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Abstract
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Family ownership and political connections have made significant contributions to
15/12/2022 - . . . .

company in Indonesia. Hence, firms registered on the Indonesia Stock Exchange
A ) (IDX) were tested as samples with firm performance as a measurement. The purpose

ccept: ; A . .

of this article is to research the role of family ownership and founders on board on
25/12/2022 . - - - . .

firm performance with political connections as a moderating variable. The sample
Publish: data used in this research are quantitative data with 492 registered firms on IDX for

: the period of 2015 to 2019. The analysis results show that family ownership

31/12/2022 . . L

influences firm performance positively. However, founders on board have

insignificant relation with firm performance. Meanwhile, political connections do

not moderate the relationship between family ownership and founders on board with

firm performance.
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INTRODUCTION

Many parties are involved in the
company's operation or activities both
internally and externally. One of the
internal influences is family ownership.
Family ownership can be interpreted as the
existence of the majority of share
ownership owned by a family (Maseda et
al., 2019).

Family ownership has a role as an
owner and manager because in addition to
owning shares, the family also participates
in the management and decision making of
the company (Basco & Voordeckers,
2015; Lopez-Delgado & Diéguez-Soto,
2015; Ramirez et al., 2020). In Indonesia,
more than half of the companies are owned
and controlled by family companies (Itan
& Lestari, 2012). Previous studies
conducted by, Claessens et al. (2000),
revealed that the companies in Indonesia
are still dominated or owned by family by
about 68%. In addition, another study
conducted by Harymawan et al. (2019)
examined that firms in Indonesia are 41%
family-owned as well as 34% politically
connected firms. A recent survey
conducted in 2014 by a well-known
auditor, PricewaterhouseCoopers (PWC),
also stated that more than 95% of business
in Indonesia are owned by the family and
were predicted to be the 4th largest
economic power in the world by 2050. The
characteristics of family company in
Indonesia are a company that have gone
public and are on average incorporated in
business groups such as conglomerate
business (Chabachib et al., 2020; Fan et
al., 2011).

Some prior studies have researched
about family ownership with direct
negative and positive influences on the
firm’s  performance. =~ The  negative
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influences of family ownership allow the
majority shareholder who has substantial
control tended to take over the minority
shareholder, i.e. by charging fees and
sacrificing minority shareholders for
personal gain  (Dharmadasa, 2015;
Jameson et al., 2014; Yopie & Elivia,
2022). The difference control owned by
shareholders ultimately often leads the
company to the emergence disputes of
interest (Bambang & S. Hermawan, 2012;
Laely & Yana, 2018). The concentrated
family ownership even gives a big impact
on nepotism and corruption (Dharmadasa,
2015; Juniarti, 2015; Tanjung, 2019). In
this case, family ownership often recruits
family or relatives who do not have
enough knowledge and abilities within the
company, also promoting their child to
obtain high position in management
structure even though they are not
competent and unfit for the position (Haji,
2014).

On the other side, family ownership
structure have positive effect on firm
performance (Anderson & Reeb, 2003).
Family ownership owns most of their
wealth, which tied to the company and
therefore, tends to be further away from
risk than non-family owner. Family
ownership can also improve performance
because it is believed to reduce agency
problems (Chandra & Feliana, 2020; Chu,
2011; Halili et al., 2015; Hasnan et al.,
2019; Itan, 2021; Kao et al., 2019; Zraiq &
Fadzil, 2018). The complicity of family
members in management framework has
better control and more effective
supervision (Dharmadasa,  2015).
Company with concentrated ownership by
families have strong family characteristics
and desire to survive (Hasnan et al., 2019;
Komalasari, 2014). According to Hasnan
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et al. (2019) and Yopie et al. (2018)
research, the survival method of family
firm is by increasing cost efficiency so that
the company can survive to be passed on
to the next generation. Despite mixed
results obtained by the prior studies,
current study expected that the registered
companies with family ownership can
improve the firm’s performance. As a
result, the following hypothesis was
proposed:

Hi: Family ownership influences firm
performance positively.

The firm performance is not
necessarily  influenced by  family
ownership. Founders on board are another
internal aspect that can influence the
firm’s performance. Research done by
Hasnan et al. (2019) found that the
company undertaken by founders on board
are better-off than hiring non-executive
directors from outside. An example was
defined by Jaskiewicz et al. (2017)
research of the company operated by
founders on board which can survive for a
long time due to the commitment of the
founders to plan the future of the company
well. Similarly, Chu (2011) research
discovered that the founders who serve as
directors or shareholders have the benefit
of preventing agency problems between
agents (management) and principals
(shareholders).

