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agency conflict between the owners, managers and share-
holders (Wiranata and Nugrahanti 2013). The separation of 
cash-flow and control rights occurs because of ownership 
concentration of public companies. This phenomenon is 
in place due to the shareholders  being able to command 
the company either at once or indirectly. It is rightful that 
a number of companies in Indonesia are controlled by the 
same shareholders. This happens because some owners-
hip mechanisms, especially pyramid ownership and cross 
ownership, are commonly found in developing nations, in-
cluding Indonesia, and some developed countries through 
other companies.

With the cut-off of control right about 20%, the num-
ber of companies with concentrated ownership is 77%. 
Ownership concentration occurs not just in Asia, but also 
in Europe. La Porta et al. (1999), Claessens et al. (2000) and 
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Abstract. This study investigates the relationship between family ownership, agency costs, financial performance, and companies’ busi-
ness strategies. The targeted population of this study were all 143 manufacturing companies listed on the Indonesia Stock Exchange 
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Introduction 

Formation of a company purports to improve the share-
holders’ benefit. It is depicted by the company’s financi-
al performance. The company’s financial performance is 
obtained from accounting information in the form of fi-
nancial reports which convey the actual condition. Sound 
financial performance is essential for the stakeholders such 
as creditors, suppliers, employees and clients. Financial 
performance is an achievement of a company in a certain 
period, which reflects the level of the company’s financial 
soundness (Sawir 2005). A sound financial performance 
can be achieved by control from the owner and the director.  

Companies in Indonesia are mostly characterized by 
family ownership in which the top management positions, 
whether it is the board of commissioners or the board of 
directors, are filled by family members. This may lead to 
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Faccio and Lang (2002) show that public company owners-
hip concentration occurs in almost all countries in Asia, 
Europe, America and Australia. The 20% voting rights in 
family companies still have significant influence in policy 
making, which is the power to participate in financial and 
operating policy making in an economic activity, but it 
does not control or joint control the policy. The significant 
influence can be proved by representation in the board of 
directors and the board of commissioners, participation in 
the process of policy making, including dividend and other 
distributions, material transactions between entity and in-
vestment, managerial personal exchange and provision of 
principal technical information (SFAS 15 2013).

A family-concentrated company applies the best busi-
ness strategy for the sake of the company’s business develo-
pment. The right strategy will lead to improvement and ma-
ximum results in the achievement of financial performance 
in the family company. Therefore, business strategy cannot 
be separated from family companies since entrepreneurship 
will promote innovation and brilliant ideas for developing 
the family companies and surviving the competitions with 
other family companies or non-family companies.  

Agency problems may still be found in a family company 
which involves the controlling party (the family) and the 
non-controlling party (non-family). Agency costs would 
be needed to minimize the agency problems. Companies 
which are managed by families will have the agency costs 
equal to zero (Litz et al., 2004). According to studies by 
Jensen and Meckling (1976), Fama and Jensen (1983), Ang 
et al. (2000), if the level of agency costs is zero, the cost incur-
red by the company can be distributed to implementation 
of strategy by the company.

Strategic planning is useful to achieve the vision and 
mission of the company which show that the desired targets 
are accomplished. Business strategy is interpreted as the 
ways that a company uses to compete, including accom-
plishment, achievement, and maintenance of competitive 
advantage in its industry (Haryadi 2008). Family compa-
nies prefer defender strategy while other companies prefer 
prospector strategy. The compatibility of the preferred and 
implemented strategies contributes to the improvement of 
the companies’ performance (Lena 2007).

Firm with high Family ownership has a unique agency 
problem which is associated with shareholders who also 
invest in the company. Family members who occupy top 
management positions should not only emphasize their 
priority on the best interest of their family, but they should 
also give their attention to other shareholders within the 
company. 

With the occurrence of agency problems, a company 
tries to minimize it by providing agency costs. Higher agen-
cy cost reflects higher complexity of agency problem in the 
company. This causes instability in the company operational 

activities and it has a negative impact on the company’s 
performance (Astuti et al. 2015). 

