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ABSTRACT
This study examines the relationship between corporate governance (CG), family 
ownership, and corporate performance in firms listed on the Indonesia Stock Exchange 
(IDX). This research investigates whether CG practices influence both market-based 
performance (measured by Tobin’s Q) and accounting-based performance (measured by 
Return on Assets, ROA). We further investigate the moderating role of family ownership 
in this relationship. Our panel data analysis covers the period from 2014 to 2020, 
including firms from primary and secondary industries. The findings reveal a significantly 
positive association between CG implementation and corporate performance, indicating 
that good CG mechanisms enhance a firm’s market and accounting performance. 
However, family ownership weakens this relationship with market performance but has 
no significant impact on accounting performance. Family-controlled firms tend to 
exhibit weaker corporate governance practices and may undermine investor confidence, 
potentially leading to lower stock prices.

1.  Introduction

Family firms are pivotal in global economies, contributing significantly to industrialization and economic 
growth (Cordeiro et  al., 2018; Ho et  al., 2020; Singla, 2020; Siregar & Utama, 2008). A family firm is a 
company founded, and its key activities are held by the family (del Carmen Briano-Turrent & Poletti-Hughes, 
2017; Lee & Chu, 2017; Yeon et  al., 2021). These firms often exert control through direct ownership or 
indirect mechanisms such as pyramid structures (Anderson & Reeb, 2003; Claessens et  al., 2008; Li et  al., 
2016). Remarkably, even in the United States, approximately one-third of firms listed on the S&P 500 are 
family-owned (Yeon et  al., 2021). Their economic significance is undeniable, with Chau and Leung (2006) 
revealing that family firms on stock exchanges contribute around 62% of the United States gross domes-
tic product (GDP).

In East Asian countries, family firms dominate the corporate landscapes (Li et  al., 2016). Approximately 
two-thirds of the public firms in these regions exhibit concentrated family ownership. Furthermore, 
approximately 60% of these firms have top managers with familial ties to their shareholders. Family firms 
often exhibit greater stability and resilience than non-family firms, contributing significantly to GDP and 
serving as major employers worldwide (Marques et  al., 2014). The Indonesian context exemplifies the 
positive impact of family firms on the national economy. Family firms in Indonesia contribute 
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substantially 25% to the country’s GDP and are the largest employment providers. In 2014, family firms 
dominated the manufacturing sector on the Indonesia Stock Exchange, accounting for 50% of the sector’s 
profits (Pricewaterhouse Coopers (PwC), 2014).

In family firms, firm management primarily consists of family members, also shareholders. This arrange-
ment positively impacts the firm, reducing relatively expensive agency costs and alleviating classic Type 
I agency conflicts (Saito, 2008). Consequently, this positively affects a firm’s share price, which tends to 
be higher than that of other firms (Badrul Muttakin et  al., 2014; Ciftci et  al., 2019; Manogna, 2021; Morck 
& Yeung, 2004). However, Jaggi and Leung (2007) and Castillo-Merino and Rodríguez-Pérez (2021) have 
reported negative stock market reactions to appointing family members in managerial roles in family 
firms. This indicates that, despite concentrated ownership, implementing CG mechanisms is crucial for 
ensuring sustained firm performance. Numerous studies have established a strong correlation between 
robust corporate performance and effective corporate governance (Beasley et  al., 2009; Chow, 2021; 
Kyere & Ausloos, 2020; Wahyudin & Solikhah, 2017).

The study employs panel data regression with a generalized least squares (GLS) estimator, con-
trolling for endogeneity through the general method of moments (GMM). Two regression models were 
used to analyze the effects of CG on corporate performance and the moderating role of family own-
ership. This research methodology facilitates a robust examination of the research questions and pro-
vides valuable insights into the complex relationship between CG, family ownership, and firm 
performance in the Indonesian context. The sample comprises firms listed on the Indonesian Stock 
Exchange (IDX) from 2014 to 2020. The selection of IDX is due to the dominance of family companies 
in publicly listed manufacturing companies, which is almost 50% (Pricewaterhouse Coopers (PwC), 
2014). Corporate performance was evaluated from accounting-(ROA) and market stock-based (utilizing 
Tobin’s Q) perspectives. CG was measured using ASC, a comprehensive tool based on Organization for 
Economic Cooperation and Development (OECD) principles that offers a nuanced assessment of gov-
ernance quality. Family firms were identified using a binary approach based on ownership stakes held 
by family members. This study finds that CG significantly enhances corporate performance. Additionally, 
family ownership weakens this relationship with market performance, albeit without significantly 
affecting accounting performance. This finding suggests that family-controlled firms may exhibit less 
stringent corporate governance practices, potentially eroding investor confidence and negatively influ-
encing stock prices.

This study makes several significant contributions to the literature. First, it advances our understanding 
of corporate governance in the context of family-owned firms in Indonesia. Examining how CG practices 
influence the performance of these businesses offers valuable insight into the nuanced dynamics of 
governance in family firms. Second, the finding has important practical implications for policymakers and 
regulatory authorities in Indonesia. Identifying family ownership as a moderating factor in the 
CG-performance relationship underscores the importance of tailoring governance policies to suit the 
unique characteristics of family firms. This study also contributes methodologically by employing robust 
analytical methods, including panel data regression, controlling the endogeneity issue, and using the 
ASC to measure CG.

