, it is argued that disclosure attitudes can vary by audit firm. For example, Wright 

(1983) showed that differences in disclosure depends on the size of the independent 

audit firm. While large independent firms prefer adjustments to be made in the body of 

the accounts, small firms prefer footnote disclosure. This implies that larger 

independent audit firms tend to obey statutory rules more than small independent audit 

firms because an adjustment can affect the prior, current, and/or next year’s financial 

position, while footnote disclosure only affects the current year (Owusu-Ansah 1997).  

The Big Four audit firms can be used as proxy for big audit firms and are considered to 

be more likely to encourage firms to disclose additional information because they have 

greater expertise and experience (Wallace et al. 1994; Haniffa and Cooke 2002). This 
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study uses a dummy variable coded equal to ‘1’ if a firm is audited by a Big Four 

auditor, and ‘0’ otherwise.
76

 

5.4 Data Collection 

The types of data acquired for this study include: (1) data on a firm’s voluntary 

disclosure; (2) data on the ownership structure of the firm; (3) data on the members of 

both Board of Commissioners and Board of Directors for family firms and their 

relationship to major shareholders; (4) data on group affiliation within family firms; and 

(5) data on firm size and external auditor. 

All the above data is secondary data in nature. Data concerning a firm’s voluntary 

disclosure was derived from its annual report
77

. Most of the annual reports were 

obtained from the JSX library. Further reports were then obtained by phoning or writing 

to companies requesting a copy of their 2003 annual report. Finally, annual reports not 

available from alternate sources were obtained from the Capital Market Supervisory 

Board (Badan Pengawas Pasar Modal or ‘Bapepam’) by special permission. This 

process produced annual reports for 149 manufacturing firms for the year 2003. There 

were only four annual reports that could not be obtained and these were for companies 

that had entered liquidation or had been delisted by early 2004. Each annual report was 

then analyzed. The scores from each annual report constituted the disclosure index for 

each firm for the year 2003. 

Data sources for ownership, owner’s involvement in the BOC and BOD, and group 

affiliation for the period 2003 were obtained from the Indonesian Capital Market 

Directory (ICMD) 2004 and data from this source was supplemented by other sources 

such as: the Information Resources Development (INFORDEV); the Indonesian 

                                                
76

 Since the collapse of Arthur Anderson in 2002, the Big Four are: Deloitte Touche 

Tohmatsu (previously Deloitte & Touche, formed by a merger of Touche Ross and 

Deloitte Haskins & Sells); Ernst & Young (formed by a merger of Ernst & 

Whinney and Arthur Young); KPMG (formed by a merger of Peat Marwick 

International and the KMG group) and PricewaterhouseCoopers (formed by a 

merger of Price Waterhouse and Coopers & Lybrand). 
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 Although the annual report is not the only source of disclosure, it is typically the 

most important source of information (Stanga 1976; Ho and Wong 2001a; 

Singleton and Globerman 2002; Akhtaruddin 2005). In addition, the annual report 

is probably linked to other voluntary disclosures throughout the fiscal period (Gray 

et al. 1995). For example, Lang and Lundholm (1993) documented that there was a 

high and positive correlation between disclosure in annual reports and disclosure in 

other sources such as press releases and regulatory fillings). 
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Business Data Centre (IBDC); and company prospectuses
78

. These data sources were 

officially published and provided information on the names of owners, members of both 

the BOC and BOD, and their family relationship relevant to this study. Finally, data 

regarding firm size and external auditor were obtained from ICMD 2004. 

5.5 Sample 

The sample examined in this study comprises all manufacturing companies listed on the 

JSX as at the end of 2003. As noted by Craig and Diga (1998), the exclusive use of 

publicly-listed companies limits the generalisability of the findings. However, Craig and 

Diga (1998, p.248) noted that: 

From an international investment perspective, it is the financial 

reporting behaviour of publicly-listed companies that is of primary 

importance to international portfolio investors and creditors, Further, 

the selection of publicly-listed companies automatically controls for 

the potential confounding effects of differences between listed and 

unlisted companies, thus simplifying the interpretation of results.  

This study limits the analysis to 2003 for a number of reasons. First, there have been 

few studies examining the stability of disclosure behaviour over time (Botosan 1997; 

Singleton and Globerman 2002). The year 2003 was the latest annual report year 

available when the study began. Second, for the Indonesian context, the year 2003 was 

the first year of the enactment of a Circular Letter from the Head of Bapepam or Surat 

Edaran Ketua BAPEPEM No. SE- 02/PM/2002. This Circular Letter requires publicly 

listed companies to implement a guideline for the ‘Presentation and Disclosure of 

Financial Statements’ (see chapter 3, section 3.3.3).  

Third, in regard to ownership structure, some researchers have argued that ownership 

characteristics are rather stable over time (Gedajlovic and Shapiro 1998; La Porta et al. 

1999; Claessens et al. 2002; Gugler and Weigand 2003; Marchica and Mura 2005). For 

example, La Porta et al. (1999, p.475) noted that “Since ownership patterns tend to be 
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 Company prospectuses not only include the names and immediate shareholdings, 

but, to help outline the relationships between business groups and family members, 

also disclose: the history of the company and its shareholders; the composition of 

the board of commissioners and the board of directors; the major management 

team; and related party transactions. 
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relatively stable, the fact that the ownership data do not all come from the same year is 

not a big problem.” For family owned firms, Miller and Miller (2005) argued that 

stability of management and ownership is very typical. Similarly, within the Indonesian 

context, Du and Dai (2005) argued that corporate ownership structure is rather stable 

overtime. In addition, Husnan (2001, p.18) found that “The pattern of ownership 

concentration changed little” for publicly listed Indonesian companies.  

Finally, following Botosan (1997), this study opted for a larger sample size by 

examining cross-sectional rather than longitudinal data. As noted in Table 5.4, the 

sample in this study constitutes 97% of the total companies available. 

Different industries display different patterns of disclosure (Botosan 1997). To ensure 

data homogeneity, and because there is different legislation and rules governing 

disclosure by financial institutions, this study excludes financial companies and service-

related firms. The firms in this sample are, therefore, limited to manufacturing 

companies identified by the ICMD. In this regard, Ali et al. (2004, p.190) also limited 

their study to manufacturing concerns “to ensure that no bias was introduced into the 

analysis by including companies which, because of their activities, were unable to 

disclose some of the items in the survey, only those non-financial companies with a 

primary or significant interest in manufacturing activities were included.”  

Another reason to choose manufacturing firms was that these kinds of firms were 

dominant in Asia and Indonesia. As Dhawan et al. (2000, p.42) noted: “Asia has 

become the workshop of the world: more than half of all manufacturing on Earth is 

estimated to take place there.” Within the Indonesian context, Craig and Diga (1998, 

p.248) noted that “Indonesia was represented strongly by manufacturing-type entities.” 

In 2003, there were a total of 153 manufacturing firms listed on the JSX. Due to the 

unavailability of some firm’s annual reports, the final sample for this study was 149 

firms (see Appendix B). Table 5.4 summarises the process of selecting the final sample 

of 149 manufacturing firms for the study. 
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Table 5.4: The Selection of the Final Sample 

Firms Total Percentage 

Manufacturing firms listed on the Jakarta 

Stock Exchange as at the end of 2003 

153 firms 100 % 

Manufacturing firms for which annual reports 

could not be found 

  -4 firms   -3 % 

Final sample (full sample) 149 firms 97% 

  

In addition to examining ownership structure and voluntary disclosure for all firms, this 

study also places significant emphasis on examining how family ownership affects a 

firm’s voluntary disclosure.  Therefore, in order to examine more closely the effect of 

family control on voluntary disclosure, the sample is divided into two groups, the full 

sample consisting of all 149 firms and a sub-sample consisting of the 108 family owned 

firms. Separate tests are conducted on the two groups. 

5.6 Methodology 

This study uses univariate analysis of variance to assess whether there are statistically 

significant differences in terms of the level of voluntary disclosure among the various 

groups of companies. Independent sample t-tests are used to determine if there are any 

significant differences in the level of voluntary disclosure between groups. Analysis of 

variance (ANOVA) is used to compare the mean scores where there are more than two 

groups of companies. This study also adopts multivariate tests using regression analysis 

to supplement the univariate tests. The regression models used are: 

Regression 1 (for the full sample) 

DISCR =  ß0 + ß1OWNT + ß2OWNI + ß3SIZE + ß4AUD + !1 (1) 

Where: 

DISCR is the level of voluntary disclosure, as measured by the disclosure index; 

ß0  is the intercept; 

OWNT is the ownership type, set equal to 1 for majority ownership and zero 

otherwise; 

OWNI is the owner’s identity, set equal to 1 for family-owned firms and zero 

otherwise; 

SIZE is firm size based on total assets at the end of the fiscal year, set equal to 1 

for large firms (above the median for total assets) and zero otherwise; 
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AUD denotes whether the firm is audited by one of the big ‘FOUR’ public 

accounting firms, set equal to 1 if the firm is audited by a big ‘FOUR’ and 

zero otherwise; 

ß1, ß2 

ß3 & ß4 are the estimated regression coefficients associated with ownership type, 

owner’s identity, firm size and audit firm, respectively; and 

!1 is the error term.  

Regression 2 (for family firms only) 

DISCR =  ß0 + ß1OWNT + ß2OIBOC + ß3OIBOD + ß4GRPAFF + ß5SIZE + 

ß6AUD +  !1 (2) 

Where: 

DISCR is the level of voluntary disclosure, as measured by the disclosure index; 

ß0  is the intercept; 

OWNT is the ownership type, set equal to 1 for majority ownership and zero 

otherwise; 

OIBOC is the owner’s involvement on the Board of Commissioners (BOC), set equal 

to 1 if the owner is involved as a member of the BOC and zero otherwise; 

OIBOD is the owner’s involvement on the Board of Directors (BOD), set equal to 1 

if the owner is involved as a member of the BOD and zero otherwise; 

GRPAFF is group affiliation, set equal to 1 if a firm is affiliated with a business group 

and zero otherwise; 

SIZE is firm size based on total assets at the end of the fiscal year, set equal to 1 

for large firms (above the median for total assets) and zero otherwise; 

AUD denotes whether the firm is audited by one of the big ‘FOUR’ public 

accounting firms, set equal to 1 if the firm is audited by a big ‘FOUR’ and 

zero otherwise; 

ß1, ß2 

ß3, ß4 

ß5, & ß6 are the estimated regression coefficients associated with ownership type, 

owner’s involvement on the BOC, owner’s involvement on the BOD, group 

affiliation, firm size and audit firm, respectively; and 

!1 is the error term.  

OIBOC is the owner’s involvement on the Board of Commissioners (BOC), set equal 

to 1 if the owner is involved as a member of the BOC and zero otherwise; 
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OWNI is the owner’s identity, set equal to 1 for family-owned firms and zero 

otherwise; 

SIZE is firm size based on total assets at the end of the fiscal year and is set equal to 

1 for large firms (above the median for total assets) and zero otherwise; 

AUD denotes whether the firm is audited by one of the big ‘FOUR’ public 

accounting firms and is set equal to 1 if the firm is audited by a big ‘FOUR’ 

and zero otherwise; 

ß1, ß2 

ß3 & ß4 are the estimated regression coefficients associated with ownership type, 

owner’s identity, firm size and audit firm, respectively; and 

!1 is the error term.  

Observations in the data sets will be categorized into several independent groups based 

on the independent variables used in the study. Observations are compared with respect 

to: 

(a) different categories of ownership type (majority and non-majority ownership); 

(b) different identity of owners (family and non-family owned firms); 

(c) different owners’ involvement on the Board of Commissioners and Board of 

Directors (owners’ involvement on board versus non-owners’ involvement on 

board); 

(d) different business affiliation (affiliated versus independent firm); and 

(e) differences in firm’s size and external auditors for all of the above factors. 

Table 5.5 summarizes the various constructs of interest in this study and their definition 

and measurement. 
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Table 5.5: Constructs and Measurements 

Construct Variable definition / measurement 

 

The level of voluntary 

disclosure 

Voluntary disclosure index 

 

Ownership type Categorization based on the degree of ownership: set 

equal to ‘1’ if majority ownership, and ‘0’ if non-

majority ownership 

Owner identity 

 

Categorization based on the identity of the ultimate 

owner: set equal to ‘1’ if a family firm, and ‘0’ if a 

non-family firm.  

Owners’ involvement on 

Board of Commissioners 

Set equal to ‘1’ if owner involved on Board of 

Commissioners, and ‘0’ otherwise 

Owners’ involvement on 

Board of Directors 

Set equal to ‘1’ if owner involved on Board of 

Directors, and ‘0’ otherwise 

Firm affiliation Set equal to ‘1’ if firm belongs to a business group, and 

‘0’ otherwise 

Firm size Firm size is measured in terms of total assets and set 

equal to‘1’ if a large firm (! median in terms of total 

assets), and ‘0’ if a small firm (< median in terms of 

total assets) 

External audit firm External Audit Firn is set equal to ‘1’ for firms audited 

by the big ‘four’ or local audit firms with a big ‘four’ 

affiliation, and ‘0’ otherwise. 

  

5.7 Summary 

This chapter presented the definition and measurement of variables, data collection, 

sample selection and the statistical analysis used to examine the hypotheses presented in 

the previous chapter. Table 5.6 summarizes the hypotheses and their association with 

variables, measurement and analysis used in this study. 
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Table 5.6: Summary of Hypotheses, Variables, Measurement and Related Analyses 

 Hypotheses Independent 

Variables 

Dependent 

Variables 

Analyses 

H1 All else being equal, voluntary disclosures, as measured by the 

disclosure index, will be lower in firms with a majority ownership 

structure compared to those with a non-majority ownership structure. 

Ownership Type 

(Categorical) 

Disclosure Index 

(Continuous) 

Independent 

Sample t-

test 

H2 All else being equal, voluntary disclosures, as measured by the 

disclosure index, will be lower in family owned firms than non-family 

owned firms. 

Owner Identity 

(Categorical) 

Disclosure Index 

(Continuous) 

Independent 

Sample t-

test 

H3 Among family firms, all else being equal, those with a majority 

ownership structure will have lower voluntary disclosure (as measured 

by the disclosure index) compared to those without a majority 

ownership structure. 

Ownership Type 

(Categorical) 

Disclosure Index 

(Continuous) 

Independent 

Sample t-

test 

H4 All else being equal, among family firms where owners are involved in 

the Board of Commissioners voluntary disclosure (as measured by the 

disclosure index) will be lower than for firms with no owner 

involvement in the Board of Commissioners. 

Owner Involvement 

in Board of 

Commissioners 

(Categorical) 

Disclosure Index 

(Continuous) 

Independent 

Sample t-

test 

H5 All else being equal, among family firms where owners are involved in 

the Board of Directors voluntary disclosure (as measured by the 

disclosure index) will be lower than for firms with no owner 

involvement in the Board of Directors. 

Owner Involvement 

in Board of 

Directors 

(Categorical) 

Disclosure Index 

(Continuous) 

Independent 

Sample t-

test 

H6 All else being equal, among family firms affiliated firms will have 

lower voluntary disclosures (measured by the disclosure index) than 

independent firms. 

Group Affiliation 

(Categorical) 

Disclosure Index 

(Continuous) 

Independent 

Sample t-

test 
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Chapter 6: Results 

6.0 Introduction 

This chapter presents the primary results for the tests of the hypotheses developed in 

chapter 4. The chapter begins in section 6.1 with descriptive statistics that summarize 

the data. Section 6.2 then presents the results of the univariate tests (independent-

sample t-tests) conducted to examine the hypotheses developed in chapter four. This is 

followed, in section 6.3, by conducting multivariate tests. An examination of potential 

interactive effects is presented in section 6.4. Finally section 6.5 summarises and 

concludes the chapter. 

6.1 Descriptive Statistics 

For the sample of firms examined in this study, the following sub-sections provide the 

descriptive statistics concerning: corporate governance characteristics (section 6.1.1); 

company characteristics (section 6.1.2); size of the external audit firm (section 6.1.3); 

and corporate voluntary disclosure practices (section 6.1.4).  

6.1.1 Corporate Governance Characteristics 

Figure 6.1 shows the frequency distribution of the firms in the sample by ownership 

type (majority or non-majority)
79

 for all 149 firms in this study. From Figure 6.1 it can 

be seen that 62% (93) of the firms are classified as having a majority ownership 

structure and 38% (56) as having a non-majority ownership structure
80

. This result is 

consistent with a study by Alijoyo et al. (2004) which found high levels of ownership 

concentration within Indonesian companies, with 60% of the responding companies 

indicating they had one shareholder with substantial voting rights and effective control 

over the firm. Similarly, Dogan and Smith (2002) found high levels of ownership 

concentration in countries such as Indonesia, Korea, Malaysia, Singapore and Thailand. 

Dogan and Smith (2002) suggested that the most important reason for the high levels of 

ownership concentration in most of Asia and Malaysia was due to the fact that family 
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 The term ‘ownership type’ is adopted from Fox and Hamilton (1994). They used 

this term to classify firms according to the degree of control any one shareholder, or 

a tightly knit group of shareholders, could potentially exercise over a company. 
80

 A majority ownership structure exists where one owner (which could include, for 

example, an individual person, a family, a foundation/trust, or a company) controls 

> 50% of the shares in a company. Where a majority ownership structure does not 

exist, the company is classified as having a non-majority ownership structure. 
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control of listed companies is more prevalent in Asia than it is in the United States or 

the United Kingdom. 

Figure 6.1: Frequency Distribution By Ownership Type 

 

Figure 6.2 presents the means for the voluntary disclosure index by ownership type for 

the full sample. As expected, firms with a majority ownership structure appear to have 

lower levels of voluntary disclosure than other firms. Figure 6.3 presents the means of 

the voluntary disclosure index by owner identity for firms with a majority ownership 

structure.  

Figure 6.2: Means of Voluntary Disclosure Index by Ownership Type 

 

Figure 6.3 shows that voluntary disclosure by family controlled firms is the lowest 

compared to state and foreign controlled firms. This finding is consistent with Haniffa 

et. al. (2002) who reported higher levels of voluntary disclosure for foreign firms in the 

Malaysian capital market and with Eng and Mak (2003) who reported greater levels of 

voluntary disclosure for government-owned firms listed on the Singapore Stock 
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Exchange. Further, the findings reported in Figure 6.3 are also similar to Chau and Gray 

(2002) who documented that family-controlled firms in Hong Kong disclosed lower 

levels of voluntary information in their annual report than did other firms. 

Figure 6.3: Means of Voluntary Disclosure Index by Owner Identity for Firms With a 
Majority Ownership Structure 

 

Figure 6.4 presents the frequency distribution of the owner’s identity
81

 for all firms in 

this study. It is evident from Figure 6.4 that a large number of the firms are family 

owned (72%), while only a small number are non-family owned (28%). This result is 

also consistent with previous studies conducted in Indonesia that have found that 

corporations in Indonesia are characterized by substantial family ownership (Husnan 

2001; Alijoyo et al. 2004). The percentage of Indonesian companies that are family 

owed in this study is much higher than the 67.3% reported by Claessens et al. (1999).
82
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 Following Thomsen and Pedersen (2000), this study uses the terms ‘owner identity’ 

to indicate: a person; a family; a financial or industrial corporation; a foreign or 

domestic investor; a government or private agency that controls/owns a company. 
82

 It is possible that the results from the study by Claessens et al. (1999) underestimate 

the ownership of Indonesian firms for the following reason. In Indonesia, most 

widely held financial institutions and widely held corporations are held via 

privately owned firms that are in the middle of the chain of control. This study is 

able to trace the ultimate ownership of these privately held firms. By doing this it 

was found that the ultimate owner of most widely held corporations was in the 

hands of a family. This might be one reason why the findings in this study show a 

higher percentage of family firms than that of Claessens et al. (1999). 
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Figure 6.4: Frequency Distribution by Ownership Identity 

 

Figure 6.5 presents the means of the voluntary disclosure index by owner identity 

(family and non family firms). It shows that family firms provided lower levels of 

voluntary disclosure in their annual report than did non-family firms. 

Figure 6.5: Means of Voluntary Disclosure Index by Owner Identity 

 

Figure 6.6 exhibits the frequency distribution of family firms based on ownership type. 

Of the 108 family owned firms in this study, most (64%) had a majority ownership 

structure. 
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Figure 6.6: Frequency Distribution of Family Firms based on Ownership Type 

 

Figure 6.7 presents the means of the voluntary disclosure index by ownership type for 

family firms. As expected, Figure 6.7 shows that voluntary disclosure of majority 

ownership firms is lower than that of non-majority ownership firms. 

Figure 6.7: Means of Voluntary Disclosure Index by Ownership Type for Family 

Firms 
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“Another important aspect of family business is management control” (Suhiro and 

Wailerdsak 2004, p.86). Indonesian companies operate under a two-tiered board of 

management system. The Board of Commissioners (BOC) has the role of supervising 

and advising the Board of Directors (BOD)/management. The BOD conducts the day-

to-day operations of a company’s business.  

For family owned firms, Figure 6.8 shows the distribution of owner’s involvement in 

the BOC and Figure 6.9 presents the distribution of owner’s involvement in the BOD. 

The results show that for the majority of family owned firms (72%) family members 

were involved in the BOC. Similarly, for 81% of these firms family members were 
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involved in the BOD. As noted by La Porta et al. (1999) and Claessens et al. (2000) it is 

not uncommon in family owned firms for family members to also participate in the 

firm’s management.  

Figure 6.8: Owner’s Involvement in Board of Commissioners (BOC) 

 

Figure 6.9: Owner’s Involvement in Board of Directors (BOD) 

 

Figure 6.10 presents the voluntary disclosure index by owner’s involvement in the BOC 

and Figure 6.11 presents the voluntary disclosure index by owner’s involvement in the 

BOD. As expected, voluntary disclosure where owners are involved in the BOC is 

lower than where there is no owner involvement in the BOC. However, contrary to 

expectations, voluntary disclosure where owners are involved in the BOD is higher than 

where there is no owner involvement in the BOD (see section 6.2.4 for a possible 

explanation). 
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Figure 6.10: Mean of Voluntary Disclosure Index by Owner’s Involvement in BOC 

 

Figure 6.11: Mean of Voluntary Disclosure Index by Owner’s Involvement in BOD 

 

Figure 6.12 presents the frequency distribution for group affiliation. It shows that, of the 

108 family firms, 80% of those were affiliated to a business group and the remaining 

20% were independent or not affiliated to a group. Given that 73% of affiliated firms
83

 

have a majority ownership structure (see Table 6.1) suggests that affiliated firms tend to 

be controlled by a business group through equity ownership.  