The family-concentrated companies have the opportu-
nity for the successor generations to express their ideas in 
the companies’ activities. The planning is originated from 
a careful planning in the implementation of the strategy, 
either long term or short term business strategies, which 
supports the achievement of the companies’ vision and 
mission.   

Further, the implementation of a business strategy by a 
family-concentrated company will influence the company’s 
performance. The family-concentrated companies usually 
have bright ideas which are desired to be applied in the 
strategic planning of the companies. The selection of the bu-
siness strategy of family-concentrated companies is highly 
dependent on either differentiation or low cost. The busi-
ness strategy will play a significant role in the companies’ 
ability to gain market share. Therefore, it will influence the 
companies’ performance. 

Some previous studies emphasized analysis on the 
aspect of a company’s performance (Anggraita 2013; 
Warsini and Rossieta 2013; Astuti et al. 2015), agency costs 
(Layyinaturrobaniyah and Fitriyana 2014),  and value of 
the company (Villalonga and Amit 2006). Different from 
other previous studies, this research tests the influence of 
family ownership and agency costs on financial perfor-
mance with business strategy as the intervening variable. 
Family-concentrated companies pay great attention to the 
implementation of business strategy because it can influ-
ence their performance. It is because the selection of the 
right strategy makes the companies gain the desired market 
share. In addition, family companies are definitely capable 
of minimizing agency costs. Low agency costs allow the 
companies to distribute funds to business strategy which 
supports their performance. 

This study focuses on family ownership where the inte-
raction of business strategy and agency cost can influence 
financial performance. Majority of companies in Indonesia 
are family controlled companies which are owned by families 
who are having full control on all the companies’ business 
strategies. In family ownerships agency problems still occur. 
The selection of agency problem is one way to reduce the 
problems faced. Seven hypothesis related to relation between 
family ownership, agency costs, financial performance and 
company business strategy are examined, namely family ow-
nership influences the firm’s business strategy, family owners-
hip influences the firm’s financial performance, agency costs 
influences the firm’s business strategy, agency cost influence 
the firm’s financial performance, business strategy influences 
the firm’s financial performance, business strategy influen-
ces the relationship between family ownership and financial 
performance, business strategy influences the relationship 
between agency costs and financial performance.
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This study examines a sample 143 manufacturing 
companies listed in Indonesia Stock Exchange (IDX) from 
2007 to 2014. The results of the study is Family ownership 
influences company financial performance, Agency costs 
influence business strategy, Agency costs influence finan-
cial performance which shows that agency costs contribu-
te to the increase and decrease of financial performance, 
Business strategy influences financial performance, The 
business strategy is able to influence relationship between 
family ownership and financial performance. Business stra-
tegy influences the relationship between agency costs and 
financial performance, and Family-concentrated companies 
do not influence business strategy used by the companies 
since uniqueness and company characteristics are impor-
tant in applying the strategy.

1. Literature review and hypothesis development  

Jensen and Meckling (1976) define an agency relationship 
as a contract in which one party acts as the principal who 
hires other people as the agent to provide certain services 
according to their needs, including the delegation of po-
wer to make decisions to the agent. If both parties in this 
relationship make the most of their own utilities, there can 
be strong reasons to believe that the agent will not always do 
the best for the owner. The general problem in this theory 
is how to make the agent act in order to maximize the 
owner’s prosperity.

The relationship between shareholders and managers in 
a company is in line with the definition of agency relations-
hip which separates ownership from managerial control. 
Separation means that managerial function and ownership 
function are handled by two different parties. The manage-
ment done by the managers needs control and supervision 
from the shareholders as the owner of the asset (Jensen and 
Meckling 1976).

The agency theory of firms posits  that the separation 
of ownership and control in public companies will allow 
managers to work on interest above the interest of the sha-
reholders (Jensen and Meckling 1976). Historically, the 
separation of ownership and management has become 
an important principle in company governance. Indirect 
relationship between the owner and management has clo-
se relationship in company management. As long as the 
owner is the only shareholder of the company, he or she 
will follow the company’s development and supervise the 
company management as happened in a family company 
(Astuti et al. 2015) 

According to Madison (2014), the theory of agency spe-
cifically is related to structural behaviours and perspectives. 
This theory states that the by giving an opportunity to the 
agent, he or she will act selfishly and ignore the interest of 
the principal. Therefore, principal will implement structural 

mechanisms which supervise the agent to restrain oppor-
tunistic behaviours and balance the relationship between 
the agent and the principal.

