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ABSTRACT

Financial conglomerates are financial institutions that provide all forms of financial
services on the top of ordinary banking service. The quality of financial conglomerates’
performance depends on number of factors namely ownership structure, internal capital
market and resources sharing. Research on the performance of financial conglomerates
are still lacking in Indonesia. This study, therefore, is among the first attempt to assess the
influence of ownership structure, internal capital market and resources sharing on the
performance financial conglomerate firms in Indonesia, from the industrial organiza-
tional theory perspectives. The methodology employed is the ex-post facto research de-
sign, using secondary data. The population of the study is all the conglomerates firms
listed on the Indonesian Stock Exchange between 2010 until 2015 persistently. The study
used regression as a tool of analysis. Findings supported three out of the five hypotheses
proposed. Efficient subsidy and managerial ownership had no significant influence on
firms’ performance. Efficient transfer segment had positive influence on firms’ perfor-
mance. Similarly, result supported the proposition that intangible and tangible resources
had positive effect on firms’ performance.

ABSTRAK

Konglomerat keuangan adalah lembaga keuangan yang memberikan segala bentuk layanan
keuangan di samping layanan perbankan pada umumnya. Kualitas kinerja konglomerat keuangan
dipengaruhi oleh berbagai faktor antara lain struktur kepemilikan modal, pasar modal internal
dan berbagi sumberdaya. Penelitian tentang konglomerat keuangan di Indonesia masih sangat
terbatas, khususnya yang berfokus pada kinerja perusahaan dari perspektif teori organisasi industri.
Oleh karena itu penelitian ini merupakan salah satu upaya awal untuk mengkaji pengaruh struktur
kepemilikan modal, pasar modal internal dan berbagi sumberdaya terhadap kinerja keuangan
perusahaan konglomerasi keuangan di Indonesia dari perspektif teori organisasi industri. Penelitian
ini menggunakan pendekatan kuantitatif, dengan desain ex-post facto, menggunakan data sekunder.
Populasi penelitian adalah semua perusahaan konglomerat yang terdaftar di Bursa Efek Indone-
sia selama tahun 2010 sampai dengan 2015. Metode analisis yang digunakan adalah regresi
berganda. Hasil penelitian ini mendukung tiga dari lima hipotesis yang diajukan. Subsidi yang
efisien dan kepemilikan manajerial tidak berpengaruh terhadap kinerja perusahan konglomerat
keuangan di Indonesia. Sementara itu segmen transfer efisien, sumberdaya berwujud dan tidak
berwujud berpengaruh positif terhadap kinerja perusahaan konglomerat keuangan.
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There is a strong view in the literatures that per-

formance can determine the sustainability and ex-

istence of firms in the market as it influence the

decision of continues patronage by investors, po-

tential investors, creditors, and other stakehold-

ers in the business world (Andow & David, 2016).

Every firm should demonstrate ability to make

returns in this highly competitive environment as

it determines its ability to survive in the future.

Conglomeration emerges because of companies’

effort to diversify their business in huge scale aim-

ing at minimizing risk and maximizing profit. Di-

versification enables firms to access the efficient

global capital markets (Schoen, 2008). A conglom-

erate company is a market-diversified firm, which

means that it operates in two or more markets

(Narver, 1967).

A number of publications on conglomeration

are evidences in finance literature with consider-

able disagreement on the benefits of merging firms

in different businesses’ lines (Berger et al., 1999).

The conglomeration hypothesis’ advocates assert

that possessing and wielding different kind of

businesses lines under one roof shall provide

advantages in the form of cost efficiency by shar-

ing inputs in joint production (Mälkönen, 2009).

Conglomeration leads to financial efficiency and

capital gain by initiating internal capital markets,

which may be more resistance to market imper-

fections, such as information asymmetries, com-

pared to external markets to imperfections

(Gertner et al., 1994). Internal capital market is the

main motive for firms in conducting diversifica-

tion as it works on the basis of cross subsidization

whereby profitable segment subsidizes the unprof-

itable one and low growth potential segment sub-

sidizes the high potential one (Huang et al., 2012).

