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ABSTRACT
The study explores the impact of family versus non-family CEO management in 
Indonesian family companies on Corporate Governance (CG), Earnings Management 
(EM), and Tax Avoidance (TA). It examines if family-managed firms are more prone to 
EM than those with non-family CEOs, and considers TA as a mediator in the CG-EM 
relationship. This research is significant for understanding the dynamics of CG, EM, and 
TA within the unique context of Indonesian family businesses. It analyses how the 
leadership style of family CEOs, as opposed to non-family CEOs, influences these 
aspects. Based on the sample of the 117 family companies from 2018 to 2021, it has 
been found that tax avoidance partially mediates the relationship between corporate 
governance and earnings management in the full sample, family companies managed 
by family CEOs and family companies managed by non-family CEOs. Further, the results 
reveal that non-family CEO managed companies tend to exhibit lower levels of EM 
compared to those led by family CEOs. These findings contribute to the understanding 
of the dynamics of CG, EM and TA, and the leadership styles of family versus non-family 
CEOs. They also provide practical insights for policymakers and business practitioners in 
Indonesia, emphasizing the unique challenges and opportunities in family-run 
enterprises.

1.  Introduction

Family companies are businesses in which the majority of shareholders are family members aiming to 
preserve their wealth across generations by holding key positions to pursue their personal interests 
(Anderson & Reeb, 2004; del Carmen Briano-Turrent & Poletti-Hughes, 2017).

These companies encompass two shareholder categories: minority shareholders (non-family members) 
and majority shareholders (family members). The latter group is more susceptible to conflicts typically 
stemming from minority shareholders (commonly known as agency problems). This observation is sup-
ported by Setiawan et  al. (2022), which underscores the active involvement of family members in man-
aging the company, thus transforming agency conflicts from a manager-shareholder conflict (Agency 
Problem Type I) to a controlling-non-controlling shareholder conflict (Agency Problem Type II). 
Consequently, potential conflicts not only impact minority shareholders but also impede equity market 
development and limit access to capital markets (OECD, 2020).

Furthermore, family companies play a pivotal role in enhancing a country’s economic development, 
as exemplified by the world’s 500 largest family businesses, which outpaced global economic growth. 
They generated $8.02 trillion in revenue and employed 24.5 million people worldwide, including 
Indonesian companies like PT Gudang Garam Indonesia (rank 214) and PT Bank Central Asia (rank 328) 
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according to the EY & University of St. Gallen Global Family Business Index (2023). This demonstrates the 
substantial growth of family companies in Indonesia compared to the global average.

A comparison between family companies in Indonesia and the USA reveals that both nations rely 
heavily on family companies, with the former contributing over 82% and the latter 60% to their respec-
tive GDPs in 2021 (Daya Qarsa, 2022; Van Der Vliet, 2021). However, a survey indicates that only 60% of 
family businesses in Indonesia believe they have the full trust of family members, which is lower than 
the global average of 74% (PwC, 2023) Consequently, it can be inferred that family companies are sig-
nificantly influential in the global business landscape.

Additionally, the Asian financial crisis of 1997 exposed the detrimental consequences of poor gover-
nance within corporations, highlighting the need for a more discerning evaluation of CG effectiveness in 
fostering a country’s economic growth (Hillier et  al., 2011; Shah & Shah, 2014). This is reinforced by the 
increasing instances of financial statement fraud within well-known corporations such as Olympus 
Corporation, Enron, and WorldCom. Hence, the implementation of robust CG ensures transparent finan-
cial reporting, thereby reducing the incidence of earnings management (Hunton et  al., 2006).

This assertion finds support in the context of Indonesia’s economic crises in 1998, 2008, and the Covid-19 
pandemic in 2020. These events led to numerous corporate bankruptcies and an uptick in unemployment 
rates (Tambunan, 2019). Nevertheless, several Indonesian family companies weathered these crises success-
fully, including Media Nusantara Citra Tbk, Sat Nusapersada Tbk, Gudang Garam Tbk, Ciputra Development 
Tbk, and Mayora Indah Tbk. demonstrating that family-owned businesses, through the implementation of 
effective CG practices, can make a positive contribution to the Indonesian economy.

Family companies can be overseen by family or non-family members. Earlier research suggested that 
a higher presence of family members within the company could significantly reduce efforts to mitigate 
earnings management (EM) (Feki Cherif et  al., 2020). However, other studies provide contrasting evidence 
(Eng et  al., 2019; Stockmans et  al., 2010) indicating that family companies exhibit more pronounced EM 
activities, especially during periods of poor performance.

1.1.  Background and motivation

Indonesia’s corporate landscape is significantly influenced by family firms, which play a crucial role in the 
nation’s economy (Kristanti et  al., 2016; Soleimanof et  al., 2018). These companies are often characterized 
by unique governance structures, with family members holding key positions. This familial involvement 
can lead to distinct challenges, particularly in the realms of Corporate Governance (CG) and Earnings 
Management (EM) (Bergmann, 2023).

The influence of family members in executive roles raises pertinent questions about the effectiveness 
of corporate governance practices. In many cases, family ties may lead to a concentration of power, 
potentially compromising the objectivity and effectiveness of decision-making processes (Basco, 2013). 
This concentration of power can lead to governance challenges, particularly in transparency and account-
ability, which are vital for investor trust and market efficiency (Aguilera & Crespi-Cladera, 2016).

Moreover, the role of EM in these firms is of significant interest. The desire to maintain control and 
project stability might motivate family CEOs to engage in EM practices, differing from those employed 
by non-family CEOs (Gottschalck et  al., 2023; Oware & Appiah, 2022). This potential variance in practices 
between family and non-family managed firms forms a critical area of investigation, as it might have 
substantial implications for stakeholders and the broader market.

The backdrop of this study is also set against the evolving Indonesian regulatory and economic envi-
ronment, which has seen significant changes in CG standards and practices. These changes aim to 
enhance transparency and accountability in businesses, thus influencing how companies, especially 
family-run, navigate these regulations while maintaining their competitive edge.

The study is motivated by the need to understand how family dynamics within Indonesian firms influ-
ence CG and EM practices. This understanding is crucial for developing more effective governance mech-
anisms and for providing insights into the unique challenges faced by family firms in Indonesia.
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1.2  Research questions and objectives

This study is structured around several pivotal research questions and objectives, each designed to 
deepen our understanding of CG, Tax Avoidance (TA), and EM in the context of family and non-family 
CEO-led Indonesian companies.

The foremost inquiry of this research is to ascertain how TA mediates the relationship between CG 
and EM. This question arises from the observation that TA practices might not just be a consequence of 
CG but could also influence how firms manage their earnings.

