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Abstract: This study aimed to determine the effect of
corporate governance, return on asset, market prices to book
value, firm size and leverage on financial distress  of
concentrated ownership of manufacturing firms in Indonesia
stock exchange period 2016-2018. The population was 73 of the
concentrated ownership of manufacturing firms. The sampling
technique used was purposive sampling. Based on the sampling
criteria, the number of samples selected was 16 companies.
Analysis of the data used was multiple regression analysis. The
findings of the study were that corporate governance and
market prices to book value did not affect financial distress
while return on assets, firm size and leverage affect the
financial  difficulties of concentrated ownership  of
manufacturing firms For further research, it is recommended
to add other related variables to financial difficulties.
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. INTRODUCTION

The results of [1] put Indonesia in the last rank in the
practice of corporate governance among Asian countries.
This condition indicates that the principles of corporate
governance relating to transparency, accountability,
responsibility, independence and fairness of companies in
Indonesia are still very poor compared to other Asian
countries. The results of a financial services authority / OJK
(2017) also revealed that the implementation of corporate
governance in Indonesia is currently far behind compared to
countries in the ASEAN region. If this condition continues it
can have a negative impact on the company in the form of
financial distress.

The issue of the relationship of corporate governance to
financial distress is an important concern for researchers and
practitioners globally [27]. Cases of leading companies in
Amarika and Europe suchas, Global Crossing, Merrill
Lynch, and Enron Vivendi, Swissair, and Metallgesellshaft
are silent witnesses to corporate governance scandals [24],
[29], [19], [11] proved [2] proved that good corporate
governance provided the right corporate decision making
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and improved the company's financial performance so as to
avoid financial distress.

According to [15] majority ownership
(concentratedownership) and asymmetric information are
indicated as one of the causes of financial distress. The
majority owner controls the company so that the external
party cannot control the company. This condition indicated
that the practice of corporate governance in companies with
concentratedownership often ignores the principles of good
corporate governance consisting oftransparency,
accountability, responsibility, independence) and fairness
that are guidance for the company.

The role of good corporate governance is a guide that
must be done by companies. According to [25]; [16]; [7] that
good corporate governance will reduce agency costs, protect
shareholder rights, increase company profitability, increase
company Vvalue, increase stock returns, build trust in
investors and stakeholders, reduce costs of capital, improve
company performance, minimize asymmetric information
and reduce the risk of financial distress. Empirical research
on the effect of corporate governance on financial distress
has been conducted by previous researchers, but there are
still differences in research results. [20] proved that
companies that experience financial distress were companies
that practiced bad corporate governance. [5] revealed that
there was a negative relationship between Malaysian
companies that distress their status of ownership structure as
measured by the percentage of shares held by executive
directors, non-executive directors and blockholders.
Meanwhile, [3] found a positive and significant relationship
between financialdistress and the practice of corporate
governance.

Considering the lowest position of companies in
Indonesia in the implementation of corporate governance in
Asian countries, the strength of concentrated ownership
interventions for companies is thus indicated to affect
corporate governance practices and there are still differences
in the results of previous research on the impact of corporate
governance on financial distress, then this study tries to look
at the impact of corporate governance implementation on
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companies that have concentrated ownership structures on
financial distress. Analysis of the impact of corporate
governance on financial distress of Indonesia public
companies is a relatively new area of research. This study
tries to prove how corporate governance influence on
financial distress in concentrated ownership companies in
the Indonesian stock exchange for the period of 2016-2018.

Il. LITERATURE REVIEW

A. Agency Theory

The concept of separation of ownership and control in
corporations popularized by [13] as a starting point for the
development of the modern corporate world has
consequences for the creation of agency problems. Agency
problems have two sides, namely the classic agency problem
between principals and agents (between shareholders and
managers) and agency problems between controlling
shareholders and non-controlling shareholders. Agency
problems between principals and agents arise because of the
separation of ownership and control, while agency problems
between the controlling shareholder and non-controlling
shareholder arise because of the separation between control
rights and cash flow rights.

B. Alignment Effect

Theory Alignment effect [22] stated that the majority
shareholder (concentrated ownership) is highly motivated to
maximize the values of the company. They are able to gather
information and supervise managers, but must pay attention
to the potential for problems to the agency. Controlling
shareholders have sufficient cash flow rights to prevent their
desire to take over non-controlling shareholders and
companies. The higher the concentration of cash flow rights,
the higher the incentives for controlling shareholders to
manage their companies appropriately.

C. Entrenchment Effect

Entrenchment is the act of controlling shareholders who
are protected by their control rights, so that they are involved
in the abuse of power such as expropriation. According to
the entrenchment effect large shareholders can represent
their own interests, which need not take into account the
interests of minority shareholders, employees, and managers.
Under this theory, the company's financial status influences
the behavior of large shareholders. Tunneling and propping
behavior are usually observed in companies with
concentrated ownership [8].