                                                
83

 Affiliated firms, as discussed in chapter five (section 5.2.3), are legally independent 

firms that link to each other and operate under common administrative or financial 

control. This study denotes non-affiliated firms as independent firms.   
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Figure 6.12: Frequency Distribution for Group Affiliation 

 

Table 6.1: Group Affiliation By Ownership Type 

GROUP AFFILIATION Total 

INDEPENDENT 

FIRMS AFFILIATED FIRMS 

  No Row % Col % No Row % Col % No Row % Col % 

MAJORITY 6 8.7% 27.3% 63 91.3% 73.3% 69 100.0% 63.9% OWNERSHIP 

TYPE 
NON 

MAJORITY 
16 41.0% 72.7% 23 59.0% 26.7% 39 100.0% 36.1% 

 

Figure 6.13 presents the voluntary disclosure index by group affiliation. As expected, 

the mean for the voluntary disclosure index of affiliated firms is lower than that for 

independent firms. 

Figure 6.13: Mean of Voluntary Disclosure Index by Group Affiliation 
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6.1.2 Company Characteristics 

Table 6.2 presents firm characteristics consisting of firm size as measured by its total 

assets and firm performance as measured by its return on investment (ROI). The size of 

manufacturing firms (in terms of total assets) listed on the JSX ranged widely from 

23,346 to 46,070,154 million Rupiah. 

Performance (ROI), like the size of publicly listed firms also had a wide range; from 

95.47% to 468%. The firm with the highest negative ROI was PT Kasogi International 

(-95.47%) and the firm with the highest negative ROE was PT Langgeng Makmur 

Plastik Industry (-316.59%). These companies suffered greatly from the impact of the 

Asian economic crisis that occurred around 1997. The crisis gave rise to a substantial 

amount of debt for these companies. Whilst trying to find a way to restructure their 

debt, these companies had to bear the interest on that debt. As a result, these companies 

suffered heavy losses and this led to their large negative ROI or ROE. The economic 

crisis not only hit PT Kasogi International and PT Langgeng Makmur Plastik Industry 

but also affected many other companies.  

Table 6.2: Company Characteristics 

 
N=149 

(All firms) 

N=108 

(Family 

owned firms) 

N=41 

(Non-family 

owned firms) 
Total Assets (Millions Rp)    

Mean 1,971,719 1,931,878 2,076,667 

Median 523,302 514,405 584,512 

Standard Deviation 5,144,334 5,345,253 4,633,843 

Minimum 23,346 23,346 40,096 

Maximum 46,070,154 46,070,154 27,404,308 

Total Sales (Millions Rp)    

Mean 1,603,080 1,450,517 2,004,955 

Median 471,862 415,934 588,779 

Standard Deviation 3,981,637 3,507,462 5,051,802 

Minimum 18,402 18,402 28,865 
Maximum 31,512,954 23,137,378 31,512,954 

Return on Equity = ROE (%)    

Mean 13.85 16.64 6.48 

Median 5.01 3.76 11.64 

Standard Deviation 122.36 140.96 46.55 

Minimum -316.59 -316.59 -196.36 

Maximum 1,122.06 1,122.06 162.45 

Return on Investment = ROI (%)    

Mean 4.50 3.65 5.21 

Median 2.20 1.44 4.79 

Standard Deviation 43.80 46.16 11.32 

Minimum -95.47 -95.47 -20.37 

Maximum 468.44 468.44 37.96 
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6.1.3 External Audit Firm 

Figure 6.14a and 6.14b show the frequency with which the firms in this study were 

audited by a ‘Big Four’ / non-‘Big Four’ accounting firm. From Figure 6.14a it can be 

seen that for all firms 94 (that is 64%) engaged the services of a ‘Big Four’ accounting 

firm and from Figure 6.14b it can be seen that 64 out of the 108 (that is 59%) family 

firms similarly engaged the services of a ‘Big Four’ accounting firm. This result is 

consistent with a study by Sawicki et al. (2006) documenting that most Indonesian 

listed firms (85%) used the services of a ‘Big Four’ public accounting firm. However, 

the finding by Sawicki et al. (2006) was higher than that from this study because the 

study by Sawicki et al. (2006) was based on 20 large listed firms where it might be 

expected they would be more likely to engage a ‘Big Four’ public accounting firm.  

Figure 6.14a: Size of External Audit Firm for All Firms 

 
 

Figure 6.14b: Size of External Audit Firm for Family Firms 

 
 

6.1.4 Corporate Voluntary Disclosure Practices 

This study classifies company’s voluntary disclosure into the following eight categories:  

- General Corporate Information; 

- Information about Boards (BOC and BOD); 

- Business Prospects; 
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- Research and Development; 

- Employee Information; 

- Social Responsibility Reporting; 

- Product and Service Improvements; and 

- Corporate Governance Information. 

The general corporate information contains company background and a summary of its 

share trading and key financial ratios. Information about boards relates information 

about members’ names, qualifications, experience and remuneration. Business 

prospects refers to information about financial forecasts and the company’s strategy. 

Research and development (R&D) concerns the company’s policy on R&D activities 

and product development. Employee information covers information about employees 

(their working environment and welfare). Social responsibility reporting is concerned 

with environmental impacts and company activities that are related to society. Product 

and service improvement relates to information about the quality of a company products 

and their level of customer satisfaction. Corporate governance information is concerned 

primarily with disclosures about corporate governance practices. 

Table 6.3 provides the frequency of corporate disclosure practices for Indonesian listed 

manufacturing firms as revealed in their annual reports. It can be seen that almost all 

firms (more than 90%) disclosed financial highlight items, names and photographs of 

the members of the BOC and BOD. Interestingly, none of the firms disclosed 

information relating to cash flow projections, R&D activities or forecasts of R&D 

expenses; all of which are forward-looking.
84

  

                                                
84

 Some studies have report that the likehood that management will issue forward-

looking disclosures has increased in recent years. For example, Wasley and Wu 

(2006) identified voluntarily management cash forecasts in press releases appearing 

in the Dow Jones News Wires and in The Wall Street Journal. Wasley and Wu 

(2006, p.390) found that “since 2000, there has been a dramatic increase in the 

issuance of management cash flow forecasts.”  
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Table 6.3: Frequency of Corporate Voluntary Disclosure Practices for Indonesian 

Listed Manufacturing Firms 

Disclosure Items No. of Firms % 

General Corporate Information   
History of company  83 56 

Vision and mission statement  50 34 

Statement of corporate objectives 5 3 

Description of the main products 83 56 

Organisation structure 22 15 

Share highlights 91 61 

Financial highlights 140 94 

Information About Boards   

Name and photo of members of BOC 135 91 

Academic qualification of BOC members 65 44 

BOC members experience 75 50 

Name and photo of members of BOD 134 90 

Academic qualification of BOD members 69 46 

BOD members experience 75 50 

BOD members remuneration 9 6 

Business Prospects   

Sales forecasts 5 3 

Profit forecasts 1 1 

Cash flow projections 0 0 

Information on planned capital expenditures 11 7 

Business plan 37 25 

Research and Development   

Company’s policy on research and development (R&D) 11 7 

Discussion on R&D activities 0 0 

Forecast of R&D expenses 0 0 

New product development 19 13 

Number of R&D personnel employed 2 1 
Employee Information   

Number of employees 50 34 

Breakdown of employee by education 14 9 

Breakdown of employee by line of business/department 13 9 

Categories of employee by gender 3 2 

Recruitment policy 11 7 

Corporate policy on employee training 57 38 

Employee welfare (health and safety) 31 21 

Employee pension plan 13 9 

Employee rewards 11 7 

Information of accidents 4 3 

Social Responsibility Reporting   

Pollution and environmental control 36 24 

Sponsorship of education and scientific/research awards 22 15 

Sponsorship of sports and games 5 3 

Sponsorship of arts and cultural activities 22 15 

Sponsorship of government programs 15 10 

Improvement of social facilities 12 8 

Product and Service Improvements   

Product quality assurance 53 35 

Responsiveness to customer complaints 10 7 

Product certification 21 14 

Corporate Governance Information   

Background of independent commissioners 36 24 

Frequency of BOC meetings 9 6 

Number of audit committee numbers 51 34 

Background of audit committee 11 7 

Audit committee activities 52 35 

Description of corporate governance progress 49 33 
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Table 6.4 presents the voluntary disclosure practices for Indonesian listed 

manufacturing firms by percentage of disclosure scores. The table shows that only 4 out 

of 149 firms (3%) disclosed more than 50% of the possible disclosure items. Further, 

the largest portion of firms (37% or 55 of 149 firms) only disclosed 11-20% of the 

possible disclosure items. This suggests that almost all Indonesian listed manufacturing 

firms have a low level of voluntary disclosure. This finding supports some previous 

studies documenting a low level of voluntary disclosure for listed companies in 

Indonesia (Pricewaterhouse Coopers 2000; Nam and Nam 2004; Cheung and Jang 

2005; Sawicki 2006).  

Table 6.4: Voluntary Corporate Disclosure Practices by Disclosure Score Percentages 

Disclosure scores (%) No. of firms % Cumulative (%) 

!   10 19 13 13 

11-20 55 37 50 

21-30 35 23 73 
31-40 27 18 91 

41-50 9 6 97 
>   50 4 3 100 

  

6.2 Independent-samples t-test (Univariate Tests) 

This section presents the results of independent-sample t-tests of the hypotheses 

developed in Chapter 4. Some related descriptive data is also presented to provide 

support for the tests. 

6.2.1 Ownership Type by All Firms 

This section presents the results of testing whether there is any difference in the level of 

voluntary disclosure for majority and non-majority ownership structures in line with the 

following hypothesis developed in chapter four.  

H1: All else being equal, voluntary disclosures, as measured by the disclosure 

index, will be lower in firms with a majority ownership structure compared 

to those with a non-majority ownership structure. 

Table 6.5a shows that the mean disclosure index was higher for majority ownership 

firms (22.18) compared to non-majority ownership firms (26.09). To assess the 

significance of this difference, t-tests were performed and the results are reported in 

Table 6.5b. 
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Table 6.5a: Descriptive Data for H1 – Voluntary Disclosure by Ownership Type 

 No. of 
firms Mean Median Minimum Maximum Std Dev. 

Majority 93 22.18 21.00 6 53 11.79 

Non-majority 56 26.09 24.00 6 63 12.90 

  

Table 6.5b: t-test for H1 - Voluntary Disclosure by Ownership Type 

Levene’s Test t-test for Equality of Means Dependent 

Variable 

Equality of 

Variances 
F Sig. t df 

Sig.1 

tailed 

Mean 

Differences 

Disclosure index Equal variances 

assumed  0.772 0.381 -1.89 147 0.031 -3.91 

 Equal variances 

not assumed    -1.84 107 0.034 -3.91 

  

The test results document a statistically significant difference between the two groups (t 

= -1.89, p < 0.05). Thus, these findings support H1. To provide an indication of how 

large the effect is, eta squared (!") is calculated. The result for !" was 0.02. This means 

the magnitude of the difference of the groups is relatively small.
85

 Median tests (see 

Appendix C, Table C.1) and Mann-Whitney U tests (see Appendix D, Table D.1) were 

also performed and the results were consistent with the results of the t-tests. 

The fact that the analysis of the impact on disclosure for majority and non-majority 

ownership structures included all firms in the sample, that is family owned, state owned 

and foreign owned. Each of these ownership groups, however, has a different pattern in 

terms of the level of voluntary disclosure. As can be seen in Figure 6.3, foreign firms 

provide higher levels of voluntary disclosure, consistent with findings by Haniffa and 

Cooke (2002) and Barako et al. (2006), and government-owned firms also have higher 

voluntary disclosures, consistent with Makhija and Patton (2004). However, family 

owned firms tend to have lower levels of voluntary disclosure as indicated by the 

findings of Chau and Gray (2002) and the results provided in section 6.2.2 (testing H2).  

                                                
85

 The value of !" is calculated manually as SPSS 12 doesn’t provide information on 

this value. The calculation was performed using the formula !" = the sum of the 

squares between groups/the total sum of the squares (Gravetter and Wallnau 2004). 

To interpret the magnitude of the effect, this study uses: 0.01-0.09 to indicate a 

small effect; > 0.09 - 0.25 to indicate a medium effect; and > 0.25 to indicate a 

large effect (Gravetter and Wallnau 2004). 
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6.2.2 Owner Identity for All Firms 

This section tests whether there is a difference in voluntary disclosure between family 

and non-family owned firms in line with the following hypothesis developed in chapter 

four.  

H2: All else being equal, voluntary disclosures, as measured by the disclosure 

index, will be lower in family owned firms than non-family owned firms. 

Table 6.6a shows that non-family firms had a higher mean disclosure index (30.32) 

compared to family firms (21.12). The significance of this difference was tested using 

the independent samples t-test and the results are reported in Table 6.6b. 

Table 6.6a: Descriptive Data for H2 - Voluntary Disclosure by Ownership Identity 

 No. of 

firms Mean Median Minimum Maximum Std 

Dev. 

Family firms 108 21.12 19.50 6 53 11.04 

Non-family 

firms 

  41 30.32 31.00 8 63 13.16 

  

Table 6.6b: t-test for H2 - Voluntary Disclosure by Ownership Identity 

Levene’s Test t-test for Equality of Means Dependent 

Variable 

Equality of 

Variances 
F Sig. t df 

Sig.1 

tailed 

Mean 

Differences 

Disclosure 

index 

Equal variances 

assumed 3.885 0.051 -4.30 147 .000 -9.20 

 Equal variances 

not assumed   -3.97 62.54 .000 -9.20 

  

The test results reported in Table 6.6b show a highly significant difference between 

family and non-family firms (t = -4.30, p < 0.01). Thus, this result strongly supports H2. 

The effect size as measured using eta squared was again medium (!"=0.11).
86

 Median 

tests (see Appendix C, Table C.2) and Mann-Whitney U tests (see Appendix D, Table 

D.2) were also performed and the results were consistent with the results of the t-tests. 

As hypothesized, the results provide evidence of an entrenchment effect for family-

owned firms by reporting lower levels of voluntary disclosure for this group compared 

                                                
86

 See footnote 85. 
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to non family-owned firms. This entrenchment effect has been blamed as a dominant 

factor in the Asian economic crisis of 1997/1998, for example, Das (2000, p.5) noted 

that: 

Many sectors in the crisis-afflicted Asian economies were controlled 

by small groups of firms or families. They were characterized by non-

transparent accounting practices, non-market-based transactions, 

interlocking ownership between the corporate and financial sectors, 

strong controlling shareholder groups, and weak minority shareholder 

rights.  

With respect to the Indonesian context, Simanjuntak (1999) found that management of 

listed companies was generally under the control of a majority shareholder who tended 

to act in the interests of the controlling shareholders by expropriating wealth from the 

minority shareholders. Simanjuntak (1999, p.184) noted that: 

Even in listed companies, management is controlled by a majority. 

Many firms are interwoven through a common majority owner. 

Competition between owners is practically unknown. Under these 

circumstances it pays for managers to please the majority owner rather 

than to care for the interests of minority owners who are too dispersed 

to make their voices heard.  

6.2.3 Ownership Type for Family Firms 

In line with the following hypothesis developed in chapter four, this section tests 

whether there is a difference in voluntary disclosure levels between majority and non-

majority ownership structures for family owned firms: 

H3: Among family firms, all else being equal, those with a majority ownership 

structure will have a lower level of voluntary disclosure (as measured by the 

disclosure index) compared to those without a majority ownership structure. 

Table 6.7a shows that family firms with a non-majority ownership structure had a 

higher mean disclosure index (24.15) compared to family firms with a majority 

ownership structure (21.12). The significance of this difference was tested using the 

independent samples t-test and the results are reported in Table 6.7b. 
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Table 6.7a: Descriptive Data for H3 - Voluntary Disclosure for Family Firms by 

Ownership Type 

 No. of 
firms Mean Median Minimum Maximum Std 

Dev. 

Majority 69 19.41 16.00 6 53 10.55 

Non-Majority 39 24.15 24.00 6 63 11.36 

  

Table 6.7b: t-test for H3 - Voluntary Disclosure for Family Firms by Ownership Type 

Levene’s Test t-test for Equality of Means Dependent 

Variable 

Equality of 

Variances 
F Sig. t df 

Sig.1 

tailed 

Mean 

Differences 

Disclosure 

index 

Equal variances 

assumed 0.547 0.461 -2.18 106 0.016 -4.74 

 Equal variances 

not assumed   -2.14 74.23 0.018 -4.74 

  

The test results reported in Table 6.7b show a significant difference by ownership 

structure  (t = -2.18, p< 0.05). Thus, this result supports H3. However the effect size, as 

measured using eta squared, was small (!"=0.05).
87

 Median tests (see Appendix C, 

Table C.3) and Mann-Whitney U tests (see Appendix D, Table D.3) were also 

performed and the results were consistent with the results of the t-tests. 

6.2.4 Owner’s Involvement in Board of Commissioners (BOC) and Board 
of Directors (BOD) 

In line with the following hypotheses developed in chapter four, this section tests 

whether, for family firms, there is a difference in voluntary disclosure by owner’s 

involvement in the BOC and BOD: 

H4: All else being equal, among family firms where owners are involved in the 

Board of Commissioners voluntary disclosure (as measured by the 

disclosure index) will be lower than for firms with no owner involvement in 

the Board of Commissioners. 

H5: All else being equal, among family firms where owners are involved in the 

Board of Directors voluntary disclosure (as measured by the disclosure 

index) will be lower than for firms with no owner involvement in the Board 

of Directors. 

                                                
87

 See footnote 85. 
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Table 6.8a shows that family firms where the owners were not involved in the BOC had 

a slightly higher mean disclosure index (22.03) than was the case where the owners 

were involved in the BOC (20.77). The significance of this difference was tested using 

the independent samples t-test and the results are reported in Table 6.8b. 

Table 6.8a: Descriptive Data for H4 - Voluntary Disclosure in Family Firms by Owner 

Involvement in BOC  

 No. of 

firms Mean Median Min. Max. Std 
Dev. 

Owner involved in BOC 78 20.77 21.90 6 45 9.60 

Owner not involved in BOC 30 22.03 17.00 6 53 14.26 

  

Table 6.8b: t-test for H4 - Voluntary Disclosure in Family Firms by Owner Involvement 

in BOC  

Levene’s Test t-test for Equality of Means Dependent 

Variable 

Equality of 

Variances 
F Sig. t df 

Sig.1 

tailed 

Mean 

Differences 

Disclosure index Equal variances 

assumed 6.881 0.010 -0.531 106 0.298 -1.26 

 Equal variances 

not assumed   -0.448 39.55 0.328 -1.26 

  
The test results reported in Table 6.8b show no significant difference by owner 

involvement in the BOC (t = -0.448, p > 0.05). Thus, the result does not support H4. 

Median tests (see Appendix C, Table C.4) and Mann-Whitney U tests (see Appendix D, 

Table D.4) were also performed and the results were consistent with the results of the t-

tests. 

Further, Table 6.9a shows that family firms where the owners were not involved in the 

BOD had a slightly lower mean disclosure index (20.76) than was the case where the 

owners were involved in the BOD (21.21). This result is not consistent with H5. The 

significance of the difference in disclosure scores was tested using the independent 

samples t-test and the results are reported in Table 6.9b. 
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Table 6.9a: Descriptive Data for H5 - Voluntary Disclosure in Family Firms by Owner 

Involvement in BOD 

 No. of 

firms Mean Median Min. Max. Std 

Dev. 

Owner involved in BOD 87 21.21 18 6 53 11.20 

Owner not involved in BOD 21 20.76 21 6 45 10.60 

  

Table 6.9b: t-test for H5 - Voluntary Disclosure in Family Firms by Owner Involvement 
in BOD 

Levene’s Test t-test for Equality of Means Dependent 

Variable 

Equality of 

Variances 
F Sig. t df 

Sig.2 

tailed 

Mean 

Differences 

Disclosure index Equal variances 

assumed 0.025 0.875 0.165 106 .870 0.45 

 Equal variances 

not assumed   0.171 31.70 .866 0.45 

  

The test results reported in Table 6.9b show no significant difference by owner 

involvement in the BOD (t = 0.165, p > 0.05). Median tests (see Appendix C, Table 

C.5) and Mann-Whitney U tests (see Appendix D, Table D.5) were also performed and 

the results were consistent with the results of the t-tests. 

Although the results reported in Tables 6.8a, 6.8b, 6.9a and 6.9b do not support H4 and 

H5, it should be noted that simply because a board member does not appear to be a 

member of a family group does not necessarily imply that the board member is 

independent. Simanjuntak (2001) argues that while a majority owner of an Indonesian 

company may choose a non-related executive to either chair or to be a member of the 

BOC or BOD, the chosen professional must have demonstrated unquestionable loyalty 

to the majority owner.88
 This loyalty to the founder family is a characteristic of the 

managers of family owned firms (Drozdow and Carrol 1997; Hayashibara 1997). 

                                                
88 Indonesian Company Law requires a minimum of two members of the BOC and 

BOD for publicly listed companies. According to National Code for Good 

Corporate Governance (see Chapter 3), at least 20% of the member of BOC and 

BOD should be ‘outside’ commissioners/directors. Chen and Jaggi (2000) 

examined Hong Kong companies and found that the appointment of independent 

non-executive director’s (INDs) in family controlled companies is likely to be 

influenced by managements’ close relationship with the prospective INDs and the 

likelihood of their support for the managements’ philosophy and policies. 
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Therefore, the apparent non-existence of any owner involvement on either the BOC or 

BOD does not necessarily mean that there is no owner involvement at all in either of 

those boards.  

6.2.5 Group Affiliation 

In line with the following hypothesis developed in chapter four, this section tests 

whether, for family firms, there is any difference in voluntary disclosure by between 

affiliated and independent firms:  

H6: All else being equal among family firms, affiliated firms will have lower 

voluntary disclosures (measured by the disclosure index) than independent 

firms. 