The study also aims to explore the differences in EM practices between family and non-family CEO 
led companies. This includes investigating whether family CEOs, driven by their desire to retain control 
and protect family wealth, are more or less inclined towards EM compared to their non-family 
counterparts.

Theoretically, the research intends to enrich the literature on CG and EM by integrating the 
often-overlooked variable of TA. It seeks to bridge the gap in understanding how different leadership 
structures within companies influence their financial reporting practices and compliance behaviors.

Practically, the study aims to offer insights useful for policymakers, regulators, and practitioners in 
enhancing CG frameworks, particularly in family-dominated business environments. By understanding the 
nuances in how different types of CEOs manage earnings, regulatory bodies can tailor more effective 
governance policies.

Finally, the study endeavors to contribute to the existing body of knowledge by providing empirical 
evidence from the Indonesian context, a relatively under-explored area in this field of study, thereby 
adding a valuable perspective to the global discourse on CG, TA, and EM.

1.3  Theoretical and empirical motivation

The theoretical and empirical motivation for this study is rooted in a multi-faceted understanding of CG, 
EM and TA in the context of Indonesian businesses.

The research is primarily anchored in agency theory, which postulates conflicts between principals 
(shareholders) and agents (managers). In family firms, this conflict may manifest distinctly, influencing CG 
practices and EM tendencies (Armstrong et  al., 2010; van Essen et  al., 2015). The study also draws upon 
stewardship theory, particularly relevant for understanding family CEOs’ motivations and actions.

Empirically, there exists a notable gap in understanding the interplay between CG, TA, and EM in the 
Indonesian setting, especially in family-run businesses. Previous studies have extensively examined these 
aspects in Western contexts, but there’s a dearth of comprehensive research focusing on Indonesia, 
where family businesses dominate the economy.

The empirical aspect of this study is motivated by the need to provide concrete evidence on how 
governance structures in family firms influence their approach to TA and EM. The unique 
socio-economic and regulatory landscape of Indonesia provides an ideal setting to explore these 
dynamics.

This research aims to merge theoretical concepts with empirical data, providing a robust framework 
for understanding the real-world implications of CG, TA, and EM in family versus non-family CEO-led 
companies. By doing so, it seeks to offer insights that are both academically rigorous and practically 
relevant.

Ultimately, the study endeavors to enhance existing theoretical models by incorporating findings from 
an emerging economy context, thereby broadening the scope and applicability of these theories in 
global business practices.

1.4  Contributions to the literature

This research endeavors to make several key contributions to the existing body of literature in the field 
of CG, TA and EM:
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a.	 New insights in the Indonesian context: By focusing on Indonesia, a relatively underexplored region 
in this field, the study provides fresh insights into how cultural, regulatory, and economic factors in 
emerging markets influence corporate behaviors.

b.	 Family vs. non-family CEO analysis: The comparative analysis of family and non-family CEO led firms 
in terms of CG, TA, and EM practices fills a significant gap in current research. This distinction is 
critical in understanding the diversity of CG models and their outcomes.

c.	 Role of tax avoidance: By examining TA as a mediating factor in the relationship between CG and 
EM, the study adds a new dimension to existing theories, challenging and extending the conven-
tional understanding.

d.	 Practical implications for policy and governance: The findings of this research hold practical value for 
policymakers and CG practitioners. By shedding light on the nuances of governance in different 
corporate structures, the study aids in the formulation of more tailored governance policies.

These contributions collectively enhance our understanding of corporate practices in emerging mar-
kets and offer a nuanced perspective on the interplay between CG, tax practices and EM.

2.  Background

2.1  Indonesian corporate governance reforms

In the aftermath of the 1997 Asian financial crisis, Indonesia embarked on significant CG reforms. 
This period marked a fundamental shift, aiming to enhance transparency and accountability within 
the corporate sector. The reforms introduced stringent regulations and guidelines, focusing on 
improving CG structures in both family-owned and non-family businesses (Wijayati et  al., 2016; Yin 
Sam, 2007). These changes were pivotal in addressing the previously prevalent issues of nepotism, 
lack of shareholder rights, and weak corporate boards. The reformation efforts were crucial in estab-
lishing a more robust, transparent, and accountable corporate environment in Indonesia, setting new 
standards for corporate conduct and governance practices (Amidjaya & Widagdo, 2019). These 
reforms have had a lasting impact on how Indonesian companies, especially family-run enterprises, 
operate and are governed, thereby providing a critical backdrop for understanding the current CG 
landscape in Indonesia.

2.2  Earnings management (EM) in Indonesian companies

EM in Indonesian companies, especially within the context of family-run businesses, presents a complex 
scenario. The Indonesian corporate sector, characterized by a mix of family-dominated firms and modern 
corporations, has witnessed diverse practices in financial reporting (Duygun et  al., 2018; Kilincarslan, 
2021). EM, the practice of using judgment in financial reporting to manipulate earnings to achieve cer-
tain benchmarks, has been a topic of growing interest and scrutiny in Indonesia. This focus is attributed 
to the unique corporate culture and governance structures prevalent in Indonesian companies, where EM 
can serve as a tool for achieving various objectives, ranging from maintaining family control to meeting 
market expectations (Efferin & Hartono, 2015; Efferin & Hopper, 2007). The exploration of EM in these 
settings is crucial for understanding the broader financial practices and implications for stakeholders in 
the Indonesian corporate landscape.

2.3  Role of tax avoidance (TA)

The role of TA in Indonesian companies is a critical aspect of the CG landscape. In Indonesia, TA 
practices have been a subject of concern and regulatory attention, given their potential impact 
on corporate transparency and accountability (Faisal et  al., 2023; Rudyanto & Pirzada, 2021). These 
practices, often adopted as strategies to minimize tax liabilities, can significantly influence a com-
pany’s financial health and reputation (Arieftiara et  al., 2019; Guedrib & Marouani, 2023). In the 
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context of this study, understanding TA is essential for examining its potential role as a mediator 
between CG and EM. This is particularly relevant in the Indonesian context, where varying levels 
of regulatory enforcement and CG standards can lead to diverse TA behaviors among companies, 
especially in family-run versus non-family-run businesses. The examination of TA practices in 
Indonesia thus offers valuable insights into the interplay between taxation policies, CG, and finan-
cial reporting practices.

2.4  Regulatory and policy developments

The landscape of regulatory and policy developments in Indonesia has significantly evolved, particularly 
in the realm of CG and financial practices (Jarvis, 2012; Robison & Hadiz, 2017). These developments 
have been driven by a need to align Indonesian business practices with global standards, especially after 
the Asian financial crisis. The reforms introduced have aimed to strengthen CG structures, enforce stricter 
compliance standards, and ensure greater transparency and accountability in business operations. This 
evolution of policies and regulations is pivotal in understanding the current practices of EM and TA in 
Indonesian companies, as they provide a legal and ethical framework within which these businesses 
operate. The continuous adaptation of these policies reflects Indonesia’s commitment to fostering a 
robust and transparent corporate sector.