This mechanism shall reduce the risk faced by

firms in the market. Conglomerations provide

benefits to firms in many forms: reduce risk (Boot

& Schmeits, 2000; Tremblay &Trembley, 2012),

improve firms’ financial leverage, providing

greater revenues from risk-sensitive customers

who are willing to pay more or accept reduced

services in return for lower default risk (Winton

1999), and increase market power (Bashir &

Fedorova, 2014)

Researches on the implications of financial

conglomeration in emerging economies are still

lacking (Mälkönen, 2009). Among attempted works

were: Mälkönen (2009) and Morrison (2003) ad-

dress the issue of risks and regulatory aspects as-

sociated with financial conglomerates; Boot &

Schmeits (2000) concluded that conglomeration

shall alleviate risk-taking in banking, however,

creates moral hazard problems between the

divisionsof a financial group. Financial conglom-

erates are having financial advantage (Freixas et

al., 2007) and information advantage (Vander,

2002) over specialized firms.

Existing literature omit the industrial orga-

nization aspects of financial conglomeration and

ignores the empirical fact that financial conglom-

erates emerge as a result of synergies, such as lock-

in effects and cost efficiency gains (Mälkönen,

2009). For instance, Freixas et al. (2007) and Boot

& Schmeits (2000) assume perfectly competitive

markets where the products and the customers of

the conglomerates are identical. Efficiency motives

occurs as a result of synergy gains such as econo-

mies of scale and scope or reduced transaction

costs (Golubov et al., 2013) and earn profit from

diversification of different product lines

(Mälkönen, 2009). Thus, the diversification oppor-

tunity is a plausible reason for the emergence of

financial conglomerates. Information obtained

from other financial services provides advantages

to financial institutions (Mester et al., 2007) thus

providing better access for the conglomerates to

global capital markets (Schoen, 2008). Some other

advantages of conglomerate mergers are in the

form of managerial motives such as diversifica-

tion and reduced risks (Tremblay & Trembley,

2012). In addition, conglomerate mergers aim at
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increasing market power by eliminating potential

competitors in the market (Tremblay & Trembley,

2012).

Financial conglomeration syndrome in Indo-

nesia is ubiquitous, evidences by its increasing

numbers. According to the Financial Service Au-

thority (FSA) report in 2015, financial conglomer-

ates control 69.5 percent, or equivalent with 5.325

trillion Rupiah, of the financial service industry’

total asset. Most financial conglomerates in Indo-

nesia are experiencing managerial ownership par-

ticipation. Nonetheless, researches on the perfor-

mance of those firms are still limited. Performance

is crucial to every business’s survival that reflects

continues patronage by investors, potential inves-

tors, creditors, and other stakeholders in making

investment decision. The companies’ ability to get

higher return shall determine to a larger extend

its ability to survive in the future. The influences

on the firm value by managerial ownership and

foreign ownership have been issues that research-

ers have undertaken to investigate for decades

(Andow & David, 2016). This study provides ad-

ditional evidence regarding the way in which

ownership structure, internal capital market and

resources sharing influence the conglomerate

firms’ performance in Indonesia focusing on the

conflict emanating on incentives due to manage-

rial ownership participation on corporate gover-

nance structure and their impact on the firm’s per-

formance.

Moreover, conglomeration provides benefits

in the form of internal capital market and resource

sharing. Sautner & Villalonga (2010) stated that

internal capital market rose because of poor cor-

porate governance. They argue that ownership

structure focus will decrease the extent of diversi-

fied firm therefore having more efficient internal

capital market. This result support the work of

Kim & Jung (2003) who suggested that funds allo-

cation within firms where controlling sharehold-

ers have high ownership are more efficient com-

pared to those shareholders with low ownership

holding.

Despite of the facts that internal capital mar-

ket is the main motivation for company doing di-

versification, research on internal capital markets

is yet inconclusive. Some supported the view that

internal capital market resulted in conglomerate

firm’s efficiency (Gertner et al., 2001; Billet &

Mauer, 2003; Campello, 2005; Schoen, 2008; Huang

et al., 2012; and Almeida & Kim, 2014). In the

meantime, others urged that internal capital mar-

ket performed inefficiently make decreasing firm

value (Ozbas & Scharfstein, 2010; Billet et al., 2013).

The blame for conglomerates’ inefficiency was on

the way they allocate resources across industries.