D. Corporate Governance of Concentrated Ownership
Firms and Financial Distress.

Concentrated ownership is the majority shareholder who
has a significant financial investment in a company that is
measured by the largest shareholding (in percent). Based on
alignment effect theory which stated that concentrated
ownership is highly motivated to maximize the values of
their company. They are able to gather information and
supervise managers. Concentrated ownership tends to have
enough power to protect their interests and actively monitor
company performanceand management behavior. These
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shareholders can use the voting power of shareholders in
dispersed ownership companies. A concentrated ownership
companies usually have active shareholders and the high
quality of monitoring. This condition can inhibit the selfish
behavior of management. In such companies, managers may
be hesitant to adopt their own interests for fear of losing their
jobs. Thus, concentrated ownership helps increase the value
of the company by preventing managers from behaving
opportunistically so as to reduce the risk of financial distress.
[17] proved that concentrated ownership reduces asset risk
and insolvency risk. However, it is different from the
findings [21] proved that concentrated ownership has a U-
shaped relationship with risk. Stewardship theory states that
managers as stewards focus more on shared interests or
organizational goals rather than on personal desires.
Theoretically, concentrated ownership gives a good
contribution to the implementation of corporate governance
in the company in improving the company's financial
performance in order to avoid financial distress.Research on
the effect of corporate governance on finance has been
conducted by previous researchers.[8] proved that there is an
insignificant negative relationship between corporate
governance practices and the likelihood of financial distress.
The research result of [6] and [10] stated that corporate
governance practices strengthen firm performance. The
results of research conducted by [23]; [30] also stated
thatthese practices protect firms against the risk of financial
distress. The hypothesis of this reseach

Hi: Corporate governance of concentrated ownership
of manufacturing firms in Indonesia stock exchange
period 2016-2018 effect on financial distress.

I1l. METHOD

A. Data and Sample

The data used in this study is secondary data of
manufacture firms adopted from the Indonesian capital
market directory. The population of this research is 73
concentrated ownership companies of manufacturing
companies in Indonesia stock exchanges for the 2016— 2018
period. The sampling technique applied is purposive
sampling method. The sample selected wasl6 companies
having Z-score < 1,23 ( distress zone)..

B. Financial Distress Measurement

The company's financial distress is divided into three
stages, namely financial distress incubation, deficit flow of
funds, and financial distress. The Altman Z-score can be
used to predict the financial health of a company [4]. The Z-
score formula for manufacturing companies uses a formula
that consists of 5 coefficients, namely:

Z=0,717 X1+ 0,847 Xz + 3,107 X35 + 0,420X4 + 0,998 Xs

Information:

Z = Altman Z-score

X1 = net working capital / total assets

X, = retained earnings / total assets

X3 = EBIT / total assets

Xa = market value of equity / book value of total
liabilities
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Xs = sales / total assets

If Z> 2.9 = safe zone, If 1.23 <Z <2.9 = gray zone, If Z
<1.23 = distress zone.

C. Corporate Governance Index Measurement

According to [1] The corporate governance disclosure
index is an index that assesses the implementation of
corporate corporate governance which is built based on the
principles of good corporate governance which consists of
the principles of transparency, responsibility, independence
and fairness. The corporate governance disclosure index in
this study refers to [26] study. The calculation of this index
value refers to research that has been done by [18] The
formula for the corporate governance disclosure index value
is as follows:

CGl=Yr, Xij | ¥, Mi

CGlj = value of corporate governance index of
each company

Xij = value of all scores of the items of
corporate governance principlespracticed by the
company.

Mi= The totality of items of corporate governance
principles which amounted to 60 items.

D. Control Variable

This study also added return on assets, market to book
Ratio, firm size and leverage as research control variables.
This is done to avoid specification errors in the estimation
model [9].

E. Analysis Techniques

Multiple regression was used to test the impact of
corporate governance and control variables on financial
distress, The regression equation model in research is as
follows:

Yi=a1+f1Xe+ foXo+f3Xs +faXe+fs5Xs +e1

Information:

Y1 = Financial Distress

a1 =a constant

B1, B2, Bs, Pa, Ps, = Coefficient of Corporate Governance,
Return on Asset, Marketto Book Ratio,
Firm Size, Leverage

Xi1. Xz, Xs., Xa., X5, = Corporate Governance, Return on
Asset, Marketto Book Ratio,
Firm Size, Leverage

e; =Error

IV. RESULT AND DISCUSSION
Table | showed descriptive statistics of the research. The
implementation of the principles of corporate governance of
concentratedownership companies was on an average of
76.59%.Meanwhile, the return on assets, market price to
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book value, firm size and leverage of the company from
2016-2018 experienced quite high fluctuations.