2.5  Research context justification

Indonesia presents a compelling research context due to its unique blend of family-dominated busi-
nesses and evolving CG landscape. The substantial reforms and regulatory shifts in the wake of the Asian 
financial crisis have profoundly impacted corporate practices (Gellert, 2005). These changes, coupled with 
the significant role of family firms in the Indonesian economy, create a distinctive setting for examining 
CG, TA and EA. This backdrop offers a rich field for exploring how these elements interact in a rapidly 
developing economy, making Indonesia an ideal setting for this study.

3.  Theoretical framework

3.1  Agency theory

In the context of this paper, Agency Theory is pivotal. Originally conceptualized by Jensen and Meckling 
(1976), it suggests a potential conflict of interest between the principals (shareholders) and agents (man-
agers) of a company. This theory is particularly relevant to understanding CG in family-run businesses 
(Ahmed & Uddin, 2018; Aronoff & Ward, 1995). In such firms, the overlap between ownership and man-
agement could either mitigate or exacerbate agency problems. The theory predicts that where agency 
conflicts are high, practices like EM might be more prevalent as managers may prioritize personal goals 
over shareholders’ interests (Al-Begali & Phua, 2023; Martínez-Ferrero et  al., 2016). This framework pro-
vides a lens through which we can examine the dynamics of EM and CG in family run Indonesian firms.

In Indonesian family-run companies, the overlap of ownership and management might lead to height-
ened agency conflicts, resulting in more pronounced EM behaviors. This hypothesis aligns with the the-
ory’s suggestion that where managers’ interests are not fully aligned with those of the shareholders, they 
may engage in practices like earnings manipulation to serve personal or familial objectives (Bosse & 
Phillips, 2016; Pepper & Gore, 2015).

3.2  Tax avoidance as a mediator

TA is posited as a mediating factor between CG and EM. This perspective is based on recent research sug-
gesting that the quality of CG can influence a firm’s approach to tax strategies, which in turn can impact EM 
practices. In family businesses, where CG structures may differ from non-family firms, the approach to TA 
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could play a critical role in how earnings are managed. This framework thus aims to explore the mediating 
role of TA, offering a nuanced understanding of its impact within the context of Indonesian family businesses.

The governance quality in Indonesian companies, particularly in family-run firms, significantly influ-
ences their TA strategies, which in turn affects EM practices (Al-Begali & Phua, 2023; Gil et  al., 2024). This 
hypothesis assumes that stronger CG leads to more ethical and transparent tax practices, thereby reduc-
ing the propensity for earnings manipulation. Conversely, weaker governance, potentially observed in 
some family businesses, might correlate with more aggressive TA and subsequent EM behaviors (Gaaya 
et  al., 2017; Nazir & Afza, 2018).

3.3  Empirical studies on Earnings Management

The empirical studies on Earnings Management explores recent empirical evidence to understand the 
nuances of earnings manipulation in different corporate settings. It involves examining contemporary 
research findings, including those focusing on family firms. This framework seeks to analyze how EM 
practices vary depending on the company’s leadership and governance structure, drawing insights from 
recent empirical studies that delve into these distinctions. This approach is vital for understanding the 
current trends and patterns in EM across various types of companies, thereby enriching the overall inves-
tigation of this subject in the Indonesian corporate context.

There are discernible differences in EM practices between family and non-family firms in Indonesia, 
with family-run businesses potentially engaging in more conservative EM strategies (Al-Begali & Phua, 
2023; Boonlert-U-Thai & Sen, 2019). This hypothesis is informed by empirical findings that suggest varia-
tions in EM behaviors based on the type of leadership and governance structures within companies, 
highlighting a potential distinction in financial reporting practices between these two categories of firms.

4.  Literature review and hypotheses development

Family-run firms in Indonesia are more likely to engage in EM compared to non-family firms due to the 
heightened agency conflicts inherent in their governance structure (Bennedsen et al., 2022; Joko Pramono 
et  al., 2022). This hypothesis draws from the theory’s assertion that conflicts of interest between share-
holders and family-member managers could lead to practices that prioritize familial goals over share-
holders’ interests, potentially manifesting in more pronounced EM behaviors in these firms.

Agency theory comes into play when a contract is established between one or more owners (princi-
pals) and a manager (agent) for the provision of services that involve delegating decision-making author-
ity to the agent (Jensen & Meckling, 1976). Consequently, agency theory is employed to address and 
mitigate issues that arise in a company due to the separation of ownership and management. This sep-
aration can give rise to agency costs related to aligning interests through monitoring efforts (Murni 
et  al., 2023).

Previous research has categorized the causes of agency problems into two types: Agency Problem 
Type I and Agency Problem Type II. Agency Problem Type I stems from classical agency conflicts between 
the interests of the owner and the manager (Jensen & Meckling, 1976). In contrast, Agency Problem Type 
II represents a conflict between controlling shareholders (majority) and non-controlling shareholders 
(minority). This conflict typically emerges among controlling and non-controlling shareholders, as opposed 
to the conflict that exists between managers and shareholders in firms with dispersed ownership 
(Lin, 2017).

A family company denotes a company controlled by a family that plays a significant role as man-
agers or owners. This type of company demonstrates that the concept of ownership goes beyond 
its legal dimensions (Miller et  al., 2007; Zellweger, 2020). Companies under the control of family 
members also contribute to Type II agency conflicts, where the conflict arises between majority 
shareholders (controllers) and minority shareholders (non-controllers) (Wan Mohammad & 
Wasiuzzaman, 2020). Based on earlier research, it’s suggested that family companies with higher 
insider ownership have a greater propensity for engaging in Earnings Management (EM) (Jin 
et  al., 2021).
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Several criteria determine whether a company qualifies as family-owned. These criteria may include 
family ownership of shares accounting for at least 20% (Robin & Amran, 2016), family members holding 
at least 25% of shares with a minimum of two people in management roles (De Massis et  al., 2013), and 
alternative thresholds of 10%, 30%, or 40% family ownership (La Porta et  al., 1999).

The CEO of a company can either be a family member or a non-family member. For instance, Sat 
Nusapersada Tbk is led by a family CEO, while Bukit Darmo Property Tbk is headed by a non-family CEO. 
This distinction gives rise to varying agency conflicts between the CEO and the owner. Companies man-
aged by family CEOs tend to require fewer executive compensation plans based on reported earnings 
for monitoring the CEO’s performance (Young & Tsai, 2008). This distinction suggests that family CEOs 
and non-family CEOs possess different incentives, impacting their behavior and EM activities.