Investment by segment of highly diversified firms

is less sensitive to their cash flow. Ozbas &

Scharfstein (2010) alleged that the unrelated seg-

ments of conglomerate firms tend to invest less

than stand-alone firms in high-Q industries, and

more than stand-alone firms in low-Q industries.

Internal capital market in this inquiry is classified

into efficient subsidy segment and efficient trans-

fer segment. Thus, the following hypothesis is pro-

posed:

H
1
: efficient subsidy segment has positive influ-

ence on the performance of conglomerate

firms.

H
2
: efficient transfer segment has positive influ-

ence on the performance of conglomerate

firms.

Another benefit of conglomeration is re-

sources sharing. According to Resource-Based

View theory, resources are the ultimate driver for

a firm to establish its identity and framing its strat-

egy. Therefore, firms’ resources become the pri-

mary sources of the firm’s profitability (Grant,

2001). Both intangible and tangible resources are

the critical source of competitive advantage and

performance. Intangible resource, such as adver-
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tising, leads a firm to diversified entry and per-

formance in many different markets without

changing the business nature (Chatterjee &

Wernelfelt, 1991). Meanwhile, tangible resource,

such as funds, is the most flexible type of all re-

source because they can be used to acquire all sorts

of productive resources (Chatterjee & Wernelfelt,

1991). Financial resources are among important

sources of competitive advantage and economic

growth in Korea (Change & Hong, 2002). It helps

increase scale and scope economies, vast knowl-

edge and experiences in diversified businesses

(Park et al., 2008)

Resources are means to create competitive

advantages in the market (Barney, 1991). A series

of studies have attempted to link strategic re-

sources and performance. Some scholars concluded

that there is no effective connection between re-

sources and performance (Coff & Lee, 2003). In-

stead, strategic resources explain performance only

to the extent that organizations capture the eco-

nomic value that they create (Barney & Clark,

2007). Resources is the primary reason for the firm

to establish its identity and frame its strategy,

hence become the primary sources of the firm’s

profitability.Thus, the following hypothesis are

proposed:

H
3
: intangible resources have positive influence on

the performance of conglomerate firms.

H
4
: tangible resources have positive influence on

the performance of conglomerate firms.

Research on the relationship between mana-

gerial ownership and corporate performance are

widely discovered in developed countries and

more recently in emerging markets (Andow &

David, 2016). Ownership structure is a pivotal is-

sue for corporate governance and hence firms’

performance (Andow & David, 2016). Separation

of ownership and control motivates management

to reduce incentives in order to maximize corpo-

rate efficiency. Therefore, right proportion of own-

ership and control in required in minimizing con-

flict of interest.The agency theory can be used as

a reference to clarify the role of ownership struc-

ture in mitigating this conflict of interest. On the

one hand, a firm with larger spread of ownership

may be advantageous in terms of lower risk of

owner-manager conflict. On the other hand, owner

with the largest proportion of ownership may ex-

ercises their power to gain private benefits while

compensating those with smaller portion of own-

ership (Bashir & Fedorova, 2014). Thus the fol-

lowing hypothesis is proposed:

H
5
: managerial ownership has negative influence

on the performance of conglomerate firms.

The framework of this study is based on the

theory of industrial organization. The theory ex-

plains the relationship between the organizational

structure an industry and the economic behavior

of a company in terms of transaction costs, barri-

ers to entry, monopoly and conglomeration (Bashir

& Fedorova, 2014). This theory also explains the

characteristics of an industry such as market struc-

ture, conduct and performance of the organi-

zation’s industry. Industrial organization theory

is based on the paradigm of structure-conduct-

performance (Cabral, 2000). The theory suggests

that conglomeration is one of the core elements of

an industry’s market structure. Horizontal concen-

tration is the most crucial factors as it derives to

larger extend market’s structure (Li & Chen, 2007).

It implies that firms is similar or same business

category are more likely to merge (Bashir &

Fedorova, 2014). The theory of industrial organi-

zation explains about conglomeration and their

rolein market competition. Wirth & Bloch (2009)

alleged that conglomeration is a condition whereby

large economic conglomerates capable of outs-

pending market competitors through cross-subsi-

dization own market competitors. In the case of
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conglomeration, a company expands by acquiring

other firms in related or unrelated fields. Figure 1

presents the framework of the study.