Further, this study enriches the literature on corporate governance, particularly in the context of fam-
ily firms, and offers practical guidance for policymakers and regulators. Finally, this study has practical 
implications for strengthening CG practices within family-owned firms. This reveals that family members’ 
interventions in a firm’s CG procedures have a detrimental impact. This highlights the importance of 
ensuring the complete independence of supervisory mechanisms, such as independent commissioners 
and audit committees, from majority shareholders’ interests. When these oversight roles are filled based 
on their proximity to majority shareholders rather than impartiality, their effectiveness in safeguarding 
minority shareholders’ interests diminishes.

The remainder of this paper is organized as follows: Section 2 provides an overview of the pertinent 
literature and the evolution of the hypotheses. Section 3 outlines the data and research methodology. 
Section 4 presents the conclusions of the study. The concluding section summarises the findings and 
proposes potential paths for future research.
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2.  Literature review and hypotheses development

2.1.  Fundamental theories

In corporate governance, two foundational theories–agency theory and signal theory–offer valuable per-
spectives for understanding the dynamics between corporate governance practices, family ownership, 
and corporate performance. Agency theory posits that the separation of ownership (principal) from man-
agement (agent) can lead to conflicts of interest (Jensen & Meckling, 1976). This separation may induce 
managers to act in ways that prioritize their self-interest to maximize shareholder wealth (Jensen & 
Meckling, 1976; Said et  al., 2017; Wahyudin & Solikhah, 2017; Worokinasih & Zaini, 2020). The divergence 
of interests between shareholders and managers can result in agency conflicts, whereby managers pur-
sue personal gains at the shareholders’ expense. These conflicts become particularly salient in firms with 
concentrated ownership structures, such as family-owned firms. Here, agency theory distinguishes 
between Type I agency conflicts, characterized by conflicts between shareholders and managers, and 
Type II agency conflicts, which manifest as conflicts between the majority and minority shareholders 
(Jensen & Meckling, 1976).

Signaling theory, initially proposed by Spence (1973), provides another lens through which to view 
corporate governance dynamics. This theory underscores the importance of information-sharing within 
a firm. Specifically, it suggests that firms communicate vital information about their financial health, 
prospects, and governance practices to investors and other stakeholders through signals (Casado-Díaz 
et  al., 2014; Chau & Gray, 2010; Devie et  al., 2020; Kim et  al., 2021; Muttakin et  al., 2015; Nguyen & 
Trinh, 2020; Prado-Lorenzo et  al., 2009). Signals can be pivotal in influencing investor perceptions and 
behaviors in family firms. For instance, when family firms disclose sustainability reports or implement 
robust governance practices, they send signals to the market regarding their commitment to trans-
parency and sound governance. These signals, in turn, may attract investors who perceive family firms 
as reliable and capable of maximizing their shareholder value. Signal theory, therefore, emphasizes 
the role of information disclosure in shaping stakeholder perceptions and firm performance 
(Spence, 1973).

The combination of agency and signal theories provides a comprehensive framework for analyzing the 
intricate relationships between corporate governance, family ownership, and corporate performance 
(Figure 1). By understanding the dynamics of agency conflicts and the power of signals, researchers and 
practitioners can gain deeper insights into how corporate governance mechanisms such as CG impact 
firms, especially those with family ownership. This theoretical foundation forms the basis for our investi-
gation of the moderating effect of family ownership on the relationship between CG practices and cor-
porate performance within the Indonesian context. (Aldhamari et  al., 2020; Devie et  al., 2020; Musallam, 
2018; Rodriguez-Fernandez, 2016; Worokinasih & Zaini, 2020).

Figure 1.  Conceptual framework.
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2.2.  Corporate governance and corporate performance

Corporate performance, which indicates a firm’s operational efficiency and effectiveness (Chauhan et  al., 
2016; Mahrani & Soewarno, 2018; Mishra & Kapil, 2017), is pivotal for achieving set goals and maintaining 
market stability. Investors gravitate towards firms with stable stock prices because these reflect resilience 
in the face of market fluctuations (Nawawi et  al., 2020). Therefore, ensuring consistent and robust per-
formance is critical for businesses.