Table 6.10a shows that affiliated family firms had a lower mean disclosure index 

(20.22) than was the case for independent firms (24.64). The significance of this 

difference was tested using the independent samples t-test and the results are reported in 

Table 6.10b. 

Table 6.10a: Descriptive Data for H6 - Voluntary Disclosure in Family Firms by Group 

Affiliation 

 
No. of 

firms 

Mean Median Minimum Maximum Std Dev. 

Affiliated 

firms 

86 20.22 16.00 6 53 11.62 

Independent 

firms 

22 24.64 23.00 12 39 7.62 

  

                                                                                                                                          

Consequently, Chen and Jaggi (2000) argued that in the presence of family 

ownership and control the independence of INDs may be compromised and their 

contribution to improve managements’ responsiveness to investors might be 

reduced. Thus, these factors may reduce the effectiveness of IND’s in family 

owned and controlled firms. 
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Table 6.10b: t-test for H6: - Voluntary Disclosure in Family Firms by Group Affiliation 

Levene’s Test t-test for Equality of Means Dependent 

Variable 

Equality of 

Variances 
F Sig. t df 

Sig.1 

tailed 

Mean 

Differences 

Disclosure index Equal variances 

assumed 3.975 0.049 -1.688 106 0.047 -4.42 

 Equal variances 

not assumed   -2.151 49.09 0.018 -4.42 

  

The test results reported in Table 6.10b show a significant difference by group 

affiliation (t = -2.151, p < 0.05). Thus, this result supports H6. However the effect size, 

as measured using eta squared, was small (!"=0.026).
89

 Median tests (see Appendix C, 

Table C.6) and Mann-Whitney U tests (see Appendix D, Table D.6) were also 

performed and the results were consistent with the results of the t-tests. 

Prior studies have found that large businesses in Indonesia are typically organized as 

conglomerates. For example, in 1996 the Salim group (the largest group in Indonesia) 

owned/controlled four separate groups with many subsidiaries and affiliated firms. Of 

the 174 companies in the group, 117 were jointly owned by the family and 57 were 

owned by individual family members but few were listed on the capital market (Husnan 

2001). The families retained control of the companies through ownership, and/or 

management. Although some groups employed professional managers, families mostly 

managed the groups and made all the strategic decisions themselves (Husnan 2001). 

Sato (2004) conducted a case study on the corporate governance practices of business 

groups in Indonesia. He documented the existence of significant levels of information 

asymmetry between creditors and owner-managers within these business groups. 

Management within these groups tended to provide creditors with only good 

information so they could borrow more. Given the significant costs involved, it was 

generally not possible for creditors to gain all the information they needed about a 

firms’ management. Sato (2004, p.121) noted that: 

Information asymmetry becomes serious when business groups 

disclose partial information by listing only good-performing 

businesses. The good-performing listed company functions as a fund-

raiser from outside and a fund-supplier to various group businesses, 

                                                
89

 See footnote 85. 
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which cannot be monitored by creditors due to the unavailability of 

information. This mechanism allows owner-managers to pursue over-

borrowing for the sake of over-investment.  

In the same vein, Simanjuntak (2001, p.34) also noted that “the value of assets was 

inflated in numerous cases.” These prior findings support the results of this study 

indicating that firms having an affiliation to a business group are less likely to disclose 

voluntary information in their annual reports compared to independent firms. 

Thus, the earlier findings support the results of this study that firms having an affiliation 

to a group business are less likely to disclose information in the annual report compared 

with independent firms. 

The preceding analysis discussed the unweighted disclosure index. However, an 

alternative weighted disclosure index is also used. The importance of calculating both a 

weighted and an unweighted index was suggested by Marston and Shrives (1991, p.203) 

who noted that: “it can be said that if a weighted index is constructed then it is probably 

advisable to calculate unweighted scores as well to see the effect of the weighting on 

the ranking of companies.” The weighted disclosure index was discussed in Appendix 

F. The analysis showed similar results between both unweighted and weighted scores. 

This finding indicates that weighted and unweighted disclosure indexes are 

interchangeable. 

6.2.6 Voluntary Disclosure by Information Categories 

As noted earlier, the voluntary disclosure items were categorized into six major types of 

information: general corporate information, information about the boards, business 

prospects, research and development, employee information, social responsibility 

reporting, product and service improvements, and corporate governance information. 

Meek et al. (1995) argued that one reason for undertaking categorical analysis is that the 

decision relevance of information probably varies by type of information. Therefore, 

ANOVA analysis will be employed in the following investigation of each element of 

the disclosure index. 

Table 6.11 shows that, compared to firms with a non-majority ownership structure, 

voluntary disclosures are lower in firms with a majority ownership structure with 

respect only to board information (t=2.217, p<0.05) and employee information 

(t=2.024, p<0.05). 
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Table 6.12 indicates that, compared to non-family owned firms, family owned firms are 

more likely to exhibit lower voluntary disclosure with respect to research and 

development information (t=2.877, p<0.05), the employee information (t=3.605, 

p<0.01), social responsibility reporting (t=4.574, p<0.01) and corporate governance 

information (t=3.113, p<0.05). Regarding the corporate governance information, the 

result is consistent with the notion that family firms maintain a general lack of 

transparency in terms of corporate governance practices to facilitate getting family 

members on boards without interference from non-family members (Ali et.al. 2006). 
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Table 6.11: Disclosure Items/Categories by Ownership Type for the Full Sample 

Disclosure Items Means (Non-

Majority) 

Means 

(Majority) 

t-Values Sig 

 A. General Corporate Information 3.39 3.05 1.476 0.072  

01. History of company  .57 .55 .272 0.393  

02. Vision and mission statement  .41 .29 1.477 0.071  

03. Statement of corporate objectives .05 .02 .945 0.174  

04. Description of the main products .63 .52 1.304 0.098  

05. Organisation structure .20 .12 1.235 0.110  

06. Share highlights .63 .60 .275 0.392  

07. Financial highlights .91 .96 -1.054 0.148  

 B.  Information About Boards 4.29 3.46 2.217 0.014* 

08. Name and photo of BOC .95 .88 1.427 0.078  

09. Academic qualification of BOC .54 .38 1.910 0.029* 

10. BOC experiences .61 .44 1.979 0.025* 

11. Name and photo of BOD .93 .88 .917 0.181  

12. Academic qualification of BOD .57 .40 2.074 0.020* 

13. BOD experiences .59 .45 1.632 0.053  

14. BOD remuneration .11 .03 1.642 0.053  

 C. Business Prospect .38 .35 .183 0.428  

15. Sales forecast .04 .03 .113 0.455  

16. Profit forecast .00 .01 -.775 0.220  

17. Cash flow projections .00 .00   

18. Information on planned capital expenditure .09 .06 .567 0.289  

19. Business plan .25 .25 .037 0.486  

 D. Research and Development .13 .27 -1.663 0.049* 

20. Company’s policy on R&D .07 .08 -.086 0.466  

21. Discussion on R&D activities .00 .00   

22. Forecast of R&D expenses .00 .00   

23. New product development .05 .17 -2.384 0.009* 

24. Number of R&D personnel employed .00 .02 -1.422 0.079  

 E. Employee Information 1.71 1.19 2.024 0.023* 

25. Number of employees .39 .30 1.128 0.131  

26. Breakdown of employee by education .16 .05 1.951 0.028* 

27. Breakdown of employee by line of business .18 .03 2.669 0.005* 

28. Categories of employee by gender .02 .02 -.153 0.440  

29. Recruitment policy .04 .10 -1.538 0.063  

30. Corporate policy on employee training .48 .32 1.919 0.029* 

31. Employee welfare (health and safety) .25 .18 .975 0.166  

32. Company’s employees pension plan .09 .09 .068 0.473  

33. Employee reward .09 .06 .557 0.289  

34. Information of accident .02 .03 -.524 0.301  

 F. Social Responsibility Reporting .89 .67 .983 0.164  

35. Pollution and environmental control .21 .26 -.601 0.275  

36. Sponsorship of education and scientific .16 .14 .347 0.365  

37. Sponsorship of sports and games .07 .01 1.669 0.050  

38. Sponsorship of arts and cultural activities .21 .11 1.666 0.050  

39. Sponsorship of government programs .11 .10 .202 0.420  

40. Improvement of social facilities .13 .05 1.413 0.081  

 G. Product and Service Improvement .66 .51 1.231 0.110  

41. Product quality assurance .39 .33 .731 0.233  

42. Responsiveness to customer complains .09 .05 .843 0.203  

43. Product certification .18 .12 .978 0.165  

 H. Corporate Governance Information 1.34 1.43 -.357 0.361  

44. Background of independent commissioners .25 .24 .184 0.427  

45. Frequency of board of commissioner meeting .05 .06 -.270 0.394  

46. Number of audit committee numbers .34 .34 -.059 0.477  

47. Background of audit committee .05 .09 -.730 0.234  

48. Audit committee activities .32 .37 -.545 0.294  

49. Description of corporate governance progress .32 .33 -.149 0.441  

*  Significant at the 0.05 level (one-tailed); ** Significant at the 0.01 level (one-tailed) 
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Table 6.12: Disclosure Items/Categories by Owner Identity for the Full Sample 

Disclosure Items Means (Non-

Family) 

Means 

(Family) 

t-Values Sig 

 A. General Corporate Information 3.34 3.12 .946 0.173  

01. History of company  .56 .56 .059 0.477  

02. Vision and mission statement  .39 .31 .867 0.194  

03. Statement of corporate objectives .07 .02 1.265 0.106  

04. Description of the main products .71 .50 2.392 0.010* 

05. Organisation structure .15 .15 -.028 0.489  

06. Share highlights .56 .63 -.764 0.223  

07. Financial highlights .90 .95 -1.003 0.160  

 B.  Information About Boards 4.12 3.64 1.186 0.119  

08. Name and photo of BOC .88 .92 -.718 0.237  

09. Academic qualification of BOC .54 .40 1.523 0.065  

10. BOC experiences .59 .47 1.232 0.110  

11. Name and photo of BOD .90 .90 .077 0.470  

12. Academic qualification of BOD .54 .44 1.106 0.136  

13. BOD experiences .56 .48 .863 0.195  

14. BOD remuneration .12 .04 1.548 0.064  

 C. Business Prospect .41 .34 .603 0.274  

15. Sales forecast .02 .04 -.380 0.352  

16. Profit forecast .02 00 1.000 0.162  

17. Cash flow projections .00 .00   

18. Information on planned capital expenditure .02 09 -1.836 0.035* 

19. Business plan .34 .21 1.516 0.068  

 D. Research and Development .44 .13 2.877 0.003* 

20. Company’s policy on R&D .12 .06 1.180 0.122  

21. Discussion on R&D activities .00 .00   

22. Forecast of R&D expenses .00 .00   

23. New product development .29 .06 3.007 0.002* 

24. Number of R&D personnel employed .02 .01 .173 0.239  

 E. Employee Information 2.10 1.12 3.605 0.000** 

25. Number of employees .34 .33 .093 0.463  

26. Breakdown of employee by education .07 .10 -.533 0.298  

27. Breakdown of employee by line of business .12 .07 .921 0.179  

28. Categories of employee by gender .00 .03 -1.748 0.042* 

29. Recruitment policy .17 .04 2.148 0.019* 

30. Corporate policy on employee training .54 .32 2.338 0.011* 

31. Employee welfare (health and safety) .46 .11 4.169 0.000** 

32. Company’s employees pension plan .10 .08 .273 0.393  

33. Employee reward .20 .03 2.589 0.007* 

34. Information of accident .10 .00 2.080 0.022* 

 F. Social Responsibility Reporting 1.76 .37 4.574 0.000** 

35. Pollution and environmental control .51 .14 4.350 0.000** 

36. Sponsorship of education and scientific .32 .08 2.986 0.002* 

37. Sponsorship of sports and games .10 .01 1.847 0.036* 

38. Sponsorship of arts and cultural activities .39 .06 4.171 0.000** 

39. Sponsorship of government programs .27 .04 3.194 0.002* 

40. Improvement of social facilities .17 .05 1.979 0.027* 

 G. Product and Service Improvement .73 .50 1.701 0.046* 

41. Product quality assurance .41 .33 .922 0.179  

42. Responsiveness to customer complains .20 .02 2.759 0.004* 

43. Product certification .12 .15 -.408 0.342  

 H. Corporate Governance Information 2.00 1.17 3.113 0.001** 

44. Background of independent commissioners .32 .21 1.246 0.109  

45. Frequency of board of commissioner meeting .20 .01 2.934 0.003* 

46. Number of audit committee numbers .44 .31 1.479 0.072  

47. Background of audit committee .07 .07 -.019 0.493  

48. Audit committee activities .49 .30 2.116 0.019* 

49. Description of corporate governance progress .49. .27 2.439 0.009* 

*  Significant at the 0.05 level (one-tailed); ** Significant at the 0.01 level (one-tailed) 
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Table 6.13 shows that among family firms, the majority ownership firms are more 

likely to have lower voluntary disclosure than non-majority ownership firms with 

respect to information about boards (t=2.578, p<0.05) and employee information 

(t=2.208, p<0.05). 

Table 6.14 and 6.15 show that among family firms, there are no statistically significant 

differences in any of the categories of voluntary disclosure based on whether or not the 

owner is involved in either the BOC or BOD. 

Finally, Table6.16 indicates that among family firms, affiliated firms are more likely to 

provide lower levels of voluntary disclosure than independent firms in the areas of 

general corporate information (t=3.024, p<0.05) and employee information (t=2.486, 

p<0.05). 
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Table 6.13: Disclosure Items/Categories by Ownership Type for Family Firms 

Disclosure Items Means (Non-

Majority) 

Means 

(Majority) 

t-Values Sig 

 A. General Corporate Information 3.33 3.00 1.220 0.114 
01. History of company  .59 .54 .533 0.298 

02. Vision and mission statement  .36 .29 .738 0.231 

03. Statement of corporate objectives .03 .01 .409 0.342 

04. Description of the main products .59 .45 1.402 0.082 

05. Organisation structure .23 .10 1.668 0.051 

06. Share highlights .62 .64 -.228 0.410 

07. Financial highlights .92 .97 -1.003 0.160 

 B.  Information About Boards 4.33 3.25 2.578 0.006* 
08. Name and photo of BOC .95 .90 .901 0.185 

09. Academic qualification of BOC .54 .32 2.226 0.015* 

10. BOC experiences .62 .39 2.273 0.013* 

11. Name and photo of BOD .92 .88 .639 0.262 

12. Academic qualification of BOD .59 .35 2.482 0.008* 

13. BOD experiences .62 .41 2.118 0.019* 

14. BOD remuneration .10 .00 2.084 0.022* 

 C. Business Prospect .38 .32 .508 0.306 
15. Sales forecast .05 .03 .585 0.280 

16. Profit forecast .00 .00   

17. Cash flow projections .00 .00   

18. Information on planned capital expenditure .13 .07 .955 0.171 

19. Business plan .21 .22 -.148 0.442 

 D. Research and Development .10 .14 -.485 0.315 
20. Company’s policy on R&D .08 .04 .724 0.236 

21. Discussion on R&D activities .00 .00   

22. Forecast of R&D expenses .00 .00   

23. New product development .03 .09 -1.435 0.077 

24. Number of R&D personnel employed .00 .01 -.750 0.228 

 E. Employee Information 1.54 .88 2.208 0.016* 
25. Number of employees .44 .28 1.655 0.051 

26. Breakdown of employee by education .18 .06 1.777 0.041* 

27. Breakdown of employee by line of business .18 .01 2.581 0.007* 

28. Categories of employee by gender .03 .03 -.101 0.460 

29. Recruitment policy .03 .04 -.468 0.321 

30. Corporate policy on employee training .44 .26 1.814 0.037* 

31. Employee welfare (health and safety) .13 .10 .421 0.337 

32. Company’s employees pension plan .10 .07 .539 0.296 

33. Employee reward .03 .03 -.101 0.460 

34. Information of accident .00 .00   

 F. Social Responsibility Reporting .49 .30 .957 0.171 
35. Pollution and environmental control .13 .14 -.239 0.406 

36. Sponsorship of education and scientific .10 .07 .539 0.296 

37. Sponsorship of sports and games .03 .00 1.000 0.162 

38. Sponsorship of arts and cultural activities .10 .03 1.382 0.087 

39. Sponsorship of government programs .05 .03 .585 0.280 

40. Improvement of social facilities .08 .03 1.003 0.160 

 G. Product and Service Improvement .56 .46 .710 0.240 
41. Product quality assurance .38 .30 .845 0.200 

42. Responsiveness to customer complains .03 .01 .409 0.342 
43. Product certification .15 .14 .124 0.451 

 H. Corporate Governance Information 1.10 1.20 -.359 0.361 
44. Background of independent commissioners .26 .19 .824 0.206 

45. Frequency of board of commissioner meeting .00 .01 -.750 0.228 

46. Number of audit committee numbers .31 .30 .036 0.486 

47. Background of audit committee .05 .09 -.675 0.251 

48. Audit committee activities .23 .33 -1.151 0.127 

49. Description of corporate governance progress .26 .28 -.212 0.417 

*  Significant at the 0.05 level (one-tailed); ** Significant at the 0.01 level (one-tailed) 
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Table 6.14: Disclosure Items/Categories by Owner Involvement in the Board of 

Commissioners for Family Firms 

Disclosure Items Means (No 

Involvement) 

Means 

(Involved) 

t-Values Sig 

 A. General Corporate Information 3.27 3.06 .748 0.228  

01. History of company  .50 .58 -.716 0.238  

02. Vision and mission statement  .37 .29 .715 0.238  

03. Statement of corporate objectives .03 .01 .703 0.242  

04. Description of the main products .67 .44 2.215 0.016  

05. Organisation structure .20 .13 .936 0.176  

06. Share highlights .57 .65 -.835 0.203  

07. Financial highlights .93 .96 -.620 0.269  

 B.  Information About Boards 3.60 3.65 -.116 0.454  

08. Name and photo of BOC .87 .94 -1.003 0.161  

09. Academic qualification of BOC .40 .40 .024 0.491  

10. BOC experiences .47 .47 -.071 0.472  

11. Name and photo of BOD .83 .92 -1.187 0.121  

12. Academic qualification of BOD .47 .42 .406 0.343  

13. BOD experiences .50 .47 .237 0.407  

14. BOD remuneration .07 .03 .825 0.207  

 C. Business Prospect .37 .33 .240 0.406  

15. Sales forecast .00 .05 -2.040 0.023* 

16. Profit forecast .00 .00   

17. Cash flow projections .00 .00   

18. Information on planned capital expenditure .10 .09 .163 0.436  

19. Business plan .27 .19 .840 0.202  

 D. Research and Development .13 .13 .055 0.478  

20. Company’s policy on R&D .07 .05 .310 0.379  

21. Discussion on R&D activities .00 .00   

22. Forecast of R&D expenses .00 .00   

23. New product development .07 .06 .048 0.481  

24. Number of R&D personnel employed .00 .01 -.618 0.269  

 E. Employee Information 1.27 1.06 .663 0.255  

25. Number of employees .40 .31 .906 0.184  

26. Breakdown of employee by education .13 .09 .666 0.254  

27. Breakdown of employee by line of business .03 .09 -1.210 0.115  

28. Categories of employee by gender .03 .03 .216 0.415  

29. Recruitment policy .07 .03 .825 0.207  

30. Corporate policy on employee training .33 .32 .126 0.450  

31. Employee welfare (health and safety) .20 .08 1.534 0.067  

32. Company’s employees pension plan .03 .10 -1.442 0.077  

33. Employee reward .03 .03 .216 0.415  

34. Information of accident .00 .00   

 F. Social Responsibility Reporting .40 .36 .224 0.412  

35. Pollution and environmental control .10 .15 -.720 0.237  

36. Sponsorship of education and scientific .10 .08 .385 0.351  

37. Sponsorship of sports and games .00 .07 -.618 0.269  

38. Sponsorship of arts and cultural activities .13 .03 1.641 0.055  

39. Sponsorship of government programs .03 .04 -.125 0.451  

40. Improvement of social facilities .03 .05 -.394 0.347  

 G. Product and Service Improvement .50 .50 .000 0.500  

41. Product quality assurance .30 .35 -.452 0.326  

42. Responsiveness to customer complains .00 .03 -.880 0.191  

43. Product certification .20 .13 .936 0.176  

 H. Corporate Governance Information 1.30 1.12 .616 0.270  

44. Background of independent commissioners .27 .19 .840 0.202  

45. Frequency of board of commissioner meeting .00 .01 -.618 0.269  

46. Number of audit committee numbers .33 .29 .385 0.351  

47. Background of audit committee .13 .05 1.208 0.118  

48. Audit committee activities .33 .28 .519 0.303  

49. Description of corporate governance progress .23 .28 -.508 0.309  

*  Significant at the 0.05 level (one-tailed); ** Significant at the 0.01 level (one-tailed) 
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Table 6.15: Disclosure Items/Categories by Owner Involvement in the Board of 

Directors for Family Firms 

Disclosure Items Means (No 

Involvement) 