PS : liquidating value of the firm’s outstand-

ing preferred stock

Debt : the value of the firm’s short-term liabili-

ties net of its short-term assets, plus the

book value of the firm’s long-term debt

TA : the book value the total asset of the firm

The independent variables in this study con-

sist of internal capital market, resources sharing

and ownership structure. Internal capital market

is classified two components namely subsidy and

transfer (Billet & Mauer, 2003). While subsidy re-

ceiver is a segment lacking of fund, the transfer

segment is the opposite. Subsidy occurs when af-

ter-tax cash flow (‘ATCF’) is less or equal to capi-

tal expenditures (‘CAPEX’) while transfer segment

is vice versa. The following formula is used to

measure subsidy and transfer (Billet & Mauer,

2003).

Firm Subsidy
i

= Max (CAPX
i
–ATCF

i
, 0)

Firm Subsidy
i

= Max{CAPX
i
–(EBIT

ij
 – interest

ij
 –

tax
ij
 +depreciation

ij
), 0}

where,

CAPEX
i

: the segment’s reported capital ex-

penditures

ATCF
i

: the segment’s after-tax cash flow,

including

EBIT
ij

: segment i’s reported earnings be-

fore interest and tax

Interest
ij

: interest expense i’s segment

Tax
ij

: tax expense i’s segment

Depreciation
ij

: depreciation expense i’s segment

The potential transfer of resources of the

transfer segments (‘PTransfer’) is calculated using

the following formula:

Figure 1. Research framework

METHOD

The sample of the study was financial con-

glomerate firms listed in the Indonesia Stock Ex-

change. The sampling method adopted was pur-

posive sampling with certain criteria namely: top

49 conglomerate companies according to the Fi-

nancial Service Authority and the company actively

published their financial statements since 2010 until

2015 consecutively. The observations was con-

ducted for five years which is slightly longer than

the study period used in some previous studies.

Longer observation coverage provides advantages

in terms of better understanding on the variable

under study.

The variable of the study consists of firm’s

performance as dependent variables measured by

Tobin’s Q ratio. The formula of Tobin’s Q is calcu-

lated using the approximate Q by Chung & Pruitt

(1994) as follows:
 

Q= 
MVE +PS +Debt

TA
 

 
Where,

MVE : the product of firm’s share price and the

number of common stock shares out-

standing

Transfer = min {
PTransfer  i

PTransfer  in
i=1

 ( Subsidy i), PTransferi}
n
i=1  



Quality of Financial Conglomerates’ Performance in Emerging Economy: The Industrial Organization Theory Perspective

Wiwiek Rabiatul Adawiyah & Bambang Agus Pramuka

| 181 |

PTransfer
i
 = max (ATCF

i
 – w

i
DIV

j
 – CAPEX

i
, 0)

Where,

PTransfer : potential transfer segment i

DIV
j

: cash dividend paid by firm j

w
i

: asset weighted of the total number of

transfer segments i, i.e., those segments

for which ATCF > CAPEX.After de-

duction of dividends, PTransfer can be

positive or 0.

To measure the efficiency of the
internal capital market components for an n-
segment will use ROA as computed as

centage of managerial ownership within financial

conglomerate companies. The formula is as fol-

lows:

ESS = 
(ROA i   ROA )(Subsidy i )(Positive i )

Total  Asset
 

 

ETS = 
(ROA  ROA I )(Transfer i ) (1  Positive i )

Total  Asset
 

Where the define following indicator vari-

ables for segmenti:

Positive = {
0 ifROA i ROA

1 if ROA i >ROA
 

The next variable is resource, which is de-

fined as anything could be thought of as a strength

or weakness of a given firm (Wernerfelt, 1984).

Firm’s resources could be defined as intangible and

tangible resources. The proxy of advertising as

intangible resources and liquidity as tangible re-

sources are presented below:

Advertising = 
Advertising  Expenditure

Total  Sales
 

 

Liquidity      =  
Current Assets

Current Liabilities
 

The last independent variable is ownership

structure. This variable is measured using the per-

Ownership Structure = 
Managerial  Ownership

Total  Ownership

The method of analysis used is panel data

regression model as suggested by Gujarati (2013).

Regression equation model in this study used fixed

effects least square dummy variable (LSDV)

model.The result of Chow test indicated that F

test value(0,00) which was below 0.05. The data

was analyzed using statistical software Eviews 9.