There are two types of agency conflict. The first one is a 
conflict which happens in companies with dispersed ow-
nership. In this case, the manager (the agent) acts for the 
agent’s own interest without paying attention to interest of 
the shareholders (principal). The second type of agency 
conflict is a conflict which occurs in concentrated owners-
hip companies such as family company. In this case, the 
conflict occurs between the controlling shareholders (fa-
mily) and non-controlling shareholders (non-family). This 
type of conflict happens when the family as the major share-
holder controls the company and makes decisions without 
considering the non-controlling shareholders. Board of 
directors and board of commissioners which come from 
the family want to control the management as they pleased. 
Therefore, they make decisions which are advantageous for 
them (the agent) without considering the minor sharehol-
ders (the principal).

1.1. The influence of family ownership on  
business strategy 

The controlling party (family) is the representative which 
will run the companies’ activities. According to Anderson 
and Reeb (2003), a family firm is every company which has 
dominant shareholders. Morck and Yeaung (2004) define 
family company as a company which is run based on he-
redity or inheritance from people who previously run the 
company or a family who obviously inherits the company 
to the next generation. 

Family-concentrated companies have entrepreneurship 
and innovation (Poza et al. 1997). The top management will 
introduce innovations and come up with bright ideas for 
achieving the vision and mission of the company. Business 
strategy is an essential part of a company. Business strategy 
can improve the company’s business performance and make 
it more competitive. 

The selection of a business strategy in family-concen-
trated companies pays a lot of attention to the strengths and 
weaknesses of the strategy. One way of exploring business 
strategy proves that the company tends to do a great variety 
of business extensively (Warsini and Rossieta 2013).

Companies which are controlled by a family do not only 
aim for financial improvement (Moores 2009). Moores adds 
that family companies are concerned with long term conti-
nuity of the business so that the business strategy which has 
been designed by the company can develop according to the 
plan. However, special characteristic of family companies 
in deciding business strategy cannot directly determine a 
certain business strategy which is suitable with family ow-
nership since the business strategy in family companies is 
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dichotomous (Ibrahim et al. 2008).  Referring to the des-
cription above, the hypothesis of this research is as follows: 

H1: Family ownership influences the firm’s business strategy.

1.2. Family ownership and financial performance 

Achievement of a company in financial performance can 
give an overview of the company’s financial condition in a 
certain period of time. Family companies are able to im-
prove their performance by collaborating five competitive 
advantages, namely combination of ownership and control, 
reduced information gap, sustainable family shareholders, 
source of entrepreneurship and innovations, and inves-
tment efficiency. Therefore, this approach can influence fa-
mily ownership to the company’s performance (Chu 2011).

Family-owned companies usually allocate more than 
30% of the profit for financial performance improvement. 
However, financial performance may decrease when fami-
ly ownership increases. It is a result of conflict of interest 
among the family members which are disadvantageous for 
minority of shareholders. Nevertheless, the improvement 
of financial performance can be stable if the family is kept 
under a supervision to minimize expropriation; it will be be-
neficial for the family-concentrated companies (Shyu 2011).

Pressure to the company will cause institutional overlap, 
where a business institution is also a family institution at 
the same time which leads to a dilemma. The owner which 
is also the manager frequently puts the goal of the family 
before the business which decreases the level of company 
performance (Warsini and Rossieta 2013). Based on the des-
cription above, the hypothesis of the research is as follows: 

H2: Family ownership influences the firm’s Financial 
Performance.

1.3. Agency costs and business strategy

Agency costs in a family company can be minimized if 
the company is under good governance which controls 
the relationship between the owner and the management 
(Astuti et al. 2015). When family members involved in the 
company, agency costs which are  initially allocated for 
managers in top management can be minimized because 
the managers are the family members themselves.

