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ABSTRACT

This study examines determinants of firm performance of Indonesian and Dutch
firms over the period of 2009-2013. Firm performance is measured by Tobin’s Q
and its relationship with leverage, ownership concentration and inflation is tested.
Additionally the effect of the control variables growth and size is analysed. The
aim of this study is to provide an understanding of how a firm’s financial
performance is affected by these determinants in those two countries. The sample
consisted of 276 Indonesian and 62 Dutch firms of non-financial sectors. Results
show that leverage is a strong predictor of Tobin’s Q in both countries. Ownership
concentration lead to differing results; in Indonesia, a higher concentration seems
to improve performance. The Dutch results however suggest a negative
relationship between concentration and financial performance when compared to
firms with a dispersed ownership. Inflation, which is high in Indonesia, has a
negative influence. The more moderate inflation rate of the Netherlands leads to a
positive, although not significant, effect. Growth has shown to be another
important indicator with a positive effect on performance. For size, the effect on
performance has shown a significant negative influence only in the Netherlands.
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1. INTRODUCTION

A firm’s financial performance and which factors have an effect
on it is a recurring topic in academic literature. Many aspects of
a firm have been linked to financial performance in order to
determine the extent of influence these have on it. It is used to
develop an understanding of what factors can determine the
financial performance of a firm and to what extent. However, not
one common collection of determinants has yet been established.

There are on the one hand articles that focus on the effect of
corporate governance aspects on performance such as: Hu’s and
Izumida’s (2008) causal analysis of ownership concentration and
corporate performance.

Other articles focus on capital structure and, more precisely, on
leverage and its relationship with performance. An example of
such a study is one by Vithessonthi and Tongurai (2015), who
compare the effect of leverage on performance in domestically-
oriented and internationally-oriented firms.

A paper by Mirza and Javed (2013) provides an analysis of
determinants of financial performance, taking firms listed at the
Pakistani stock markets into account. They include economic
indicators, corporate governance, ownership structure, capital
structure and risk management. These aspects make their paper
broader in terms of determinants than most others. Mirza and
Javed (2013) also state that existing literature is mostly
concentrating on developed countries.

In order to add to the few papers that combine determinants of
different natures and also take less developed countries into
account this study aims to provide evidence on possible
differences between countries concerning the effects of
determinants on a firm’s financial performance. This will be
done by comparing Indonesia and the Netherlands.

Therefore this paper seeks to answer the question: “How do
determinants of financial performance of firms in Indonesia and
the Netherlands differ?”

The relationship of leverage, ownership concentration and the
country’s inflation with performance in both countries will be
determined. These determinants were chosen, because capital
structure, which is linked to leverage and corporate governance,
of which one part is ownership or ownership concentration, can
frequently be found in literature. In addition, there are differences
between Indonesia and the Netherlands that are especially
significant. Inflation was added as an economic determinant
since these two countries have relatively different economic
conditions, which can potentially affect the performance of a
firm.

The financial performance in Indonesia and the Netherlands will
be measured by Tobin’s Q. 276 Indonesian and 62 Dutch listed
firms, excluding banks and insurance companies, will be
analysed over a five year period, namely 2009 to 2013. Indonesia
is an interesting country for a comparison since it became
Southeast Asia’s largest economy with a GDP of $881 billion at
purchasing power parity (“East Asia & Pacific (developing only)
| Data, “n.d.). In spite of Indonesia’s growing importance, the
focus of academic literature has not been on Indonesia.
Furthermore, Indonesia and the Netherlands still have close
relationships  concerning the aspects of development,
investments and bilateral trade (“Relations the Netherlands —
Indonesia | International relations | Government.nl,” n.d.). These
were formed after the colonisation of Indonesia by the Dutch that
lasted almost four centuries. Despite the relations, Indonesia can
be seen as having “different economic, legal and cultural
environments” (Darmadi, 2011, p.3) than more developed
countries.

The comparison showed that the differences between both
countries do have an effect on the determinants of performance.
Especially those where greater differences between Indonesia
and the Netherlands could be found such as: ownership
concentration and inflation. Leverage lead to similar results for
both countries. Growth, one of the control variables, showed
significant negative relationships for both countries, as well. Size
on the other hand had, which is the second control variable, did
not lead to significant results.

The contribution of this study is to gain an understanding of how
determinants differ when the country conditions are not the same.
In addition the effect of determinants from different natures is
presented. This study also shows if one variable has a higher
impact on performance than others. Making it clearer which
aspects play a more important role when the focus lies on a firm’s
financial performance.

The remainder of this paper is structured as follows: The next
section provides explanations about the determinants of a firm’s
financial performance. In this case these are: leverage, ownership
concentration and inflation. Next, hypotheses will be developed.
Section 3 describes the methodology and data. In section 4 the
results of the analysis will be described. Section 5 provides a
discussion about the results to determine the similarities and
differences between the countries and the implications these have
for the hypotheses confirmation and rejection. The paper finishes
with a conclusion in the last and 6™ section.

2. LITERATURE REVIEW

Many articles concentrate on one aspect and its relationship with
financial performance. Indonesia and the Netherlands differ, as
already mentioned, in terms of economic, legal and cultural
environments, which is also caused by different levels of
development. This might lead to differences in the effect of
determinants on firm performance and their relationships.

2.1 Leverage

The capital structure decision of a firm has been a topic of
multiple theories and many articles. Leverage plays an important
role in these discussions.