Means 

(Involved) 

t-Values Sig 

 A. General Corporate Information 3.05 3.14 -.294 0.385  

01. History of company  .43 .59 -1.303 0.098  

02. Vision and mission statement  .33 .31 .202 0.421  

03. Statement of corporate objectives .00 .02 -.696 0.244  

04. Description of the main products .43 .52 -.724 0.235  

05. Organisation structure .19 .14 .604 0.274  

06. Share highlights .81 .59 2.176 0.018  

07. Financial highlights .86 .98 -1.500 0.074  

 B.  Information About Boards 3.71 3.62 .177 0.430  

08. Name and photo of BOC .86 .93 -.892 0.191  

09. Academic qualification of BOC .43 .39 .315 0.377  

10. BOC experiences .48 .47 .040 0.484  

11. Name and photo of BOD .86 .91 -.687 0.247  

12. Academic qualification of BOD .48 .43 .419 0.338  

13. BOD experiences .52 .57 .429 0.335  

14. BOD remuneration .10 .02 1.069 0.149  

 C. Business Prospect .24 .37 -.828 0.205  

15. Sales forecast .00 .05 -2.036 0.023* 

16. Profit forecast .00 .00   

17. Cash flow projections .00 .00   

18. Information on planned capital expenditure .00 .11 -3.342 0.001  

19. Business plan .24 .21 .311 0.379  

 D. Research and Development .14 .13 .155 0.439  

20. Company’s policy on R&D .05 .06 -.175 0.431  

21. Discussion on R&D activities .00 .00   

22. Forecast of R&D expenses .00 .00   

23. New product development .05 .07 -.354 0.362  

24. Number of R&D personnel employed .05 .00 1.000 0.165  

 E. Employee Information 1.19 1.10 .251 0.401  

25. Number of employees .38 .32 .512 0.305  

26. Breakdown of employee by education .05 .11 -.911 0.183  

27. Breakdown of employee by line of business .05 .08 -.512 0.305  

28. Categories of employee by gender .00 .03 -.858 0.197  

29. Recruitment policy .10 .02 1.069 0.149  

30. Corporate policy on employee training .38 .31 .616 0.270  

31. Employee welfare (health and safety) .14 .10 .512 0.305  

32. Company’s employees pension plan .10 .08 .218 0.414  

33. Employee reward .00 .03 -.858 0.197  

34. Information of accident .00 .00   

 F. Social Responsibility Reporting .33 .38 .222 0.413  

35. Pollution and environmental control .10 .15 -.640 0.262  

36. Sponsorship of education and scientific .14 .07 .892 0.191  

37. Sponsorship of sports and games .00 .01 -.490 0.313  

38. Sponsorship of arts and cultural activities .00 .07 -2.524 0.007  

39. Sponsorship of government programs .05 .03 .284 0.389  

40. Improvement of social facilities .05 .05 .032 0.488  

 G. Product and Service Improvement .38 .53 -.863 0.195  

41. Product quality assurance .14 .37 -1.738 0.046  

42. Responsiveness to customer complains .00 .025 -.696 0.244  

43. Product certification .19 .14 .604 0.274  

 H. Corporate Governance Information 1.14 1.17 -087 0.466  

44. Background of independent commissioners .24 .21 .311 0.379  

45. Frequency of board of commissioner meeting .00 .01 -.490 0.313  

46. Number of audit committee numbers .29 .31 -.218 0.414  

47. Background of audit committee .10 .07 .409 0.342  

48. Audit committee activities .24 .31 -.646 0.260  

49. Description of corporate governance progress .29 .26 .196 0.423  

*  Significant at the 0.05 level (one-tailed); ** Significant at the 0.01 level (one-tailed) 
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Table 6.16: Disclosure Items/Categories by Group Affiliation for Family Firms 

Disclosure Items Means 

(Independent

) 

Means 

(Affiliated) 

t-Values Sig 

 A. General Corporate Information 3.82 2.94 3.024 0.002* 

01. History of company  .68 .52 1.377 0.089  

02. Vision and mission statement  .55 .26 2.444 0.011* 

03. Statement of corporate objectives .00 .02 -.717 0.238  

04. Description of the main products .68 .45 1.984 0.028* 

05. Organisation structure .32 .10 1.997 0.029* 

06. Share highlights .68 .62 .564 0.287  

07. Financial highlights .91 .97 -.851 0.202  

 B.  Information About Boards 4.64 3.38 2.486 0.007* 

08. Name and photo of BOC .95 .91 .715 0.238  

09. Academic qualification of BOC .59 .35 2.092 0.020* 

10. BOC experiences .68 .42 2.292 0.014* 

11. Name and photo of BOD .95 .88 1.238 0.111  

12. Academic qualification of BOD .68 .37 2.677 0.005* 

13. BOD experiences .68 .43 2.189 0.018* 

14. BOD remuneration .09 .02 1.044 0.154  

 C. Business Prospect .27 .36 -.569 0.286  

15. Sales forecast .09 .02 1.044 0.154  

16. Profit forecast .00 .00   

17. Cash flow projections .00 .00   

18. Information on planned capital expenditure .05 .10 -.850 0.199  

19. Business plan 14 .23 -1.096 0.140  

 D. Research and Development .09 .14 -.467 0.321  

20. Company’s policy on R&D .05 .06 -.230 0.410  

21. Discussion on R&D activities .00 .00   

22. Forecast of R&D expenses .00 .00   

23. New product development .05 .07 -.410 0.342  

24. Number of R&D personnel employed .00 .01 -.504 0.308  

 E. Employee Information 1.32 1.07 .731 0.233  

25. Number of employees .41 .31 .840 0.202  

26. Breakdown of employee by education .23 .07 1.649 0.056  

27. Breakdown of employee by line of business .14 .06 .989 0.166  

28. Categories of employee by gender .05 .02 .561 0.288  

29. Recruitment policy .05 .03 .232 0.409  

30. Corporate policy on employee training .36 .31 .441 0.330  

31. Employee welfare (health and safety) .09 .12 -.335 0.369  

32. Company’s employees pension plan .00 .10 -3.152 0.001** 

33. Employee reward .00 .03 -1.753 0.190  

34. Information of accident .00 .00   

 F. Social Responsibility Reporting .18 .42 -1.385 0.087  

35. Pollution and environmental control .09 .15 -.724 0.236  

36. Sponsorship of education and scientific .05 .09 -.715 0.238  

37. Sponsorship of sports and games .05 .00 1.000 0.165  

38. Sponsorship of arts and cultural activities .00 .07 -2.525 0.007* 

39. Sponsorship of government programs .00 .05 -2.036 0.023* 

40. Improvement of social facilities .00 .06 -2.291 0.012* 

 G. Product and Service Improvement .55 .49 .338 0.368  

41. Product quality assurance .41 .31 .840 0.202  

42. Responsiveness to customer complains .05 .01 .721 0.239  

43. Product certification .09 .16 -.842 0.201  

 H. Corporate Governance Information 1.23 1.15 .228 0.410  

44. Background of independent commissioners .23 .21 .182 0.428  

45. Frequency of board of commissioner meeting .00 .01 -.504 0.308  

46. Number of audit committee numbers .32 .30 .143 0.444  

47. Background of audit committee .09 .07 .335 0.369  

48. Audit committee activities .27 .30 -.269 0.395  

49. Description of corporate governance progress .32 .26 .584 0.280  

*  Significant at the 0.05 level (one-tailed); ** Significant at the 0.01 level (one-tailed) 
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A guideline for the presentation and disclosure of financial statement issued by the 

Indonesian Capital Market Supervisory Board (the Circular Letter of BAPEPAM 

no.SE-02/PM/2002) requires publicly listed Indonesian companies to include in their 

annual reports general corporate information (e.g. the date the company was established 

and the company address) and information about its boards (e.g. the names of BOD and 

BOC members). The guideline does not provide any great detail about the information 

to be disclosed but leaves this to the discretion of the company. This study shows that, 

in general, Indonesian companies provide more information in their annual reports 

about general corporate issues and their boards than other areas of the business. For 

example, with respect to general corporate information, companies extend to disclose 

their vision and mission statement, a description of their main products, their 

organisation structure and financial highlights, With respect to their boards, companies 

typically provide the names and photos of BOC and BOD members together with their 

experience and academic qualification (see Table 6.3). Although this kind of 

information is not mandatory in nature it is accepted ‘convention’ for companies to 

disclose this type of information, and most of them do. Therefore, it is hardly surprising 

that the results show no significant differences in the disclosure of general corporate 

information and information about boards for family and non-family firms. 

However, disclosure within the other categories of information are much more flexible 

and appear in many cases to be a function of various firm characteristics. For example, 

this study finds that employee information, social responsibility reporting and corporate 

governance information were less likely to be disclosed by family firms relative to non-

family firms. With respect to corporate governance practices, family firms appear to 

prefer to have family members on the BOC and BOD because they tend to have a 

collective desire to maintain unity and preserve their wealth. Maintaining a certain lack 

of transparency in terms of corporate governance practices may facilitate appointing 

family members onto boards without much interference from non-family shareholders 

(Ali et.al. 2006). The social responsibility reporting is directed more towards a firm’s 

social accountability and is aimed at a broader group of stakeholders than the 

owners/investors. Thus, it is reasonable to expect that family firms (because they tend to 

have a majority ownership structure) are less likely to provide social responsibility 

discloses relative to non-family firms (which are more likely to have a dispersed or 

broader ownership structure). Thus, the results indicate that the variables affecting 
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voluntary disclosure choices are likely to vary according to the type of information 

being examined. 

6.2.7 The Impact of Firm Size on Voluntary Disclosure 

Firm size is one of two control variables used in this study. Firm size is determined by 

total assets. If a firm’s total assets are greater than the median value for all firms it is 

defined as a large firm, otherwise it is considered a small firm. Prior to assessing the 

firm size effect, it is important to ascertain whether there is a difference in voluntary 

disclosure between the large and small firms in the data set. The results suggest that, for 

the full sample, there is a significant difference between the large and small firms; 

however, for only family firms, there appears to be no significant difference between 

large and small firms.
90

 

Size Effect, Ownership Type and Voluntary Disclosure for the Full Sample 

Table 6.17a presents the results of analysing voluntary disclosure by ownership type for 

both small and large firms across the full sample. 

Table 6.17a: Mean Voluntary Disclosure Scores by Ownership Type and Firm Size for 

the Full Sample 

 OWNERSHIP TYPE 

 NON-MAJORITY MAJORITY 

 n        Mean n        Mean 

FIRM SIZE 

SIZESIZES

IZE 

SMALL FIRM  30       24.10 44       19.89 

 LARGE FIRM  26       28.38 49       24.24 

t-tests were conducted to assess whether there were any significant differences in the 

disclosure scores for majority and non-majority ownership structures when large and 

small firms are considered separately for the full sample. The results of these tests are 

displayed in Table 6.17b. Within large firms, there appears to be no significant 

difference (p > 0.05) in voluntary disclosure between firms with either a majority or 

non-majority ownership structure. Similarly, within small firms there also appears to be 

no significant difference (p > 0.05) in voluntary disclosure between firms with either a 

majority or non-majority ownership structure. 

                                                
90

  Classifying firms as small, medium or large produced the same results for the full 

sample. That is, there was a significant difference between the large and small firms 

and no significant difference between the small and medium firms or between the 

medium and large firms. For family firms, there was no significant difference either 

between the large and small firms, or the small and medium firms, or the medium 

and large firms. 
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Table 6.17b: t-test: Voluntary Disclosure by Ownership Type for Small and Large Firms 

for the Full Sample 

Levene’s Test t-test for Equality of Means Firm Size 

 
F Sig. t df 

Sig.1 

tailed 

Mean 

Difference 

Large Firms .001 .975 -1.218 73 .116 -4.140 

Small Firms 2.528 .113 -1.813 72 .037 -4.214 

  

Further t-tests were also conducted to assess whether there were any significant 

differences in disclosure within large and small firms by ownership structure. It can be 

seen in Table 6.17c that for firms with a majority ownership structure there is no 

significant difference (p > 0.05) in voluntary disclosure between large and small firms. 

Similarly, for firms with a non-majority ownership structure there also appears to be no 

significant difference (p > 0.05) in voluntary disclosure between large and small firms. 

Table 6.17c: t-test: Voluntary Disclosure by Firm Size for Majority and Non-Majority 
Ownership Structures for the Full Sample 

Levene’s Test t-test for Equality of Means Ownership Structure 

 
F Sig. t df 

Sig.1 

tailed 

Mean 

Difference 

Majority ownership 8.95 .004 -1.129 81.62 .262 -2.594 

Non-majority ownership 1.80. .186 -1.721 46 .092 -6.497 

  

These results support the previous findings indicating that, after controlling for firm 

size, there is a ‘moderate’ level of significant difference in voluntary disclosure between 

firms with a majority and those with a non-majority ownership structure, but only for 

small firms. 

Size Effect, Ownership Identity and Voluntary Disclosure for the Full Sample 

Table 6.18a presents the results of analysing voluntary disclosure by ownership identity 

for both small and large firms across the full sample. 
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Table 6.18a: Mean Voluntary Disclosure Scores by Ownership Identity and Firm Size for 

the Full Sample 

 OWNER IDENTITY 

  NON-FAMILY FIRM FAMILY FIRM 

  n        Mean n        Mean 

FIRM SIZE SMALL FIRM  20       23.85 54       20.76 

 LARGE FIRM  21       36.48 54       21.48 

t-tests were conducted to assess whether there were any significant differences in 

disclosure between family and non-family owned firms when large and small firms 

were considered separately. The results are displayed in Table 6.18b. Within large 

firms, there are highly significant differences (p < 0.01) in voluntary disclosure between 

family and non-family firms. However, within small firms there are no such significant 

differences (p > 0.05) in voluntary disclosure between family and non-family firms. 

Table 6.18b: t-test, Voluntary Disclosure by Ownership Identity for Small and Large 

Firms for the Full Sample 

Levene’s Test t-test for Equality of Means Firm Size 

 
F Sig. t df 

Sig.1 

tailed 

Mean 

Difference 

Large Firms .001 .981 -4.705 73 .000 -14.995 

Small Firms .475 .493 -1.187 72 .119 -3.091 

  

Further t-tests were conducted to assess whether there were any significant differences 

in voluntary disclosure between large and small firms when family and non-family 

owned firms are examined separately. It can be seen in Table 6.18c that within family 

owned firms there is no significant difference (p > 0.05) in voluntary disclosure 

between large and small firms. However, within non-family owned firms, there are 

highly significant differences (p < 0.01) in voluntary disclosure between large and small 

firms. 
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Table 6.18c: t-test: Voluntary Disclosure by Firm Size for Family and Non-Family 

Owned Firms 

Levene’s Test t-test for Equality of Means Ownership Identity 

 
F Sig. t df 

Sig.1 

tailed 

Mean 

Difference 

Family Owned 3.556 .062 .338 106 .368 .722 

Non-Family Owned .438 .512 3.467 39 .000 12.626 

  

It can be seen from Table 6.18c, that within family-owned firms there are no significant 

differences (p < 0.05) in voluntary disclosure between large and small firms. However, 

within non-family owned firms, there are highly significant differences (p < 0.01) in 

voluntary disclosure between large and small firms. These results support the previous 

findings indicating that, after controlling for firm size, voluntary disclosure is lower for 

family owned firms than for non-family owned firms, but this only applies to large 

firms.  

Size Effect, Ownership Type and Voluntary Disclosure for Family Firms 

Table 6.19a presents the results of analysing voluntary disclosure by ownership type for 

both small and large firms, for family firms only. 

Table 6.19a: Mean Voluntary Disclosure Scores By Ownership Type and Firm Size for 

Family Firms Only 

 OWNERSHIP TYPE 

  NON MAJORITY MAJORITY 

  n        Mean n        Mean 

FIRM SIZE SMALL FIRM  23       24.00 31       18.35 

 LARGE FIRM  16       24.38 38       20.26 

t-tests were conducted to assess whether there were any significant differences in the 

disclosure scores for majority and non-majority ownership structures when large and 

small firms are considered separately for only family firms. The results of these tests are 

displayed in Table 6.19b. Within large firms, there appears to be no significant 

difference (p > 0.05) in voluntary disclosure between firms with either a majority or 

non-majority ownership structure. However, within small firms there are significant 

differences (p < 0.05) in voluntary disclosure between firms with either a majority or 

non-majority ownership structure. 
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Table 6.19b: t-test: Voluntary Disclosure by Ownership Type for Small and Large Firms 

for Family Firms Only 

Levene’s Test t-test for Equality of Means Firm Size 

 
F Sig. t df 

Sig.1 

tailed 

Mean 

Difference 

Large Firms .003 .960 -1.130 52 .132 -4.112 

Small Firms 2.661 .109 -.2165 52 .018 -5.645 

  

Further t-tests were also conducted to assess whether there were any significant 

differences in disclosure within large and small firms by ownership structure. It can be 

seen in Table 6.19c that for firms with a majority ownership structure there is no 

significant difference (p > 0.05) in voluntary disclosure between large and small firms. 

Similarly, for firms with a non-majority ownership structure there also appears to be no 

significant difference (p > 0.05) in voluntary disclosure between large and small firms. 

Table 6.19c: t-test: Voluntary Disclosure by Firm Size for Majority and Non-Majority 
Ownership Structures for Family Firms Only 

Levene’s Test t-test for Equality of Means Ownership Structure 

 
F Sig. t df 

Sig.1 

tailed 

Mean 

Difference 

Majority ownership 5.40 .023 .777 63.87 .440 1.908 

Non-majority ownership .169 .683 .100 37 .921 .375 

  

These results support the previous findings indicating that, after controlling for firm 

size, voluntary disclosure is lower for firms with a majority ownership structure than for 

firms with a non-majority ownership structure, but only for small firms. 

Size Effect, Owner’s Involvement in the BOC and BOD and Voluntary Disclosure 

Table 6.20a presents the results of analysing voluntary disclosure by Owners 

Involvement in the BOC and BOD for both small and large family firms. 
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Table 6.20a: Mean Voluntary Disclosure Scores by Owner Involvement in BOC and 

BOD and Firm Size for Family Firms Only 

 OWNER INVOLVEMENT ON BOC 

  NO OWNER INVOLVEMENT OWNER INVOLVEMENT 

  Mean Mean 

FIRM SIZE SMALL FIRM  16       21.38 38       20.50 

 LARGE FIRM  14       22.79 40       21.03 

 OWNER INVOLVEMENT ON BOD 

  NO OWNER INVOLVEMENT OWNER INVOLVEMENT 

  Mean Mean 

FIRM SIZE SMALL FIRM  12       20.17 42       20.93 

 LARGE FIRM  9       21.56 45       21.47 

t-tests were conducted to assess whether there were any significant differences in the 

disclosure scores based on the owner’s involvement in either the BOC or BOD when 

large and small firms are considered separately, for family firms only. The results of 

these tests are displayed in Table 6.20b. For both large and small firms, there appears to 

be no significant difference (p > 0.05) in voluntary disclosure based on owner 

involvement in either the BOC or the BOD. 

Table 6.20b: t-test: Voluntary Disclosure by Owner Involvement in BOC and BOD and 
Firm Size for Family Firms Only 

Levene’s Test t-test for Equality of Means 
Firm Size 

F Sig. t df 
Sig.1 

tailed 

Mean 

Differences 

Large firms BOC 4.584 .037 -.378 17.11 .355 -1.761 

Small firms BOC 3.274 .076 -.297 52 .384 -.875 

Large firms BOD .269 .606 -.020 52 .492 -.089 

Small firms BOD .247 .622 .235 52 .408 .762 

  

Further t-tests were also conducted to assess whether there were any significant 

differences in disclosure across large and small firms based on the owner’s involvement 

in either the BOC or BOD. It can be seen in Table 6.20c that irrespective of the owner’s 

involvement in either the BOC or BOD, there are no significant differences (p > 0.05) 

by size of firm.  
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Table 6.20c: t-test: Voluntary Disclosure by Firm Size Considering Owner Involvement 

in BOC and BOD for Family Firms Only 

Levene’s Test t-test for Equality of Means 
Owner’s Involvement in Boar d s  

F Sig. t df 
Sig.2 

tailed 

Mean 

Differences 

Owner’s Involvement in BOC 3.135 .081 .240 76 .811 .525 

No Owner’s Involvement in BOC 1.296 .265 .266 28 .792 1.411 

Owner’s Involvement in BOD 3.735 .055 .223 85 .824 .538 

No Owner’s Involvement in BOD .032 .859 .290 19 .775 1.389 

  

Thus, the results support the previous findings that among family firms there is no 

significant difference in voluntary disclosure based on the owner’s involvement in 

either the BOC or BOD after controlling for firm size.  

Size Effect, Group Affiliation and Voluntary Disclosure 

Table 6.21a presents the results of analysing voluntary disclosure by group affiliation 

for both small and large family firms. 

Table 6.21a: Mean Voluntary Disclosure Scores by Group Affiliation and Firm Size for 
Family Firms Only 

 GROUP AFFILIATION 

  INDEPENDENT FIRM AFFILIATED FIRM 

  n        Mean n        Mean 

FIRM 

SIZE 

SMALL FIRM  26.75 18.24 

 LARGE FIRM  19.00 21.79 

t-tests were conducted to assess whether there were any significant differences in the 

disclosure scores based on group affiliation when large and small firms are considered 

separately, for family firms only. The results of these tests are displayed in Table 6.21b. 

For large firms, there appears to be no significant difference (p > 0.05) in voluntary 

disclosure based on group affiliation. However, for small firms there appears to be a 

significant (p < 0.01) relationship between group affiliation and voluntary disclosure.  
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Table 6.21b: t-test: Voluntary Disclosure by Group Affiliation and Firm Size for Family 

Firms Only 

Levene’s Test t-test for Equality of Means Firm Size 

 
F Sig. t df 

Sig.1 

tailed 

Mean 

Differences 

Large Firms 5.298 .025 .993 14.74 .169 2.792 

Small Firms .145 .705 -3.151 52 .002 -8.513 

  

Further t-tests were also conducted to assess whether there were any significant 

differences in disclosure across large and small firms based on group affiliation. It can 

be seen in Table 6.21c that there are significant differences (p < 0.05) in disclosure by 

size of firm for independent but not affiliated firms.  

Table 6.21c: t-test: Voluntary Disclosure by Firm Size Considering Group Affiliation for 

Family Firms Only 

Levene’s Test t-test for Equality of Means 
Group Affiliation 

F Sig. t df 
Sig.2 

tailed 

Mean 

Differences 

Affiliated Firms 6.480 .013 1.464 84 .147 3.555 

Independent Firms 2.405 .137 -2.338 20 .030 -7.750 

  

Thus, controlling firm size, the results support the previous findings that voluntary 

disclosure is lower for affiliated firms than for independent firms, but again only for 

small firms.  

6.2.8 The Impact of External Audit Firm on Voluntary Disclosure 

The external audit firm is the second control variable used in this study. In terms of 

their external auditor, firms are classified as either having or not having a ‘Big Four’ 

accounting firm as their auditor. Prior to assessing the external audit firm effect, it is 

important to ascertain whether there is a difference in voluntary disclosure between 

firms audited by the ‘Big Four’ and firms not audited by the ‘Big Four’. The results 

suggest that for the full sample, there is a significant difference in the levels of 

disclosure provided by firms that were audited by the ‘Big Four’ and those that were 

not. For family firms, however, no such difference exists. 
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External Audit Firm Effect, Ownership Type and Voluntary Disclosure for the Full 

Sample 

Table 6.22a presents the results of analysing voluntary disclosure by ownership type for 

firms audited by the ‘Big Four’ and those not audited by the ‘Big Four’, for the full 

sample. 

