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Abstract 

Purpose: This study examines the financial performance of family owned firms and state owned firms listed in Bursa 

Malaysia and the Indonesia Stock Exchange.  

Design/Methodology/Approach: This study employed abnormal operating performance to measure firm performance 

over a 15 year period from 1992 to 2007.  

Findings: This study shows that the state owned firms outperformed the family owned firms in Indonesia and 

Malaysia. Hence, the family owned firms need to strategize on how to increase its competitive advantage in order to 

compete with the state owned firms especially if they are competing in similar industry. Based on abnormal 

operating performance result, for each type of ownership which have model that have influenced by changing in their 

internal company or changing within their industry, they need to consider all factors that can impact their 

performance.  

Practical Implications: This study may assists the family owned and government involvement in company and their 

performance.  

Originality/Value: This study contributes to the existing literature by providing a new data set on family and 

government owned companies in both countries. 

Keywords: ownership concentration, family ownership, state/government ownership, abnormal operating 

performance 

JEL code: M40, M41 

1. Introduction 

The relationship between ownership structure and firm performance has long been the core issue in the accounting 

literature ever since Berle and Means (1932) predicted that firm performance would improve if the ownership is 

more concentrated. From a firm’s perspective, ownership structure determines the firm’s profitability, enjoyed by 

different stake-holders. In particular, ownership structure is an incentive device to reduce agency costs associated 

with the separation of ownership and management, of which can be used to protect property rights of the firm 

(Barbosa & Louri, 2002; Castorena., Enríquez, & Adame, 2014; Dim & Ezeabasili, 2015; Wang & Lu, 2016). Often, 

firms owned by various shareholders that are controlled by the managers tend to underperform (Berle & Means 

(1932). However, such arrangement often leads to agency problem (Jensen, 1983). That is, the main agency problem 

is not really on the manager-shareholder conflict but rather on the risk of expropriation by dominant or controlling 

shareholders at the expense of the minority shareholders.  

Claessens, Djankov, Fan and Lang (2002) reported that in the Asian region, Indonesia has the highest percentage of 

firms with family ownership, followed by Malaysia. Meanwhile, Malaysia has the second highest percentage of 

firms with state ownership, followed by Indonesia. This is consistent with Lassere and Schutte (1999) that claimed 

beside the family business, in most parts of Asia (with exception of Hong Kong and Japan), state participation in the 

business sector has been an integral part of the industrialisation process. Claessens et al (2002) revealed that in 

Indonesia, from the 178 samples of public listed firms in 1996, 71.5 percent of the firms are family owned firms 

whilst 8.2 percent of the firms are state owned firms. In Malaysia, Claessens et al (2002) found that 238 sample firms 
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are public listed firms listed in 1996, 67.2 percent and 13.4 percent of the sample firms are categorised as family 

owned and state owned firms respectively. On the other hand, Samad, Amir and Ibrahim (2008) reported that 43 

percent of the public listed firms registered on the Bursa Malaysia over a period of 6 years from 1999 to 2005 are 

family owned firms. Meanwhile, Ab Razak, Ahmad and Aliahmed (2008) found that family owned firms and state 

owned firms accounted for approximately RM260 billion or approximately 54 percent and 36 percent respectively of 

the market capitalisation of Bursa Malaysia and benchmark Kuala Lumpur Composite Index. Arguably, the high 

percentage of these firms in the capital market is more likely to impact the economy of their country. 

Within the accounting literature, a large number of studies have examined the link between ownership concentration 

and firm performance. However, nearly all documented evidences are obtained in the developed countries, leaving 

little evidence on the relationship between ownership concentration and firm performance in the developing 

countries particularly in the less developed South East Asian countries. Since many economies in the less developed 

South East Asian countries are characterized by considerable family owned firms and state ownership firms 

(Claessens, Djankov & Lang, 2000; Duru & Chibo, 2014; Purnama, 2014; Nazal, 2017; Tanoos, 2017; Taqi., Ajmal 

& Ansari, 2018; Chowdhury., Habibullah & Nahar, 2018), it would be interesting to examine the link between 

ownership concentration and firm performance in the South East Asian countries such as Indonesia and Malaysia. In 

addition, this study provides evidence on whether the findings on the link between ownership concentration and firm 

performance for developing countries would be similar to the findings in the developed countries despite the fact that 

the institutional conditions in the developing countries, particularly those with respect to markets and organisations, 

are significantly different from those in the developed countries (Nze., Ogwude., Nnadi, & Ibe, 2016; Kimengsi & 

Gwan, 2017; Cheng., Phung., Hsiao., Shen & Chen, 2018 ; CHE & Sundjo, 2018).  