Family companies have a better financial reporting if compared to other types of firm (Cascino et  al., 
2020), this shown by their high earnings informativeness and the ability in anticipating the future cash 
flows, as well as higher earnings response coefficients (Ali et  al., 2007), fewer restatements (Tong, 2007), 
and greater likelihood of disclosing earnings warnings to reduce the probability of discretionary accrual 
actions (Chen et  al., 2008; Jiraporn & DaDalt, 2009). However there are some different perspective, that 
argued family companies are negatively associated with financial reporting quality measured in terms of 
lower earning informativeness (Ding et  al., 2011), higher use of discretionary accruals (Chi et  al., 2015) 
and real earnings management activities (Razzaque et  al., 2016).

Based on previous research on the effect of CEO and non- family CEO which effect EM, there are very 
diverse conclusions. This is evidenced by research results stating that, the propensity for family compa-
nies to manage earnings is higher in the case of non-family CEOs, relative to family CEOs, as their com-
pensation is more often linked to the financial performance of the firm to align the interests of family 
owners and CEOs (Yang, 2010). This happens because family members who sit in top management lack 
competence and are less professional in managing the company (Murni et  al., 2023), this tense to show 
that family CEO have higher probability in doing EM. Hence, this study hypothesizes the following:

H1: Family companies managed by non-family CEOs have lower levels of EM compared to family companies 
managed by family CEOs.

The agency theory, fundamental to understanding CG, posits a conflict of interest between principals 
(shareholders) and agents (managers). Introduced by Jensen and Meckling in 1976, this theory has been 
pivotal in exploring corporate behavior, particularly in family businesses where ownership and manage-
ment often overlap. In such settings, agency conflicts might manifest differently, influencing practices 
like earnings management. Subsequent studies have expanded on this theory, examining its implications 
in diverse business contexts, including Indonesian family firms. These studies provide insights into how 
agency conflicts in these firms might lead to distinct financial reporting practices, contributing to the 
broader understanding of CG and financial management in different organizational structures.

The economic crisis at the end of the 1990s in Indonesia, caused by the poor implementation of CG 
practices, including a lack of transparency, weak audit systems, and ineffective roles of the board of 
directors (Keuangan, 2014; Zhuang et  al., 2000). These statements indicated that the main contributors 
to the economic crisis were the weak governance within companies, which had a significant impact on 
the urgency of reform, especially in Indonesia. Until 2020, an economic crisis emerged, affecting the 
entire world, including Indonesia. According to the Indonesia Central Statistics Agency (Badan Pusat 
Statistik, 2021), Indonesia experienced an economic contraction of -2.07% during the Covid-19 pandemic, 
leading to deflation. CG remains weak in most Indonesian companies. Therefore, the Covid-19 pandemic 
serves as a reminder to business owners about the importance of governance in their companies. 
Consequently, it can be concluded that the implementation of good CG will significantly affect a com-
pany’s operations and growth.

Recognizing the weak state of CG in Indonesia, the Financial Services Authority, Otoritas Jasa Keuangan 
(OJK), created a roadmap to achieve better governance. This roadmap will be the primary reference for 
implementing good CG, particularly for public companies. Moreover, it will contribute positively, allowing 
Indonesia to align itself with CG practices in the ASEAN region to face the ASEAN Economic Community 
in 2015. This endeavor will involve all stakeholders to support the success of this roadmap.
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The impact of family companies on EM has been analyzed before, highlighting that governance char-
acteristics of family companies can affect their tendency to manipulate earnings (Ansari et  al., 2021). 
Prior studies offer differing opinions and present conflicting results. Brenes et  al. (2011) argue that the 
implementation of CG in family companies differs from that in general companies due to different ambi-
tions and cultural practices that influence board composition (Luan et  al., 2018).

It is suggested that governance characteristics of family companies can affect their inclination to 
manipulate earnings (Ansari et  al., 2021). A study by Githaiga et  al. (2022) reveals that a low separation 
between ownership and control, assuming a larger board size, one of the elements of CG, may reduce 
the monitoring of the management team, increasing the risk of expropriation by controlling shareholders 
and the board members’ discretion in setting higher remuneration levels and manipulating company 
results for their own benefit. However, with the increasing competition in the business world, the direc-
tor composition of family businesses has become more diverse. The mechanism of CG significantly neg-
atively influences EM (Abbadi et  al., 2016; Mahrani & Soewarno, 2018). This is evidenced by the previous 
studies, where family firm could retain better than their competitors would do: if we compared family 
firm work forces turned only 9% over annually, but non-family firm 11% over annually (Kachaner et  al., 
2012). Not only that, this statement is also supported by Zellweger et  al. (2011), which indicates that the 
average age of a firm that controlled by family is 60.2 years.

CG is a crucial factor influencing EM (Al-Zaqeba et  al., 2022). This is supported by the practices of 
some major global and Indonesian companies engaging in EM, such as Enron in the United States, 
WorldCom in Italy, and PT Tiga Pilar Sejahtera Food Tbk in Indonesia (Othman & Zeghal, 2010; Raharjo, 
2022). However, previous research on the influence of CG on EM has yielded inconsistent results, leading 
to this study to validate the findings related to these two variables. Some previous studies (Naz et  al., 
2023; Talbi et  al., 2015) suggest that the board size, one of the CG elements, significantly and negatively 
affects EM. Therefore, it is hypothesised that:

H2: The implementation of CG in family companies has a positive influence on EM.

An overview of the theoretical framework is presented in Figure 1.
The concept of TA as a Mediator in the relationship between CG and EM is a growing area of interest 

in corporate finance literature. Recent studies have begun to explore how tax strategies, influenced by 
governance structures, impact EM decisions. This area of research is particularly relevant in contexts 
where CG varies, such as in family versus non-family businesses. The mediation role of TA offers a 
nuanced understanding of the interplay between governance quality and financial reporting practices, 
highlighting how tax strategies can be a significant factor in corporate financial decisions.

CG not only impacts the behavior of employees and managers within a company but also has a sig-
nificant influence on the TA activities undertaken by company owners. Previous research, as exemplified 
by Minh Ha et  al. (2022), demonstrates that TA is utilized by companies as a legitimate means to reduce 
their tax liabilities and as an internal resource management strategy to minimize external funding. 
Consequently, CG can affect the TA practices of a company, a notion supported by studies such as those 
conducted by Desai and Dharmapala (2006); Chen et  al. (2022), which reveal that CG can exert a sub-
stantial negative impact on TA.