Table 6.22a: Mean Voluntary Disclosure Scores by Type of Auditor Firm and Ownership 

Structure for the Full Sample 

 OWNERSHIP TYPE 

  NON-MAJORITY MAJORITY 

  n        Mean n        Mean 

External 

Audit 
Not ‘Big Four’  

   

19       21.32 

 

35       18.26 

 ‘Big Four’ 
   

37       28.54 

 

58       24.55 

t-tests were conducted to assess whether there were any significant differences in the 

disclosure scores by ownership structure for the different size of audit firm. The results 

of these tests are displayed in Table 6.22b. There appears to be no significant difference 

(p > 0.05) in voluntary disclosure between firms with either a majority or non-majority 

ownership structure based on whether or not they have a ‘Big Four’ auditor.  

Table 6.22b: t-test: Voluntary Disclosure by Ownership Structure and Whether the Firm 

had a ‘Big Four Auditor’ for the Full Sample 

Levene’s Test t-test for Equality of Means External Audit Firm 

 
F Sig. t df 

Sig.1 

tailed 

Mean 

Differences 

Audited by the ‘Big Four’  1.450 .232 -1.448 93 .076 -3.989 

Not audited by the ‘Big 

Four’ 

1.309 .258 -1.156 52 .127 -3.059 

  

Further t-tests were also conducted to assess whether there were any significant 

differences in disclosure for different types of audit firm based on whether the firm had 

a majority or non-majority ownership structure. It can be seen in Table 6.22c that there 

are significant differences (p < 0.05) in disclosure by size of audit firm for both majority 

and non-majority ownership structures.  
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Table 6.22c: t-test: Voluntary Disclosure by Type of Audit Firm for Majority and Non-

Majority Ownership Structures for the Full Sample 

Levene’s Test t-test for Equality of Means 
Ownership Type 

F Sig. t df 
Sig.2 

tailed 

Mean 

Differences 

Majority ownership 2.890 .093 2.568 91 .012 6.295 

Non-majority ownership 9.354 .003 2.465 53.96 .017 7.225 

  

Thus, controlling for external audit firm, the results support the previous findings that 

there is a significant difference in voluntary disclosure by ownership structure. 

External Audit Firm Effect, Ownership Identity and Voluntary Disclosure for the Full 
Sample 

Table 6.23a presents the results of analysing voluntary disclosure by ownership identity 

for firms audited either by a ‘Big Four’ or ‘Non-Big Four’ auditor for the full sample. 

Table 6.23a: Mean Voluntary Disclosure Scores by Type of Auditor Firm and Owner 
Identity for the Full Sample 

 OWNER IDENTITY 

  NON-FAMILY FIRM FAMILY FIRM 

  n        Mean n        Mean 

External 

Audit 
Not ‘Big Four’  

  
10       18.60 44       19.50 

 ‘Big Four’ 
  

31       34.10 64       22.23 

t-tests were conducted to assess whether there were any significant differences in the 

disclosure scores by ownership identity for the different size of audit firm. The results 

of these tests are displayed in Table 6.23b. There appears to be a significant (p < 0.01) 

difference in the voluntary disclosure by owner identity for firms audited by the ‘Big 

Four’ but not otherwise. 

Table 6.23b: t-test: Voluntary Disclosure by Ownership Identity for ‘Big Four’ and ‘Non-

Big Four’ Audit Firm for the Full Sample 

Levene’s Test t-test for Equality of Means 
External Audit Firm 

F Sig. t df 
Sig.1 

tailed 

Mean 

Differences 

Audited by the ‘Big Four’  .036 .849 -4.521 93 .000 -11.862 

Not audited by the ‘Big 

Four’  

.173 .679 .273 52 .393 .900 
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Further t-tests were also conducted to assess whether there were any significant 

differences in disclosure based on size of audit firm for family and non-family firms. It 

can be seen in Table 6.23c, that within family-owned firms there are no significant 

differences (p > 0.05) in voluntary disclosure for firms audited by a ‘Big Four’ audit 

firm and those not audited by a ‘Big Four’ audit firm. However, within non family-

owned firms, there is a significant difference (p < 0.01) in voluntary disclosure between 

firms that were audited by a ‘Big Four’ firm and those not audited by a ‘Big Four’ firm. 

Table 6.23c: t-test: Voluntary Disclosure by Size of Audit Firm for Family and Non-
Family Firms for the Full Sample 

Levene’s Test t-test for Equality of Means 
Ownership Identity 

F Sig. t df 
Sig. 2 

tailed 

Mean 

Differences 

Family owned firms 3.516 .064 1.268 106 .208 2.734 

Non-family owned firms .291 .592 3.720 39 .001 15.497 

  

These results support the previous finding in that, after controlling for external audit 

firm, voluntary disclosure is still lower for family owned firms compared to non-family 

owned firms but only for firms that are audited by the ‘Big Four’.  

It seems that the ‘Big Four’ audit firms are more likely to encourage firms to disclose 

additional voluntary information than are the ‘Non-Big Four’ audit firms, but this only 

appears to apply to non-family firms.  

External Audit, Ownership Type and Voluntary Disclosure for Family Firms 

Table 6.24a presents the results of analysing voluntary disclosure by ownership 

structure for firms audited either by a ‘Big Four’ or ‘Non-Big Four’ auditor for family 

firms only. 

Table 6.24a: Mean Voluntary Disclosure Scores by Firm Ownership Structure and 

Whether or not the Firm has a ‘Big Four’ Auditor for Family Firms Only 

 OWNERSHIP TYPE 

  NON-MAJORITY MAJORITY 

  n        Mean n        Mean 

External 

Audit 
Not ‘Big Four’  

  
13       23.23 31       17.94 

 ‘Big Four’ 
  

26       24.62 38       20.61 
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t-tests were conducted to assess whether there were any significant differences in the 

disclosure scores by ownership structure for ‘Big Four’ and ‘Non-Big Four’ audit firm. 

The results of these tests are displayed in Table 6.24b.  

The results provided in Table 6.24b suggest there are no significant (p > 0.05) 

differences in disclosure by ownership structure either for firms audited by a ‘Big Four’ 

auditor or for those firms not audited by a ‘Big Four’ auditor.  

Table 6.24b: t-test for Size Effect: Voluntary Disclosure by Ownership Structure for ‘Big 
Four’ and ‘Non-Big Four’ Audit Firms for Family Firms Only 

Levene’s Test t-test for Equality of Means 
External Audit Firm 

F Sig. t df 
Sig.1 

tailed 

Mean 

Differences 

Audited by the ‘Big Four’  1.959 .167 -1.310 62 .098 -4.010 

Not audited by the ‘Big 

Four’  

1.259 .268 -1.789 42 .041 -5.295 

  

Further t-tests were also conducted to assess whether there were any significant 

differences in disclosure based on the size of the audit firm for firms with a majority 

ownership structure and those with a non-majority ownership structure. It can be seen in 

Table 6.24c, that there are no significant differences (p > 0.05) in voluntary disclosure 

by audit firm size for firms with either a majority or a non-majority ownership structure. 

Table 6.24c: t-test: Voluntary Disclosure by Size of Audit Firm for Majority and Non-

Majority Ownership Structures for Family Firms Only 

Levene’s Test t-test for Equality of Means 
Ownership Type F Sig. t df Sig.2 

tailed 

Mean 

Differences 

Majority ownership .408 .525 1.046 67 .299 2.670 

Non-majority ownership 7.336 .010 .428 36 .673 1.385 

  

These results support the previous finding that among family firms, voluntary disclosure 

was lower for firms with a majority ownership structure compared to those with a non-

majority ownership structure. 
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External Audit Effect, Owner’s Involvement in Boards and Voluntary Disclosure for 

Family Firms Only 

Table 6.25a presents the results of analysing the relationship between voluntary 

disclosure and the owner’s involvement on either the BOC or BOD for firms audited 

either by a ‘Big Four’ or ‘Non-Big Four’ auditor for family firms only. 

Table 6.25a: Mean Voluntary Disclosure Scores by Owner Involvement in BOC and 

BOD and Whether or Not the Firm has a ‘Big Four’ Auditor for Family 
Firms Only 

 OWNER INVOLVEMENT ON BOC 

  

NO OWNER 

INVOLVEMENT 

OWNER 

INVOLVEMENT 

  n        Mean n        Mean 

External 

Audit 
Not ‘Big Four’  

  
14       18.79 30       19.83 

 ‘Big Four’ 
  

16       24.88 48       21.35 

 OWNER INVOLVEMENT ON BOD 

  

NO OWNER 

INVOLVEMENT 

OWNER 

INVOLVEMENT 

  n        Mean n        Mean 

External 

Audit 
Not ‘Big Four’  

  
8       22.88 36       18.75 

 ‘Big Four’ 
  

13       19.46 51       22.94 

t-tests were conducted to assess whether there were any significant differences in the 

disclosure scores by ownership structure for ‘Big Four’ and ‘Non-Big Four’ audit firm. 

The results of these tests are displayed in Table 6.25b. As can be seen from the table, in 

no case was there a significant relationship for either BOC or BOD. 
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Table 6.25b: t-test: Voluntary Disclosure by Owner Involvement in BOC and BOD for 

Firms Audited by ‘Big Four’ and ‘Non-Big Four’ Auditors for Family Firms 
Only 

Levene’s Test t-test for Equality of Means 
External Audit Firm 

F Sig. t df 
Sig.1 

tailed 

Mean 

Differences 

Audited by the ‘Big Four’ 

firms (BOC) 

5.683 .020 -.827 19.65 .209 -3.521 

Not audited by the ‘Big 

Four’ firms (BOC) 

4.178 .47 .301 18.45 .384 1.048 

Audited by the ‘Big Four’ 

firms (BOD) 

1.762 .189 .925 62 .180 3.480 

Not audited by the ‘Big 

Four’ firms (BOD) 

2.412 .128 -1.153 42 .128 -4.125 

  

Further t-tests were also conducted to assess whether there were any significant 

differences in disclosure based on the size of the audit firm for firms where the owner 

was/was not involved in either the BOC or BOD. Again no significant results were 

found.   

Table 6.25c: t-test for Voluntary Disclosure by Size of Audit Firm for Firms where the 

Owner Was/Was Not Involved in either the BOC or BOD for Family Firms 
Only 

Levene’s Test t-test for Equality of Means 
Owner’s Involvement in Boar d s  

F Sig. t df 
Sig.1 

tailed 

Mean 

Differences 

 Owner’s Involvement in BOC 3.514 .065 .678 76 .500 1.521 

 No Owner’s Involvement in BOC 1.676 .206 1.174 28 .250 6.089 

 Owner’s Involvement in BOD 7.835 .006 1.867 84.49 .065 4.191 

 No Owner’s Involvement in BOD .650 .430 -.708 19 .488 -3.413 

  

After controlling for external audit firm, the result supports the previous finding that 

among family firms there is no significant difference in voluntary disclosure based on 

the owner’s involvement on either the BOC or BOD.  
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External Audit Effect, Group Affiliation and Voluntary Disclosure for Family Firms 

Only 

Table 6.26a presents the results of analysing the relationship between voluntary 

disclosure and group affiliation for firms audited either by a ‘Big Four’ or ‘Non-Big 

Four’ auditor for family firms only. 

Table 6.26a: Mean Voluntary Disclosure Scores by Group Affiliation and Whether or 

Not the Firm has a ‘Big Four’ Auditor for Family Firms Only 

 GROUP AFFILIATION 

  INDEPENDENT FIRM AFFILIATED FIRM 

  n        Mean n        Mean 

External 

Audit 
Not ‘Big Four’  

  
11       23.18 33       18.27 

 ‘Big Four’ 
  

11       26.09 53       21.43 

t-tests were conducted to assess whether there were any significant differences in the 

disclosure scores by group affiliation for ‘Big Four’ and ‘Non-Big Four’ audit firm. The 

results of these tests are displayed in Table 6.26b. As can be seen from the table, in no 

case was there a significant relationship. 

Table 6.26b: t-test Voluntary Disclosure by Group Affiliation for Firms Audited by ‘Big 

Four’ and ‘Non-Big Four’ Auditors for Family Firms Only 

Levene’s Test t-test for Equality of Means External Audit Firm 

 
F Sig. t df 

Sig.1 

tailed 

Mean 

Differences 

Audited by the ‘Big Four’  2.169 .146 -1.165 62 .124 -4.657 

Not audited by the ‘Big 

Four’  

1.359 .250 -1.561 42 .063 -4.909 

  

Further t-tests were also conducted to assess whether there were any significant 

differences in disclosure based on the size of the audit firm for affiliated and 

independent firms.  As can be seen from Table 6.26c, no relationship was found to be 

significant. 
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Table 6.26c: t-test Voluntary Disclosure by Audit Firm Size for Affiliated and 

Independent Firms for Family Firms Only 

Levene’s Test t-test for Equality of Means 

Group Affiliation 
F Sig. t df 

Sig. 2 

tailed 

Mean 

Differences 

Affiliated Firms 3.364 .070 1.230 84 .222 3.161 

Independent Firms .878 .360 .890 20 .384 2.909 

  

6.3 Multivariate Tests 

This section presents the results of multivariate tests to supplement the univariate tests 

presented in section 6.2. This analysis incorporates all variables into one model and 

aims to assess the effect of each independent variable on a company’s voluntary 

disclosure score. Prior to examining the results of this regression analysis, however, 

Tables 6.27 and 6.28 report the Spearman correlation matrix describing the relationship 

between the various independent variables and a firm’s disclosure score for the full 

sample (149 firms) and for family firms only (108 firms), respectively. The results 

presented in Tables 6.27 and 6.28 indicate there are no excessively high correlation 

coefficients and, therefore, that multocollinearity between the independent variables in 

this study is unlikely to be a problem.
91

 Note that: Ownership Type is set equal to ‘1’ if 

there is a majority owner and ‘0’ otherwise; Owner Identity is set equal to ‘1’ if the firm 

is family-owned and ‘0’ otherwise; Firm Size is measured by total assets and is set to 

‘1’ for large firms (total assets # median total assets) and ‘0’ otherwise; External 

Auditor is set equal to ‘1’ for firms audited by the big ‘four’ or a local audit firm with a 

big ‘four’ affiliation and ‘0’ otherwise; Owner’s involvement in Board of 

Commissioners (BOC) is set equal to ‘1’ if the owner is involved in the BOC and ‘0’ 

otherwise; Owner’s involvement in Board of Directors (BOD) is set equal to ‘1’ if the 

owner is involved in the BOD and ‘0’ otherwise; and Group Affiliation is set equal to 

‘1’ if the firm is affiliated with a business group and ‘0’ if it is independent. 

Table 6.27 indicates that ownership type was not significantly correlated with a firm’s 

disclosure score and that owner identity was significantly negatively correlated with a 

firm’s disclosure score. These results are consistent with the univariate analysis 

presented in section 6.2.  

                                                
91

 Multicollinearity exists, as a rule of thumb, when the coefficient of correlation 

exceeds 0.80 (Gujarati 2003).   
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Table 6.27: Correlation Matrix – Full Sample 

  1 2 3 4 

1. Disclosure Score (Index)     

2. Ownership Type   -.150    

3. Owner Identity   -.318**  .049   

4. Firm Size    .120  .061 -.011  

5. External Auditor    .239** -.037 -.152 .145 

*  S ignificant at the 0.05 level (two-tailed) 

** Significant at the 0.01 level (two-tailed)  

Similarly, Table 6.28 indicates that ownership type and group affiliation were both 

significantly negatively correlated with a firm’s disclosure score while owner’s 

involvement in the BOC or BOD were not significantly correlated with a firm’s 

disclosure score. Again, these results are consistent with univariate analysis presented in 

section 6.2 

Table 6.28: Correlation Matrix – Family Firms Only 

  1 2 3 4 5 6 

1. Disclosure Score 

(Index) 

      

2. Ownership Type -.219*      

3. Owner’s Involvement 

in BOC 

-.019 .050     

4. Owner’s Involvement 

in BOD 

.010 -.028 .270**    

5. Group Affiliation -.233* .386** .097 .100   

6. Firm Size -.013 .135 .041 .070 .230*  

7. External Auditor .075 -.113 .075 -.026 .095 .113 

*  S ignificant at the 0.05 level (two-tailed) 

** Significant at the 0.01 level (two-tailed)  
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Turning now to the results of the regression analysis, Table 6.29 reports the results for 

the full sample (149 firms) and Table 6.30 for the family firms only (108 firms). 

Table 6.29: Regression Results – Full Sample 

Independent Variables Predicted sign Coefficient t-value p-value 

Constant  26.855 10.172 0.000*** 

Ownership Type - -0.141 -1.878 0.062* 

Owner Identity - -0.296 -3.916 0.000*** 

Firm Size   0.144  1.896 0.060* 

External Auditor   0.194  2.536 0.012** 

Adjusted R  0.174    

F-value 8.776    

Prob. (F ) < 0.01    

No. of firms/observations 149    

*  S ignificant at the 0.10 level (two-tailed) 

** Significant at the 0.05 level (two-tailed) 

*** Significant at the 0.01 level (two-tailed)  

Table 6.29 presents the results of regression models that examine the relationship 

between the level of voluntary disclosure in the annual reports of Indonesian 

manufacturing firms and various corporate governance and control variables (firm size 

and external audit) for the full sample of 149 firms. Ownership Type is set equal to ‘1’ 

if there is a majority owner and ‘0’ otherwise; Owner Identity is set equal to ‘1’ if the 

firm is family-owned and ‘0’ otherwise; Firm Size is measured by total assets and is set 

to ‘1’ for large firms (total assets # median total assets) and ‘0’ otherwise; and External 

Auditor is set equal to ‘1’ for firms audited by the big ‘four’ or a local audit firm with a 

big ‘four’ affiliation and ‘0’ otherwise. 

As can be seen from the table, Ownership Type is negatively and significantly 

associated with voluntary disclosure practices. This result is consistent with the 

univariate test and supports the hypothesis that firms with a majority ownership 

structure are less likely to voluntary provide information in their annual reports 

compared to firms without a majority ownership structure. 
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As was the case in the univariate analysis presented earlier, Owner Identity is also 

negatively and highly significantly associated with the level of voluntary disclosure in 

annual reports. The result supports the hypothesis that family-owned firms are less 

likely, than non-family owned firms, to voluntarily disclose information in their annual 

reports. 

Firm size as measured by total assets is significantly positively associated with 

voluntary disclosure. Similarly, the size of the external audit firm is also significantly 

positively associated with voluntary disclosure. These results are consistent with the 

univariate tests. 

Table 6.30: Regression Results – Family Firms Only 

Independent Variables Predicted sign Coefficient t-value p-value 

Constant  24.154 13.901 0.000*** 

Ownership Type - -0.208 -2.184 0.031* 

Owner’s Involvement in BOC - -0.041 -0.431 0.667 

Owner’s Involvement in BOD -  0.010  0.106 0.916 

Group Affiliation - -0.096 -0.933 0.353 

Firm Size 
  0.062  0.645 0.521 

External Auditor 
  0.100  1.046 0.298 

Adjusted R  0.034    

F-value 4.770    

Prob. (F ) < 0.05    

No. of companies/observations 108    

*  S ignificant at the 0.10 level (two-tailed) 

** Significant at the 0.05 level (two-tailed) 

*** Significant at the 0.01 level (two-tailed)  

Table 6.30 presents the results of regression models that examine the relationship 

between the level of voluntary disclosure and various corporate governance and control 

(firm size and external audit) variables for a sub sample of 108 family firms. 

Ownership Type is set equal to ‘1’ if there is a majority owner and ‘0’ otherwise; 

Owner’s involvement in Board of Commissioners (BOC) is set equal to ‘1’ if the owner 

is involved in the BOC and ‘0’ otherwise; Owner’s involvement in Board of Directors 
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(BOD) is set equal to ‘1’ if the owner is involved in the BOD and ‘0’ otherwise; Group 

Affiliation is set equal to ‘1’ if the firm is affiliated with a business group and ‘0’ if it is 

independent; Firm Size is measured by total assets and is set to ‘1’ for large firms (total 

assets # median total assets) and ‘0’ otherwise; and External Audit is set equal to ‘1’ for 

firms audited by the big ‘four’ or a local audit firm with a big ‘four’ affiliation and ‘0’ 

otherwise. 

Ownership type is negatively and significantly related to voluntary disclosure. This 

result is consistent with the univariate analysis and supports the hypothesis that among 

family owned firms, those with a majority ownership structure will provide lower 

voluntary disclosure than those with a non-majority ownership structure. 

Owner involvement on the Board of Commissioners (OIBOC) and owner involvement 

on the Board of Directors (OIBOD) are not significant. These results are consistent with 

univariate analysis and, unfortunately, do not support the hypothesis that among family 

firms those with OIBOC/OIBOD will provide less voluntary disclosure than those with 

no OIBOC/OIBOD. A possible reason for this finding is explained in section 6.2.4.  

Group affiliation is negatively but not significantly associated with voluntary 

disclosure. This result is contrary to the univariate test that reported a significant result. 

Hossain et al. (1994) suggested that if the results of the univariate and multivariate 

analysis are contradictory this might be partially due to minor multicollinearity effects 

among the independent variables in the multivariate analysis.  

6.4 Interaction Effects 

To observe the interaction effects among independent variables, a series of regression 

analyses are estimated using the following formula: 

Y = ß0 + ß1 X1 + ß2X2 + ß3 X1X2 + $1 (3) 

Where X1 and X2 are independent variables; X1X2 is the interaction term for variables 

X1 and X2. 

Table 6.31 presents the results of the interaction test for the full sample and Table 6.32 

for family firms only. If the results find a significant interaction, there will be follow-up 

tests as Keppel et al. (1992, p.278) suggested that “A significant interaction requires the 

researcher to analyse and interpret the data with respect to the combination of the two 
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independent variables.”  