CG has emerged as a pivotal driver of robust performance within firms (Mahrani & Soewarno, 2018; 
Nawawi et  al., 2020; Suhadak et  al., 2019; Tjahjadi et  al., 2021). CG is a vital mechanism to ensure that 
firms operate effectively and efficiently by mitigating the consequences of information asymmetry, which 
is a primary source of conflicts of interest. In agency theory, these conflicts manifest as two distinct 
types: Type I conflicts, characterized by disputes between management (agents) and owners (principals), 
and Type II conflicts, involving majority and minority shareholders. These conflicts are often rooted in 
disparities in information accessibility between these parties, with the strategic use of information being 
a potential advantage (Said et  al., 2017; Wahyudin & Solikhah, 2017; Xue et  al., 2020). When these con-
flicts arise between agents and principals or among majority and minority shareholders, they can severely 
disrupt a firm’s operations and derail its performance objectives (El Diri et  al., 2020; Imamah et  al., 2019). 
Hence, it is imperative to establish effective mechanisms for managing these conflicts. Through CG, a 
system of checks and balances is instituted internally within the firm’s components and externally 
between agents and principals (Kyere & Ausloos, 2020; Wahyudin & Solikhah, 2017). This reinforces a 
firm’s monitoring system, resulting in improved corporate performance. Consequently, it can be deduced 
that CG fosters an environment conducive to achieving and maintaining high levels of corporate perfor-
mance. This is primarily attributable to the CG's capacity to quell conflicts of interest among principals 
and agents, as well as between majority and minority shareholders, while concurrently optimizing the 
efficiency and effectiveness of a firm’s operations.

From the above arguments, we tested the following hypothesis:

H1: CG has a positive effect on corporate performance

2.3.  The moderating effect of family firm

Extensive prior research has consistently highlighted the positive impact of CG on a firm’s overall perfor-
mance (Aluchna et  al., 2020; Chakroun et  al., 2020; Chow, 2021; Gambo et  al., 2019; Rodriguez-Fernandez, 
2016). Implementing robust CG practices is a potent mechanism to bridge the information gap that 
typically separates management from capital providers, fostering heightened corporate performance 
(Chow, 2021; Lawal, 2011; Mishra & Kapil, 2017; Zaid et  al., 2020). CG principles inherently encompass 
transparency and accountability standards, ensuring stakeholders have unfettered access to critical infor-
mation. Nevertheless, it is essential to recognize that the influence of CG frameworks may not be uni-
form across all firms, particularly those characterized by concentrated shareholdings, such as family firms.

Family firms, defined as the level of share ownership maintained by the founding family, often per-
petuate ownership. However, they are not without challenges, including potential conflicts, particularly 
between the majority and minority shareholders (Chiu et  al., 2021; González et  al., 2019; Ho et  al., 2020; 
Kao et  al., 2019; Saito, 2008). This struggle falls under Type II conflict within agency conflict theory. In 
family firms, the conflict between management (agents) and ownership (principals) tends to be miti-
gated by the representation of shareholder members in the firm’s management. It is important to 
acknowledge that majority shareholders, who can influence crucial decisions, may use their power to 
benefit themselves at the expense of minority shareholders, as suggested by previous studies (Ho et  al., 
2020; Kao et  al., 2019; Saito, 2008).

Remarkably, more than 50% of firms in Indonesia are family-dominated in ownership structure, accord-
ing to Siregar and Utama (2008). This fact is supported by the PwC (2014) survey in 2014, revealing that 
50% of firms in the manufacturing sector are family firms. This underscores the potential for conflict, 
especially between majority and minority shareholders, necessitating effective CG mechanisms within 
these family-centric firms. Often holding a majority shareholder position, the family can significantly 
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influence management policies. Family members frequently assume pivotal roles on the board of direc-
tors, such as CEOs and CFOs, presenting ample opportunities for expropriation by majority shareholders 
(Agrawal & Chadha, 2005; Aldamen et  al., 2020; Chiu et  al., 2021; Ho et  al., 2020).

Neffe et  al. (2022) argue that familial altruism may lead to excessive family involvement, which can, 
paradoxically, be detrimental to the firm. The heavy involvement of family members can erode trust 
among shareholders, with concerns that the management might not prioritize the firm’s best interests 
and could potentially exploit the rights of minority shareholders (Agrawal & Chadha, 2005; Ciftci 
et  al., 2019; Cordeiro et  al., 2018; González et  al., 2019). In this context, the CG mechanism is pivotal 
in curtailing opportunities for expropriation by majority shareholders through rigorous oversight of 
board policies and activities. Independent commissioners and audit committees serve as a bulwark 
against impropriety, allowing minority shareholders to exercise their right to access accurate informa-
tion about a firm’s affairs (Rose, 2016; Rubino & Vitolla, 2014; Schäuble, 2019). However, it’s important 
to note that the appointment of independent board members should extend beyond mere compli-
ance with regulations, ideally striving to enhance overall corporate performance (Burak et  al., 2016; 
Chatterjee & Rakshit, 2020; Masmoudi Mardessi & Makni Fourati, 2020; Siregar & Utama, 2008). 
Conversely, elected board members often lack complete independence, and many maintain personal 
or business ties with the firm’s owner (Al-Absy et  al., 2019). Based on this explanation, we propose 
the following hypothesis:

H2: Family firm weakens the positive relationship of CG to corporate performance

3.  Research methods

3.1.  Data and sample

We select our sample from firms listed on the Indonesia Stock Exchange (IDX) operating in both primary 
industries (such as agriculture and mining sectors) and secondary industries (including basic and chem-
ical industry sectors, consumer goods sector, and other industries) for the observation period spanning 
from 2014 to 2020. The year 2014 was chosen as the initial year of observation in the study because a 
sustainability report was introduced in that year, which contained information on the company’s sustain-
ability activities from the economic, social, and environmental segments. Sustainability reports published 
by listed companies in 2014 used GRI-4, which was later changed to GRI Standard. The observation 
period interval from 2014 to 2020 is expected to show a more consistent interaction trend between 
variables. A rigorous data screening and verification process was conducted to ensure the quality and 
completeness of the data, as presented in Table 1.