It is crucial to recognize that TA is not divorced from the CG mechanisms designed to influence 
decision-making and oversee the choices made by a company. The ownership structure of a company is 
a critical factor that must be taken into account, as it not only affects agency conflicts but also shapes 
the company’s behavior. As a result, several studies have emphasized that strong family ownership ties 
within a company can lead to increased tax-aggressive behavior.

Figure 1. T heoretical framework.
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TA involves company owners diverting wealth that should rightfully be contributed to state tax reve-
nues. State tax revenues for the State Budget (APBN) encompass various categories, including Property 
Tax, Oil and Gas Income Tax, Non-Oil and Gas Income Tax, Other Taxes, VAT, and Luxury Sales Tax. The 
primary aim of this practice among company owners is to benefit shareholders and company managers 
by preserving higher income and limiting cash outflows for tax payments, as noted by Li et  al. (2017).

TA by a company can have a significant impact on a country’s tax revenues, particularly in the real of 
taxation. This is evident from the decline in Indonesia’s tax ratio from 11.6% in 2019 to 10.1% in 2020, 
representing a 1.5% decrease in the tax ratio, as reported by the OECD (2022). Furthermore, in 2020, 
Indonesia’s tax ratio fell below the averages of other regions, including Asia-Pacific countries (19.1%), 
African countries (16.6%), OECD countries (33.5%), and Latin American and Caribbean countries (21.9%). 
Consequently, government policies are imperative to curtail tax avoidance practices in Indonesia.

Several studies also posit that TA can impact EM. Companies can reduce their tax expenses by defer-
ring income recognition, a tactic categorized as TA. Such activities can lead to managerial decisions 
involving EM to manipulate financial reporting. This assertion is corroborated by Scott (2012), who con-
tends that companies engage in EM to reduce income tax burdens, thereby diminishing the amount of 
tax payable.

EM serves as a tool to adjust a company’s reported earnings, whether to increase or decrease them 
in financial reporting. This introduces a different dynamic when a company is led by a CEO who is a 
family member as opposed to an external individual. Given the opportunistic nature of managers, this 
can lead to strategies to engage in TA for personal gain, as observed by Paiva et  al. (2019).

H3: TA mediates the relationship between CG and EM

5.  Research design

5.1  Sample and data

In this study, the company type under investigation aligns with the definition provided by De Massis 
et  al. (2013). Accordingly, we gathered 468 data samples of 117 family companies spanning a period of 
4 years (2018–2021) that met these specified criteria and will be utilized in our research.

For data analysis, this study will apply panel regression by using Eviews. Prior to regression, we iden-
tified outliers in the dataset using the z-score method. Out of the 468 data collected from family com-
panies managed by both family and non-family CEOs, 163 were identified as outliers and subsequently 
excluded from our analysis. Consequently, our analysis focused on 305 data. This same process was 
applied to both family companies managed by family CEOs and those managed by non-family CEOs, as 
presented in Table 1.

The collected sample of family companies was then further categorized into two groups: those with 
family CEOs and those with non-family CEOs. This study encompasses three distinct research categories: 
family companies with family CEOs, family companies with non-family CEOs, and a combination of both.

5.2  Variables and measurements

The definitions and measurements of the variables included in this study are provided as follows:

Table 1. A nalysis of the sample.
Description Full Sample FCEO NFCEO

Sample 117 69 48
Total Observation data 468 276 192
Observations discarded (outliers) (163) (19) (29)
Final sample 305 257 163

Note: FCEO = Family CEO managed companies, NFCEO = Non-family CEO managed companies.
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5.2.1  Dependent variable
The calculation of EM is conducted using the Modified Jones models. These models exhibit minimal 
disparities when compared to the traditional Jones models. The primary distinction between the two 
equations lies in how EM is influenced by revenue and debt accounts (Peasnell et  al., 2000). The process 
of computing EM through the Modified Jones model involves three stages (Dechow et  al., 1995). In the 
first stage, both the Jones Model and The Modified Jones employ similar calculations for determining 
total accruals, as expressed by the formula:

	 TA Current Asset Cash Current Liablities STD D
it it it it it
= − − + −∆ ∆ ∆ ∆ AAE

it
	

The only variance in this first stage formula pertains to ΔSTDit, representing the difference between 
current liabilities in year t and current liability debt in year t-1. Otherwise, the calculations for EM using 
The Modified Jones align with those of the Jones Model. Following the completion of total accrual cal-
culation, the estimation of normal accruals is required. The Modified Jones performs a time-series regres-
sion, differing from the Jones Model, which uses a cross-sectional approach. The second stage in The 
Modified Jones calculation is as follows:
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Upon completing the second stage and determining the total normal accruals, the final step is to 
calculate discretionary accruals. The formula for discretionary accruals using The Modified Jones is as 
follows:

	 DA NA
it it
= −

−

TA

A

it

it 1

	

After completing all the steps above, the data is categorized into various segments based on pre-
defined criteria. When assessing the EM results, a negative value indicates a company’s intent to mini-
mize income through EM, while a positive value suggests a company’s aim to maximize income. A 
previous study by Indriani and Pujiono (2021) has also explored this topic.

5.2.2  Independent variable
In this study, the independent variable is CG. We employed dummy variables, as outlined by Solikhah 
and Maulina (2021), following a set of 20 questions that adhere to all the principles of CG established 
by OECD. These principles encompass transparency (5 questions), accountability (5 questions), responsi-
bility (3 questions), independence (3 questions), and fairness and equality (4 questions).

All the data used to construct an index is sourced from the annual reports of the companies. This 
index, referred to as the CG Index (CGI), is determined as follows:

	 CG Index CGI
Number of Items Published

Total Indicator
( ) = 	

Total indicators: 20 items

5.2.3.  Mediating variable
In this study, TA has been selected as the mediating variable. This choice is based on the support 
from several previous studies suggesting that TA can effectively serve as a mediator variable in this 
context.

The calculation method used here follows the formula provided by Henry and Sansing (2018), where 
the Δ value represents the TA value of a company. When Δ equals 0, it signifies that the cash taxes paid 
are in line with the expected taxes. However, if Δ is greater than 0, it indicates that the cash taxes paid 
exceed the expected taxes, while if Δ is less than 0, it means that the taxes paid are less than the 
expected taxes.
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	 HS
Cash tax Paid pre tax income

Book value asset Market valu
=

− −( )
+

τ ∗
ee equity Book value Equity−( )

	

Δ = Cash tax Paid – τ*(pre-tax income)

6.  Emperical results and discussion

6.1.  Descriptive statistics

Table 2 illustrates the descriptive statistics for all variables employed in this study. From the findings, it 
can be observed that family companies exhibit an average EM of -0.22. This suggests a propensity for 
these firms to engage in EM with the objective of income minimization. Nevertheless, it is crucial to note 
that not all family companies pursue this type of EM, as the range of EM spans from a minimum of -3.10 
to a maximum of 1.50, indicating that some family companies also aim to engage in EM with the goal 
of income maximization.