Table 6.31: Regression Results for Interactive Effects Between Independent Variables – 

Full Sample 

 

Independent Variables Coefficient t-value p-value 

Ownership Type by Owner Identity    -0.178 -1.011 0.314 

Ownership Type by Firm Size     0.003  0.018 0.986 

Ownership Type by External Audit    -0.037 -0.221 0.825 

Owner Identity by Firm Size    -0.466 -2.885 0.005* 

Owner Identity by External Auditor    -0.514 -2.776 0.006* 

External Audit by Firm size     0.173  1.084 0.280 

*  S ignificant at the 0.05 level (two-tailed) 
** Significant at the 0.01 level (two-tailed)  

The interaction between owner identity and firm size appears to be significant (t= -

0.776, p < 0.05). Following the Keppel et al.’s (1992) suggestion, the combination of 

owner identity and firm size variables is analysed using Table 6.12a. As explained in 

Section 6.2.6, within large firms, there are highly significant differences (p < 0.05) in 

voluntary disclosure between family and non-family firms. Yet, within small firms, 

there is no significant difference (p > 0.05) in voluntary disclosure between family and 

non-family firms.   

The analysis of interaction comparison can be seen in Figure 6.15 which presents a plot 

of the voluntary disclosure scores for family-owned and non family-owned firms in 

relation to firm size. Two curves do not cross within the limits of the firm size. In spite 

of the interactions showing that the largest difference between family and non-family 

firms is found at large firms, it also true that family firm is consistently under non-

family firms
92

. This result is consistent with the hypothesis 2 that family-owned firms 

expose lower voluntary disclosure than non family-owned firms. However, owner 

identity has significant effect on firm size for large firms, but has no significant effect 

for small firms.  

                                                
92

 Hair et al. (1998) and Keppel et al. (1991) called this situation ‘ordinal interaction’, 

where the effects of categorising owner identity are not equal across firm size, but 

the magnitude is always in the same direction. 
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Figure 6.15:  Graph of the Interaction Between the Means of Owner Identity and the 

Means of Firm Size 

 

Another significant interaction is owner identity and external audit (t=-2.776, p < 0.05). 

Using Table 6.23a, as explained in Section 6.2.7, within firms audited by the ‘Big 

Four’, there are strongly significant (p < 0.01) voluntary disclosure levels between 

family and non family firms. Yet, within firms that were not audited by the “Big Four”, 

there are no significant differences (p > 0.05) in voluntary disclosure between family 

and non-family firms.  

The analysis of interaction comparison can be seen in Figure 6.16. Figure 6.16 depicts a 

graph of the voluntary disclosure scores for family-owned firms and non family-owned 

firms in relation to external audit firms. Graphically, two curves are across and 

voluntary disclosure of family firms is lower than that of non family-owned firms in 

firms that are not audited by the ‘Big Four’ yet higher in firms that are audited by the 

‘Big Four’
93

. Due to the insignificant results of difference in voluntary disclosure 

between family-owned and non family-owned firms in firms that are not audited by the 

                                                
93

 This situation has been referred to as ‘disorder interaction’ (Keppel 1991; Hair et 

al. 1998) where the effects of ownership identity are across the category of external 

audit firms.  
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‘Big Four’ and the significant results of difference in voluntary disclosure between 

family-owned and no family-owned firms in firms that are audited by the ‘Big Four’, 

the results are consistent with the hypothesis 2 that there are lower voluntary disclosure 

in family-owned firms than non family-owned firms. However, owner identity has 

significant effect on firms that are audited by the ‘Big Four’ but has no significant effect 

on firms that are not audited by the ‘Big Four’. 

Figure 6.16:  Graph of the Interaction Between the Means for Owner Identity and the 
Means for External Audit Firm 

 

Table 6.32 presents the regression results of interaction effects for the independent 

variables for the sub-sample (family-owned firms). The interaction between ownership 

type and group affiliation is statistically significant (t=-2.433, p < 0.05), therefore, the 

combination of ownership type and group affiliation is analyzed. Because both 

ownership type and group affiliation are included as main variables in this study, the 

data is plotted for both. In Figure 6.17, ownership type appears on the baseline; and in 

Figure 6.18 group affiliation appears on the baseline. 
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Table 6.32: Regression Results of Interactive Effects Between Independent Variables – 

Family Firms Only 

Independent Variables Coef. t-value p-value 

Ownership Type by Owner’s Involv. in BOC 0.362  1.668 0.098 

Ownership Type by Owner’s Involv. in BOD -0.014 -0.091 0.928 

Ownership Type by Group Affiliation -0.230 -2.433 0.017* 

Ownership Type by Firm Size 0.083  0.725 0.071 

Ownership Type by External Audit 0.116  1.017 0.312 

Owner’s Involv. in BOC by Owner’s Involv. in BOD -0.056 -0.579 0.564 

Owner’s Involvement in BOC by Group Affiliation -0.028 -0.228 0.820 

Owner’s Involvement in BOC by Firm Size -0.007 -0.069 0.945 

Owner’s Involvement in BOC by External Audit 0.019  0.196 0.845 

Owner’s Involvement in BOD by Group Affiliation 0.071  0.526 0.600 

Owner’s Involvement in BOD by Firm Size 0.027  0.274 0.784 

Owner’s Involvement in BOD by External Audit 0.157  1.634 0.105 

Group Affiliation by Firm Size 0.511  1.988 0.049* 

Group Affiliation by External Audit 0.161  1.307 0.194 

External Audit by Firm size 0.144  1.115 0.268 

*  S ignificant at the 0.05 level (two-tailed) 

** Significant at the 0.01 level (two-tailed)  

In Figure 6.17, for majority owned firms, there is no significant difference (p < 0.05) in 

voluntary disclosure between affiliated firms and independent firms. Similarly, within 

non-majority owned firms, there is no significant difference (p < 0.05) in voluntary 

disclosure between affiliated firms and independent firms. However, the graph (Figure 

6.17) shows that affiliated firms have a consistently lower level of voluntary disclosure 

than independent firms. Thus, this result is consistent with hypothesis 6 which stated 

that: All else being equal, among family firms affiliated firms will have lower levels of 

voluntary disclosure (measured by the disclosure index) than independent firms.  
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Figure 6.17:   Graph of the Interaction Between the Means of Group Affiliation and the 

Means of Ownership Structure 

 

In Figure 6.18, within affiliated firms, there is no significant difference (p < 0.05) in 

voluntary disclosure between majority firms and non-majority firms. Similarly, within 

independent firms, there is no significant difference (p < 0.05) in voluntary disclosure 

between majority firms and non-majority firms. However, the graph (Figure 6.18) 

shows that majority firms have a consistent lower level of voluntary disclosure than 

non-majority firms. Thus, it is consistent with the hypothesis 3 that among family firms, 

majority firms will expose lower voluntary disclosures than those in non-majority firms. 
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Figure 6.18:   Graph of the Interaction Between the Means of Ownership Structure and 

the Means of Group Affiliation 

 

Table 6.32 also shows that another significant interaction is group affiliation and firm 

size (t=1.988, p < 0.05). Using Table 6.21a, within large firms there are no significant 

differences (p < 0.05) in voluntary disclosure between affiliated and independent firms. 

Yet, within small firms there are significant differences (p < 0.05) in voluntary 

disclosure between affiliated and independent firms.   

The analysis of interaction comparison can be seen in Figure 6.19. Figure 6.18 portrays 

a graph of the voluntary disclosure scores for affiliated and independent firms in 

relation to firm size. Graphically, two curves cross whereas voluntary disclosure of 

affiliated firms is lower than that of independent firms in small firms yet higher in large 

firms. Due to the insignificant results of difference in voluntary disclosure between 

affiliated and independent firms in large firms and the significant results of difference in 

voluntary disclosure between affiliated and independent firms in small firms, the results 

are consistent with the hypothesis 5 that there are lower voluntary disclosures in 

affiliated firms than independent firms. However, group affiliation has significant effect 

on small firms but has no significant effect on large firms. 
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Figure 6.19:  Graph of the Interaction Between the Means of Group Affiliation and the 

Means of Firm Size 

 

6.5 Summary 

This chapter presented the results of univariate tests and additional tests including 

multivariate tests and interactive effects to support the major findings. Tables 6.33, 

6.34, 6.35, and 6.36 summarise the empirical results of the hypotheses developed in 

chapter 4.  
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Table 6.33: Summary of the Results of Hypothesis Testing 

Hypotheses Results 

H1 All else being equal, voluntary disclosures, as measured by the 
disclosure index, will be lower in firms with a majority 

ownership structure compared to those with a non-majority 

ownership structure. 

Supported 

H2 All else being equal, voluntary disclosures, as measured by the 

disclosure index, will be lower in family owned firms than non-

family owned firms. 

Supported 

H3 Among family firms, all else being equal, those with a majority 

ownership structure will have lower voluntary disclosure (as 

measured by the disclosure index) compared to those without a 

majority ownership structure. 

Supported 

H4 All else being equal, among family firms where owners are 

involved in the Board of Commissioners voluntary disclosure (as 

measured by the disclosure index) will be lower than for firms 

with no owner involvement in the Board of Commissioners. 

Not  

Supported 

H5 All else being equal, among family firms where owners are 

involved in the Board of Directors voluntary disclosure (as 

measured by the disclosure index) will be lower than for firms 

with no owner involvement in the Board of Directors. 

commissioners. 

Not  

Supported 

H6 All else being equal, among family firms affiliated firms will 

have lower voluntary disclosures (measured by the disclosure 

index) than independent firms. 

Supported 
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Table 6.34: Summary of the Results of Hypothesis Testing After Controlling for Firm 

Size Effect 

Firm Size 
Hypotheses 

Large Small 

H1 All else being equal, voluntary disclosures, as 

measured by the disclosure index, will be lower in 

firms with a majority ownership structure compared to 

those with a non-majority ownership structure. 

Not 

Supported 

Not 

Supported 

H2 All else being equal, voluntary disclosures, as 

measured by the disclosure index, will be lower in 

family owned firms than non-family owned firms. 

Supported Not 

Supported 

H3 Among family firms, all else being equal, those with a 
majority ownership structure will have lower 

voluntary disclosure (as measured by the disclosure 

index) compared to those without a majority 

ownership structure. 

Not  
Supported 

Supported 

H4 All else being equal, among family firms where 

owners are involved in the Board of Commissioners 

voluntary disclosure (as measured by the disclosure 

index) will be lower than for firms with no owner 

involvement in the Board of Commissioners. 

Not  

Supported 

Not  

Supported 

H5 All else being equal, among family firms where 

owners are involved in the Board of Directors 

voluntary disclosure (as measured by the disclosure 

index) will be lower than for firms with no owner 

involvement in the Board of Directors. commissioners. 

Not  

Supported 

Not  

Supported 

H6 All else being equal, among family firms affiliated 

firms will have lower voluntary disclosures (measured 

by the disclosure index) than independent firms. 

Not  

Supported 

Supported 

  



165 

Table 6.35: Summary of the Results of Hypothesis Testing After Controlling for 

External Audit Firm Effect 

External Audit Firm 

Hypotheses 
Audited 

by “Big 

Four” 

 

Not 

Audited 

by “Big 

Four” 

H1 All else being equal, voluntary disclosures, as 

measured by the disclosure index, will be lower in 

firms with a majority ownership structure compared to 

those with a non-majority ownership structure. 

Not 

Supported 

Not  

Supported 

H2 All else being equal, voluntary disclosures, as 

measured by the disclosure index, will be lower in 

family owned firms than non-family owned firms. 

Supported Not 

Supported 

H3 Among family firms, all else being equal, those with a 

majority ownership structure will have lower 

voluntary disclosure (as measured by the disclosure 

index) compared to those without a majority 

ownership structure. 

Not  

Supported 

Not 

Supported 

H4 All else being equal, among family firms where 

owners are involved in the Board of Commissioners 

voluntary disclosure (as measured by the disclosure 

index) will be lower than for firms with no owner 

involvement in the Board of Commissioners. 

Not  

Supported 

Not  

Supported 

H5 All else being equal, among family firms where 

owners are involved in the Board of Directors 

voluntary disclosure (as measured by the disclosure 

index) will be lower than for firms with no owner 

involvement in the Board of Directors. commissioners. 

Not  

Supported 

Not  

Supported 

H6 All else being equal, among family firms affiliated 

firms will have lower voluntary disclosures (measured 

by the disclosure index) than independent firms. 

Not  

Supported 

Not 

Supported 
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Table 6.36: Summary of the Results of the Robustness Tests 

Hypotheses 

Median 

Tests & 

Mann-

Whitney 

Tests  

Unweighted 

Index  

Weighted 

Index 

Alternative 

ownership type 

– majority and 

dominant 

ownership (H1 

and H3) 

H1 All else being equal, voluntary disclosures, as measured 

by the disclosure index, will be lower in firms with a 

majority ownership structure compared to those with a 

non-majority ownership structure. 

Supported Supported Supported Supported 

H2 All else being equal, voluntary disclosures, as measured 

by the disclosure index, will be lower in family owned 

firms than non-family owned firms. 

Supported Supported Supported  

H3 Among family firms, all else being equal, those with a 

majority ownership structure will have lower voluntary 

disclosure (as measured by the disclosure index) 

compared to those without a majority ownership 

structure. 

Supported Supported Supported Supported 

H4 All else being equal, among family firms where owners 

are involved in the Board of Commissioners voluntary 

disclosure (as measured by the disclosure index) will be 

lower than for firms with no owner involvement in the 

Board of Commissioners. 

Not 

Supported 

Not  

Supported 

Not  

Supported 

 

H5 All else being equal, among family firms where owners 

are involved in the Board of Directors voluntary 

disclosure (as measured by the disclosure index) will be 

lower than for firms with no owner involvement in the 

Board of Directors. commissioners. 

Not  

Supported 

Not  

Supported 

Not  

Supported 

 

H6 All else being equal, among family firms affiliated firms 

will have lower voluntary disclosures (measured by the 

disclosure index) than independent firms. 

Supported Supported Supported  
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Chapter 7: Summary, Limitations, Suggestions for Future 
Research and Conclusions 

7.0 Introduction 

This study examined the impact of ownership structure on the level of voluntary 

disclosure provided by listed manufacturing companies in Indonesia by investigating 

the following research questions:  

1) Does the extent of voluntary disclosure differ between firms with a majority 

ownership structure and those with a non-majority ownership structure?  

2) Are family-owned firms less likely to make voluntary disclosure compared to non-

family firms?  

3) Do family firms where the owners are involved in either the Board of 

Commissioners or the Board of Directors provide less voluntary disclosure 

compared to family firms where there is no owner involvement in either of those 

two boards and does the extent of voluntary disclosure differ between affiliated and 

independent family firms? 

A summary of key the findings, limitations, suggestions for future research and 

conclusions is provided in the following sections. 

7.1 Summary of Key Findings 

7.1.1 Ownership Structure (Majority/Non-majority) 

Hypothesis 1, which states that: All else being equal, voluntary disclosures, as 

measured by the disclosure index, will be lower in firms with a majority ownership 

structure compared to those with a non-majority ownership structure, was supported. 

The results indicate that the key differences, in terms of voluntary disclosures, between 

firms with a majority versus those with a non-majority ownership structure were 

associated with information about their boards (for example, the academic 

qualifications and experience of BOC/BOD members) and employees. This finding is 

consistent with the findings of McKinnon and Dalimunthe (1993), Mitchell et al. 

(1995), Schadewitz and Blevins (1998), Haniffa and Cooke (2002), Leung and Horwitz 

(2004) and Makhija and Patton (2004). These previous studies all reported an inverse 

relationship between ownership concentration and the voluntary disclosure of 

information.  
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Pedersen and Thomsen (2003) suggested that ownership concentration could be seen as 

facilitating the controlling owners’ expropriation of minority interests. Moreover, La 

Porta et al. (1999) argued that a poor legal environment would facilitate the controlling 

shareholder’s expropriation of minority shareholders. Indonesia, which follows a Civil 

law system, is deemed to have weak legal protection for shareholders (La Porta et al. 

1998) and, therefore, provides a suitable environment for the expropriation of minority 

shareholder’s wealth. Therefore, as agency theory predicts, this study provides 

empirical evidence suggesting that, compared to firms with a non-majority ownership 

structure, firms with a majority ownership structure are more likely to provide lower 

levels of voluntary disclosure. However, these differences appear to only occur for 

small firms. 

7.1.2 Owner Identity (Family/Non-family) 

Hypothesis 2, which states that: All else being equal, voluntary disclosures, as 

measured by the disclosure index, will be lower in family owned firms than non-family 

owned firms, was strongly supported. The results show that differences between family 

and non-family owned firms exist with respect to the voluntary disclosure of 

information concerning: research and development; employees; social responsibility 

reporting; and corporate governance. The corporate governance result is consistent with 

the notion that family firms maintain a lack of transparency to facilitate appointing 

family members to their boards without interference from non-family members (Ali 

et.al. 2006). 

These findings are similar to those reported by Chau and Gray (2002). Cohesive forces, 

such as family ties, relatively illiquid ownership and the extent of family members’ 

involvement can make a difference to the governance of family business and can lead to 

the entrenchment of family control. Some studies, such as Faccio et al. (2001), 

Mustakallio et al. (2002) and Ali et al. (2006), suggest that agency problems caused by 

this entrenchment in family firms are more severe than those in non-family firms. 

Faccio et al. (2001) found that large shareholders, such as founding families, are prone 

to expropriate wealth from minority shareholders. Several empirical studies (e.g., 

DeAngelo and DeAngelo (2000)) have documented that family shareholders in public 

firms extract private rents through: special dividends; excessive compensations 

schemes; and related-party transactions. With respect to firms listed on the Milan Stock 

Exchange, Zingales (1994, p.145) pointed out that the “benefits are particularly large 
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because the legal system is very ineffective in preventing exploitation of a control 

position.”  

La Porta et al. (1998) reported that, among nine East Asian Countries, Indonesia had a 

comparatively ineffective legal system because it had quite poor Anti-director Rights, 

Judical Efficiency and Rule of Law. Faccio et al. (2001) claimed that politically 

powerful families in control of public firms have been able to expropriate wealth from 

minority shareholders in East Asia. In the Indonesian context, Husnan (2001, p.19) 

noted that: 

the concentration of corporate control in the hands of few families is a 

major determinant of the evolution of an inefficient legal and judicial 

system, as well as the existence of corruption. Legal and regulatory 

developments may have been impeded by the concentration of 

corporate wealth in the small number of families and the tight links 

between companies and the Government. If the role of a limited 

number of families in the corporate sector is so large and the 

Government is heavily involved in and influenced by business, the 

legal system is less likely to evolve in a manner that protects minority 

shareholders.  

Further, the Australian Department of Foreign Affairs and Trade (2002, p.94) reported 

that in Indonesia “controlling families could and did expropriate wealth from minority 

shareholders.” In addition, Lukviarman (2004) argued that in Indonesia family owners 

still maintain their position as the controlling owners to protect their family’s interests 

and enjoy the private benefits of control. Consequently, it is reasonable to expect that 

family-owned firms in Indonesia have little motivation to disclosure additional 

voluntary information that might expose those private rents. This study finds empirical 

support for this proposition but only with respect to large firms. 

There is also another reason why family firms tend to disclose less voluntary 

information. Gray (1988) argued that where a firm’s shares are held by other family-

controlled firms, there is a preference for confidentiality and restricting the disclosure of 

information about the business to only those who are closely involved with its 

management and financing. 
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Hypothesis 3, which states that: Among family firms, all else being equal, those with a 

majority ownership structure will have a lower level of voluntary disclosure (as 

measured by the disclosure index) compared to those without a majority ownership 

structure, was strongly supported. This study finds that the differences in voluntary 

disclosure between majority and non-majority ownership structures within family firms 

are most noticeable with respect to: information about their boards and employees. This 

result suggests that a larger proportion of share ownership is more likely to generate 

private benefits as described by Shleifer and Vishny (1997, p.759): 

as ownership gets beyond a certain point, the large owners gain full 

control and ... use firms to generate private benefits of control that are 

not shared by minority stockholders ... there are costs associated with 

high ownership and entrenchment, as well as with exceptionally 

dispersed ownership.  

As a consequence, family firms with a majority ownership structure are less likely to 

provide additional (voluntary) disclosures. 

7.1.3  Owner Involvement in the BOC and BOD 

Hypothesis 4 and (5), which state that: All else being equal, among family firms where 

owners are involved in the Board of Commissioners (Directors) voluntary disclosure 

(as measured by the disclosure index) will be lower than for firms with no owner 

involvement in the Board of Commissioners (Directors). It should be noted that in East 

Asia more than 50% of businesses are family-controlled and many Asian family firms 

are owned and managed by ethnic Chinese (Tan and Fock 2001). In Indonesia, despite 

being an ethnic minority representing only 3-4% of the population (Efferin and Hopper 

2007), ethnic Chinese control 80% of the largest firms (Carney and Gedajlovic 2002) 

and 73 % of firms by market capitalization (Ball et al. 2003).
94

  

The predominance of Chinese culture can in part be attributed to the Confucian culture 

which advances a hierarchical system of social relations and emphasizes the value of: 

family and filial piety (Nam 2001; Zapalska and Edwards 2001); paternalism; and 

collectivism (Tsai et al. 2006). In addition, Chinese culture advocates conformity rather 

                                                
94

  It should be noted that there are significant differences between the Chinese and 

Western culture with respect to conducting business activities (Begley and Tan 

2001; Gatfield and Youseff 2001; Pistrui et al. 2001).  
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than individuality (Begley and Tan 2001). Friends and acquaintances are trusted 

according to established mutual dependencies in quanxi- the practice of relationships 

that, inter alia, protect family resources (Efferin and Hopper 2007).
95

  

Similarly, Indonesian culture relies on the principle of kekeluargaan (family spirit or 

brotherhood). This term appears explicitly in the 1945 Constitution. According to Selo 

Sumarjan, an Indonesian sociologist, kekeluargaan means that every Indonesian 

community, whether social, political or corporate, is seen as an ‘enlarged version of 

family’ (Tabalujan 2002). Tabalujan (2002, p.31) further noted that: 

If kekeluargaan is manifested in the corporate sphere, then the 

relationships among board members may end up being characterised 

more by family values rather than legal values. Legal duties will be 

superimposed by family obligations. ... In other words, an Indonesian 

company may end up operating on a set of institutional authority 

relations which is derived from traditional family values rather than 

from formal legal rules contained in the company Law 1995 or the 

capital market legislation.  