This study examines the link between ownership concentration and firm performance in developing countries. 

Specifically, this study provides comparative analysis on the family owned firms and state owned enterprise between 

two developing countries namely, Indonesia and Malaysia. The findings in this study would provide interesting point 

of discussion on the link between ownership concentration and firm performance. The remainder of this study is 

structured as follows. The next section, Section 2 provides the literature review related to integrated reporting 

practices and subsequently, the development of the research question and research hypotheses. Section 3 outlines the 

research design. The findings of this study are presented in Section 4. The final section summarises and concludes 

this study. 

2. Literature Review 

The theory of the firm presumes that in a perfect market, all firms are competing for resources and markets on an 

even level. However, in reality, this is not true for high ownership concentrated firms. Coase (1937) argued that the 

firm controls the transformation of resources it owns or purchases into valuable products that it sells and earns the 

difference between what it receives as revenue and what it spends on inputs. Claessens et al (2000) classified 

ownership concentration into two main groups namely, widely held firms and firms with ultimate controlling owners. 

In a widely held firm, none of the owners possess a significant control right whereas a firm with ultimate controlling 

owners have certain shareholders who have control in some percentages of the voting right and can be traced in the 

chain of ownership. Claessens et al (2000) further divided ultimate owners into family owned firms and state owned 

firms. 

Wong (2004) discussed about how state owned firms affect firm performance. He claimed that unlike private firms, 

which focus exclusively on profit maximization, most state owned firms pursue multiple-and conflicting-objectives. 

Multiple objectives arise either because they are mandated by legislation or because of the different government 

ministries that have the position to exert influence on the state owned firms. The latter situation becomes special 

problematic if the ministries have different aims for their state owned enterprise and do not reconcile their divergent 

views. Although the taxpayers are the ultimate owners of state owned firms, they rely on the politicians and 

bureaucrats to be their agents. In other words, the taxpayers rely on the ministries namely, the politicians and 

bureaucrats to look after their interests. Politicians and bureaucrats however, are typically poor overseers of state 

owned firms since they are also self-interested individuals who may have the tendency to attain, exploit and maintain 

power. Politicians and bureaucrats are also poor agents because they do not benefit-financially and if the state owned 

firms are highly profitable, the politicians and bureaucrats may be blamed when their state owned enterprise acts 

“too commercially” or things go wrong.  

In relation to family owned firms, family owned firms that have long term presence of founding families within firms 

can also engender competitive advantages. First, the family’s lengthy tenure can extend the firm’s learning curve in 

monitoring employee performance. Secondly, James (1999) has indicated that families tend to maintain longer 
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investment horizons than others shareholders, who may make myopic investment decisions that boost current or 

short term earnings. Family owned firms may also invest more efficiently because they may view their firms as an 

asset to pass on to succeeding generations. The family’s longer outlook also implies a more vital role of firm survival 

among family owned firms. Arguably, family owned firms could also generate competitive advantages.  

Many studies have highlighted the complexity of running a family business. Davis (1983) and Lansberg (1983) 

found that family owned firms often create many unique challenges. Such challenges include the balance between 

equity and efficiency and the problem of succession. Other studies highlighted the power an incentives of founding 

families to act in their own interest at the expense of firm performance. Shleifer and Summers (1988) and Shleifer 

and Vishny (1997) posited that firms with largely undiversified owners such as founding family members, may 

forego maximum profits when they are unable to separate their own financial preferences from those of other owners 

outside the family. Demsetz (1983) argued that family business owners may also choose no pecuniary benefits and 

thus, draw resources away from profitable projects. Moreover, the family is likely to limit top management positions 

to family members rather than hire more qualified or competent outsiders. Family members are capable of 

redistributing benefits from the firm through excessive compensation or special dividends that may adversely affects 

employee morale and productivity. For public firms, founding families may have interest of their own, such as 

stability and capital preservation, which may not be consistent with the interest of other investors. 

Studies in the developed countries often revealed that ownership concentration has positive impact on firm 

performance (Mitton, 2002; Claessens & Fan, 2002). However, there are also studies in the developed countries that 

found no significant relationship between ownership concentration and firm performance (Demsetz & Villalonga, 

2000; Kocenda & Svejnar, 2002). The findings of these studies however are inconclusive which could be attributed 

by the various specifications of performance measurements. When examining the effect of ownership concentration 

on firm performance, extant literature often used two performance measures such as: (1) operating efficiency, 

measured by return on total assets, and (2) the market-to-book ratio of assets. The first measure is used to test the 

hypothesis that concentrated ownership improves firm efficiency. The second measure is used to examine the market 

assessment of firm value, given existing policy combinations and operating efficiency.  