The existing literature on the effect of leverage on a firm’s
financial performance has come to mixed results and
conclusions. In a study about the relationship between capital,
structure, equity ownership and firm performance, Margaritis
and Psillaki (2010) find that leverage is positively related to firm
performance. Vithessonthi’s and Tongurai’s (2015) recent
research leads to the conclusion that leverage has a negative
relationship with firm performance, but they also found
moderating effects on their result. However most of these studies
only took a single country into account, which could be one of
the reasons, why the results are not consistent. Another potential
reason for the misalignment of results is the aspect that different
performance measures were used (Weill, 2008) across the range
of articles that address this topic. On a similar basis: the non-
existent congruence of the effect of leverage on performance and
the fact that many papers concentrate on one country, Weill
(2008) conducted a research analysing the effect of the
institutional environment of a country on the relationship
between leverage and firm performance. He discovered that the
efficiency of the country’s legal system affects this relationship.
Consequently his conclusion is that in countries with an efficient
legal system, the negative effect of leverage on performance is
lessened. The high level of corruption in Indonesia
("Transparency International - Country Profiles,” n.d.) leads to
the assumption that the legal system has a low efficiency.
Corruption might lead to officials who are more willing to take
bribes and thus treat some parties preferential to others. In the



Netherlands however, there are little problems with corruption
and the overall efficiency of the legal system is high
("Transparency International - Country Profiles,” n.d.).
Measuring firm performance with Tobin’s Q leads to a negative
relationship with leverage in a study concerning Kenya’s listed
firms (Mule & Mukras, 2015). Tobin’s Q will also be used as a
performance measure in this paper. And as already mentioned
since Weill (2008) suggested that different results could arise
because of different measurements, the relationship is assumed
to be negative. This is in alignment with the results of Mule and
Mukras (2015). Based on this, a hypothesis about the relationship
between leverage and performance in Indonesia and the
Netherlands can be developed:

H1: The negative effect of leverage on performance is higher in
Indonesia than in the Netherlands.

2.2 Ownership concentration

Corporate governance and the relationship between ownership
and a firm’s performance has already been a well-researched
topic in academic literature. Similar to leverage, results
concerning the relationship between ownership and performance
have been mixed. That a concentrated ownership has a positive
effect on firm performance has been proven by Jensen and
Meckling (1976) since it diminishes the agency problem. This
problem arises, when ownership and control are separated and
their interests might be misaligned, therefore increasing the need
of controlling measures. It is assumed that with less owners, and
thus a higher concentration of owners, the incentive to monitor is
higher, which leads to the decrease of agency problems (Hu and
Izumida, 2008). There is second type of agency problem that
arises between owners or majority shareholders and minority
shareholders. If this is the case and not as previously assumed
owners and managers, the problem increases if the ownership
becomes more concentrated (Alimhemeti, Paletta, 2011).
Simultaneously Demsetz and Lehn (1985) who are said to have
started the discussion about the effect of ownership could not
find a relationship between ownership concentration and the
corporate performance.

Indonesia has a high ownership concentration and most firms are
family owned, often by a single family. Ownership and
management are rarely separated, if they are separated,
ownership and control still tend not to be. This is achieved by a
so called “Cronyman”, which means that the controlling
shareholder is also Chief Executive Officer and Board Chairman
(Claessens, Diancov & Lang, 2000). This would on one hand
suggest that there is a positive relationship, because of the
decreased risk of interest misalignment between owners and
managers. However, the agency problem between majority and
minority shareholders is still existent. It is also the predominant
agency problem in Indonesia according to Rusmin, Evans and
Hossain (2012). Whilst studying the effect of ownership structure
and political connections on performance of Indonesian firms,
Rusmin et al. (2012) came to the conclusion that firms with large
shareholders, also called blockholders, outperform those with
smaller shareholders. In addition to that, many firms in East Asia
are controlled by so called business groups that have close ties to
the government. Through that firms are able to enjoy preferential
treatment (Claessens et al., 2000). This leads to the assumption
that, in the case of Indonesian firms, a high ownership
concentration leads to a better performance than if firms have a
more dispersed ownership.

According to Ees, Postma and Sterken (2003), the Dutch
corporate governance system combines the Anglo-Saxon system
which is market based and Continental-Europe bank based one.
Furthermore the ownership concentration is to some extent
higher than in the United States, which is considered to be low

indicating that ownership is dispersed. But still the control of the
management by large shareholder is not common (Ees, Postma
& Sterken, 2003). Krivogorsky and Grudnitski (2010) found that
blockownership, meaning a high concentration, has a positive
relationship with performance in Continental Europe. The
Netherlands were also a part of this study. These aspects lead to
the conclusion that the concentration of ownership is higher in
Indonesia, where also, as already mentioned, a separation
between ownership and control is rare. This is not the case in the
Netherlands. Expecting the direction of the relationship, negative
or positive, seems to be difficult since previous research came to
conflicting results. However looking at country specific literature
it is possible to assume that the effect might be positive. Further
due to concentration of ownership and the separation of
ownership and control or management that tends to be similar in
both countries a hypothesis can be formulated.

H 2: The relationship between ownership concentration and
performance is positive in Indonesia and more significant than in
the Netherlands.

2.3 Inflation

The economic conditions of a country most likely affects firms,
and therefore performance will probably change depending on
the country’s condition, as well. One indicator for economic
conditions is the inflation of a country. Mirza and Javed (2013)
found that a higher inflation rate has a negative effect on firm
performance. This is in congruence with findings of Forbes
(2002), who measured how firm performance is affected by large
depreciations. Since the inflation rate of Indonesia and the
Netherlands differs greatly and it is much higher in Indonesia
("Inflation, GDP deflator (annual %) | Data | Table," n.d.) it can
be hypothesised that the direction of the relationship, positive or
negative, will differ in both countries. The effect of this
determinant in Indonesia will be negative. At the same time the
inflation rate for the Netherlands is much more moderate and
rather low. Previous literature found that a high rate has a
negative impact on performance. As a consequence it will be
assumed that the Dutch rates will lead to a positive relationship.