Jensen and Meckling (1976) state that the sole share-
holder (100%) will have agency costs equal to zero. It is 
supported by Fama and Jensen (1983), who argue that agen-
cy problem between owner and manager happens because 
decision making and control are done by the same agent 
family members. It can minimize agency costs which are 
needed to supervise the decision.

The company’s ability to minimize the agency costs is 
beneficial for planning the business strategy. The selection 
of business strategy will influence the share market of the 
company. Companies that choose to apply differentiation 
strategy aim to produce goods or services which considered 

unique and are directed to consumers who are relatively 
sensitive to price. On the other hand, cost leadership stra-
tegy emphasizes on the process of production of standardi-
zed products with low per unit cost for consumers who are 
sensitive to price (Porter 1980). Therefore, the hypothesis 
is proposed as follow:

H3: Agency costs influence the firm’s business strategy.

1.4. Agency costs and financial performance 

The theory of agency offers two options for the principal 
and the agent to avoid agency problems. Both of the options 
restrain opportunistic behaviour. The first option designs a 
governance structure which allows supervision and assess-
ment toward the agent’s behaviour. This structure includes 
reporting procedure, addition of management personnel or 
the main board of directors (Donaldson and Davis 1991). 
The second option designs a governance structure in which 
a contract based on the agent’s behaviour to generate agency 
costs which is borne by the principal aims to watch and 
asses the agent’s behaviour (Madison 2014). 

According to agency theory, agency costs are not so-
mething that should be minimized by the company. Because 
of agency costs, it is expected that agents can benefit from 
shareholders. Therefor, the existency of agency costs n the 
family company is expected to improve the performance 
of the company.

Agency costs of a company can be measured by using 
two alternative ratios, expense ratio and asset utilization ra-
tio. In this research, expense ratio which reflects discretion 
managerial expense in spending the company resources is 
used as a proxy for the agency costs. The higher the discre-
tion of managerial expenses, the higher the agency costs will 
be (Faisal 2005). Meanwhile, total asset turnover measures 
the agency costs based on the level of asset turnover and as 
a proxy for asset utilization. This ratio is used to measure 
efficiency of asset utilization by the management. The higher 
the ratio, the more productive the asset is used to produce 
value for the shareholder (Faisal 2005). 

Family ties in family-concentrated companies can cre-
ate unique agency problems, which can lead to conflicts 
commonly found in family companies. The conflicts can be 
caused by different perspectives among the founder of the 
company as the principal and the younger generation as the 
agent in running the business (Litz et al. 2004).

High agency costs in a company indicate poor manage-
ment in managing operational costs. It is related to efforts to 
gain operational income and indicates management fraud 
which is concealed in the use of operational costs. It can lead 
to high agency costs and decreasing company performance 
(Layyinaturrobaniyah and Fitriyana 2014). Based on the 
description above, the following hypothesis is proposed:

H4: Agency costs influence the firm’s financial perfor-
mance.
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1.5. Business strategy with financial performance 

According to David (2011), business strategy comprises 
geographical aspect, acquisition, product development, 
market penetration, tightening, divestment, liquidation, 
and joint venture. Strategy allows organization to gain com-
petitive advantages from three different bases, namely cost 
leadership, differentiation and focus. Porter (1980) calls 
these bases as generic strategies.

Tendency in selecting a business strategy will give ben-
efit to financial performance of the company. It happens 
because the customers have interest on the offered prod-
uct, so they will keep purchasing the product. In addition, 
the company’s income will increase and it is in line with 
bright ideas applied by the family members involved in the 
company. Finally, all of them can give contribution to the 
company’s business strategy.

Warsini and Rossieta (2013) find that the business stra-
tegy affects the company performance. Family companies 
definitely make a selection in achieving their desired busi-
ness strategies. Lamin (2007) explores business strategies 
in an affiliated company which is controlled by a family in 
India and finds evidence that the affiliated companies tend 
to do extensive diversification and their business strategy 
determine the influence of resource-based business affilia-
tion on performance. Referring to the description above, 
the hypothesis is as follows: 

H5: Business strategy influences the firm’s financial per-
formance.