The literature further suggested that concentrated ownership affects operating efficiency in two ways: (1) the 

presence of a large shareholder mitigates managerial agency problem and improves operating efficiency (Grossman 

& Hart 1980, Shleifer & Vishny, 1986); and (2) large shareholders may behave opportunistically for their private 

benefits which may lead to inefficient resource allocation such as buying or selling assets of firms under their control 

at prices unfair to minority shareholders. A study of Korean firms by Joh (2003) finds that the controlling 

shareholders’ cash flow rights are positively related to firm efficiency measured by return of total assets (ROA) 

whereas the divergence between control and cash flow rights of the controlling owner is negatively related to ROA. 

This study anticipates that the findings of this study would be similar to the findings shown in the developed 

countries. Thus, this study develops the first hypothesis: 

H0: Family owned firms and state owned firms listed in the Bursa Malaysia and the Indonesian Stock Exchange 

(IDX) have abnormal operating performance equal to zero. 

3. Research Design 

3.1 Sample Data 

This study chose the family owned firms and state owned firms to be the sample of this study. The annual reports of 

these firms which were obtained from the Indonesian Stock Exchange (IDX) and Bursa Malaysia. Specifically, this 

study relied on the financial statements and the SIC codes to obtain the objectives of this study. This study obtained 

the annual reports over a period of 25 years consisting of three phases. The three phases are Pre Crisis (1992 until 

1996), Crisis (1997 until 2000) and Post Crisis (2001 until 2007). 

3.2 Variable Measurement 

In this study, the financial ratios are treated as the non-frontier analysis. This study used the Abnormal Operating 

Performance (APO) which is based on the choice of an accounting-based performance measure, a statistical test, and 

a model of expected operating performance. This study used five measurement of operating performance:  

1. Return on assets (Operating income scaled by the book value of assets),  

2. Return on cash-adjusted assets (Operating income scaled by the book value of assets less cash and marketable 

securities),  

3. Return on sales (operating income scaled by sales),  

4. Return on market value of assets (operating income scaled by the market value of assets), and  

5. Cash flow return on assets (operating cash flow scaled by the book value of assets).  
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This study used the Non-parametric Wilcoxon signed-rank T as defined by Barber and Lyon (1996) whereby the 

non-parametric test more powerful compare to parametric test in term of detecting abnormal operating performance. 

This study then compared seven models of expected operating performance used in recent empirical work in the 

academic finance and accounting literature. In analysing the abnormal operating performance, there are three 

emerging points in each country: First, from the seven models, the result would reveal the most powerful model in 

detecting abnormal operating performance based on the highest R-squared. Secondly, the statistic test result from the 

Non parametric Wilcoxon T would present the model that is most significant, indicating that the research hypothesis 

would be rejected and the combination between the first and the second result would propose the ultimate model that 

can detect the abnormal operating performance the best. Third, the analysis of sub period defines the type of 

ownership concentration that performs better.  

4. Results and Discussion 

4.1 Indonesian Abnormal Operating Performance 

This section presents the results of the abnormal operating performance of the family owned firms and state owned 

firms in Indonesia. Table 1 shows the combination results between adjusted R2 and non-parametric Wilcoxon test 

statistic reveals that Indonesia family owned firms have model 1 (Level of industry performance with two digit SIC 

matched) as the most explanatory power in detecting abnormal operating performance. However, since the rest 

proposed models are significant, they are qualified as candidates for detecting abnormal operating performance. 

Meanwhile, the result for Indonesian state owned firms shows that model 6 (lagged firm performance and change in 

industry performance with two-digit SIC and size matched) is the model with the most explanatory power that uses 

lagged firm performance and change in industry performance.  

 

Table 1. Indonesian family owned firms 

Significant at the 5% (*) and 1% (**) levels 

 

Table 2 presents the results of the statistical test for Indonesian state owned firms. The results model 6 has positive 

number for Pre Crisis and Crisis period as shown in Table 2. However in the Post Crisis, model 6 provides a negative 

number. Positive number indicates that the means sample firms show abnormal operating performance and 

outperformed than their average industry. Moreover, negative value in post period comes from two firms namely, PT. 

Kimia Farma Tbk and PT. Indo Farma Tbk. 