The mean of CG is 0.78, with a range of 0.66 – 0.91 and standard deviation is 0.07. These results suggest 
that family companies are likely to demonstrate strong governance, as the average significantly exceeds the 
standard deviation. As for TA, the mean of TA is 0.00, with a range of -0.02 to 0.02 and a standard deviation 
of 0.01. These findings imply that the variance in this measure is relatively high, given that the average is 
smaller than the standard deviation. In fact, the standard deviation is 0.8% larger than the average.

This study also conducts a comparative analysis between family companies managed by family CEOs 
and those overseen by non-family CEOs, as detailed in Tables 3 and 4.

Comparing these two groups, the descriptive statistics reveal that the average EM differ with -0.19 for 
family CEOs and -0.39 for non-family CEOs. This indicates that family companies managed by non-family CEOs 
are less inclined to engage in EM. It can be assumed that companies led by professional CEOs are less likely 
to engage in EM, likely due to the greater experience possessed by family CEOs. Additionally, both types of 
companies tend to engage in EM with income minimization, as evidenced by the negative values.

The mean of CG in family companies managed by non-family CEOs show a slightly higher compared 
to those led by family CEOs. However, the difference between these two groups is not substantial, only 
around 0.01. Thus, it can be concluded that the governance of family companies managed by family 
CEOs and non-family CEOs does not significantly differ. When comparing TA between these two groups, 
the mean and standard deviation can be examined. There is no significant different between the mean 
of TA in family companies managed by family CEOs and those managed by non-family CEOs. The 

Table 2.  Descriptive statistics for all family companies.
Variable Full Sample

Obs Mean Min Max Std. dev

EM 305 −0,2155 −3,0976 1,4971 0,7000
CG 305 0,7826 0,6563 0,9118 0,0650
TA 305 0,0007 −0,0167 0,0187 0,0082

Table 3.  Descriptive statistics for family CEO managed companies.
Variable Family CEO

Obs Mean Min Max Std. dev

EM 257 −0,1870 − 3,9999 3,0382 0,7134
CG 257 0,7797 0,5625 0,9688 0,0635
TA 257 0,0027 − 0,0465 0,0591 0,0170

Table 4.  Descriptive statistics for non-family CEO managed companies.
Variable Non-Family CEO

Obs Mean Min Max Std. dev

EM 163 −0,3960 −3,4367 1,4971 0,9024
CG 163 0,7822 0,6176 0,9375 0,0685
TA 163 0,0026 −0,0388 0,0444 0,0146
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standard deviation of TA in family companies managed by family CEOs is 0.24% larger than the standard 
deviation of those managed by non-family CEOs.

6.2.  Discussion and research results

In this study, an analysis is conducted on three separate entity categories: family companies, family com-
panies managed by family CEOs, and family companies managed by non-family CEOs.

6.2.1  Family companies managed by non-family CEOs have lower levels of EM compared to family 
companies managed by family CEOs
In relation to Levene’s test concerning EM, it involves calculating variance and t-test values for the 
dependent variable to assess whether family companies led by non-family CEOs exhibit higher or lower 
levels of EM compared to those under family CEO management.

The outcome of Levene’s Test for Equality of Variances, as presented in Table 5, reveals a noteworthy 
value of 0.001, which is less than the significance level α = 0.05. This indicates a significant difference in 
variance between companies led by Family CEOs and those managed by Non-family CEOs. Additionally, 
the t-test for Equality of Means yields a significant value of 0.037, also below the α = 0.05 threshold. This 
implies that companies with Family CEOs exhibit higher levels of earnings management compared to 
those with non-family CEOs at the helm.

Table 6 reveals that companies managed by family CEOs have an average EM value of -0.152, which 
is higher compared to companies managed by non-family CEOs with an average of -0.308. Consequently, 
this test’s outcomes indicate that companies under non-family CEO leadership tend to exhibit lower 
levels of EM compared to those led by family CEOs, thereby confirming hypothesis H1. These findings 
align with prior research by Chi et  al. (2015); Razzaque et  al. (2016), which suggests that non-family CEOs 
often bring a greater level of professionalism and experience to company management. Additionally, 
these CEOs may encounter more significant challenges in engaging in activities like EM if they are at the 
helm of a family company.

The findings of the study align with agency theory, which suggests a conflict of interest between 
shareholders and managers (Jensen & Meckling, 1976). This theory has played a crucial role in under-
standing corporate behavior, especially in family businesses where ownership and management often 
overlap. In such contexts, conflicts within the agency relationship may manifest differently, impacting 
practices like earnings management. The success of a business heavily depends on the decisions made 
by its managers, and agency costs, encompassing monitoring, bonding, and residual expenses, play a 
pivotal role (Jensen & Meckling, 1976). The fundamental tenets of agency theory are built on three 
hypotheses regarding human nature: (1) individuals tend to be self-centered, (2) people possess limited 
foresight about future perspectives, and (3) individuals generally aim to avoid unnecessary risks 
(Eisenhardt, 1989). According to Jensen and Meckling (1976), the agency relationship is established 
when shareholders compensate agents for services and delegate decision-making authority. In practice, 
agents overseeing companies have access to more comprehensive internal information and accurate 
forecasts about the company’s future compared to shareholders. Therefore, it is essential for agents to 
fulfill their responsibility of keeping shareholders informed about the firm’s status to ensure effective 
agency relationships. The Stewardship Theory, offering a contrasting view to Agency Theory, suggests 

Table 5. I ndependent sample t-test.
Levene’s test for equality of variances t-test for equality of means

Earnings Management 0.001 0.037

Table 6.  Performance mean of family CEO and non-family CEO managed companies.
Mean

Earnings Management:
  Family CEO Managed Companies −0.152
 N on-Family CEO Managed Companies −0.308
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that managers in family businesses often act as stewards of the company, prioritizing organizational 
goals over personal gain. (Afonso Alves et  al., 2021; Löhde et  al., 2020). The alignment of interests 
between owners and managers could potentially reduce the incidence of EM, as the stewards are moti-
vated by long-term success and legacy rather than short-term personal gains (Strike et  al., 2015).

6.2.2.  The implementation of CG in family firms has a positive influence on EM
In line with hypothesis H2, the results presented in Table 7 demonstrate a positive and statistically sig-
nificant association between corporate governance (CG) and earnings management (EM) in family-owned 
companies (the full sample). This implies that even family-owned companies with robust governance 
practices are not necessarily less prone to engaging in earnings manipulation. In simpler terms, the effec-
tiveness of corporate governance does not appear to discourage family companies from manipulating 
their earnings. This outcome suggests that ownership structures with higher concentration among con-
trolling shareholders, particularly in family-controlled companies, are linked to increased levels of earn-
ings manipulation.