Number of data observations per industry

Primary sector Agriculture 60
Mining 200

Secondary Sector
Basic and chemical industry 308
Miscellaneous industry 194
Consumer goods 227

Total observation data (2014–2020) 989
Total registered companies 246

Table 1. N umber of sample and research observations.
Number of data 
observations per year 2014 2015 2016 2017 2018 2019 2020

Agriculture 8 8 8 10 10 8 8
Mining 27 27 28 29 30 31 28
Basic and chemical 

industry
42 45 44 44 46 47 40

Miscellaneous Industry 28 29 29 29 28 28 23
Consumer Goods 31 33 33 32 34 35 29
Total Observation Data 

Per Year
136 142 142 144 148 149 128
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3.2.  Variables definition and measurement

We measure the dependent variable, corporate performance, from two primary perspectives: accounting 
and market stock-based measurements. Accounting-based performance is quantified using return on 
assets (ROA), a reliable metric that significantly influences stakeholder assessments of corporate perfor-
mance and decision-making (Dey, 2008; Purbawangsa et  al., 2020). Additionally, consistent with previous 
research (Farooq et  al., 2022; Gambo et  al., 2019; Mishra & Kapil, 2017; Rose, 2016), we use Tobin’s Q. as 
proxy for market stock-based measurements. Meanwhile, for the robustness test, Accounting-based per-
formance is quantified using return on equity by earning before interest & tax (ROEEBIT), and market 
stock-based measurements use market-to-book ratio (MBR) (Table 2).

For the independent variable, CG, We measure using the ASC. It is a comprehensive and efficient 
instrument drawn from corporate annual reports, as Utama et  al. (2017) used. Developed based on OECD 
principles, ASC encompasses two levels of assessment: Level 1 consists of five main sections, each con-
taining 179 items as guidelines, while Level 2 includes bonus and penalty components, with a composi-
tion of 11 bonus items and 21 penalty items. Bonus items provide additional points for exemplary 
governance practices, whereas penalty items deduct points for poor governance practices. The total 
Level 2 score is calculated by combining bonus and penalty scores (Utama et  al., 2017). ASC offers a 
structured and detailed framework for evaluating CG, making it a suitable measurement tool for this 
research (Utama et  al., 2017). It provides a comprehensive assessment of corporate governance practices 
by considering various dimensions and aspects, thus allowing for a comprehensive understanding of the 
quality of governance within each firm.

In this study, the moderating variable, a family firm is defined as a firm in which key activities and 
ownership stakes are held by family members (del Carmen Briano-Turrent & Poletti-Hughes, 2017; Lee & 
Chu, 2017; Yeon et  al., 2021). The measurement of the family firm status followed the criteria established 
Chi et  al. (2015) and del Carmen Briano-Turrent and Poletti-Hughes (2017), which employs a binary 
approach. Specifically, a dummy variable is assigned a value of 1 when the largest shareholder holds at 
least a 20% ownership stake as an individual; otherwise, it is assigned a value of 0. This binary measure-
ment effectively distinguishes between family-owned and non-family-owned firms in the sample, allow-
ing for the analysis of how family ownership moderates the relationship between CG practices and 
corporate performance outcomes.

This research includes various control variables used in previous studies, such as Cornett et  al. (2008) 
and Wahyudin and Solikhah (2017): size, leverage, age of the firm, and regulation (Beasley et  al., 2009; 
Gambo et  al., 2019; González et  al., 2019; Hoseini et  al., 2019; Saito, 2008).

Table 2.  Definition and measurment of variables.
Variable Measurement Previous research
Dependent
Corporate Performance (FP) Accounting Based Performance: Return On Asset (ROA) 

& Return On Equity by Earning Before Interest & Tax 
(ROEEBIT)

Dey (2008), Purbawangsa et  al. (2020)

Market Stock Based Performance: Tobin’s Q & Market to 
Book Ratio (MBR)

Farooq et  al. (2022), Gambo et  al. (2019), Mishra 
and Kapil (2017), Rose (2016)

Independent
Corporate Governance (CG) Scoring by ASEAN CG Scorecard (ASC) Utama et  al. (2017)
Moderating
Family Firm (FF) A dummy variable is assigned a value of 1 when the 

largest shareholder holds at least a 20% ownership 
stake as an individual; otherwise, it is assigned a 
value of 0

del Carmen Briano-Turrent and Poletti-Hughes 
(2017), Lee and Chu (2017), Yeon et  al. (2021)

Control
Firm Size (Size) Log. Natural of Total Asset Cornett et  al. (2008), Wahyudin and Solikhah 