 

Table 2. Indonesian state owned firms 

Significant at the 5% (*) and 1% (**) levels 

Model Nonparametric Wilcoxon T 

1: Two-digit matched (PIi,t
1) 0.008** 

2: Four-digit matched (PIi,t
2) 0,650 

3: Two-digit and size-matched (PIi,t
3) 0,112 

4: Lagged ROA and Δ two-digit matched (ΔPIi,t
1) 0.001** 

5: Lagged ROA and Δ four-digit matched (ΔPIi,t
2) 0.001** 

6: Lagged ROA and Δ two-digit and size matched (ΔPIi,t
3) 0.001** 

7: Lagged ROA (Pi,t-1) 0.307 

Model Nonparametric Wilcoxon T 

1: Two-digit matched (PIi,t
1) 0.020* 

2: Four-digit matched (PIi,t
2) 0.015* 

3: Two-digit and size-matched (PIi,t
3) 0.047* 

4: Lagged ROA and Δ two-digit matched (ΔPIi,t
1) 0.001** 

5: Lagged ROA and Δ four-digit matched (ΔPIi,t
2) 0.001** 

6: Lagged ROA and Δ two-digit and size matched (ΔPIi,t
3) 0.001** 

7: Lagged ROA (Pi,t-1) 0,363 
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In analysing the sub period, the Indonesian family owned firms result shows positive number during pre-crisis, crisis 

and post crisis period. This positive number reflects that Indonesian family owned firms sample outperformed the 

average mean score of their industry as shown in Table 3. However, the mean score shows a declining trend due to 

the companies’ slow recovery from the crisis, particularly companies that run property industry. Their negative value 

makes the average mean during post crisis decrease.  

 

Table 3. Average abnormal operating performance for Indonesian family owned firms 

 

 

 

 

 

As expected, calculation the average means during crisis declines, possible because of the decreasing performance of 

the Indonesian state owned firms. However, overall performance of Indonesian state owned firms outperforms their 

industry as shown in Table 4. 

 

Table 4. Average abnormal operating performance for Indonesian state owned firms 

Model 

Expected 

Perform 

Mean Pre 

Crisis 

Mean 

Crisis 

Mean 

Post 

Crisis 

Mean 

Increase/Decrease 

Pre & Crisis 

Mean Increase/Decrease 

Crisis & Post 

ΔPIi,t
3 0.0056 0.0135 -0.0173 0.0079 -0.0308 

 

4.2 Malaysian Abnormal Operating Performance 

This section presents the results of the abnormal operating performance of the family owned firms and state owned 

firms in Malaysia. Table 5 presents the results of summary for abnormal operating performance, based on the 

adjusted R2 and non-parametric Wilcoxon test statistic result. The results show that the family owned firms have 

model 5 (Lagged firm performance and change in industry performance four digit SIC matched) as the most 

explanatory power in detecting abnormal operating performance. However, since the rest proposed models are 

significant, they still qualified as candidates for detecting abnormal operating performance. Finding from pre-crisis 

and post crisis shows negative value. These results indicate that although Malaysian family owned firms have 

abnormal operating performance, they still underperform if compared to industry average especially industry with 

similar four-digit SIC code. However, the result from crisis period shows positive value and the average mean 

increases. The reason behind this finding is because some companies within the sample recovered quickly from the 

crisis which eventually contributes to the increase of mean.  

 

Table 5. Malaysian family owned firms 

Model Nonparametric Wilcoxon T 

1: Two-digit matched (PIi,t
1) 0.031* 

2: Four-digit matched (PIi,t
2) 0.011* 

3: Two-digit and size-matched (PIi,t
3) 0,173 

4: Lagged ROA and Δ two-digit matched (ΔPIi,t
1) 0.001** 

5: Lagged ROA and Δ four-digit matched (ΔPIi,t
2) 0.001** 

6: Lagged ROA and Δ two-digit and size matched (ΔPIi,t
3) 0,069 

7: Lagged ROA (Pi,t-1) 0,609 

Significant at the 5% (*) and 1% (**) levels 

Model 

Expected 

Perform 

Mean 

Pre 

Crisis 

Mean 

Crisis 

Mean 

Post 

Crisis 

Mean 

Increase/Decrease Pre 

& Crisis 

Mean 

Increase/Decrease 

Crisis & Post 

PIi,t
1 0.1037 0.0748 0.0489 -0.0288 -0.0259 
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Table 6 presents the results of the abnormal operating performance of the state owned firms in Malaysia. The results 

show that for the state owned firms, the result shows that model 3 (Level of industry performance with two-digit SIC 

and size matched) is the model with the most explanatory power level of industry performance. The result shows 

positive value during three sub periods. Table 6 also shows that in Crisis period model 5 gives positive figure which 

reveals that sample firms outperformed the average mean score of the industry. The reason behind this finding is due 

to several companies within the sample recovered early from crisis; hence these several companies contribute to 

increase of mean. Sub period analysis for the Malaysian state owned Firms shows no significant movement.  