This discovery aligns with prior empirical research conducted by Sáenz González and García-Meca 
(2014); Aleqab and Ighnaim (2021); TF Abuhijleh and AA Zaid (2023). These studies assert that boards, 
when used as a governance tool, may introduce communication and coordination challenges, thereby 
diminishing their ability to oversee the management team effectively. Consequently, this can heighten 
the likelihood of earnings management and create information asymmetry within companies.

This research also reveals other interesting findings, where family-owned companies managed by both 
family CEOs and professional CEOs obtain significant negative results. In the case of family companies 
managed by family CEOs, the results suggest that a low level of corporate governance offers more sig-
nificant opportunities for these companies to engage in earnings management. This statement can be 
interpreted as companies with strong corporate governance values, who comprehensively understand 
the principles of corporate governance, are less likely to engage in activities that could harm them.

Concerning the family companies managed by non-family CEOs, a significant and negative relation is 
detected between CG and EM. The results demonstrate that the better corporate governance and higher 
participation of independent directors or professional CEOs, the lower the level of earnings manipulation. 
As a governance tool, professional CEOs are less biased in their opinions because of the lack of personal 
interest in the company, the inexistence of family ties in the company’s ownership structure, and their 
more objective decision-making process. This finding in line with the study conducted by Saona et  al. 
(2020); Attia et  al. (2022). This results indicate that firms with strong corporate governance measures in 
effect do not exhibit a natural inclination to manipulate their earnings. This challenges established empir-
ical research and theories that underscore the pivotal role of corporate governance in addressing agency 
problems, reducing information asymmetry, restraining managerial self-interest, and mitigating corporate 
risk (Nguyen et  al., 2024).

Family-owned businesses in Indonesia are prone to a higher likelihood of participating in earnings 
management when contrasted with non-family enterprises. This inclination is attributed to the increased 
agency conflicts embedded in their governance framework (Bennedsen et  al., 2022; Joko Pramono et  al., 
2022). This hypothesis stems from the theory’s proposition that the conflicting interests between share-
holders and family-member managers may result in behaviors that prioritize familial objectives over the 

Table 7.  Regression results.
Full Sample Family CEO Non-Family CEO

Variable Coef Prob Variable Coef Prob Variable Coef Prob

Step 1 (CG≫TA) Step 1 (CG≫TA) Step 1 (CG≫TA)
C 0.0159 0.0194 C −0.0292 0.0669 C 0.0521 0.0421
CG −0.0194 0.0245 CG 0.0414 0.0417 CG −0.0633 0.0533
Step 2 (CG≫EM) Step 2 (CG≫EM) Step 2 (CG≫EM)
C −3.3322 0.0051 C 3.3554 0.0020 C 2.7739 0.0005
CG 3.9825 0.0087 CG −4.5434 0.0011 CG −4.0527 0.0001
Step 3 (CG≫TA≫EM) Step 3 (CG≫TA≫EM) Step 3 (CG≫TA≫EM)
C −0.2317 0.0000 C −0.1882 0.0019 C −0.3684 0.0000
TA −10.020 0.0317 TA −7.1347 0.0095 TA −10.559 0.0249
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interests of shareholders. This could potentially manifest in more conspicuous instances of earnings man-
agement within these family-run firms.

6.2.3.  TA mediates the relationship between CG and EM
As outlined by Baron and Kenny (1986), the process of mediation regression analysis involves three 
sequential steps, following the three-step regression approach detailed by Kassim et  al. (2013). In the 
initial step, we initiate by regressing the mediator against the independent variable to determine if there 
exists a statistically significant relationship between these two variables. Should a significant relationship 
emerge in the first step, we proceed to the second step, wherein we regress the dependent variable 
against the independent variable. Lastly, the third step entails regressing the dependent variable against 
both the mediator and the independent variable.

The findings for family companies, presented in Table 7, reveal the results of these three steps. In the first 
step, the analysis shows a significant negative relationship between CG and TA. Hence, based on this out-
come, one could infer that a lack of understanding regarding CG principles within a company can contribute 
to deviant behaviors, such as TA. This finding is consistent with the study conducted by Lee and Bose (2021)

Moving on to the second step, CG demonstrates a positive influence on EM. This implies that the 
presence of family members in family-owned businesses, regardless of the quality of CG implementation, 
does not necessarily diminish the likelihood of engaging in EM activities. This result contradicts hypoth-
esis H2 and aligns with research by Shah et  al. (2009). In the third step, it is revealed that TA has a 
significantly negative effect on EM. This indicates that most family companies are inclined to minimize 
their tax obligations, which motivates them to manipulate reported profits in financial statements to 
reduce their tax liabilities. This finding is consistent with research conducted by Kałdoński and 
Jewartowski (2020).

Upon completing all three steps, the results are compared to determine whether the coefficient 
changes from the second to the third step, indicating a mediating effect of the mediating variable. For 
family companies, the coefficient decreases from 3.9825 to -10.020, suggesting a partial mediation of TA 
in the relationship between CG and EM.

Regarding family companies managed by family CEOs, in the first step, the analysis demonstrates a 
positive and significant relationship between CG and TA. This suggests that a high level of CG encour-
ages internal parties to engage in TA activities, as it offers various advantages such as dividends, increased 
company assets, and debt payments. These findings align with the research conducted by Sánchez-Marín 
et  al. (2016). In the second step, CG shows a negative effect on EM, indicating that effective CG imple-
mentation reduces EM activities. This result supports hypothesis H2 and corresponds with research con-
ducted by Abbadi et  al. (2016).

In the third step, it is revealed that TA significantly negatively affects EM. This suggests that by minimiz-
ing tax obligations, companies increase their opportunities to engage in EM activities. These findings are in 
line with the research of Wang and Mao (2021). After completing all three steps, a comparison of the 
results from the second and third steps indicates a decrease in the coefficient from -4.5434 to -7.1347 for 
family companies managed by family CEOs. This suggests partial mediation of TA on EM in this context.

The findings for family companies under non-family CEO management reveal significant results in the 
three-step process. In the first step, it becomes evident that there is a significant negative impact of CG 
on TA. Consequently, one can infer that when a company’s CG is weak, it creates more opportunities for 
internal parties to engage in tax avoidance activities, as indicated by Lee and Bose (2021).