(2017), Beasley et  al. (2009), Gambo et  al. 
(2019), González et  al. (2019), Hoseini et  al. 
(2019), Saito (2008)

Leverage (Lev) Total debt divided by total assets
Firm Age (Age) Number of Firm Age
Regulation (Reg) A dummy variable is assigned a value of 1 when firm 

is primary sector; otherwise, it is assigned a value 
of 0
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3.3.  Regression model

This study uses panel data regression with a generalized least squares (GLS) estimator. Furthermore, it 
uses the generalized method of moments (GMM) to control for endogeneity (Ibrahim et  al., 2020; Lin 
et  al., 2020; Naciti, 2019; Pareek & Sahu, 2022). Model 1 is used to analyze the effect of CG on firm per-
formance. In contrast, Model 2 is used to analyze the moderating effect of family ownership on the 
relationship between CG and corporate performance. 

	 FP CG SIZE LEV AGE REG FixedEffec
it it it it it it
= + + + + + +β β β β β β

0 1 2 3 4 5
tts e

it
+ 	 (1)
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where FP is corporate performance; CG is the CG disclosure index; FF is Family firm; SIZE is the natural 
logarithm of total assets of the firm; LEV is the ratio of total debt divided by total assets equity; AGE is 
the number of years since incorporation; and REG is a dummy variable that takes the value of 1 if there 
are strict regulations in the environmental sector firm, and 0 otherwise.

4.  Results and discussion

4.1.  Descriptive statistics

Table 3 presents the descriptive statistics of all variables used in this research. The mean TBQ value 
during the observation period is 1.01, indicating that the market capitalization value is 1.01% of the 
firm’s total assets. This positive trend was caused by the condition of the Indonesian economy, which 
improved after being affected by the crisis in 2008. Legal and political stability have contributed to 
improved stock market capitalization in Indonesia. For the accounting performance measure, the mean 
value of ROA is 0.034, meaning that during the observation period, the profit earned by the firm is only 
3.4% of the average total assets.

Meanwhile, the mean value of family ownership is 0.236, meaning that only approximately 23.6% of 
the total observations are family firms. On average, firms exhibit relatively weak corporate governance 
practices, as indicated by a mean CG score of approximately 39.38. Our sample comprises firms with a 
wide range of total assets (SIZE), ranging from 18.67 to 25.82, demonstrating significant variation in their 
financial scales. Capital structure (LEV) also exhibits diversity, with a standard deviation of 2.162, indicat-
ing variations in debt-equity ratios among firms. Additionally, firm age (AGE) ranges from 6 to 119 years, 
underlining the heterogeneous nature of our dataset. Furthermore, environmental regulation exposure 
(REG) varies, with approximately 24.9% of firms operating under strict environmental regulations.

We also perform a pairwise correlation test for variables. As reported in Table 4, the results show that 
the correlation coefficient of CG disclosure (CG) on the four corporate performance variable measure-
ments is 0.169 for MBR, 0.243 for TBQ, 0.210 for ROA, and 0.163 for ROE. Notably, a strong positive 
correlation exists between Tobin’s Q (TBQ) and Market-Based ROE (ROEEBIT) at 0.800, indicating that 
firms with higher market performance tend to have better market-based returns on equity. Additionally, 
the correlation between Return on Assets (ROA) and TBQ is positive and significant at 0.514, suggesting 

Table 3.  Descriptive statistics.
Variable Obs Mean Std. Dev Min Max

TBQ 988 1.010 1.667 0.029 13.967
ROA 988 0.034 0.097 −0.531 0.527
GCG 988 39.381 12.64 13.878 72.69
FF 988 0.236 0.425 0.000 1.000
SIZE 988 21.941 1.538 18.667 25.818
LEV 988 1.290 2.162 −8.070 22.015
AGE 988 37.718 19.600 6.000 119.000
REG 988 0.249 0.433 0.000 1.000
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that firms with higher accounting-based performance (ROA) often exhibit superior market performance. 
This correlation aligns with the expected relationship between market and financial performance.

Conversely, Family Firm (FF) ownership shows a negative correlation with TBQ at -0.120, indicating 
that family-owned firms may face challenges in achieving strong market performance. To conclude, we 
find significant correlations among independent variables, but not excessively high (below 0.800), sug-
gesting no severe collinearity problem among the independent variables. This conclusion is supported 
by the opinion of Gujarati (1995), who states that multicollinearity tends to be a concern when the 
pairwise correlation between two variables exceeds 0.80.

4.2  Main findings

Table 5 presents the regression estimates used to test the hypotheses. Columns (1)–(3) analyze market 
performance (TBQ) with varying levels of CG and the moderating effects of family forms. Columns (4)–(6) 
investigate accounting performance (ROA) using similar variables. All columns include control variables 
and fixed effects of industry and year.