Thus, there are similarities between the Confucian and Indonesian values in that they 

have a highly collectivist cultural dimension. These similarities arise from the fact that 

the Asia Pacific region is at the crossroad of several cultural and religious traditions 

(Philippe and Schutte 1995). Philippe and Schutte (1995, p.129) also argued that 

business practices across this region were “influenced by two dominant cultural 

contexts: a homogenous concept of social organization and the pervasiveness of 

Confucian values.”  

Although the National Code for Good Corporate Governance in Indonesia (Section 3.2) 

requires at least 20% of the members of the BOC and BOD to be ‘outside’ 

commissioners/directors, the majority owner(s) or a chosen relative(s) tend to occupy 

these positions (see Figure 6.4 and Figure 6.3). This is possible as both boards are 

appointed and replaced by a general meeting of shareholders (Section 3.1.1). Moreover, 

Husnan (2001, p.23) described the relationship between the owners and the BOC/BOD 

for family firms in Indonesia as follows: 
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 See Efferin et al. (2007) who explored the socio-cultural aspects of management 

control in a Chinese Indonesian manufacturing company. 
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The families retain control of the companies through ownership, 

management, or both. Although some groups employ professional 

managers, families mostly manage the groups and make strategic 

decisions themselves. The BOC chairperson often represents the 

controlling party of the company. He or she could either be the biggest 

shareholder or someone very close to and trusted by the controlling 

shareholders. If the family members cannot actively manage the 

companies as directors, they maintain their position as commissioners. 

Although they are not actively involved in the daily operations of the 

companies, they still control the work of the director. 

Unlike the Netherlands where the management board is responsible directly to the 

supervisory board, in Indonesia both the supervisory board (BOC) and the management 

board (BOD) is responsible to shareholders. As a consequence, controlling shareholders 

(a controlling family) can influence both the BOC and BOD to safeguard their own 

interests at the expense of the minority shareholders. Therefore, the non-existence of 

direct owner involvement on either the BOD or BOC does not necessarily mean that 

there is no significant owner influence. Similar to Husnan (2001), Simanjuntak (2001) 

also argued that the majority owners of Indonesian companies may choose a non-related 

executive to chair or to be a member of the BOD and/or BOC, but the chosen 

professional must have demonstrated an unquestionable loyalty to the majority 

owners.96
 This loyalty to the founding family is a characteristic of the managers of 

family-owned firms (Drozdow and Carrol 1997; Hayashibara 1997) but, as Kim et al. 

(2004) argue, is not always good for business. 

                                                
96 Indonesian Company Law requires a minimum of two members of each of the BOC 

and BOD for publicly listed companies. According to National Code for Good 

Corporate Governance (see Chapter 3), at least 20% of the members of the BOC 

and BOD should be ‘outside’ commissioners/directors. Chen and Jaggi (2000) 

examined Hong Kong companies and found that the appointment of independent 

non-executive director’s (INDs) in family controlled companies is likely to be 

influenced by the management's close relationship with prospective INDs and the 

likelihood of their support for the management's philosophy and policies. 

Consequently, Chen and Jaggi (2000) argued that in the presence of family 

ownership and control INDs independence may be compromised and their 

contribution to improve the management's responsiveness to investors might be 

reduced. Thus, these factors may reduce the IND’s effectiveness in family owned 

and controlled firms. 



173 

From the earlier discussion it is clear that whoever is appointed to sit on the BOC/BOD 

in a family-owned firm it is unlikely that they will be independent, as defined by any 

generally accepted corporate governance definition, as such appointees will typically be 

both loyal to and/or under the control of the majority owner(s). In other words, as noted 

by Weidenbaum (1996, p.151), “Boards of directors typically are of the rubber-stamp 

variety, merely meeting the legal formalities required of a listed company.”  

Consistent with the hypothesis that family firms are prone to extract private benefits 

(hypothesis 2) and disclose less, the results of this study show that the influence on 

voluntary disclosure of no owner involvement on either the BOC or BOD is likely to be 

less effective if firms are family controlled. This finding suggests that the effectiveness 

of having independent members on the boards of family owned and controlled firms is 

likely to be reduced because of the ties those members have to the controlling family. 

This is a possible explanation why hypotheses 4a and 4b were not statistically 

supported.  

7.1.4  Family Business Affiliation 

Hypothesis 6, which states that: All else being equal among family firms, affiliated firms 

will have lower voluntary disclosures (measured by the disclosure index) than 

independent firms, was supported. The results show that the differences between 

affiliated and independent firms, with respect to voluntary disclosures, relates primarily 

to general corporate information (such as: the company’s history, vision and mission 

statement; main product(s) and organisational structure) and employee information. One 

feature of a family business group is that the controlling power is heavily concentrated 

with an individual or a single family. Even though the controlling owner(s) might put 

up a relatively small portion of the total stake of the group (that is, they have low cash 

flow rights), they typically have full control over the member firms (that is, they have 

high control rights). This is made possible because of the existence of extensive 

reciprocal shareholding agreements among member firms with few mechanisms to 

control the discretionary power of such owner-managers. Due to the high disparity 

between cash flow rights and control rights, these managers have incentives (as well as 

the discretionary power) to expropriate wealth from the minority investors within the 

group. This is done by investing the firm’s resources in such a way as to maximize their 

own (or their family’s) wealth, even when such investments do not maximize the value 

of the firm (Bae and Jeong 2003). 
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There is a large body of literature that shows that controlling shareholders behave in an 

opportunistic way in environments where there are poor governance structures, 

especially with respect to the protection of outside (minority) investors (La Porta et al. 

2000). La Porta et al. (1997) showed that managers (controlling shareholders) are more 

likely to behave opportunistically in an environment with weak shareholder protection. 

Johnson (2000) further argued that controlling shareholders have strong incentives to 

transfer resources out of firms for the benefit of their controlling shareholders (referred 

to as ‘tunnelling’). Johnson (2000) showed that tunnelling can take many forms, such as 

outright theft or dilutive share issues that discriminate against minority shareholders.  

Business groups in Indonesia are largely family-controlled whereby the major decisions 

of the business groupis in the hands of a controlling family (Chui et al. 2001). Chui et 

al. (2001) found that business groups in Indonesia have potentially valuable political 

connections. According to Faccio et al. (2001), politically powerful families in control 

of public firms have been able to expropriate wealth from minority shareholders in East 

Asia. This is consistent with Bebchuk et al. (2000) who suggested that expropriation 

activities among group affiliated firms appears to be prevalent in Indonesia. 

This study confirms that, compared to independent firms, affiliated firms are likely to 

have lower levels of voluntary disclosure. However, these differences only occur for 

firms that audited by a “Big Four” accounting firm. 

7.2 Limitations of the Study 

As described in section 5.5, this study included almost the total population (97%) of 

manufacturing companies listed on the Jakarta Stock Exchange for the year 2003. It is 

not easy to collect company information in Indonesia due to the difficulty in accessing 

data publically. Furthermore, Alijoyo et al. (2004) reported that there was negligible 

company information disclosed on websites. Alijoyo et al. (2004) found that 30% of 

listed companies on the JSX did not have a website at all. In addition, information about 

business ownership and structure is typically not available in developing countries (La 

Porta et al. 1999; Nam 2001). Further, Tabalujan (2001) noted that precise figures 

relating to family controlled businesses in Indonesia was not available. Therefore, this 

study relied on information published by the Institute for Economic and Financial 

Research on the Indonesian Capital Market Directory (ICMD) and on firms’ annual 

reports. These sources of information were also limited and, hence, had to be 

complemented by other sources as described in section 5.4. 
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Although considerable time was allocated to collecting and cleaning up the data, there 

are still a number of limitations that might influence the results of this study. First, the 

information voluntarily disclosed might not have been fully captured by the disclosure 

index used in this study. In this respect it should be noted that this study draws 

conclusions about the extent of voluntary disclosure but not about its quality. Such 

disclosures are not necessarily credible and might not reflect the true state of the affairs 

of the company. Also, more disclosure does not necessary imply better quality 

disclosure. 

Second, the findings could be limited because the study focuses on only voluntary 

disclosures provided in the firm’s annual report. There are other ways a firm can release 

information, such as through a press release or conference meeting, however, these 

forms of alternative disclosures are not analysed in this study due to difficulties 

obtaining such information. 

Third, only six corporate governance variables were considered in this study. Hence, for 

investigating family firms, future studies might want to consider other corporate 

governance variables for family firms, such as the family leadership structure and the 

planned, or actual, participation of later generations of family members. 

Fourth, it was not the intention of this study to draw a causal relationship between 

ownership structure and voluntary disclosure. Rather, its aim was to document the 

differences in voluntary disclosure among hypothesised groups. Thus, potential 

endogeneity issues were ignored in the study. However, this is unlikely to be a serious 

problem because ownership structures in Indonesia have been relatively stable overtime 

(Husnan 2001). In a similar vein, Thomsen and Pedersen (2000) examined the  impact 

of ownership structure on firm performance and found that equity ownership was 

characterized by structural stability, suggesting it might be reasonable to regard 

ownership structure as an exogenous variable. 

Fifth, as in previous studies, this study is cross-sectional in nature and this may bias the 

results given that disclosure can change over time. A longitudinal analysis would have 

been more meaningful in finding stable relationships and drawing stronger conclusions, 

however, due to data constraints this was not possible. 
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Sixth, the variables used in the study were dichotomous. Without a continuous measure 

of these variables, the moderating effect on the association between ownership structure 

and voluntary disclosure might not have been properly and fully evaluated. 

Finally, this study focuses on publicly listed manufacturing firms in Indonesia for the 

year 2003 and, therefore, the findings reported in this study might not be generalisable 

to other firms and industry sectors.  

7.3 Suggestions for Future Research 

The findings of this study point to several further research opportunities. First, future 

research is warranted to consider the differences in other dimensions of corporate 

governance as suggested by Miller and Le Breton-Miller (2006), such as differences 

across generations of family members. 

Second, future research could address some of the limitations of this study. For 

example, because this study examines cross-sectional firm differences at a single point 

in time only tests of association are possible. Therefore, it is not possible to test for 

causation between ownership structure and voluntary disclosure. This study could be 

extended to a longitudinal analysis examining the causal effects of these variables.  

Third, future research might attempt to explain the results of this study with respect to 

how and why (1) the differences in voluntary disclosure between firms with a majority 

ownership and non-majority ownership structure only occurs within small family owned 

firms, and (2) the differences in voluntary disclosure between affiliated and independent 

firms only occurs within small family owned firms.  

Finally, Turnbull (1997) argued that no one theory or model of society is likely to be 

sufficient for understanding, evaluating or designing governance structures. This study 

explored the association between family firms and voluntary disclosure from the agency 

theory perspective. Future research could be extended using other possible theories.  

7.4 Conclusions 

The recent financial crisis in Asia has underlined the need for more evidence concerning 

corporate governance and transparency issues. There has been little research relating 

voluntary disclosure to various corporate governance attributes for specific countries. 

This study used Indonesian data to determine whether firms are more likely to provide 

less voluntary disclosures when they: have a majority ownership structure; are family 
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controlled; have owner involvement on the Board of Commissioners and the Board of 

Directors; and are affiliated with a group. 

The results mostly support the proposition that ownership structure affects the extent of 

voluntary disclosure in a firm’s annual report (Smith 1976). First, the results showed 

that, compared to firms with a non-majority ownership structure, voluntary disclosures 

are lower in firms with a majority ownership structure. Second, the results indicated that 

family owned firms are likely to provide lower levels of voluntary disclosure than are 

non-family owned firms. Third, the analysis showed that among family firms, those 

firms with a majority ownership structure are likely to provide lower levels of voluntary 

disclosure than are those firms with a non-majority ownership structure. Fourth, the 

results indicated among family firms, affiliated firms are likely to provide lower levels 

of voluntary disclosure than are independent firms. In contrast, the empirical analysis 

failed to support the hypothesis that among family firms where owners are involved on 

the board of commissioners (supervisory board) voluntary disclosure is lower than firms 

with no owner involvement on the board of commissioners. In addition, the results 

failed to find that among family firms where owners are involved on the board of 

directors voluntary disclosure is lower than firms with no owner involvement on the 

board of directors. 

These findings provide support for the agency theory based hypotheses H1, H2, H3 and 

H6 listed in Table 4.1. The findings in this study support the argument that as 

ownership concentration increases the traditional agency problem between managers 

and shareholders gives way to conflicts between the controlling owners and the 

minority stockholders (Fan and Wong 2002). Fan and Wong (2002, p.403) concluded 

that the “concentrated ownership structure in East Asia provides perverse incentives for 

managers to reduce accounting information quality.” The fact that publicly listed 

companies in Indonesia have the lowest accounting information quality of all widely 

held corporations in East Asia (Claessens et al. 1999) is most likely the result of the 

highly concentrated ownership structure often found in Indonesian companies. The 

findings in this study suggest that a highly concentrated ownership structure can lead to 

potential entrenchment problems which, as argued by Leung and Horwitz (2004), can in 

turn lead to low levels of transparency.  
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Appendix A: Voluntary Disclosure Items (Weighted by Financial Analysts) 

Disclosure Items Weight 

General Corporate Information   

01 History of company  3.83 

02 Vision and mission statement  3.67 

03 Statement of corporate objectives 3.77 

04 Description of the main product 3.53 

05 Organisation structure 2.57 
06 Stock highlight 3.87 

07 Financial highlight 4.27 

Information About Boards   

08 Name and photo of board of commissioners (BOC) 2.17 

09 Academic qualification of BOC 3.57 

10 BOC experiences 3.43 

11 Name and photo of board of directors (BOD) 2.37 

12 Academic qualification of BOD 4.17 

13 BOD experiences 3.97 

14 BOD remuneration 3.87 

Business Prospec t   

15 Sales forecast 3.70 

16 Profit forecast 3.70 

17 Cash flow projections 4.03 

18 Information on planned capital expenditure 3.17 
19 Business plan 3.27 

Research and Developme n t   

20 Company’s policy on research and development (R&D) 2.97 

21 Discussion on R&D activities 3.17 

22 Forecast of R&D expenses 3.53 

23 New product development 3.40 

24 Number of R&D personnel employed 2.77 

Employee Information   

25 Number of employees 2.70 

26 Breakdown of employee by education 3.03 

27 Breakdown of employee by line of business/department 2.93 

28 Categories of employee by gender 3.00 

29 Recruitment policy 3.03 

30 Corporate policy on employee training 3.00 

31 Employee welfare (health and safety) 2.80 
32 Company’s employees pension plan 3.20 

33 Employee reward 3.37 

34 Information of accident 3.27 

Social Responsibility Reporti n g   

35 Pollution and environmental control 3.80 

36 Sponsorship of education and scientific/research awards 3.43 

37 Sponsorship of sports and games 2.40 

38 Sponsorship of arts and cultural activities 2.60 

39 Sponsorship of government programs 3.47 

40 Improvement of social facilities 3.70 

Product and Service Improveme n t   

41 Product quality assurance 3.17 

42 Responsiveness to customer complains 3.37 

43 Product certification 3.33 

Corporate Governance Information   
44 Background of independent commissioners 3.07 

45 Frequency of board of commissioner meeting 3.37 

46 Number of audit committee numbers 2.93 

47 Background of audit committee 3.50 

48 Audit committee activities 3.90 

49 Description of corporate governance progress 3.37 
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Appendix B: Sample Companies 

Company 
Year 

Listed 
Classification or Nature of Business 

1 Ades Alfindo Putrasetia Tbk 1994 Food and beverage 

2 Alakasa Industrindo Tbk 1990 Metal and allied product 

3 Alumindo Light Metal 

Industry Tbk 

1997 Metal and allied product 

4 Andhi Chandra Automotive 

Product 

2000 Automotive and allied products 

5 Aneka Kimia Raya Tbk 1994 Chemical and allied products 

6 APAC Citra Centertex  Tbk 1989 Apparel and Other textile products 

7 Aqua Golden Mississippi Tbk 1990 Food and beverage 

8 Argha Karya Prima Industry 

Tbk 

1992 Plastics and glass products 

9 Argo Pantes Tbk 1991 Textile mill products 

10 Arwana Citra Mulia Tbk 2001 Stone, clay, glass & concrete products 

11 Asahimas Flat Glass Co Ltd 

Tbk 

1995 Plastics and glass products 

12 Asiaplast Industries Tbk 2000 Plastics and glass products 

13 Astra Graphia Tbk 1989 Electronic and office equipment 

14 Astra International Tbk 1990 Automotive and allied products 

15 Astra Otoparts Tbk 1998 Automotive and allied products 

16 Barito Pacific Timber Tbk 1993 Lumber and wood product 

17 BAT Indonesia Tbk 1979 Tobacco Manufactures 

18 Berlina Co Ltd Tbk 1989 Plastics and glass products 

19 Betonjaya Manunggal Tbk 2001 Metal and allied product 

20 Branta Mulia Tbk 1990 Automotive and allied products 

21 Bristol-Myers Squibb 

Indonesia Tbk 

1983 Pharmaceuticals 

22 Budi Acid Jaya Tbk 1995 Chemical and allied products 

23 Cahaya Kalbar Tbk 1996 Food and beverage 

24 Century Textile Industry 

(Centex) 

1983 Textile mill products 

25 Citra Tubindo Tbk 1989 Metal and allied product 

26 Colorpak Indonesia Tbk 2001 Chemical and allied products 

27 Daeyu Orchid Indonesia  Tbk 2001 Apparel and Other textile products 

28 Dankos Laboratories Tbk 1989 Pharmaceuticals 

29 Darya-Varia Laboratoria Tbk 1994 Pharmaceuticals 

30 Davomas Abadi Tbk 1994 Food and beverage 

31 Daya Sakti Unggul 

Corporation Tbk 

1997 Lumber and wood product 

32 Delta Djakarta Tbk 1984 Food and beverage 

33 Duta Pertiwi Nusantara Tbk 1990 Adhesive 

34 Dynaplast Tbk 1991 Plastics and glass products 

35 Ekadharma Tape Industries 

Tbk 

1990 Adhesive 

36 Eratex Djaja Limited Tbk 1990 Textile mill products 

37 Eterindo Wahanatama Tbk 1997 Chemical and allied products 

38 Ever Shine Textile Industry 

Tbk 

1992 Apparel and Other textile products 

39 Fajar Surya Wisesa Tbk 1994 Paper and allied products 

40 Fast Food Indonesia Tbk 1993 Food and beverage 

41 Fatrapolindo Nusa Industri 

Tbk 

2002 Plastics and glass products 

42 Fortune Mate Indonesia Tbk 2000 Apparel and Other textile products 

43 Gajah Tunggal Tbk 1990 Automotive and allied products 

44 Goodyear Indonesia Tbk 1980 Automotive and allied products 

45 Great River International Tbk 1989 Apparel and Other textile products 

46 GT Petrochem Industries Tbk 1993 Automotive and allied products 

47 Gudang Garam Tbk 1990 Tobacco Manufactures 

48 H M Sampoerna Tbk 1990 Tobacco Manufactures 

49 Hanson Industri Utama Tbk 1990 Apparel and Other textile products 

50 Hexindo Adiperkasa Tbk 1995 Automotive and allied products 
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51 Igarjaya Tbk 1990 Plastics and glass products 