Moving to the second step, CG exhibits a negative influence on EM. This implies that a lower quality 
of CG within a company increases the likelihood of internal parties engaging in EM activities, as sug-
gested by Achleitner et  al. (2014). This result supports hypothesis H2. In the third step, it is revealed that 
TA has a significantly negative effect on EM, consistent with the findings for family companies managed 
by non-family CEOs. This indicates that minimizing tax obligations creates more opportunities for the 
company to engage in EM activities, in line with the research by Wang and Mao (2021).

Upon completing all three steps, a comparison of the results from the second and third steps shows 
a decrease in the coefficient for family companies managed by non-family CEOs, dropping from -4.0527 
to -10.5590. This suggests a partial mediation of TA in the relationship between CG and EM.
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Based on these results, it can be concluded that TA indeed exerts mediating effects on the relation-
ship between the independent variable (CG) and the dependent variable (EM). This finding lends support 
to H3, applying to the entire sample of family companies, including those managed by non-family CEOs 
and family CEOs.

The result is in line with agency theory, indicating that in situations where the interests of managers 
do not completely align with those of shareholders, a robust corporate governance structure may prompt 
them to encourage internal parties to participate in tax avoidance activities. This is because such activi-
ties provide several benefits, including dividends, augmented company assets, and debt payments. 
Furthermore, managers may resort to practices such as manipulating earnings to fulfill personal or famil-
ial objectives.

6.3.  Robustness analysis

The existing literature on EM presents different indicators for assessing EM (Jones, 1991; Kothari et  al., 
2005). Yet, limitations in the modified Jones models for cases with exceptionally strong or weak financial 
performance are highlighted by McNichols (2000). To enhance reliability, we employ an alternative EM 
metric, calculated as the ratio of the standard deviation of operating earnings to the standard deviation 
of cash flow from operations, as proposed by Leuz et  al. (2003). This metric reflects the smoothness of 
earnings, with a higher value suggesting greater EM.

As shown in Table 8, consistent with our predictions, companies managed by family CEOs have an 
average EM value of 0.6429, which is higher compared to companies managed by non-family CEOs with 
an average of 0.5085. This test indicates that companies under non-family CEO leadership tend to exhibit 
lower levels of EM compared to those led by family CEOs.

With respect to Hypothesis 2, the coefficients in step 2 for the three samples are significant and pos-
itive, and consistent with our primary results. These results suggest that the implementation of CG in 
family companies for the three samples has a positive influence on EM.

As suggested by Baron and Kenny (1986), mediation regression analysis needs to go through three 
steps. As summarized in Table 9, the coefficients in step 1 for full sample, family CEO and non-family 
CEO are significant and positive. Further, the coefficient for full sample, family CEO and non-family CEO 
in steps 2 and 3 is reduced by 13.71; 9.34; and 9.44 consecutively. This result fulfills the requirement of 
mediation analysis which confirm a partial mediation of TA in the relationship between CG and EM.

7.  Summary and conclusions

The findings of this paper indicates that TA partially mediates the relationship between CG and EM in 
Indonesian family companies, whether managed by family or non-family CEOs. The study also reveals 

Table 8. A lternative test- performance mean of family 
CEO and non-family CEO managed companies.

Mean

Earnings Management:
  Family CEO Managed Companies 0.6429
 N on-Family CEO Managed Companies 0.5085

Table 9. A lternative regression results.
Full Sample Family CEO Non-Family CEO

Variable Coef Prob Variable Coef Prob Variable Coef Prob

Step 1 (CG≫TA) Step 1 (CG≫TA) Step 1 (CG≫TA)
C 0.0159 0.0194 C −0.0292 0.0669 C 0.0521 0.0421
CG −0.0194 0.0245 CG 0.0414 0.0417 CG −0.0633 0.0533
Step 2 (CG≫EM) Step 2 (CG≫EM) Step 2 (CG≫EM)
C 4.9404 0.0258 C 2.9006 0.0041 C 3.9862 0.0005
CG −5.7064 0.0453 CG −2.9851 0.0245 CG −4.4469 0.0021
Step 3 (CG≫TA≫EM) Step 3 (CG≫TA≫EM) Step 3 (CG≫TA≫EM)
C 0.4883 5.4236 C 0.6763 0.0001 C 0.5318 3.8523
TA −19.417 0.0544 TA −12.2400 0.0401 TA −13.891 0.0543
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that non-family CEO managed companies tend to exhibit lower levels of EM compared to those led by 
family CEOs. These findings provide important insights for various stakeholders, from business owners to 
regulators and policymakers, in understanding and mitigating EM and TA practices in the Indonesian 
corporate landscape.

It elaborates on the complex dynamics between CG, CEO type, EM, and TA in Indonesian companies. 
The study reveals that CG quality has a significant impact on EM practices, mediated by TA strategies. 
This relationship is nuanced, differing between family and non-family CEO-led firms. In particular, 
family-led firms exhibit distinct patterns of EM, influenced by their governance structure. These findings 
offer a deeper understanding of the corporate behaviors in Indonesian family businesses, underscoring 
the importance of governance quality in shaping financial practices.

The paper’s contributions are significant in understanding corporate practices in Indonesian family 
businesses. It highlights the varying impacts of CG on TA and EM, depending on CEO type (family or 
non-family). This research offers valuable insights into the unique dynamics of family firms, particularly 
in emerging markets like Indonesia. The implications are vast for stakeholders, including business owners, 
investors, and policymakers. It underscores the need for tailored governance structures in family busi-
nesses and informs regulatory frameworks to mitigate undue financial practices.

The study contributes to the literature on CG in family businesses, offering a nuanced understanding 
of how leadership types affect financial strategies. It challenges and refines existing theories about gov-
ernance and financial practices, especially in the context of emerging markets like Indonesia. This study 
also provides empirical evidence linking CEO type to financial management strategies, particularly in TA 
and EM. This evidence is crucial for understanding the real-world applications of theoretical frameworks 
in CG. As for practitioners, the study offers insights into the governance structures of family businesses, 
underscoring the need for balanced and effective management practices. It informs businesses, regula-
tors, and investors about the implications of CEO types on corporate financial behaviors, potentially guid-
ing policy-making and investment decisions.

In terms of limitations, the study focuses exclusively on Indonesia, which may limit the generalizability 
of the findings to other regions or countries with different corporate governance and family business 
dynamics. By extending the number of countries and studying them for a longer time period greater 
accuracy of our results could be achieved. Regarding the dynamic business environment, the findings are 
based on data from a particular time frame. Rapid changes in the business environment, regulatory 
frameworks, and market conditions could affect the applicability of these results over time.

Future studies could investigate similar dynamics in different countries or regions to understand the 
universality of the findings. The other possible avenue for future research is to examine the internal 
dynamics of family companies more closely, including succession planning, family conflicts, and their 
impact on CG and financial practices.
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