TABLE 1. Descriptive Statistics

Minimum  Maximum Mean STSTD
FD -1.27 1.26 .6289 .50537
CG .60 .92 .7659 .08728
ROA -9.07 36.00 2.3422  7.38970
MPBV -.45 41.00 3.8796  8.90040
FIRM SIZE 11.39 18.68 15.1971 1.80418
LEVERAGE -2.08 11.86 1.7773  2.19050

The results of an ANOVA on table Il showed that the
value of F = 4.298 with sig = 0.003, thus this regression can
be used to predict financial distress or corporate governance,
return on assets, market price to book value, firm size and
leverage affect financial distress.

TABLE Il. Anova

Sum of df  Mean F Sig.
Squares Square
Regression 4.063 5 813 4.298 .003
Residual 7.941 42 189
Total 12.004 47

TABLE l11. Regression Coefficients

Unstandardized ~ Standardized t Sig.

Coefficients Coefficients
B Std. Beta
Error

(Constant) -1.905  .783 -2.433 .019
CG 383  .764 .066 .501 .619
ROA .021  .009 .306 2.287 .027
MPBV .013 .008 225 1.651 .106
FIRMSIZE 133 .037 475 3.640 .001
LEVERAGE .067  .030 291 2.237 .031

The results of the regression coefficient on table IlI
below mentioned that corporate governance did not affect
financial distress, thus the research hypothesis was rejected.
Meanwhile, the control variable consisting of return on
assets, firm size and leverage had a positive effect on
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financial distress while the market price to book value had
no affect financial distress.

The study proved that the majority of shareholders
(concentrated ownership) did not contribute to the financial
distress of manufacturing companies in the Indonesian stock
exchange for the period of 2016-2018. This condition
indicated that the shareholders majority were not the cause
of the company's financial distress. They had made a fairly
good contribution in implementing the principles of
corporate governance even though the implementation was
only around 76.59%. The results of this study also implicitly
proved that the majority of shareholders did not intervene far
enough on the company's management. This research result
supported the theory of alignment effect which stated that
the shareholder majority (concentrated ownership) was
highly motivated to maximize the values of the company.
Alignment was an act of controlling shareholder which was
synchronous with the interests of non-controlling
shareholders. Ownership of cash flow rights by controlling
shareholders suppressed their desire to take over and
increases their attractiveness to pay cash dividends [13].
However, this study results did not support the entrenchment
effect which stated that the entrenchment effect was caused
by the controlling shareholder. Entrenchment was the act of
controlling shareholders who were protected by their control
rights (control rights), so that they were involved in the
abuse of power such as expropriation. The entrenchment
effect consisted of expropriating corporate profits.
According to the entrenchment effect, large shareholders can
represent their own interests which need not take into
account the interests of minority shareholders, employees,
and managers. Under this theory, the company's financial
status influences the behavior of large shareholders.
Tunneling and propping behavior are usually observed in
companies with concentrated ownership [8].

Return on assets, firm size and leverage had a positive
and significant effect on the financial distress of
concentrated ownership of manufacturing firms in Indonesia
Stock Exchange in the period of 2016-2018. Company assets
increased quite sharply from 2016-2018, but asset
management could not increase greater profits. This
condition indicates that the companiesof concentrated
ownership of manufacturing firms in Indonesia Stock
Exchange had not been able to optimize the assets to
generate profits. On the other hand corporate debt also
contributes to the company's financial distress. The capital
structure policy carried out by the management raises the
pressure on the company's financial distress. The role of
management in carrying out asset management policies,
capital structure policies and the efficiency of company
operations can be a cause of corporate financial distress.
This condition may occur due to a conflict of interest of
concentrated ownership of manufacturing firms .According
to the agency theory proposed by [13] that there was a
conflict between shareholders as the owner of the company
and management as the controller responsible for the daily
activities of the company. Shareholders were more oriented
towards long-term value creation (increasing the value of the
company in the long term), whereas management was more
oriented to the short-term horizon in accordance with the
contract period as management. The form of conflict can be
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in the form of compensation (bonus) and excessive use of
company facilities by management, as well as other forms of
benefits that benefit management which is charged to the
company.Market price to book value did not have an impact
on financial distress. This is likely that the market price to
book value was not directly related to the company's
financial performance, so that its role in financial distress did
not occur.

V. CONCLUSION

This research concluded that corporate governance and
market price to book value did not effect financial distress of
concentrated ownership firms in the Indonesiastock
exchange. Meanwhile return on assets, firm size and
leverage had an impact on financial distress. The
implementation of corporate governance of concentrated
ownership firmswas already quite well. The result proved
that majority shareholders did not intervenethe management
of the company. The management of concentrated ownership
firms of manufacturing companies in the Indonesia Stock
Exchange in the 2016-2018 period was indicated to
contribute to the financial distress of concentrated ownership
firms in the Indonesia stock exchange. For the future,
management of firms should be deep attention to capital
structure policy, optimizing the use of assets to generate
profits and operating efficiency.
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