H 3: Inflation has a negative relationship with firm performance
in Indonesia and a positive one in the Netherlands.

3. METHODOLOGY AND DATA

In section 3.1 the model and method that will be used are
described. Section 3.2 provides further information about the
variables of interest. Afterwards, the chosen data sample will be
described in section 3.3 and descriptive statistics explained in
section 3.4.

3.1 Model and method

In order to determine the kind of relationship, positive or
negative, and also the strength of this relationship a linear
regression model will be used. Linear regression models measure
the relationship between independent and dependent variables.
The correlation can have a value between -1 and +1, where 0
would mean no relation at all. The equation will be applied to the
data set of Indonesia and the Netherlands separately. This
enables a subsequent comparison of the results and investigation
of relationships. The financial performance of a firm will be
defined by the following equation for the purpose of this paper:

Financial Performance = o - B1 Leveraget.1 + B2 Ownershipt +/- B3
Inflationt + B4 Sizer1 + Be Growtht1 + €

The variables leverage, size and growth were measured on a
lagged basis with t-1 in order to address the issue of endogeneity.

In addition to that a second model without the control variables
will be tested to be able to determine, if the inclusion of the
variables size and growth has an effect on the results of



relationship between the three independent variables and the
dependent variable. Again leverage will be measured in a lagged
way. The model looks as follows:

Financial Performance = o - B1 Leveraget.1 + B2 Ownershipt +/- B3
Inflation: + ¢

The effect of inflation is as the literature suggests expected to be
negative for the Indonesian sample but positive for the Dutch
sample in both models.

3.2 Variables

These equations show that firm performance is the dependent
variable. Leverage, ownership, and inflation are independent
variables. Size as well as growth are used as control variables.

3.2.1 Dependent Variable

The dependent variable is the financial performance of the firm,
which will be measured by Tobin’s Q. Tobin’s Q is measured by
the market value of the firm divided by replacement value of its
assets (Chung & Pruitt, 1994). In this paper Tobin’s Q will be
measured by dividing market capitalisation by the book value of
total assets of the firm. It is a market based measure. A Q between
0 and 1 is considered as low and means that the value of the firm
is lower that their assets and would implicate that the firm might
be undervalued. A value above 1 indicates a higher firm value
and consequently a better performance.

3.2.2 Independent Variables
Independent variables are as already mentioned: leverage,
ownership concentration and inflation.

In order to assess Leverage, the ratio of total liabilities divided
by total assets of the firm will be used (Vithessonthi & Tongurali,
2015). Generally speaking, a leverage ratio with a value of 2
would be considered as risky for investors meanwhile the optimal
value is considered to be 1, however it depends on the type of
industry a firm belongs to.

The aspect of Ownership Concentration will be measured with
the help of the independence indicator provided by the database
ORBIS. The indicator divides the firms into 5 groups, A, B, C, D
and U. With an ‘A’ described firms are those who do not have
one or more known shareholders holding more than 25%. Firms
in category B do not have shareholders who own more than 50%,
but one or more with more than 25%. If a shareholder has over
50% of total ownership, including direct and indirect ownership,
of a firm, this firm is labelled C. Total ownership means that one
party has a total stake at another firm, it is however not specified
by what kind of relationship. It is also possible that firm A owns
a percentage of company B who in turn owns a part of firm C.
Thus A is an indirect owner of C. A firm in category D has one
shareholder who has more than 50% of direct ownership, this
means that for example firm A owns a percentage of firm B and
thus is a direct owner. U stands for those firms where the
independence or ownership of shareholders is unknown (Bureau
van Dijk, 2015). The firms in this category were excluded from
the sample because they cannot be placed in one of the other
categories and the degree of independence is unknown.
Ownership will be analysed with the help of dummy variables,
for the four categories excluding U. The first dummy variable are
the firms with shareholders who own less than 25% and will be
used as a reference variable. Thus this variable will not be
included in the analysis for the purpose of having a comparison
to the other ownership variables. This one was chosen, because
these firms are considered to be independent and as not having a
high ownership concentration. As already mentioned firms with
one or more owners with less than 25% of ownership are placed
the first category, A. It does not exclude that for example three
firms have 24.99% which would indicate a somewhat

concentrated ownership. Nevertheless, in this paper these firms
will be treated as independent in accordance with the
independence categorisation of the Bureau van Dijk. The other
variables will comprise firms which have an owner who
possesses 25% to 50%, 50% of total ownership and 50% of direct
ownership, coherent with the Bureau van Dijk categories B, C
and D respectively. Due to the fact that this data is provided per
company and not on a yearly basis the firms will have the same
value for all five years.

According to the definition of the World Bank Inflation is
measured by the annual growth rate of the ratio of GDP in current
local currency and GDP to GDP in constant local currency and
shows the rate of price change in the economy as a whole
("Inflation, GDP deflator (annual %) | Data | Table," n.d.). The
calculated value is available and provided by the World Bank’s
online database. Since inflation is country and not firm specific
and it will affect every firm in a similar way the rate does not
differ between firms only between the years and both countries.
The European Central Bank defines that an inflation rate should
lie close to 2% but remain below it ("ECB: Definition of price
stability,” n.d.).