The findings reveal a robust and positive association between CG and TBQ across different models 
(columns (1) to (3)). CG consistently exhibits a highly significant positive effect on TBQ at the 1% signif-
icance level, implying that firms with stronger corporate governance practices tend to command higher 
market valuations. This result supports H1. In addition, these results align with the findings of several 
previous studies (Mahrani & Soewarno, 2018; Nawawi et  al., 2020; Suhadak et  al., 2019; Tjahjadi et  al., 
2021). Interestingly, the interaction term CG*FF, although significant at the 10% level in Column (2), sug-
gests that family firms may influence the relationship between CG and TBQ. Family firms also have a 

Table 4.  Pearson correlation test.
Variables (1) (2) (3) (4) (5) (6) (7) (8) (9) (10)

(1) MBR 1.000
(2) ROA 0.348* 1.000
(3) TBQ 0.800* 0.514* 1.000
(4) ROEEBIT 0.559* 0.561* 0.464* 1.000
(5) GCG 0.169* 0.210* 0.243* 0.163* 1.000
(6) FF −0.033 −0.120* −0.112* −0.015 −0.208* 1.000
(7) SIZE 0.066 0.101* 0.114* 0.163* 0.348* −0.205* 1.000
(8) LEV 0.175* −0.089* −0.060 0.084* 0.002 0.063 0.036 1.000
(9) AGE 0.154* 0.095* 0.156* 0.167* 0.065 −0.036 0.004 −0.003 1.000
(10) REG −0.052 −0.030 −0.097* 0.022 −0.028 0.076 0.171* 0.111* −0.189* 1.000

***p < 0.01, **p < 0.05, *p < 0.1.

Table 5.  Main results.
(1) (2) (3) (4) (5) (6)

Dependent variable TBQ TBQ TBQ ROA ROA ROA

Intercept −0.596 −0.147 −0.373 −0.022 0.002 0.010
(−1.009) (−0.245) (−0.584) (−0.463) (0.042) (0.220)

GCG 0.030*** 0.028*** 0.033*** 0.002*** 0.002*** 0.002***
(6.147) (6.027) (5.049) (5.882) (5.667) (4.243)

FF −0.401*** 0.107 −0.022*** −0.040*
(−4.391) (0.387) (−3.564) (−1.765)

GCG*FF −0.013* 0.000
(−1.691) (0.873)

SIZE 0.013 0.000 0.002 0.000 −0.000 −0.000
(0.473) (0.017) (0.058) (0.190) (−0.131) (−0.152)

LEV −0.028* −0.028* −0.027* −0.004** −0.004** −0.004**
(−1.892) (−1.821) (−1.801) (−2.307) (−2.280) (−2.282)

AGE 0.013*** 0.013*** 0.012*** 0.001** 0.001** 0.001***
(2.778) (2.834) (2.787) (2.523) (2.547) (2.634)

REG −0.033 −0.077 −0.070 −0.005 −0.007 −0.007
(−0.323) (−0.710) (−0.648) (−0.508) (−0.747) (−0.769)

Fixed Effect Included Included Included Included
Adj.R2 0.16 0.17 0.17 0.09 0.10 0.10
N 989 989 989 989 989 989
F-stat 8.513 8.065 8.084 6.940 6.746 6.307

Note: t statistics in parentheses, *p < 0.10, **p < 0.05, ***p < 0.01.



Cogent Business & Management 9

significantly positive coefficient, implying a positive impact in shaping market performance. This result 
supports H2. In addition, these results align with the findings of several previous studies (Agrawal & 
Chadha, 2005; Ciftci et  al., 2019; Cordeiro et  al., 2018; González et  al., 2019).

CG is an essential factor influencing the performance of family firms. The rules, procedures, and sys-
tems that govern a firm have significant implications for its performance (Harkin et  al., 2020). Agency 
theory points to conflicts of interest arising from information asymmetry between agents and principals 
in firms (Jensen & Meckling, 1976). Type I agency conflicts can be mitigated in firms with concentrated 
ownership, such as family firms because larger shareholders have incentives to monitor managers (Ho 
et  al., 2020). However, family-owned firms often grapple with Type II agency conflicts, characterized by 
conflicts between majority and minority shareholders. The controlling position of most shareholders in 
such firms can be exploited for personal gain at the expense of minority shareholders (Saito, 2008).

For ROA, the results presented in columns (4)–(6) show positive coefficients for CG at the 1% level, 
suggesting a consistently strong and positive influence on ROA. This finding implies that firms with supe-
rior corporate governance structures tend to achieve higher profitability. Unlike TBQ, the interaction term 
CG*FF does not significantly affect ROA in any model, emphasizing that family firms may not significantly 
impact profitability similarly to market valuation. These results suggest stronger corporate governance 
practices are associated with higher market valuations (TBQ) and enhanced profitability (ROA). However, 
the interaction between corporate governance and family firms, while noteworthy in the context of TBQ, 
does not seem to play a substantial role in the ROA.

4.3.  Robustness analyses

4.3.1.  Alternative measurements for firm performance
Table 6 presents the additional analysis results employing alternative measurements for firm perfor-
mance. This section focuses on the effects of corporate governance (CG), family firm (FF), and their inter-
action (CG*FF) on two distinct measures of firm performance: Market-to-Book Ratio (MBR) and Return on 
Equity (ROE).