Qit = 1i + 2 Subit + 3Trnit + 4Advit + 5Liqit

+ 5Osit + uit  

RESULTS

Classical assumption tests were undertaken

prior to conducting the regression analysis. Nor-

mality distribution is the simple comparison dis-

tribution and only involve two parameters, mean

and varians (Gujarati, 2013). Jarque-Bera (JB) is in

Eviews statistical test to determine whether the

data was normally distributed. The Jarque-Bera

value of 0.595188 is less than x2 of 37.65 while the

probability value of 0.742603 is greater than 0.05,

thus the data is considered normal and can be pro-

cessed for further analysis.

Partial correlation within independent vari-

able is used to test multicollinearity. If correlation

coefficient (r)<0.8, it means that there is no

multicollinearity. The result of the analysis is pre-

sented in Table 1.

The result of analysis indicated that all sig-

nificant values are above 0.05 confirming the ab-

sence of heteroscedasticity. The result of

autocorrelation test is 2. 081764 while the value of

dL is1.0706 and dU is 1.8326, indicating no

autocorrelation.
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Table 1. Correlation Matrix

Table 2. Result of Fixed Effects Least Square Dummy Variable (LSDV) Model

Table 3. Adjusted R Square

Where:
i : unit cross section (financial institution)

t : unit time series (year)

u : residual value

ESS : efficient subsidy segment

ETS : efficient transfer segment

ADV : advertising expenditure

LIQ : liquidity

OS : Ownership structure

ment and ownership structure. The proxy for in-

tangible resource is advertising. Based on the par-

tial influence, the test result shows that t
stat

 was

3.312814 and t
table

 was 1.708 with the significant

value 0.0035. The coefficient of advertising was

positive and have significant coefficient. Thus, the

third hypothesis which states that there is a posi-

tive effect intangible resource to Tobin’s Q in the

financial conglomerate listed on the Indonesia

Stock Exchange, support hypothesis. Financial re-

source is one of tangible resource form. The proxy

for tangible resource is liquidity. The result showed

that t
stat

 was 2.969290 and t
table

 was 1.706 with the

significant value 0.0076. The coefficient of liquid-

ity was positive and have significant coefficient.

Thus, the fourth hypothesis which states that there

is a positive effect tangible resource to Tobin’s Q

in the financial conglomerate listed on the Indo-

nesia Stock Exchange support hypothesis.

Qit = 0.697585 93.09696 ESSit +  0.009157 ETSit +

6.031876 ADVit + 0.963517 LIQit  0.032192 OSit + uit  

Regression analysis was used to test the par-

tial influence of independent variable on depen-

dent variable (Gujarati, 2013). From the analysis

using alpha = 0.05 and a degree of freedom (n - k),

it is known that the value of t table is 1.708. The

analysis result indicated that all significant values

are less than 0.05 except for efficient subsidy seg-

 ESS ETS ADV LIQ OS 

ESS 1.000000 -0.495397 -0.116289 0.119926 -0.171159 
ETS -0.495397 1.000000 0.037147 -0.070246 0.253223 
ADV -0.116289 0.037147 1.000000 -0.359847 -0.418278 
LIQ 0.119926 -0.070246 -0.359847 1.000000 0.619990 
OS -0.171159 0.253223 -0.418278 0.619990 1.000000 

 

Variable Coefficient Std. Error t-Statistic Prob.  

ESS -93.09696 46.41728 -2.005653 0.0586 
ETS 0.009157 0.004220 2.169781 0.0422 
ADV 6.031876 1.820771 3.312814 0.0035 
LIQ 0.963517 0.324494 2.969290 0.0076 
OS -0.032102 0.032239 -0.995747 0.3313 
C -0.697585 0.346181 -2.015088 0.0575 

 Effects Specification   

Cross-section fixed (dummy variables)  
R-squared 0.983516  F-statistic 132.5893 
Adjusted R-squared 0.976098  Prob (F-statistic) 0.000000 
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Based on the partial influence test on the

effect of managerial ownership, it appeared that

t
stat

 was -0.032102 and t
table

 was 1.706 with the sig-

nificant value 0.3313. The coefficient of manage-

rial ownership was negative and have no signifi-

cant coefficient. Thus, the fourth hypothesis that

states that there is a negative effect managerial

ownership to Tobin’s Q in the financial

To assess the simultaneous effect of the

model, F test was employed with the confidence

level of 95%. It is indicated in the study that the

sig value was less than 0.05 or F
statistic

 was 132.5893

greater than F
table 

of 2.69. Thus, it is resumed that

efficient subsidy segment, efficient transfer seg-

ment, advertising, liquidity, and ownership struc-

ture affect financial conglomerate performance.