1.6. Family ownership, business strategy and financial 
performance 

Family participation in a company can strengthen the com-
pany since family members are loyal and dedicated to the 
family company. However, the participation sometimes 
causes problems in managing family companies, especially 
in selecting a strategy to gain share market and focus to 
improve the company performance.

It is in line with Moores (2009) who argues that family 
companies do not only aim for financial goal but also for the 
sustainability of the company so that the business strategy 
can be fulfilled. Therefore, family ownership is supported 
by good business strategy in order to improve the company 
performance. 

Conceptually, company financial performance mea-
sured by Return on Equity (ROE) is an ability to generate 
profit for the shareholders from own capital. Family com-
pany with relatively big portion of share definitely expects 
better return on equity growth. However, it is not in line 
with the expectation of increasing ROI, since large fam-
ily ownership means that the share owned by the family is 
not followed by growth of financial performance which is 
measured by return on equity.

Emphasis on company as institutional overlapping in 
a family company in which a business institution is also 
a family institution leads to a dilemma. The owner which 
is also the manager frequently puts the goal of the family 
before the business which decreases the level of company 
performance (Warsini and Rossieta 2013). Based on the de-
scription above, the hypothesis of the research is as follows: 

H6: Business strategy influences the relationship between 
family ownership and financial performance.

1.7. Agency costs, business strategy and financial 
performance 

Conceptually, low agency costs indicate less agency pro-
blems. This condition is expected to make the company 
performance more efficient compared to companies with 
high agency costs which indicate more agency problems. 
Dominant shareholding in family company will make 
management control more effective compared to other 
ownership structures, so the agency costs can be reduced. 

Low agency costs allow more fund allocation on more 
compatible business strategy planning, which is expected 
to increase the company performance.  Therefore, the influ-
ence of family will create varied business strategies (Lindow 
et al. 2010) and the accuracy of business strategies will con-
tribute to the company performance (Lena 2007).

Companies with family-concentrated ownership will 
decrease agency problems between the owners and the man-
agers so that it can create value of the companies. Therefore, 
it is based on good value and strategy which is compatible 
with resources. Referring to the description above, the hy-
pothesis is as follows: 

H7: Business strategy influences the relationship between 
agency costs and financial performance.

2. Research methods 

2.1. Population and sample 

The targeted population in this research were all 143 ma-
nufacturing companies listed in Indonesia Stock Exchange 
(IDX) from 2007 to 2014. Almost 31% or 45 of the manu-
facturing companies are concentrated on family compa-
nies (IDX). The data were obtained from Capital Market 
Information Center which was issued by the Indonesia 
Stock Exchange, Bank of Indonesia, and Indonesian Capital 
Market Directory (ICMD).

2.2. Operational definition and variables measurement

This research involves three types of variables, namely in-
dependent variable, dependent variable, and intervening 
variable. The independent variable is family ownership 
which is measured by percentage (%) of share owned 
by the family divided by outstanding shares (Faccio and 
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Lang 2002). Agency costs are measured as the general and 
administrative operational expenses divided by total sales 
(Faccio and Lang 2002). The dependent variable in this 
research is financial performance which is measured by 
Return on Asset (ratio of net profits after tax to total assets) 
and Return on Equity (ratio of net profits after tax to total 
equity). The intervening variable in this research is business 
strategy which is measured by Premium Price Capability 
(PPC) obtained from gross margin divided by sales. If the 
value of PPC is larger than average, it will be valued as 1, 
and it will be valued as 0 if it is less than one (Gani and 
Jermias 2006). 

Hypothesis Testing Model 

 STRA = γ1 FAM + γ2 AC + ζ , (1)

 KK = γ1FAM + γ2 AC + γ3 STRA + ζ , (2)

where: STRA – Business Strategy (Z); FAM – Family 
Ownership (X1); AC – Agency costs (X2); KK – Financial 
Performance (Y); ζ – error in equation. 