52 Indah Kiat Pulp & Paper Corp 1990 Paper and allied products 

53 Indal Aluminium Industry Tbk 1994 Metal and allied product 

54 Indocement Tunggal Perkasa 

Tbk 

1989 Cement 

55 Indofarma Tbk 2001 Pharmaceuticals 

56 Indofood Sukses Makmur Tbk 1994 Food and beverage 

57 Indomobil Sukses 

International Tbk 

1993 Automotive and allied products 

58 Indorama Syntetics Tbk 1990 Apparel and Other textile products 

59 Indospring Tbk 1990 Automotive and allied products 

60 Intan Wijaya Internasional 

Tbk 

1990 Adhesive 

61 Inter Delta Tbk 1989 Photographic equipment 

62 Inti Indah Karya Plasindo 2002 Plastics and glass products 

63 Intikeramik Alamasri Industry 

Tbk 

1997 Stone, clay, glass & concrete products 

64 Intraco Penta Tbk 1993 Automotive and allied products 

65 Jakarta Kyoei Steel Works Ltd 

Tbk 

1997 Metal and allied product 

66 Jaya Pari Steel  Tbk 1989 Metal and allied product 

67 Jembo Cable Company Tbk 1992 Cable 

68 Kabelindo Murni Tbk 1992 Cable 

69 Kalbe Farma Tbk 1991 Pharmaceuticals 

70 Karwell Indonesia Tbk 1994 Apparel and Other textile products 

71 Kasogi International Tbk 1993 Apparel and Other textile products 

72 Kedaung Indah Cantik Tbk 1993 Fabricated metal product 

73 Kedawung Setia Industrial  

Tbk 

1996 Fabricated metal product 

74 Keramika Indonesia Assosiasi 

Tbk 

1994 Stone, clay, glass & concrete products 

75 Kimia Farma Tbk 2001 Pharmaceuticals 

76 Komatsu Indonesia Tbk 1995 Machinery 

77 Kurnia Kapuas Utama Glue 

Industries Tbk 

1991 Adhesive 

78 Langgeng Makmur Plastik 

Industry Tbk 

1994 Plastics and glass products 

79 Lapindo International Tbk 2001 Plastics and glass products 

80 Lautan Luas Tbk 1997 Chemical and allied products 

81 Lion Mesh Prima Tbk 1990 Metal and allied product 

82 Lion Metal Works Tbk 1993 Metal and allied product 

83 Mandom  Indonesia Tbk 1993 Consumer goods 

84 Mayora Indah Tbk 1990 Food and beverage 

85 Merck Indonesia Tbk 1981 Pharmaceuticals 

86 Metrodata Electronics Tbk 1990 Electronic and office equipment 

87 Modern Photo Film 

CompanyTbk 

1991 Photographic equipment 

88 Mulia Industrindo Tbk 1994 Stone, clay, glass & concrete products 

89 Multi Agro Persada Tbk 1990 Electronic and office equipment 

90 Multi Bintang Indonesia Tbk 1981 Food and beverage 

91 Multi Prima Sejahtera Tbk 1990 Automotive and allied products 

92 Multipolar Corporation Tbk 1989 Electronic and office equipment 

93 Mustika Ratu Tbk 1995 Consumer goods 

94 Nipress Tbk 1991 Automotive and allied products 

95 Pabrik Kertas Tjiwi Kimia 

Tbk 

1990 Paper and allied products 

96 Pan Brothers Tex Tbk 1990 Apparel and Other textile products 

97 Panasia Filament Inti Tbk 1997 Textile mill products 

98 Panasia Indosyntec Tbk 1990 Textile mill products 

99 Pelangi Indah Canindo Tbk 1996 Metal and allied product 

100 Perdana Bangun Pusaka Tbk 1995 Photographic equipment 

101 Pioneerindo Gourmet 

International 

1994 Food and beverage 

102 Plaspack Prima Industri Tbk 2001 Plastics and glass products 

103 Polysindo Eka Perkasa Tbk 1991 Chemical and allied products 

104 Prasidha Aneka Niaga Tbk 1994 Food and beverage 

105 Prima Alloy Steel Tbk 1990 Automotive and allied products 



216 

106 Primarindo Asia Infrastructure 

Tbk 

1994 Apparel and Other textile products 

107 Pyridam Farma Tbk 2001 Pharmaceuticals 

108 Ricky Putra Globalindo Tbk 1998 Apparel and Other textile products 

109 Roda Vivatex Tbk 1990 Textile mill products 

110 Ryane Adibusana Tbk 2001 Apparel and Other textile products 

111 Sarasa Nugraha Tbk 1993 Apparel and Other textile products 

112 Sari Husada Tbk 1983 Food and beverage 

113 Schering Plough Indonesia 

Tbk 

1990 Pharmaceuticals 

114 Sekar Laut Tbk 1993 Food and beverage 

115 Selamat Sempurna Tbk 1996 Automotive and allied products 

116 Semen Cibinong Tbk 1977 Cement 

117 Semen Gresik (Persero) Tbk 1991 Cement 

118 Sepatu Bata Tbk 1982 Apparel and Other textile products 

119 Siantar TOP Tbk 1996 Food and beverage 

120 Sierad Produce Tbk 1996 Food and beverage 

121 Sinar Mas Agro Resources and 

Tech. Tbk 

1992 Food and beverage 

122 Siwani Makmur Tbk 1994 Plastics and glass products 

123 Sorini Corporation Tbk 1992 Chemical and allied products 

124 Suba Indah Tbk 1991 Food and beverage 

125 Sugi Samapersada Tbk 2002 Automotive and allied products 

126 Sumalindo Lestari Jaya Tbk 1994 Lumber and wood product 

127 Sumi Indo Kabel Tbk 1991 Cable 

128 Summiplast Interbenua Tbk 2000 Plastics and glass products 

129 Sunson Textile Manufacture 

Tbk 

1997 Textile mill products 

130 Suparma Tbk 1994 Paper and allied products 

131 Supreme Cable Manufacturing 

Corp. Tbk 

1982 Cable 

132 Surabaya Agung Industry Pulp 

Tbk 

1993 Paper and allied products 

133 Surya Dumai Industri Tbk 1996 Lumber and wood product 

134 Surya Intrindo Makmur Tbk 2000 Apparel and Other textile products 

135 Surya Toto Indonesia Tbk 1990 Stone, clay, glass & concrete prodcuts 

136 Teijin Indonesia Fiber 

Corporation  

1980 Textile mill products 

137 Tembaga Mulia Semanan Tbk 1990 Metal and allied product 

138 Tempo Scan Pacific Tbk 1994 Pharmaceuticals 

139 Textile Manufacturing 

Company Jay 

1994 Textile mill products 

140 Tira Austenite Tbk 1993 Metal and allied product 

141 Tirta Mahakam Plywood 

Industry Tb 

1999 Lumber and wood product 

142 Trias Sentosa Tbk 1990 Plastics and glass products 

143 Tunas Baru Lampung Tbk 2000 Food and beverage 

144 Tunas Ridean Tbk 1995 Automotive and allied products 

145 Ultra Jaya Milk Industry and 

Trading Co Tbk 

1990 Food and beverage 

146 Unggul Indah Cahaya Tbk 1989 Chemical and allied products 

147 Unilever Indonesia Tbk 1982 Consumer goods 

148 United Tractors Tbk 1989 Automotive and allied products 

149 Voksel Electric Tbk 1990 Cable 
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Appendix C: The Median Tests 

Table C.1: Median Tests for H1 - Ownership Type and Disclosure Index For the Full 
Sample 

N 149 

Median 22.00 

Chi-Square 4.449 

Df 1 

Asymp. Sig 0.035 

Yates’ Continuity   Chi-Square 3.760 

Correction               df 1 

                                Asymp. Sig 0.026 

  

Table C.1 presents a statistically significant difference in the level of voluntary 

disclosure between majority and non-majority owned firms (Median=22, p < 0.05). 

Thus, this finding supports the hypothesis and is consistent with the previous 

independent t-tests. 

Table C.2: Median Tests for H2 - Ownership Identity (Family firms) and Disclosure 
Index (Full Sample) 

N 149 

Median 22.00 

Chi-Square 8.380 

Df 1 

Asymp. Sig 0.004 

Yates’ Continuity   Chi-Square 7.345 

Correction               df 1 

                                Asymp. Sig 0.003 

  

Table C.2 reports there is statistically difference in voluntary disclosure between family 

and non family-owned firms (Median=22, p < 0.01). Thus, these results strongly 

support the hypothesis and are consistent with the previous independent t-tests. 
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Table C.3: Median Tests for H3 - Ownership Type and Disclosure Index For the Sub-

Sample 

N 108 

Median 19.50 

Chi-Square 4.856 

Df 1 

Asymp. Sig 0.028 

Yates’ Continuity   Chi-Square 4.013 

Correction               df 1 

                                Asymp. Sig 0.023 

  

Table C.3 indicates there is statistically difference in voluntary disclosure between 

majority and non-majority firms for family firms (Median=19.50, p < 0.05). Thus, these 

results support the hypothesis and are consistent with the previous independent t-tests. 

Table C.4: Median Tests for H4 - Owner’s Involvement in BOC and Disclosure Index 
For the Sub-Sample 

N 108 

Median 19.50 

Chi-Square 0.185 

Df 1 

Asymp. Sig 0.667 

Yates’ Continuity   Chi-Square 0.046 

Correction               df 1 

                                Asymp. Sig 0.415 

  

Table C.4 presents no statistically difference in voluntary disclosure between owner’s 

involvement in BOC and no owner’s involvement in BOC for family firms 

(Median=19.50, p > 0.05). Thus, the hypothesis is not supported and is consistent with 

the previous independent t-tests. 
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Table C.5: Median Tests for H5 - Owner’s Involvement in BOD and Disclosure Index 

For the Sub-Sample 

N 108 

Median 19.50 

Chi-Square 0.532 

Df 1 

Asymp. Sig 0.466 

Yates’ Continuity   Chi-Square 0.236 

Correction               df 1 

                                Asymp. Sig 0.313 

  

Table C.5 reports no statistically difference in voluntary disclosure between owner’s 

involvement in BOD and no owner’s involvement in BOD for family firms 

(Median=19.50, p > 0.05). Thus, the hypothesis is not supported and is consistent with 

the previous independent t-tests. 

Table C.6: Median Tests for H6 - Group Affiliation and Disclosure Index For the Sub-

Sample 

N 108 

Median 19.50 

Chi-Square 8.220 

Df 1 

Asymp. Sig 0.004 

Yates’ Continuity   Chi-Square 6.907 

Correction               df 1 

                                Asymp. Sig 0.005 
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Appendix D: The Mann-Whitney U Tests  

Table D.1: Mann-Whitney U Tests for H1 - Ownership Type and Disclosure Index For 
the Full Sample 

Mann-Whitney U 2139.000 

Wilcoxon W 6510.000 

Z -1.826 

Asymp. Sig. (1-taile d )  .034  

  

Table D.1 presents a statistically significant difference in the level of voluntary 

disclosure between majority and non-majority owned firms (Z= -1.826, p < 0.05). Thus, 

this finding supports the hypothesis and is consistent with the previous independent t-

tests. 

Table D.2: Mann-Whitney U Tests for H2 - Ownership Identity and Disclosure Index 
(Full Sample) 

Mann-Whitney U 1305.000 

Wilcoxon W 7191.000 

Z -3.872 

Asymp. Sig. (1-taile d )  .000  

  

Table D.2 reports there is statistically difference in voluntary disclosure between family 

and non family-owned firms (Z= -3.872, p < 0.01). Thus, these results strongly support 

the hypothesis and are consistent with the previous independent t-tests. 
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Table D.3: Mann-Whitney U Tests for H3 - Ownership Type and Disclosure Index for 

the Sub-Sample 

Mann-Whitney U 993.000 

Wilcoxon W 3408.000 

Z -2.261 

Asymp. Sig. (1-taile d )  .012  

  

Table D.3 indicates there is statistically difference in voluntary disclosure between 

majority and non-majority firms for family firms (Z= -2.261, p < 0.05). Thus, these 

results support the hypothesis and are consistent with the previous independent t-tests. 

Table D.4: Mann-Whitney U Tests for H4 - Owner’s Involvement in BOC and 
Disclosure Index For the Sub-Sample 

Mann-Whitney U 1141.500 

Wilcoxon W 1606.500 

Z -0.196 

Asymp. Sig. (1-taile d )  .423  

  

Table D.4 presents no statistically difference in voluntary disclosure between owner’s 

involvement in BOC and no owner’s involvement in BOC for family firms (Z= -0.196, 

p > 0.05). Thus, the hypothesis is not supported and is consistent with the previous 

independent t-tests. 
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TableD.5: Mann-Whitney U Tests for H5 - Owner’s Involvement in BOD and 

Disclosure Index For the Sub-Sample 

Mann-Whitney U 900.500 

Wilcoxon W 1131.500 

Z -0.101 

Asymp. Sig. (1-taile d )  .459  

  

Table D.5 reports no statistically difference in voluntary disclosure between owner’s 

involvement in BOD and no owner’s involvement in BOD for family firms (Z= -0.101, 

p > 0.05). Thus, the hypothesis is not supported and is consistent with the previous 

independent t-tests. 

Table D.6: Mann-Whitney U Tests for H6 - Group Affiliation and Disclosure Index For 

the Sub-Sample 

Mann-Whitney U 631.500 

Wilcoxon W 4372.500 

Z -2.406 

Asymp. Sig. (1-taile d )  .008  

  

Table D.6 shows there is statistically difference in voluntary disclosure between 

affiliated and independent firms for family firms (Z= -2.406, p < 0.01). Thus, these 

findings support the hypothesis and are consistent with the previous independent t-tests. 

In conclusion, Mann-Whitney U tests (non-parametric pests) as shown in Tables D.1 to 

D.6 report that the robustness tests confirmed the results using t-tests (parametric tests) 

presented in section 6.2. 
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Appendix E: The Robustness Tests of the Ownership Type 

E.1  Ownership Type for Full Sample 

This study categorizes ownership type into majority and non-majority ownership. The 

category uses a cut-off point of !50% of shares ownership for majority ownership and 

<50% of shares ownership for non-majority ownership
97

. Short (1994) suggested to 

consider more complex and refined ownership variable by using several cut-off points. 

As such, for robustness tests, this study uses an alternative classification of ownership 

types as suggested by Pedersen and Thomson (1997). They categorized the ownership 

type into 3 cut-off points (see chapter 5): 

1. Majority ownership (one owner owns >50% shares of the company); 

2. Dominant ownership (one owner owns 20% < shares "50% of the company); and 

3. Dispersed ownership (no single owner owns > 20% shares of the company). 

The application of the ownership type in this study is only on hypothesis 1 (for all 

samples) and hypothesis 3 (for sub-samples). Table E.1.1 shows the descriptive data of 

ownership type for hypothesis 1. The table shows that there was relative small number 

of firms in the category of dispersed ownership (8 firms). Due to a relative unequal 

sample sizes (a ratio of 11 to 1 for the largest; majority to smallest; dispersed),
98

 the 

category of the dispersed ownership was removed from the groups and the remaining 

groups to be compared were between majority and dominant ownership using t-tests. 

Table E.1.1: Descriptive Data for H1 - Ownership Type For the Full Sample 

 No. of 

firms Mean Minimum Maximum Std Dev. 

Majority ownership 93 22.18 6 53 11.79 

Dominant ownership 48 26.71 6 63 13.29 

Dispersed  ownership 8 22.38 12 43 10.15 

  

                                                
97

 Murali and Welch (1989) noted that effective control is assumed to exist when 

ownership is greater than fifty percent. 
98

 Tabachnick and Fidell (2001) suggested that the comparisons among groups were 

still acceptable (no serious violation of homogeneity of variance) if sample sizes 

were relatively equal (within a ratio of 4 to 1 or less for largest to smallest cell 

size). 
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Table E.1.2: t-test for H1 - Ownership Type and Voluntary Disclosure For the Full 

Sample 

Levene’s Test t-test for Equality of Means Dependent 

Variable 

Equality of 

Variances 
F Sig. t df 

Sig.1 

tailed 

Mean 

Differences 

Disclosure index Equal variances 

assumed 1.232 0.269 -2.06 139 0.020 -4.52 

 Equal variances 

not assumed   -1.98 85.69 0.025 -4.52 

  

The results of t-test in Table E.1.2 find that the Levene’s test was more than 0.05 

suggesting that the variances of these differences should be read under equality 

variances assumed. The test result documents a statistically significant difference 

between the majority and dominant ownership (t = -2.06, p < 0.05). Thus, these findings 

are robust to the results of comparison between the majority and non majority 

ownership reported on a previous section (section 6.2.1). 

E.2  Ownership Type for Sub Sample (Family Firms) 

Table E.2.1 shows the descriptive data of ownership type for hypothesis 3. The table 

shows that no firm was available in the category of dispersed ownership, accordingly, 

the category of the dispersed ownership was removed from the groups and the 

remaining groups to be compared were between majority and dominant ownership 

using t-tests. 

Table E.2.1: Descriptive Data for H3 - Ownership Type for Sub Sample 

 No. of 

firms Mean Minimum Maximum Std Dev. 

Majority ownership 69 19.41 6 53 10.55 

Dominant ownership 39 24.15 6 53 11.36 

Dispersed ownership 0 0 0 0 0 
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Table E.2.3: t-test for H3 - Ownership Type and Voluntary Disclosure for Sub Sample 

Levene’s Test t-test for Equality of Means Dependent 

Variable 

Equality of 

Variances 
F Sig. t df 

Sig.1 

tailed 

Mean 

Differences 

Disclosure index Equal variances 

assumed 

0.547 0.461 -2.18 106 0.015 -4.74 

 Equal variances 

not assumed 

  -2.13 74.22 0.018 -4.74 

  

The results of t-test in Table E.2.3E find that the Levene’s test was more than 0.05 

suggesting that the variances of these differences should be read under equality 

variances assumed. The test result documents a statistically significant difference 

between the majority and dominant ownership (t = -2.18, p < 0.05). Thus, these findings 

are robust to the results of comparison between the majority and non-majority 

ownership for family firms reported on a previous section (section 6.2.3). 
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Appendix F: The Weighted Disclosure Index  

The weighted disclosure index used in this study was based on the one developed by 

Khomsiah (2005), which examined the disclosure of Indonesian companies. The 

disclosure index was weighted by financial analysts working for stockbroking and 

investment institutions in the Indonesian capital market. A weighted disclosure index 

has been used in some previous studies (Firth 1980; McNally et al. 1982; Robbins and 

Austin 1986; Wallace 1988; Coy et al. 1993). 

Most researchers whose study using weighted disclosure index argued that some items 

of information are likely to be considered to be more important than others by users of 

financial statements, and firms may be influenced to increase disclosure of the more 

important items. Thus, this section demonstrates tests of robustness of independent t-

tests to the alternative unweighted approach. The main purpose of these tests is to check 

whether the findings presented earlier are influenced by the use of a different disclosure 

index (weighted).  Tables F.1 through F.6 present the results of independent T-tests 

using a weighted disclosure index. 

Table F.1a: Descriptive Data for H1 - T-test Ownership Type 

 No. of 

firms Mean Minimum Maximum Std Dev. 

Majority 93 36.12 8.81 93.30 19.60 

Non-majority 56 42.07 8.81 103.23 21.00 

  

Table F.1b: T-test for H1 - Ownership Type and Voluntary Disclosure 

Levene’s Test t-test for Equality of Means Dependent 

Variable 

Equality of 

Variances 
F Sig. t df 

Sig - 1 

tailed 

Mean 

Differences 

Disclosure index Equal variances 

assumed  0.317 0.574 -1.74 147 0.041 -5.95 

 Equal variances 

not assumed    -1.71 109 0.044 -5.95 

  

Table F.1b documents statistically significant difference between the two groups (t = -

1.74, p < 0.05). Thus, these findings support the hypothesis and are consistent with the 

earlier independent t-tests using the unweighted disclosure index. 
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Table F.2a: Descriptive Data for H2 - T-test For Ownership Identity 

 No. of 

firms Mean Minimum Maximum Std Dev. 

Family firms 108 34.29 8.81 86.00 18.09 

Non-family firms   41 49.07 14.20 103.23 21.97 

  

Table F.2b: T-test for H2 - Ownership Identity and Voluntary Disclosure 

Levene’s Test t-test for Equality of Means Dependent 

Variable 

Equality of 

Variances 
F Sig. t df 

Sig - 1 

tailed 

Mean 

Differences 

Disclosure index Equal variances 

assumed  3.372 0.068 -4.19 147 .000 -14.78 

 Equal variances 

not assumed    -3.84 61.72 .000 -14.78 

  

Table F.2b reports a highly significant difference between the two groups (t = -4.19, p < 

0.01). Thus, these results strongly support the hypothesis and confirm the earlier 

independent t-tests using the unweighted disclosure index. 

Table F.3a: Descriptive Data for H3 - T-test of Ownership Type For Family Firms 

 No. of 

firms Mean Minimum Maximum Std Dev. 

Majority 69 31.60 8.81 86.00 17.46 

Non-Majority 39 39.05 8.81 84.59 18.44 

  

Table F3b reports that there was a statistically significant difference between two group 

(t = -2.08, p< 0.05). Thus, these results support the hypothesis and are similar to the 

results of the earlier independent t-tests using the unweighted disclosure index. 

Table F.3b: T-test for H3 - Ownership Type and Voluntary Disclosure for Family Firms 

Levene’s Test t-test for Equality of Means Dependent 

Variable 

Equality of 

Variances 
F Sig. t df 

Sig.1 

tailed 

Mean 

Differences 

Disclosure index Equal variances 

assumed  0.466 0.496 -2.08 106 0.019 -7.44 

 Equal variances 

not assumed    -2.05 75.44 0.021 -7.44 
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Table F.4a: Descriptive Data for H4 - T-test Owner’s Involvement in BOC 

 No. of firms Mean Minimum Maximum Std Dev. 

Owner’s involved in 
BOC 78 33.78 8.81 72.88 15.98 

No Owner’s involved 

in BOC 30 35.60 10.00 86.00 22.96 

  

Table F.4b: T-test for H4 - Owner’s Involvement in BOC and Voluntary Disclosure 

Levene’s Test t-test for Equality of Means Dependent 

Variable 

Equality of 

Variances 
F Sig. t df 

Sig.1 

tailed 

Mean 

Differences 

Disclosure index Equal variances 

assumed 6.628 0.011 -0.466 106 0.321 -1.81 

 Equal variances 

not assumed   -0.398 40.29 0.346 -1.81 

  

The finding in Table F.4b finds no evidence of significantly difference in voluntary 

disclosure between the two groups (t = -0.398, p > 0.05). Thus, the hypothesis is not 

supported and is consistent with the earlier independent t-tests using the unweighted 

disclosure index. 

Table F.5a: Descriptive Data for H5 - T-test of Owner’s Involvement in BOD 

 No. of firms Mean Minimum Maximum Std Dev. 

Owner’s involvement in 
BOD 87 34.41 8.81 86.00 18.36 

No Owner’s involvement 

in BOD 21 33.80 10.00 73.58 17.39 

  

Table F.5b: T-test for H5 - Owner’s Involvement in BOD and Voluntary Disclosure 

Levene’s Test t-test for Equality of Means Dependent 

Variable 

Equality of 

Variances 
F Sig. t df 

Sig. 1 

tailed 

Mean 

Differences 

Disclosure index Equal variances 

assumed  0.018 0.894 0.137 106 .445 0.60 

 Equal variances 

not assumed    0.141 31.67 .444 0.60 
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Table F.5b presents no evidence of significantly difference in voluntary disclosure 

between the two groups (t = 0.137, p > 0.05). Thus, the hypothesis is not supported and 

is consistent with the earlier independent t-tests using the unweighted disclosure index. 

Table F.6a: Descriptive Data for H6 - t-test Group Affiliation 

 No. of 

firms Mean Minimum Maximum Std Dev. 

Affiliated firms 86 32.79 8.81 86.00 19.08 

Independent firms 22 40.16 18.47 62.69 12.24 

  

Table F.6b: T-test for H6 - Group Affiliation and Voluntary Disclosure 

Levene’s Test T-test for Equality of Means Dependent 

Variable 

Equality of 

Variances 
F Sig. t df 

Sig.1 

tailed 

Mean 

Differences 

Disclosure index Equal variances 

assumed 4.840 0.030 -1.722 106 0.044 -7.37 

 Equal variances 

not assumed   -2.220 50.40 0.015 -7.37 

  

Table F.6b documents a statistically sig 109nificant difference between the two 

groups (t = -2.220, p < 0.05). Thus, these findings support the hypothesis and are 

consistent with the earlier independent T-tests using the unweighted disclosure index. 

To summarize, independent t-tests based on the use of the weighted disclosure index 

indicate similar results as the unweighted disclosure index. For Indonesian context, the 

results show that weighted and unweighted disclosure indexes are interchangeable 

because their effects are equivalent. Some researchers: Firth (1980); Robbins and 

Austin (1986); Chow and Boren (1987);  and Barako et al. (2006) also noted that 

unweighted and weighted scores showed similar results. 