In addition, Table 3 show the coefficient

determination (R2) and adjusted R2 of the model

were 0.983516 and 0.976098 consecutively. It indi-

cates that 98.3% of the variation in the rise and

fall of the conglomerate performance can be ex-

plained by efficient subsidy segment, efficient

transfer segment, advertising, liquidity, and own-

ership structure while 1.7% is explained by other

variables not observed in the study. The value of

adjusted R2 of 0.976098 indicating that 97.6% of

variation in firms’ performance can be explained

by efficient subsidy segment, efficient transfer seg-

ment, advertising, liquidity, andownership struc-

ture while the remaining of 2.4% is explained by

other variables not included in the model.

DISCUSSION

The first hypothesis stating that efficient

subsidy segment has positive effect on performance

of conglomerate firm listed on the Indonesia Stock

Exchange was not supported. The finding of this

study is distinct from the work of Billet & Mauer

(2003) and Huang et al. (2012). They found that

internal capital market identified through subsidy

has significantly positive effect on conglomerate

firms. This research examined internal capital mar-

ket through the subsidy constructed for the un-

constrained segment among subsidiaries of a fi-

nancial conglomerate company. The result revealed

that efficient subsidies have no positive effect on

Tobin’s Q and the market does not use internal

information in doing investment appraisal. The

explanation in line with the argument of Billet &

Mauer (2003). They argue that one advantage of

internal capital market is the emergence of con-

glomerate companies’ ability to provide fund some

prospective investment opportunities of segments

that would have been financially constrained pro-

vided they were stand-alone firms. This allega-

tion is consistent with the efficient internal capital

market theory, which predicts that only efficient

cross-subsidization to financial constrained seg-

ment experience increasing in value. In addition,

Shin & Stulz (1998) found that the cross-subsidi-

zation and the capital allocation tend to be ineffi-

cient in diversified firms. The evidence shows that

significantly the own cash flow is more useful for

the segment investment than cash flow of the firm

other segment. Clearly, forms of organization

matter in performances of the firm (Brickley et al.,

2007).

The second hypothesis stated efficient trans-

fer segment has positive effect on performance of

conglomerate firm listed on the Indonesia Stock

Exchange support the hypothesis. The result of the

research is similar with with Stein (1997) and

Khanna & Tice (2001) who argued that internal

transfer creates value for conglomerates. The re-

sults of this study support the ‘’ winner-picking ‘’

style theory where a manager who has more in-

formation about the company, will work better in

the selection of projects. Furthermore, the man-

ager shall put the capital of the segment that pro-

duces the investment opportunities, are limited to

other segments that can create a more favorable

value. Internal capital market theory said that the

transfer of efficient, that is the transfer of segments
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with unfavorable investment opportunity should

have a positive effect on firm performance (Billet

& Mauer, 2003). Large organizations tend to be

more bureaucratic and management costs rise

(Park et al., 2008). Itis appropriate with internal

capital market theory and the result suggest that

a higher transfer of segment with poor investment

opportunity increase the segment with good in-

vestment opportunity.

Intangible resource is everything of imma-

terial existence used or potentially usable for what-

ever purpose that is renewable after use and de-

creases, remains or increases in quantity and/or

quality while being used (Diefenbach, 2006). The

study supported the third hypothesis which states

that there is a positive effect intangible resource

to Tobin’s Q in the financial conglomerate listed

on the Indonesia Stock Exchange. Villalonga (2004)

states that intangible assets play an important role

in sustaining a firm’s competitive advantage, as

predicted by the resource-based view of the firm.

They also suggest that intangible assets play nearly

as important role in sustaining a firm’s competi-

tive disadvantage. Similarly, Hirschey & Weygandt

(1985) found that advertising has positive effect

on the market value of the firm. Change & Hong

(2002), which examined intangible resource

through advertising of other firms in the same

business group, have a positive and significant

impact on the profitability of group-affiliated firm.