3.2.3 Control Variables

The control variables: growth and size were chosen, because they
are often included in previous studies. Existing literature
suggests that these play a role when the relationships of variables
with a firm’s financial performance are tested. Using the firm
size and growth as independent variables in the setting of
comparing two countries would not make much sense. One
reason is that no differences due to the country environment and
condition, for example legal or economic aspects can be found in
firm growth and sizes. However, they might still affect the
performance and hence will be used as control variables.

Growth or the growth rate of a firm is measured by subtracting
sales of the previous year from sales of the current year and
dividing this by the sales of the previous year.

The size of the company will be measured as the natural
logarithm (In) of assets, which is also how Vithessonthi and
Tongurai (2015) measured this variable.

3.3 Data sample

The data for the individual calculation and analysis of the
variables: Tobin’s Q, leverage, ownership concentration, size
and growth will be obtained via the ORBIS database, which is
provided by the Bureau von Dijk. The data for inflation can be
found in the online database of the World Bank. The two samples
contain non-financial listed companies in the period of 2009-
2013. The sample size for Indonesia is 276 and for the
Netherlands 62 firms after excluding 234 Indonesian and 285
Dutch firms where not all relevant data was available. The
observations of 62 Dutch firms over the 5 year period added up
to 287 after checking for and excluding extreme outliers. The
extreme outliers are classified as those that are more than three
standard deviations from the mean. For Indonesia the number of
observations after the same exclusion is 1284.

3.4 Descriptive statistics

In this section the descriptive statistics of Tobin’s Q, as well as,
leverage, inflation, the three ownership dummy variables and
also the control variables growth and size will be presented. As
already mentioned the ownership concentration is divided into
three dummy variables. The first ownership variable comprises
firms with owners who own between 25% and 50%. The second
the ones with owners who possess more than 50% of the shares
in total ownership. And the third firms with owners who have
more than 50% of direct ownership. The descriptive statistics, to



be precise Mean, Median, Minimum, Maximum, Standard
Deviation and number of observations (N), will be discussed for
both samples separately.

The descriptive statistics for Indonesia are presented in table 1.
The N is 1284 for all variables, since firms with missing data
have been excluded from the sample, as well as extreme outliers.
The mean for Tobin’s Q is 1.13 and the data ranges from 0.02 to
20.20, a Q higher than 1 means that the market value and growth
potential is high, which indicates a good performance.
Additionally, the standard deviation of the Tobin’s Q variable is
1.77. The median, 0.55, is not very close to the mean which
indicates a skewness. However, Tobin’s Q cannot be negative
and thus it was to be expected that the variable is skewed.

Leverage has a mean of 0.51 and median of 0.52; those values
are similar meaning that the variable is not skewed. The standard
deviation has a value of 0.24, the range of this variable is between
0.01 and 1.80. The mean and median are definitely lower than
the critical value of 2, but also not very close to the optimal value
of 1. Since there was no distinction made concerning industries,
the exact optimal value cannot be determined. However, the
result leads to the assumption that most Indonesian firms of the
sample do not present a risky scenario to investors.

The mean, median and standard deviation for Inflation are 6.7,
8.1 and 1.88 respectively. An inflation rate of 2% is said to be a
good value, the Indonesian inflation for the years 2009-2013 is
quite high, indicating that the Indonesian Rupiah might be
depreciated and the income level probably low.

All ownership variables could only take on the value 0 or 1, thus
this is also the range of values. The variable for firms with
owners that have between 25% and 50% has a mean of 0.33 and
a median of 0. The variable of total ownership has a mean and
median of 0.02 and 0.00 respectively. The average value for
firms with a direct ownership of more than 50% is 0.50,
indicating that there are in general more firms with a high
ownership concentration than dispersed ones. When taking all
three ownership variables into account. The median takes on the
value of 1.

The control variable growth ranges from -1 to 1.5, the mean of
0.13 is quite close to the median of 0.11. Both indicating that
most firms have a growth not higher than 1, apart from the
extreme outliers that were excluded from the sample. Size has a
mean of 11.75 which is very close to the median of 11.80 these
values are approximately in the middle of the range. This
suggests a low skewness, which is also supported by the values
of mean and median. The standard deviation lies by 1.76,
showing one of the highest variations.

Table 2 presents the descriptive statistics of the Dutch sample.
This dataset consists of 287 observations from 62 firms over a 5
year period.

The dependent variable Tobin’s Q has a mean of 0.85, which is
below 1 showing that on average the sample of Dutch firms does
not perform very well. Because the firms are on average not as
much worth as it costs to replace the assets. Similar to the
Indonesian sample, a skewness can be derived from the mean and
median values, 0.85 and 0.56. However, the difference is not as
high as in the other sample.

Leverage has a mean and a median of 0.57 and a standard
deviation of 0.17 while ranging between 0.11 and 0.96. The mean
of 0.57 is a good sign, since a leverage ratio is lower than one
means that the firms do not rely heavily on debt financing.
However, similar to the Indonesian sample, the median is also
not very close to the value of 1.

Table 1. Descriptive statistics: Indonesian sample

Mean Median Std. Min Max N
Dev

Variables

Tobin’s Q 1.13 0.55 177 0.02 2020 1284

Leverage 0.51 0.52 024 0.01 180 1284

Inflation 671 810 188 440 830 1284
(%0)
Between 033 000 047 000 100 1284

25% and
50 %

More 0.02 0.00 0.15 0.00 1.00 1284
than 50%
total

More 0.50 1.00 0.50 0.00 1.00 1284
than 50%
direct

Growth 0.13 0.11 033 -1.00 150 1284

Size 11.75 1180 176 6.57 16.26 1284

Table 1 presents a summary of the descriptive statistics for the
Indonesian sample over the period of 2009-2013, the sample
consists of 276 firms and 1284 observations. The independent
variable: Tobin’s Q is market capitalisation divided by the
book value of total assets of the firm. The dependent variable,
leverage, is total liabilities divided by total assets. Inflation is
the annual growth rate of the ratio of GDP in current local
currency and GDP to GDP in constant local currency. The three
ownership variables are dummies. The first consists of firms
who have one or more shareholders owning between 25% and
50%. The second one are firms where one owner has more than
50% of total ownership. The third ownership variable consists
of firms with owners who hold more than 50% of shares in
direct ownership. The control variable growth is measured by
subtracting sales of the previous year from sales of the current
year and dividing this by the sales of the previous year. The
second control variable size is the natural logarithm of assets.
The variables: leverage, growth and size are lagged on a T-1
basis.