2.3. Data analysis model 

The hypotheses were tested using partial least-square (PLS). 
PLS is a structural equation model (SEM) which is based 
on component or variance. According to Ghozali (2014), 
PLS is an alternative approach which shifts from covarian-
ce-based SEM to variance-based SEM. Covariance-based 
SEM usually tests causality or theory while PLS is more 
like a predictive model. 

2.4. Outer model 

Outer Model will explain three important components in 
elaborating relationship between indicator and its latent 
variable. The three components are (1) Convergent Validity, 
(2) Discriminant Validity, and (3) Composite Reliability.

3. Results 

3.1. Descriptive statistics 

The result of data processing for research data description 
can be seen in Table 1.

The mean of Return on Asset (Y1) is 4.868 percent with 
standard deviation of 7.960 percent. The mean of Return 
on Equity (Y2) is 10.488 percent with standard deviation 
of 76.649 percent. It indicates that there is a deviation of 
76.649 percent of the average.  It shows that the mean value 
is lower than the standard deviation. The mean of Family 
Ownership (X1) is 51.861 percent with standard deviation 
of 21.424 percent. It indicates that there is a deviation of 
21.424 percent of the average. It shows that mean value is 
greater than the standard deviation, thus indicating larger 
deviation.

The next discussion is about business strategy data (Z).  
About 46% of the companies tend to use differentiation or 
innovation while 54% of the companies tend to use low 
cost strategy.

The mean of Agency costs (X2) is 12.979 percent with a 
standard deviation of 11.859 percent. It indicates there is a 
deviation of 11859 percent of the average. It shows that mean 
value is greater than the standard deviation, thus indicating 
that the data do not deviate much from the average value.

3.2. Results of Outer model testing

Convergent validity
Convergent validity is observed from the correlation betwe-
en item score and constructs score calculated by using PLS. 
The result of correlation between the item can be observed 
from the cross loading in Table 2 which shows that the 
value of cross loading between items is > 0.6. This means 
that each question item is valid (Chin 1998).

Table 1. Descriptive statistic of variables

ROA ROE FAM PPC AC
Mean 4.868 10.488 51.861 0.464 12.979
Median 4.135 8.700 50.190 0.000 9.313
Maximum 74.840 142.420 97.960 1.000 67.539
Minimum –29.010 –233.710 21.400 0.000 –11.349
Std. Dev. 7.960 76.649 21.424 0.499 11.859

Note: ROA is Return on Asset, ROE is Return on Equity, FAM is Family Ownership, PPC is Premium Price Capability, AC is Average 
Cost. All variables are expressed in percentage.

Table 2.  Result of analysis of Average Variance Extracted 
AVE and AVE Root

Agency 
Cost

Family  
Ownership

Financial 
Perfor-
mance

Business 
Strategy

Agency Cost 1.000      
Family 
Ownership 0.0123 1.000    

Financial 
Performance –0.069 0.262 1.000  

Business 
Strategy 0.461 0.077 0.410 1.000
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Discriminant validity
Discriminant validity is done to make sure that each con-
cept of each latent variable is different from other variables. 
The model has good discriminant validity if each loading 
value from each indicator of a latent variable has the biggest 
loading value among other loading values of other latentc 
variables. Table 3 shows the value of AVE which is bigger 
than 0.5 while the AVE root is bigger than 0.7. The result 
of discriminant validity test can be seen in Table 3.

It can be observed in the Table 3 that the AVE root for 
agency costs construct is 1.000 which is bigger than correla-
tion between agency costs and family ownership which is 
0.0128. The correlation between agency costs and financial 
performance is –0.069 and the correlation between agen-
cy costs and business strategy (Table 4) is 0.460. The AVE 
root for family ownership construct is 1.000 which is bigger 
than correlation between family ownership and financial 
performance which is 0.262. The correlation between family 
ownership and business strategy is 0.077. The AVE root 
for financial performance construct is 0.933 is bigger than 
correlation between financial performance and business 

strategy which is 0.410. The value of business strategy cons-
truct is 1.000000 which is bigger than the correlation betwe-
en business strategy and agency costs which is 0.460983. It 
can be concluded that the discriminant validity is fulfilled. 