Hsua & Jang (2008), Sahay & Pillay (2009) also

found that advertising expenditure has a signifi-

cant positive effect on the value of the firm mea-

sured using Tobin’s Q. Politics also play a role in

conglomerate organizations, and can result in in-

efficient resource allocation when bureaucratic

organization loses timely decision making and

adaptation to changing environments (Park et al.,

2008).

Tangible assets are the easiest ‘resources’ to

identify and are often found on a firm’s balance

sheet that include production facilities, raw mate-

rials, financial resources, real estate, and comput-

ers (Diefenbach, 2006). The study also supported

the fourth hypothesis that states that there is a

positive effect tangible resource to Tobin’s Q in

the financial conglomerate listed on the Indonesia

Stock Exchange. Similarly, Change & Hong (2002)

examined financial resource through liquidity

found that liquidity has positive effect on firm

performance. The research result means that a

higher level of liquid capital at the group level

leads to higher firm performance. The significant

result show that the market using information

about company liquidity in doing investment ap-

praisal. Companies possessing large portion of

current asset have greater to opportunity to trans-

fer their cash into other assets’ forms at any time

(Prihantini, 2009). The high liquidity willattract the

investors to invest their fund in the company so

that the company performance also will get more.

From the result above, both of variable highlight

the model fit with the theory that the resources is

the firm strength to implement the strategy and

create the competitive advantages to get perfor-

mance advantages.

Table 3. Result Summary

Hypothesis Significant Value Final Result 

Efficient Subsidy Segment + Y 0.0586 Not supported 

Efficient Transfer Segment + Y 0.0422 Supported  

Intangible Resource + Y 0.0035 Supported 

Financial Resource + Y 0.0076 Supported 

Managerial Ownership - Y 0.3313 Not supported 
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The study revealed that the fourth hypoth-

esis which states that there is a negative effect

managerial ownership to Tobin’s Q in the finan-

cial conglomerate listed on the Indonesia Stock

Exchange not to support hypothesis. The result of

the research is different from Bashir & Fedorova

(2014) owner with the largest proportion of own-

ership may exercises their power to gain private

benefits while compensating those with smaller

portion of ownership.

CONCLUSION AND SUGGESTION

Conclusion

The result of the study revealed that the first

hypothesis stating that efficient subsidy has sig-

nificant influence on firms’ performance was not

supported. Similarly the fifth hypothesis states that

managerial ownership has negative influence on

firms’ performance. The study supported the sec-

ond hypothesis stating that efficient transfer seg-

ment has positive influence on firms’ performance.

Likewise the inquiry result supported the third

hypothesis stating that intangible resources has

positive effect on firms’ performance. The, fourth

hypothesis, tangible resources has positive influ-

ence on firms’ performance was also supported.

This research has some implication, as fol-

lows: for management, if a company faces finan-

cial constrained, internal capital market can be

more efficient than external capital market. Man-

agers can place their investment into variety of

segments in order to create a more favorable value

within group. Internal capital market provides

easy way to manage capital that later increase the

companies’performance. However, when the in-

ternal capital market is inefficient, managements

face the problem of rising agency cost. Based on

the findings, both resources variable has a posi-

tive and significant effect on performance. There-

fore, management should maintain and improve

the resource in order to increase the firms’ value.

Suggestion

This research have some limitations. First,

the sample of the study was financial conglomer-

ate company listed on Indonesia Stock Exchange.

To increase generalizability of the result it is ad-

visable to enlarge the sample to other conglomer-

ate firms across different sectors. Second, the ob-

served periods were limited to 6 years. Future

research could extend the period of study in or-

der to minimize bias. Future model may use dif-

ferent measure of subsidy and transfer efficiency,

for example fitted Q and enhance the observations

across regions. The result of the study provide

guideline for managers in order to act in the best

interest of the company while solving financial

constraint. When firms efficient, the performance

of the conglomerate firms shall increase. This study

also enhance literature in the field of financial con-

glomerations. As the phenomena is ubiquitous in

Indonesia lately, the number of publication in the

area are still limited especially in terms of market

efficiency.
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