Inflation is quite low with an average of 0.85 a median of 1.10
and a range between 0.1 and 1.3, this indicates that compared to
Indonesia the economic condition of the Netherlands appears to
be better.

Concerning the ownership variables the mean of 0.22 for firms
with owners that have between 25% and 50% is higher than for
both other ownership variables, the median of 0.00 is the same
for all three. The standard deviations do not differ greatly,
however it is the highest for the first ownership variable.

Growth ranges between -0.48 and 0.65, showing that there are
firms in the sample with negative as well as positive growth rates.
Mean, 0.05 and median, 0.03 do not suggest a skewness and
indicate that there are more firms in the sample with a positive
growth. Size ranges between 9.27 and 18.62 and is on average
13.60 when the mean value is taken into account. Nonetheless
the median value of 13.65 is very similar. Size also has the
highest standard deviation, 2.18 of the sample, thus the variation
of values is the highest for this variable in the Dutch sample.



Table 2. Descriptive statistics: Dutch sample

Variables Mean Median Std. Min Max N
Dev

Tobin’s Q  0.85 0.56 1.19 0.00 1196 287
Leverage 0.57 0.57 0.17 011 096 287
Inflation 0.85 1.10 0.46 0.10 130 287
(%0)

Between 0.22 0.00 041 O 1 287
25% and

50 %

More 0.07 0.00 026 0 1 287
than 50%

total

More 0.16 0.00 037 0 1 287
than 50%

direct

Growth 0.05 0.03 021 -0.48 0.65 287

Size 13.60 13.65 218 9.27 18.62 287

Table 2 presents the Descriptive Statistics of the Dutch sample
consisting of 287 observations of 62 firms over the period of
2009-2013. The variables are measured in the same way as
described in Table 1.

4. RESULTS

In this section the results of the Indonesian sample for both
models will be presented at first, including interpretations and
explanations. Secondly, the results of the Dutch sample will be
interpreted, again taking both models into account. Similarly, the
implications for confirmation or rejection of the hypothesis will
be presented.

4.1 Results Indonesian sample

The correlation matrix in table 3 of the Indonesian sample shows
that leverage and inflation are both negatively correlated with
Tobin’s Q, as well as the variable for firms that have one or more
owners with holdings of 25% to 50%. The other ownership
variables and the control variables growth and size indicate a
positive relationship.

Table 3. Correlation: Indonesian sample

Out of the five variables, leverage has the highest correlation.
Followed by the first ownership variable and the third ownership
variable. All these variables have a significant correlation.
Surprising is the aspect that there is a change in the direction of
the influence in the ownership variables. It might be a potential
indicator for a better firm performance when ownership
concentration is higher. There is some correlation between the
independent variables, which is also significant. Since none of
the relationships has a higher correlation than 0.9, the
independence assumption is not violated.

Table 4 presents the regression results of the coefficient table for
Indonesia. The Unstandardized Beta Coefficient shows how
much one unit change in the independent variable predicts the
dependent. All variables are significant apart from size. Leverage
is as the correlation matrix already suggested the largest predictor
of Tobin’s Q.

A total ownership higher than 50% has the highest Beta
Coefficient. Meaning that the Tobin’s Q is 0.53 higher when all
other variables are taken into account than in the reference
category. This category consists of firms who do not have one
owner who owns more than 25% of the shares. Furthermore the
ownership variable: between 25% and 50% has the third highest
coefficient. Similar to the correlation results a different sign of
the coefficients among the ownership variables can be detected.
In the case of the first ownership variable, the coefficient of -0.21
means that the Tobin’s Q for this variable is 0.21 lower than
compared to reference variable or category, when all other
variables of the model are taken into account. This means that
performance gets worse when ownership increases from under
25% to 25%-50%. Direct ownership with more than 50% is 0.34
points higher in Tobin’s Q compared to the reference variable,
again when all other independent and control variables are taken
into account. This leads to the conclusion that once the
concentration is higher than 50% the impact on a firm’s financial
performance changes to positive, this would be what the second
hypothesis predicts. Yet a firm with owners who possess between
25% and 50% experiences a negative effect. Thus a regression
line plotting firm performance against ownership is potentially
curved.

The control variables size and growth both have a positive
correlation, however size is not significant. The effect of a higher
leverage ratio is negative, as the first hypothesis predicted.

Tobin’s Q Leverage Inflation Between More than 50%  More than 50%  Growth

25% and total ownership  direct
50% ownership

Leverage -0.22%**

Inflation -0.06** -0.05**

Between 25%  -0.14*** 0.04* -0.01

and 50%

More than 50%  0.04* -0.01 <-0.01 -0.11%**

total ownership

More than 50%  0.13*** 0.02 0.01 -0.70%** -0.15%**

direct

ownership

Growth 0.07*** 0.05** -0.02 <-0.01 0.01 -0.02

Size 0.04* 0.11*** -0.11%** -0.18*** 0.06** 0.13*** 0.14***

Table 3 presents the correlation results of the Indonesian firms. The sample consists of 276 firms over the period of 2009-2013 leading
to 1284 observations. The variables are measured as described in Table 1. <" indicates that the value is smaller than 0.01 or -0.01.