Founders on board can be considered
as wealth creators due to their high control
in making and changing decisions related
to investment (Amran & Ahmad, 2010).
The founders of the same family as board
from multiple generations can make
significant innovations because of their
different experiences and knowledge
which were gained from generation to
generation (Latif et al., 2013). Therefore,
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the firm performance can be further
improved when the founders bequeath
their business to the next successor
(Amran & Ahmad, 2010; Shabbir &
Kousar, 2019). The high firm performance
is the result of a company with an active
founder and the authority it has in solving
problems (Andres, 2008; Hamberg et al.,
2013; Pukthuanthong et al., 2013).

This is contrast to research performed
by Li & Srinivasan (2011) and Ullah &
Zhang (2016) which found insignificant
influence and also a negative influence
from the founders on board. One negative
influence of founders on board is that the
founders on board have a lower long-term
return on shares. The founders on board
can act in the interests of the controlling
family and they are more obsessed with
their own personal income than
maximizing the company value. Based on
the previous research conducted, founders
on board are supposed to improve the
firm’s performance. Therefore, this study
was hypothesized with the expectation as
follows:

H,: Founders on the board influences firm
performance positively.

The relationship  between family
ownership and founders on board with
firm performance can be influenced by
political connections. As the key to
improve firm performance, companies
often use political connections as a way to
improve their business (Badrul Muttakin et
al., 2015; Ding et al., 2014; Osamwonyi et
al., 2013; Su et al., 2014). With political
connections, company will be easier to get
access to credit or loans, government
contracts, lower taxes, preferential
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privileges through go public, as well as
improvement in financial and accounting
performance (Harymawan et al., 2019;
Hasnan et al., 2019; Houston et al., 2014;
Su & Fung, 2013; Xu et al., 2015).
Directors with political connections tend to
have a significant impact on firm
performance (Chizema et al., 2014). In this
case, politicians and corporations alike can
benefit businesses where the role of
political connections can invent better
opportunities  for  viable  company
resources (Su et al., 2014; Wang et al.,
2019).

Furthermore, this is in contrast to
research by Wulandari (2018) which
proved the companies which have political
connections tend to undergo poor
performance quality outcome compared to
companies that do not have political
connections. Political connections tend to
lead to corruption where it can worsen the
firm performance (Chancharat et al., 2019;
Chandra, 2021). Another disadvantage of
political connections, i.e. the existence of
ownership structures of the state and
differences in decisions and interests that
lead to conflict (Hasnan et al., 2019; Hung
et al, 2017). Overall, the following
hypotheses were proposed for this study:

Hs: Political connections moderate the
relationship family ownership with firm
performance.

H4: Political connections moderate the
relationship founders on board with firm
performance.
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Political
Connections

Independent
Variables:

- Family
Ownership

- Founders on
Board

Firm
Performance

Y

Control

Variables:
- Leverage
- Firm Size

Figure 1. Theoretical Framework

Figure 1 shows how family ownership
and founders on board influence a firm’s
performance through the moderation of
political connections. In addition, the
leverage and firm size were added to the
study as control variables.

RESEARCH METHODS

Variable Measurement

Dependent Variable:
Firm Performance

Net Income

ROA
Total Assets

Net Income

ROE
Shareholders' Equity

Independent Variable:

Value 1 if the firm is family firm
which meet either the following
Family Ownership  criteria:
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- The family owns at least 20% of the
company shares

- An individual or private company
(listed & non-listed) have a minimum
20% share ownership of the company.
If a private company is listed, it will
trace the parent company whether it is
family ownerhsip.

Value 0 if the firm is a non-family firm

Number of founders on the board

Founders on
Board

Total numbers of directors on the
board

Moderating Variable:

Value 1 if the firm is a politically

Political connected firm, value 0 otherwise

Connections

Control Variable:

Book Value of Total Debt

Leverage
Total Assets

Natural Log of The Book Value of

Firm Size Total Assets

Source: Processed Data, 2021
Table 1. Observation Variable

The research data are based on
secondary data collected from the annual
reports of companies registered in the IDX
for the period of 2015 to 2019. The firm
performance was measured using two
methods of measurement, i.e. Return on
Assets (ROA) and Return on Equity
(ROE). As many as 492 companies with
2,460 data were selected as samples for the
study. Table 1 describes the operation of
variables and their measurements. This
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study used the following models to
analyze relationships between family
ownership, founders on board, political
connections and firm performance:

lij = Bo + PrXy + BaXo + BaXs + PaXy +
BsXs + BeXe + P7X7 + &jj

Information:

lij = Firm Performance

B0 = Constant

B1X1 = Family Ownership

B2X2 = Founders on Board

B3X3 = Political Connections

4X4 = Leverage

B5X5 =Firm Size

B6X6 = Family Ownership Moderated by
Political Connections

B7X7 = Founders on Board Moderated by
Political Connections

eij = Error

RESULTS AND DISCUSSION

Variab N Min Max Mean Std.

le Dev
ROA 2339 1,8845 1,8517 0,0167 0,1468
FOB 2339 0,0000 0,3333 0,0171 0,0621
Lv 239 oo 21 opu3 11770
FS* 2339 15 824.78 16.357 52.111

8
Variab N Min Max Mean Std.
le Dev

ROE 2342 13,835 7,5557 0,0330 0,6262

8

FOB 2342 00000 03333 00171 0,0621

LV 2342 0,0001 28'122 06274  1,2685

FS* 2342 15 82478 16337 52080
8

*In Billion Rupiah
Source: Processed Data, 2021

Table 2. Descriptive Statistics for Dummy
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that are politically connected related to the

Vari N c Frequ Percen government.
ategory
able ency tage
R 0 = None 780 33,3% S ——
O 2339 4 _ramil Dependent rob(F-statistic) Conclusion
A Y 1550  66,7% Sig.
Ownership L
FO ROA 0.000000 Significant
R 0 = None 782 33,4% o
O 2342 . ROE 0.004968 Significant
E 1=Family ) 50 6660
Ownership : ' Source: Processed Data, 2021
R 0 = None 1.779  76,1% Table 4. F-Statistic Results
O 2339 1= The results of the F-Statistic in table 4
A Politically 560 23,9% . . . )
Connected explain that the independent variables in
PC - - g -
0 = None 1780 76.0% this research h_ad a significant mf!uence on
(F; 224y 1= dependent variables. The conclusion of the
E Politically 562 24.0% results of this F-Statistic is the regression
Connected models that can be used to predict factors
Source: Processed Data, 2021 o that affect a firm performance.
Table 3. Descriptive Statistics
Table 2 shows descriptive statistics for ~on
measurements with ROA and ROE. Based Variable
on these results, the average value of the b Sig. Result
firm performance indicates that the firm’s FO 0028026  0.0461 Sig. Positive
ability in the IDX to earn profits is 1.67% FOB 0154092 04208 Insignificant
(ROA measurement) and 3.30% (ROE —
. PC -0.007113 0.8132 Insignificant
measurement). The results are still
categorized as poor because the standard FO*PC -0030175  0.2634  Insignificant
value for ROA and ROE must exceed
5.98% and 8.32%, respectively. The FOB*PC -0.510306 0.4465  Insignificant
founders on board variable tends to be low ) :
. LV -0.015838 0.0094  Sig. Negative
because the average value is 1.71%. Table -
3 shows companies that are family Fs 0038700 00000 Sig. Positive
companies of 1,559 and 1,560 more data
respectively than non-family companies, ROE
which is about 780 and 782 data. Variable )
.. . b Sig. Result
Similarly, previous research by
Harymawan et al., (2019) and Iltan & FO 0118492 01129 Insignificant
Lestari (2012) found that companies in
Indonesia tend to be dominated by family FOB 1494010 01439 Insignificant
companies. Table 3 also indicates PC 0028491  0.8592 Insignificant
companies with political connections of -
23.9% with ROA measurements and 24% Fo*pC 0057742 06876  Insignificant
with ROE measurements. The results o
.- . . . FOB*PC -2.390.341 0.5043 Insignificant
indicate lack of companies in Indonesia
LLDIKTI Wilayah X 693
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LV -0.050692 0.0444  Sig. Negative

FS -0.135843 0.0028  Sig. Negative

Source: Processed Data, 2021

Table 5. Regression Results

The regression results in table 5
showed that only family ownership
variables had a significant positive
influence with the ROA approach. Other
variables consist of family ownership,
founders on board, and moderation have
no significant influence on a firm’s
performance.