For the Market-to-Book Ratio (MBR), we find across columns (1) to (3) that CG exhibits a strong and 
statistically significant positive influence on MBR at the 1% significance level. This suggests that firms 
with robust corporate governance practices tend to have higher market valuations than their book val-
ues. Additionally, the interaction term CG*FF shows significance at the 10% level in Column (3). This 
implies that the presence of family firms within the corporate structure may modulate the relationship 
between corporate governance and MBR. However, the effect is relatively weaker than CG's direct impact 

Table 6. A lternative measurements for firm performance.
(1) (2) (3) (4) (5) (6)

MBR MBR MBR ROE ROE ROE

Intercept −0.660 0.729 0.028 −0.289** −0.243** −0.264**
(−0.380) (0.411) (0.015) (−2.469) (−2.069) (−2.198)

GCG 0.066*** 0.061*** 0.076*** 0.004*** 0.003*** 0.004***
(4.264) (4.168) (3.547) (4.480) (4.449) (3.884)

FF −1.241*** 0.332 −0.041** 0.006
(−4.281) (0.417) (−2.305) (0.117)

GCG*FF −0.041* −0.001
(−1.822) (−0.891)

SIZE 0.013 0.000 0.002 0.015*** 0.014*** 0.014***
(0.473) (0.017) (0.058) (2.931) (2.671) (2.691)

LEV −0.028* −0.028* −0.027* 0.011 0.011 0.011
(−1.892) (−1.821) (−1.801) (0.824) (0.830) (0.834)

AGE 0.013*** 0.013*** 0.012*** 0.003*** 0.003*** 0.003***
(2.778) (2.834) (2.787) (4.405) (4.457) (4.501)

REG −0.033 −0.077 −0.070 −0.009 −0.013 −0.013
(−0.323) (−0.710) (−0.648) (−0.244) (−0.362) (−0.347)

Fixed Effect Included Included Included Included
Adj.R2 0.12 0.13 0.13 0.11 0.11 0.11
N 989 989 989 989 989 989
F-stat 3.853 3.646 4.062 4.324 4.205 3.965

Note: t statistics in parentheses, *p < 0.10, **p < 0.05, ***p < 0.01.
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of CG. In the context of this analysis, family firms may either enhance or attenuate the positive impact 
of corporate governance on MBR, depending on specific circumstances.

Columns (4)–(6) show that CG has significantly positive coefficients, indicating that firms with effective 
corporate governance structures tend to generate higher returns on equity. However, the interaction 
term CG*FF does not appear to significantly affect ROE in any of the models, which is consistent with 
the main findings. This suggests that in the context of ROE, the presence of family firms may not signifi-
cantly moderate the relationship between corporate governance and profitability.

4.3.2.  Other robustness tests
For robustness, we employ lagged models to investigate the impact of corporate governance (CG) and 
family firm status (FF) on firm performance over multiple periods, including t + 1, t + 2, and average (AVE), 
which represent the average return on assets over t, t + 1, and t + 2. Additionally, we introduce alternative 
performance measurements, such as the Market-to-Book Ratio (MBR) and Return on Equity (ROE), to 
assess the consistency of our findings across diverse metrics. These robustness tests address the tempo-
ral dimension of corporate governance effects and offer a more holistic perspective on the influence of 
family firm status on performance.

As reported in Table 7, the results show that for the TBQt model, CG has a significantly positive impact 
on firm performance, showing that stronger corporate governance practices contribute to enhanced per-
formance. Nevertheless, the presence of a family firm does not seem to exert a significant influence on 
TBQt; however, an interesting interaction arises. The CG*FF interaction term reveals a negative association 
with TBQt, signifying that family firm status moderates the positive relationship between corporate gov-
ernance and performance for the current period (t). Extending the analysis to subsequent periods, the 
TBQt+1, TBQt+2, and TBQAVE models highlight the positive impact of CG on firm performance. Conversely, 
family firms appear to have a diminished role in affecting performance as they lack statistical signifi-
cance. Remarkably, the moderating effect of the family firm, as represented by the interaction term 
CG*FF, is only significant for TBQt+1, suggesting that family firms moderate the CG-performance relation-
ship mainly in the immediate future.

For the return on assets (ROA), we find that CG positively influences ROAt, indicating that effective 
corporate governance practices enhance profitability. By contrast, family is found to negatively impact 
ROAt, implying that family firms may face challenges in achieving higher profitability. The interaction 
term CG*FF is significant, suggesting that the family firm moderates the relationship between corporate 
governance and profitability. In this case, the family firm enhances the positive effect of CG on ROAt. 
When assessing ROAt over different time horizons (ROAt+1, ROAt+2, and ROAAVE), CG positively impacts 

Table 7. O ther robustness tests.
(1) (2) (3) (4) (5) (6) (7) (8)

Dep. variable TBQt TBQt+1 TBQAVE TBQt+3 ROAt ROAt+1 ROAt+2 ROAAVE

Intercept −0.373 −0.427 0.105 −0.300 0.010 0.013 0.014 0.011
(−0.584) (−0.624) (0.151) (−0.523) (0.220) (0.278) (0.276) (0.291)