Significant at *10%, **5%, ***1%



Table 4. Regression results: Indonesian sample

Tobin’s Q

Expected Sign

Including Control Variables

Excluding Control Variables

Coefficient Standard Error Coefficient Standard error
Intercept 1.80 0.42 2.15 0.23
Leverage - -1.62%** 0.20 -1.58*** 0.20
Inflation - -0.04* 0.03 -0.05* 0.03
Between 25% and + -0.21* 0.15 -0.22* 0.15
50%
More than 50% total + 0.53* 0.34 0.56* 0.34
ownership
More than 50% + 0.34** 0.14 0.35*** 0.14
direct ownership
Growth 0.41*** 0.14 - -
Size 0.03 0.03 - -
Adjusted R2 0.08 0.07
N 1284 1284

Table 4 presents the Unstandardized Beta Coefficient, Standard error, Adjusted R? and N for the models including and excluding
control variables for the Dutch sample. The sample consists of 276 firms over the period of 2009-2013, combined 1284 observations.

The variables are measured as described in Table 1.
Significant at *10%, **5%, ***1%

Ownership concentration show that if shareholders own more
than 50% the results are conform to the second hypothesis.

Hypothesis three predicts a negative effect of inflation on
performance, this can be supported by the results of the
regression analysis, although only a relationship with a 10% level
of significance can be found. The Adjusted R? will be taken into
account since there are multiple predictors. The value is 0.08
indicating that 8% of the variance in the dependent variable can
be explained by the individual variables.

Furthermore, both models, with and without control variables,
show very similar results. Thus growth and size seem not to have
a big impact on the other determinants when measuring their
effect on firm performance, even though growth is significant at
a 1% level. The Adjusted R? for the model without control
variables it 0.07, meaning that 1% less of variance are explained

Table 5. Correlation: Dutch sample

by this model compared to the model including control variables.
This suggests that growth and size do play a role in determining
firm performance and make the model including these variables
more predicative.

4.2 Results Dutch sample
This section will provide information about the correlation and
regression results for the Dutch sample.

In table 5 the correlation between the dependent, independent, as
well as control variables for the Dutch sample is presented. Out
of the independent variables, leverage and all three ownership
variables have a negative correlation with Tobin’s Q. However,
only the values for leverage and the first ownership variable show

a significant correlation. The result reveals that if leverage
increases Tobin’s Q and thus firm performance will decrease as

Tobin’s Q Leverage Inflation Between More than 50% More than Growth
25%and 50% total ownership  50% direct
Leverage -0.17**
Inflation 0.01 <-0.01
Between 25% -0.11** -0.03 0.01
and 50%
More than 50% -0.04 -0.06* -0.01 -0.15*
total ownership
More than 50% -0.04 -0.07* 0.02 -0.23*** -0.12**
direct
ownership
Growth 0.11** 0.05 -0.04 <0.01 0.02 0.16%***
Size -0.12** 0.35%** <0.01 -0.19%** 0.11** 0.01 0.04

Table 5 presents the correlation results of the Dutch firms. The sample consists of 62 firms over the period of 2009-2013 leading to
287 observations. The variables are measured as described in Table 1. "<” indicates that the value is smaller than 0.01 or -0.01.

Significant at *10%, **5%, ***1%



Table 6. Regression results: Dutch sample

Tobin’s Q
Expected Including Control Excluding  Control

Variables Variables

Coefficient Standard Error Coefficient Standard error
Intercept 2.29 0.48 1.73 0.29
Leverage - -1.12%** 0.43 -1.28*** 0.40
Inflation + 0.05 0.15 0.03 0.15
Between 25% and + -0.50*** 0.18 -0.43** 0.18
50%
More than 50% total + -0.40* 0.28 -0.40* 0.28
ownership
More than 50% + -0.42** 0.20 -0.33* 0.20
direct ownership
Growth 0.89*** 0.35 - -
Size -0.50* 0.03 - -
Adjusted R? 0.06 0.04
N 287 287

Table 6 presents the Unstandardized Beta Coefficient, Standard error, Adjusted Rz and N for the models including and excluding
control variables for the Dutch sample. The sample consists of 62 firms over the period of 2009-2013, combined 287 observations.

The variables are measured as described in Table 1.
Significant at *10%, **5%, ***1%

well as when the ownership becomes more concentrated. This
aspect already supports a part of the first hypothesis, namely that
there is a negative relationship between leverage and financial
performance. Support for the second hypothesis, that a more
concentrated ownership leads to a better firm performance
cannot be found. Inflation has a positive relationship,
notwithstanding it is not even significant at a 10% level. The
control variables are both significant at a 5% confidence level.
Growth has a positive indication while size has a negative one.
That implies that firms with a higher growth rate, as well as those
who are bigger, measured in terms of assets, perform worse.
There is some correlation between independent and control
variables, which is also significant, however just like in the case
of the Indonesian sample, none of the values is 0.9 or higher. This
does not lead to a violation of the independence assumption.