Confirmed

Hypothesis Suggested _ “OMIIrmed

Effect ROA ROE

PO * Yes  No

H2 FOB->FP " —

PC->(FO-

H3 >FP) + No No
PC-

e * No  No
>EP)

Source: Processed Data, 2021
Table 6. Summary of Hypothesis Testing

The significant positive effect of
family ownership on firm performance
(ROA) is supported by Chu (2011),
Hasnan et al. (2019), Kao et al. (2019),
and Zraiq & Fadzil (2018), that companies
with family ownership, are more strictly in
monitoring the management, which
ensured that financial performance is
related to agency theory. Another positive
effect according to Hasnan et al. (2019)
and Komalasari (2014) studies is because
of concentrated ownership by the family
has a strong family element and a desire to
survive by increasing cost efficiency. In
contrast to ROE measurement, there was
no significant influence between family
ownership and company performance.
Research by Bhatt & Bhattacharya (2017)
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and Kim & Gao (2013) shows that the
insignificant  relationship of  family
ownership is because the company
involves only family member which it can
not reflect a complex company where the
family is no longer the solo owner.

Founders on board had no significant
effect on the firm performance in this
study. This research is in line with Li &
Srinivasan (2011) and Ullah & Zhang
(2016) who explained that founders on
board who have the opposite effect when
serving as founders and directors and also
more concerned with personal income than
maximizing the firm performance. Another
influence because the data collected in this
research are the data of companies
registered in the IDX, where some
companies are companies that have been
established long enough with the founders
are mostly dead and successors who serve
are the next generations.

The results of this study also showed
that political connections were
insignificantly affect the family ownership
relationships and founders on board on the
firm performance. This fact is in
accordance with Ding et al. (2014), Goh et
al. (2014), and Suhartono & Sany (2015)
who showed that political connections
failed to exert influence because the main
controllers in the company realized the
results of strong influence and high
executive power. In this case, if founders
on board had political connections, then
the controllers did their way by increasing
the proportion of independent directors for
monitoring the actions of the board of
directors who politically connected more
closely. This is supported by the research
conducted by Osamwonyi et al. (2013)
that as a good corporate governance and
performance policy, the board of directors
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shall consist of independent directors from
outside to inspect, monitor and also
provide the obligatory guidance. Other
influences are due to structures within
companies which are controlled by the
state or politically related do not lead to
good firm performance. The research done
by Sami et al. (2019) and Zheng et al.
(2015) also proved that the moderating
effect of political connections still could
not consider any benefit to the company or
could be said to be just a symbolic benefit
and instead became a burden on the
company. According to another study by
Sobel & Graefe-Anderson (2014), this
political connections have no significant
influence on a company’s ROE due to
ROE personally which has to do with
profit, where the profit is derived from
management capabilities and minimize
unnecessary costs.

Firm Performance

ROA ROE

0.387137 0.039757

Adjusted R?

Source: Processed Data, 2021
Table 7. Adjusted R-Squared Results

Adjusted R-Squared results are
displayed in table 7. The value of adjusted
R-squared with ROA and ROE approaches
displays figures of 38.71% and 3.98%
respectively which means that the
variables of family ownership, founders on
board, political connections, leverage and
firm size can only explain the firm
performance variables of 38.71% (ROA)
and 3.98% (ROE). Meanwhile, the
residual of each 61.29% (ROA) and
96.02% (ROE) are explained by factors or
other independent variables which are not
discussed in this research model.
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CONCLUSION

In this article, we revealed some of the
findings related to the firm performance by
analyzing the company's sample data
provided on the IDX. First, companies
with family ownership have a significant
positive influence on the firm performance
with ROA measurements. Concentrated
family ownership has family element
factor and want to be able to survive. Its
management monitoring is also tight and
improving cost efficiency, providing great
results to the firm performance. However,
through the ROE measurements, family
companies have no influence on a firm
performance. Companies with family
ownership that tend to involve family
members can no longer represent
companies that are currently already
complex.

Second, founders on board have no
effect on the firm performance. This is due
to the effect of different responsibilities
when serving as founders and directors.
Founders on board have lower long-term
stock returns. Another matters are because
the founders on board lacks commitment
and are incompetent in operating the
company.

Third, political connections do not
moderate the relationship of family
ownership and founders on board with
the firm performance. Moderation effect of
political connections still can not consider
any benefit for company, or it can be
considered only as a symbolic benefit and
instead become a burden for the company.
Structure in a state-controlled company
can not lead to good corporate governance
and performance.

Overall, this research still has
limitations, because the founders on board
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information is still minimal and is not
disclosed in the annual report. Therefore, it
would be better if the founders are not
limited to the board of directors but can
also be the board of commissioners or
other management structures. Such
limitations can be used as an innovation
for further research.
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