GCG 0.033*** 0.022*** 0.012** 0.023*** 0.002*** 0.001*** 0.001 0.001***
(5.049) (3.781) (1.986) (4.402) (4.243) (2.775) (1.443) (3.393)

FF 0.107 0.022 −0.192 −0.008 −0.040* −0.039 −0.041* −0.039**
(0.387) (0.090) (−0.733) (−0.037) (−1.765) (−1.642) (−1.793) (−2.234)

GCG*FF −0.013* −0.010 −0.004 −0.009 0.000 0.001 0.001 0.001
(−1.691) (−1.423) (−0.530) (−1.537) (0.873) (1.033) (1.359) (1.400)

SIZE 0.002 0.022 0.035 0.022 −0.000 0.000 0.002 0.000
(0.058) (0.745) (1.115) (0.894) (−0.152) (0.057) (0.692) (0.299)

LEV −0.027* −0.030** −0.028** −0.028** −0.004** −0.002 −0.002 −0.003*
(−1.801) (−2.136) (−1.987) (−2.127) (−2.282) (−1.017) (−1.247) (−1.844)

AGE 0.012*** 0.010** 0.008** 0.010** 0.001*** 0.000** 0.000** 0.001***
(2.787) (2.324) (1.969) (2.485) (2.634) (2.072) (2.093) (2.603)

REG −0.070 −0.246** −0.357*** −0.225** −0.007 −0.015* −0.016** −0.013*
(−0.648) (−2.090) (−2.967) (−2.352) (−0.769) (−1.670) (−2.043) (−1.798)

Fixed Effects Included Included Included Included Included Included Included Included
Adj.R2 0.17 0.14 0.13 0.17 0.10 0.07 0.05 0.10
N 989 988 987 989 989 988 987 989
F-stat 8.084 7.500 6.758 10.247 6.307 4.170 4.181 6.511

Note: t statistics in parentheses, *p < 0.10, **p < 0.05, ***p < 0.01.
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profitability for ROAt+1 and ROAt+2. However, FF is not significant. The CG*FF interaction term remains 
significant for ROAt+1 and ROAt+2, indicating that FF continues to moderate the relationship between CG 
and profitability in the short to medium term.

In summary, these robustness tests reveal that corporate governance, family firm status, and their 
interactions play a nuanced role in shaping firm performance. While CG consistently enhances perfor-
mance, the presence of FF introduces complexities, particularly in moderating the CG-performance rela-
tionship. These findings emphasize the importance of considering temporal dynamics and firm-specific 
characteristics to understand the multifaceted interplay between corporate governance, family owner-
ship, and firm performance.

This study’s results align with agency theory and signaling theory. The positive effect of CG on com-
pany performance shown in the results of this study strengthens the agency theory that a good CG 
mechanism will reduce conflicts of interest between principals and agents so that company goals can be 
easier to achieve and improve. On the other hand, this result is also in line with signaling theory, which 
shows that a high score on the CG mechanism implemented by the company can increase the trust of 
stakeholders, which in turn has a positive impact on company performance, both accounting perfor-
mance and market performance.

5.  Conclusion

This study delves into the intricate relationship between corporate governance disclosure (CGD) and firm 
performance within the Indonesian business landscape. The findings unequivocally highlight the pivotal 
role of CGD in shaping corporate performance, emphasizing its positive impact, which is weakened in 
family firms. Additionally, this study bolstered its credibility by applying robustness tests, including 
lagged models and alternative performance metrics. Within the framework of a two-tier management 
system, as observed in Indonesia, the effective implementation of a robust CG mechanism has emerged 
as a powerful driver of corporate performance. This study demonstrates that CG substantially and posi-
tively influences overall corporate performance, encompassing both market and accounting dimensions. 
Nonetheless, a concentrated ownership structure, particularly within the context of family firms, can 
attenuate the favorable effects of CG implementation on corporate performance.

This study has significant implications for corporate governance practices, particularly in family-owned 
firms. This study emphasizes the crucial role of Corporate Governance Disclosure (CGD) in enhancing the 
performance of Indonesian family firms. For companies, implementing sustainability report disclosure, in 
the long run, can improve company performance due to the positive image of the company’s opera-
tional environment. However, companies can consider the costs of implementing and disclosing social 
responsibility to balance costs and benefits. Government regulations should be designed to involve 
minority shareholders in the selection process of board and audit committee members within family 
firms. This approach ensures higher professionalism and independence in their pivotal roles. Such regu-
latory steps can potentially elevate corporate governance standards, promoting better performance and 
integrity in Indonesian family-owned businesses and similar contexts worldwide. However, it is important 
to note that this study relied on secondary data, specifically archival data, from the datasets. This limita-
tion means that the analysis primarily focuses on what is available in the documented records, poten-
tially overlooking the practical intricacies of corporate governance mechanisms. In addition, the limitation 
of family company measurement that uses dummy variables based on the percentage of family share 
ownership (at least 20%), may also impact the results of this study. Future research could bridge this gap 
by incorporating qualitative data from direct observations or interviews, offering a more holistic view of 
corporate governance practices and strengthening the research findings.
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