In table 6 the Dutch regression results are presented. Leverage
has similar to the case of Indonesian firms a negative sign and is
significant at a 1% confidence level. The inflation variable shows
in contrast to the Indonesian results a positive relationship which
is conform to what was predicted in the hypothesis. Yet this
variable is also the only non-significant one out of the
independent variables. All three ownership variables have a
significant negative effect on Tobin’s Q, meaning that a higher
ownership concentration, at least one owner with more than 25%,
has a negative effect on a firm’s financial performance. This also
is not the expected direction that was formulated in hypothesis 2.
The control variables growth and size show that growth has
indeed a significant effect on Tobin’s Q which is positive. Size,
the In of assets, is negative and also not significant. It seems like
those variables play a moderate role when determining
performance. The Adjusted Rz implies that only 6% of the
variation of the dependent variable, financial firm performance,
can be explained by the predictor variables, leverage, ownership
and growth since these are the significant ones. This is not high,
but as indicated in the beginning of this paper there are many
aspects that can influence a firm’s performance and no collective
set of determinants has been established. While the coefficients

show that leverage, ownership and growth predict the variance,
leverage has the highest coefficient. This leads to the conclusion
that this variable has the highest effect on Tobin’s Q and thus
firm performance. The values for ownership are surprising since
a different direction was expected. The results for both models
differ to some extent. Leverage has a higher coefficient and is
significant at the same 1% confidence level, meaning that taking
all other variables into account the performance worsens when
leverage increases, this effect is decreased when the control
variables too are taken into account. All the directions of the
relationships remain the same. The ownership variables show a
similar result when the variables are included and when not.
Notwithstanding the coefficient of direct ownership is smaller
than the one of total ownership in the model excluding control
variables. But when the control variables are included the
opposite is the case.

The Adjusted R2 for the model including control variables is 6%,
making it more reliable than the model without control variables
which is only accountable for 4% of variance in the dependent
variable Tobin’s Q caused by the independent ones.

5. DISCUSSION

In this section the results of the Indonesian and the Dutch sample
of the regression coefficients, as seen in table 4 and 6, will be
compared and related to the three hypotheses. The control
variables will be included as well in the comparison and
discussion, as they seem to have an impact in both samples. A
reason for the inclusion is that the Adjusted R? is higher for the
model including control variables for both samples.

The Adjusted R2 is not very high for either of the two samples,
but since the value is similar for the Indonesian as well as Dutch
firms the model seems fitting. The R2 also shows that the model
including the control variables explains more of the variance in
the dependent variable of both cases.



5.1 Hypothesis 1

The first hypothesis predicts a negative relationship between
leverage and performance for both countries, but a higher
significance in Indonesia. According to the test results, both
countries show a negative relationship significant at the 1%
confidence level. For leverage, the coefficients of Indonesia (-
1.62) and the Netherlands (-1.12) are relatively similar. The
coefficient for the Indonesian sample however is higher, meaning
that the effect of leverage on performance is greater for
Indonesian firms than for the Dutch ones. This is also what was
expected. The direction of the result, negative, is in coherence
with the hypothesis and just like it was expected that, the effect
would be larger in Indonesia. As leverage is the variable with the
highest coefficient for both samples, it can be assumed that
leverage plays quite an important role in determining a firm’s
financial performance. This is also supported by previous studies
which presented leverage as firstly an important predictor and
secondly was often reoccurring in studies about the topic of firm
performance. After analysing the results the first hypothesis:
“The negative effect of leverage on performance is higher in
Indonesia than in the Netherlands.” can be confirmed.

5.2 Hypothesis 2

The second hypothesis expected a positive relationship between
ownership concentration and firm performance, while being
stronger in Indonesia than in the Netherlands. The coefficient for
the first ownership variable, more than one owner who possesses
between 25% and 50% of the company’s shares, is significant
and negative for both samples this shows that compared to the
reference variable, Tobin’s Q is lower and thus firm performance
worse. This is quite unusual, since it was not expected by
literature and therefore not by the hypothesis either. Both other
ownership variables are positive for Indonesia, this confirms one
part of the second hypothesis. Namely that a higher ownership
concentration leads to an increased performance. Which is the
case when the variable is positive meaning that the dependent
variable scores higher in relationship with the performance
variable, Tobin’s Q, than the reference variable in relationship
with the financial performance variable. And again all other
variables of the model have to be taken into consideration. Yet
for the Dutch sample, all three ownership variables are negative,
meaning that the Tobin’s Q is lower and firm performance worse
than the reference variable. Thus in the case of the Netherlands,
a higher concentration does not lead to a better financial firm
performance. These different results can be explained by the
differences in terms of ownership and, control between both
countries. Indonesia has in general, a higher ownership
concentration than the Netherlands, next to that business groups
play an important role just like surveillance and interference by
the government. In these aspects both countries differ quite
gravely, hence they are most likely the reason for differing
results.

The second hypothesis: “The relationship between ownership
concentration and performance is positive in Indonesia and more
significant than in the Netherlands” can only be partially
confirmed. To be specific it can be confirmed for Indonesia when
the percentage of the owner is higher than 50%, but has to be
rejected for the Dutch sample.

5.3 Hypothesis 3

The third hypothesis states that a negative effect of inflation on
firm performance can be found in Indonesia while the effect in
the Netherlands is assumed to be positive. The results show a
different direction of the relationship in both countries. In
Indonesia the inflation rate seems to have a negative effect on
firm performance. This was expected, because the Indonesian
inflation rate is quite high which indicates a not optimal or good

economic condition. The inflation rate was however positively
related with a firm’s financial performance for the Dutch sample,
like it was expected. It can partially be explained by the fact that
the inflation rate in the Netherlands is much lower and closer to
the one that is seen as normal. Nevertheless the result was not
statistically significant for the Netherlands. For Indonesia it is
significant at a 10% level, which leads to the conclusion that
hypothesis 3 can only be partly confirmed, as well. The results
show that conform to the hypothesis the effect is negative in
Indonesia. But since the Dutch results were not significant the
third hypothesis: “Inflation has a negative relationship with firm
performance in Indonesia and a positive one in the Netherlands”
can partly be confirmed. The relationships were as expected but
not significant for the Netherlands, leading to the conclusion that
the effect is more severe when the country is in a state of a non-
optimal economic condition.