 

Table 6. Malaysian state owned firms 

Significant at the 5% (*) and 1% (**) levels 

 

The positive value indicates that Malaysian State Owned firms outperform their average industry. Further 

observation in sub period, Malaysian Family Owned Firms result shows models 5 giving negative number during pre 

crisis and post crisis. These results provide implication that Malaysian family owned firms have abnormal operating 

performance and underperform when compared to industry average especially industry with similar four-digit SIC 

code.  

 

Table 7. Average abnormal performance for Malaysian family owned firms 

 

The result shows that most of sample firms that underperform are companies that run property industry as shown in 

Table 8. As expected, the average mean score during the crisis declines, possible because of the decreasing 

performance of the Indonesian state owned firms. However, overall performance of Indonesian state owned firms 

outperforms their industry as shown in Table 8. 

 

Table 8. Average abnormal performance for Malaysian state owned firms 

 

 

Model Nonparametric Wilcoxon T 

1: Two-digit matched (PIi,t
1) 0.003** 

2: Four-digit matched (PIi,t
2) 0.008** 

3: Two-digit and size-matched (PIi,t
3) 0.036* 

4: Lagged ROA and Δ two-digit matched (ΔPIi,t
1) 0.001** 

5: Lagged ROA and Δ four-digit matched (ΔPIi,t
2) 0.001** 

6: Lagged ROA and Δ two-digit and size matched (ΔPIi,t
3) 0.001** 

7: Lagged ROA (Pi,t-1) 0,334 

Model 

Expected 

Perform 

Mean Pre 

Crisis 

Mean 

Crisis 

Mean 

Post 

Crisis 

Mean 

Increase/Decrease 

Pre & Crisis 

Mean Increase/Decrease 

Crisis & Post 

ΔPIi,t
2 -0,0001 0,0081 -0,0089 0,0083 -0,0171 

Model 

Expected 

Perform 

Mean Pre 

Crisis 

Mean 

Crisis 

Mean 

Post 

Crisis 

Mean 

Increase/Decrease 

Pre & Crisis 

Mean Increase/Decrease Crisis 

& Post 

PIi,t
3 0,1295 0,0519 0,0774 -0,0776 0,0254 
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5. Conclusion 

This study examines the financial performance of family owned firms and state owned firms listed in Bursa Malaysia 

and the Indonesia Stock Exchange. This study relied on the type of measurement for performance comparison 

between family and state owned firms are Abnormal Operating Performance. This measurement captures a firm’s 

financial performance. In addition, this study evaluates methods used in studies that employ accounting-based 

measures of operating performance and also examines the choice of an accounting-based performance measure, a 

statistical test, and a model of expected operating performance. The result defines the specification and power of 

tests designed to detect abnormal operating performance. This study shows that the state owned firms outperformed 

the family owned firms in Indonesia and Malaysia. Hence, the family owned firms need to strategize on how to 

increase its competitive advantage in order to compete with the state owned firms especially if they are competing in 

similar industry. Based on abnormal operating performance result, for each type of ownership which have model that 

have influenced by changing in their internal company or changing within their industry, they need to consider all 

factors that can impact their performance. 

This study is not without limitations. First, this study focuses only on the family owned enterprises and the state 

owned enterprises in Indonesia and Malaysia since Claessens et al study (2000) reported that Indonesia has the 

highest percentage of firms with family ownership, followed by Malaysia. Meanwhile, Malaysia has the second 

highest percentage of firms with state ownership, followed by Indonesia. Secondly, Indonesia and Malaysia have the 

same characteristics in terms of various ethnicities. Thirdly, in classifying the sample of family owned firms, this 

study observed the majority of shareholders of each firm in determining whether the firm belongs to one family or is 

managed by the family member. Nevertheless, Indonesia do not use surname and majority shareholder of listed firms. 

Finally, due to limited data, this study relied on three inputs and two outputs for those firms. In addition, since the 

data used by this study was collected from the public listed companies, the results should be confined and applicable 

to this group of companies only. The findings in this study shed some new light into literature on family and 

government involvement in company and their performance. And it may contribute to the existing literature by 

providing a new data set on family and government owned companies in both countries. 
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