5.4 Control variables

Growth and size were chosen as control variables, and the model
including both has a higher Adjusted R2 value, which is why their
effect on firm performance should also be compared for both
countries.

5.4.1 Growth

Growth is significant for both samples even at a 1% confidence
level. The direction, namely positive, was the same for both
countries, as well. The results imply that if a firm has a higher
growth the performance tends to increase. This does not seem
unusual, but in order to analyse the result further more research
should be conducted and previous literature reviewed.

5.4.2 Size

The control variable size has a different direction for both
countries and was only significant for the Dutch sample at a 10%
significance level. Hence size does not seem to play an important
role in determining firm performance in the samples of
Indonesian and Dutch firms. This is also surprising since size has
been a reoccurring determinant in literature. However, similar to
growth, more research has to be conducted in order to give a
thorough conclusion about the results.

6. CONCLUSION

The determinants of a firm’s financial performance have often
been a topic in academic literature. Many potential aspects have
been tested and their effects on the relationship with performance
analysed. This study aimed to contribute to the long list of articles
that discuss this topic area, by measuring the relationship of
capital structure effects, leverage, corporate governance,
ownership concentration, and economic effects, inflation, with
financial firm performance, Tobin’s Q. Indonesia and the
Netherlands were compared in order to determine what
differences there are among these counties concerning the
determinants. A comparison of those two countries is interesting
because of differing levels of development, and dissimilar
economic, legal and cultural environments. Still both countries
have close ties as mentioned in the introduction which also might
have an effect on the relationships between dependent and
independent variables.

The results that aim to answer the research question: “How do
determinants of financial performance of firms in Indonesia and
the Netherlands differ?” show that all three independent
variables influence the dependent one. Although inflation is only
significant for the Indonesian sample.

Leverage is the strongest determinant in both countries, it is
higher in Indonesia as already expected but the difference it not
tremendous. It implies that leverage has a higher negative impact
on firm performance when a countries legal system is not highly



effective as in the case of Indonesia. Nevertheless the difference
was as already mentioned not very striking so the effect of the
legal system is existent but does not seem to be very serious.

The results of the ownership concentration were surprising. In
the Indonesian sample they were mostly as expected. Although
the effect was negative for the first ownership variable meaning
that the performance is worse than of more dispersed firms.
However variable two and three showed a positive relationship.
Yet for the Netherlands only negative relationships were found,
suggesting that a dispersed ownership leads to a better
performance in the Netherlands. These results can be lead back
to the fact that the ownership is quite different in both countries.
In general more concentrated in Indonesian and affected by
business groups and government. These aspects of government
and business group intervention can lead to the varying results of
the three variables compared to the reference one.

Inflation was only significant in Indonesia and also negative.
Since the inflation value is much higher in Indonesia and also
critical, this is not very surprising. The negative direction was
expected, because the high inflation rate is not considered to be
good. The Dutch inflation rate is much lower and relatively
moderate, this can be a reason why the result was firstly positive
but also not significant. This leads to the conclusion that inflation
does not affect firms as much when it has a relatively moderate
rate. Again reasons for the differences are that both countries
present different economic conditions.

The R2 results suggest that the control variables growth and size
also influence performance. Growth much more than size, since
it was significant at a 1% level in both countries, size only for the
Dutch sample. These variables probably play an important role
when determining performance, but do not change very much
when countries vary.

The contribution of this study is to gain an understanding of how
determinants differ when the conditions of countries are not the
same. The two countries that are in focus in this paper differ in
the terms of development. And as said in the introduction and the
beginning of the conclusion section there are legal, cultural and
environmental differences among others. And because of these
different conditions the determinants differ. As a result of the
country differences, determinants from different natures were
chosen. This study also shows if one determinant has a higher
impact on performance than others. Making it clearer which
aspects play a more important role when the focus lies on a firm’s
financial performance. The ones that are not as highly influenced
by a country, leverage, growth do not show as much variation as
inflation and ownership.

The practical relevance of this research is to show how the
chosen determinants influence a financial performance. When it
is measured with Tobin’s Q. As well as which play a more
important role when the focus lies on a firm’s financial
performance.

The limitations of this research are that there are no exact
percentages for the ownership concentration. The effect of
ownership concentration of firm performance could be more
accurately measured when more detailed information is used.
Next to that performance is only measured by one variable.
Different variables could lead to other results. This would
address the issue of dissimilar results because of altering
performance measures. Similar to that multiple measures for the
economic condition could be applied. In order to gain a thorough
understanding of the effect on performance. Another limitation
are the low Adjusted R2 values, but there are many potential
determinants. Thus a model including all the determinants would
be very extensive.

Suggestions for further research are to add more determinants
from the same but also different natures. Since there are many
aspects that can influence the financial performance of a firm.
Multiple performance measures would also give a greater insight
into the effect of determinants.

The economic condition and also how ownership is structured,
as well as who and how many persons or parties have an
influence on the firm affect financial performance in a different
way. This is shown in the varying results of both countries.

Additionally this research showed that determinants have
differing influences depending on the circumstances and
situation of the country. Thus, as previous studies already point
out: there is no common collection of determinants which are
said to influence the financial performance of a firm. Simply
because many aspects have to be taken into account and legal,
economic and cultural aspects differ from one country to another.
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