Composite reliability 
The value of a construct is considered reliable if it shows 
composite reliability value of >0.70 (Werts et al. 1974). The 
result of reliability test is shown in Table 5 as follows:

The results of Composite Reliability test show that the 
value of composite reliability is bigger than 0.7 which indi-
cates that all constructs or variables in this research are fit; 
it means all question items used to measure each construct 
are reliable. Table 6 shows the result of hypothesis testing. 
The first hypothesis proposes that family ownership influ-
ences business strategy. The test result shows that the first 
hypothesis is rejected (t-value = 1.510, t-table = 1.960). It 
means family ownership does not influence business strat-
egy. It shows that uniqueness and special characteristics 
of family company in selecting business strategy cannot 
explain certain business strategy which is suitable with fam-
ily ownership. The findings of this research are identical 
with the findings of some studies by Ibrahim et al. (2008), 
 and Lindow et al. (2010). On the contrary, Breton-Miller 
and Miller (2008) and Haque and Omotta (2001) find that 
a family company prefers diversification strategy.

The second hypothesis proposes that family ownership 
influences financial performance. The result of the second 
hypothesis testing can be seen in Table 6 which indicates 
relationship between family ownership and financial per-
formance by the value of path coefficient which is 0.224 and 
t-stat which is 6.540. The value is bigger than the t-table of 
1.96. It indicates that family ownership influences financial 
performance. It means that family companies are able to im-
prove their performance by collaborating five competitive 
advantages, namely combination of ownership and control, 
reduced information gap, sustainable family shareholders, 
source of entrepreneurship and innovations, and invest-
ment efficiency. Therefore, this approach can influence fam-
ily ownership to the company’s performance (Chu 2011). 
The findings of this research are identical with the findings 
or studies conducted by Astuti et al. (2015) and Warsini 
and Rossieta (2013). On the contrary, a research project by 

Table 3. The Result of Correlation Test between Constructs

Agency 
Costs

Family 
Owner ship

Financial 
Perfor-
mance

Business 
Strategy

Agency Cost 1.000      
Family 
Ownership 0.0123 1.000    

Financial 
Performance –0.069 0.262 1.000  

Business 
Strategy 0.461 0.077 0.410 1.000

Table 4. Results of Composite Reliability test

Variables Composite 
Reliability Notes

Agency Cost 1.000 Reliable
Family Ownership 1.000 Reliable
Financial Performance 0.871 Reliable
Business Strategy 1.000 Reliable

Table 5. Hypothesis testing results

Relationship Sample Mean  
(M)

Standard Deviation 
(STDEV)

Standard Error 
(STERR)

t-Statistics  
(|O/STERR|)

Family Ownership → Business Strategy 0.072 0.047 0.047 1.510
Agency Cost → Financial Performance –0.327 0.064 0.064 5.027
Agency Cost → Business Strategy 0.458 0.037 0.037 12.198
Family Ownership → Financial Performance 0.229 0.034 0.034 6.540
Business Strategy → Financial Performance 0.546 0.032 0.032 16.443
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Bae et al. (2012) found a decrease in stock price in family-
concentrated companies.

The third hypothesis proposes that agency costs influ-
ence business strategy. The result of the third hypothesis 
testing can be seen in Table 6 which indicates the relation-
ship between agency costs variable and business strategy 
by the value of path coefficient which is 0.460 and t-stat of 
12.199. The value is bigger than the t-table of 1.96. It indi-
cates that agency costs influence business strategy. It means 
that agency costs in a family company can be minimized if 
the company is under a good governance which controls 
the relationship between the owner and the management 
(Astuti et al. 2015). The company’s ability to minimize the 
agency costs is beneficial for planning the business strategy. 
The findings of this research are identical with the results 
of studies by Ward and Handy (1988), Meyer and Zucker 
(1989). On the contrary, Powel states that minimizing agen-
cy costs does not mean that strategic planning is used as 
exogenous factor such as market competitiveness by which 
private companies compete.

The fourth hypothesis proposes that agency costs influ-
ence financial performance. The result of the fourth hy-
pothesis testing can be seen in Table 6 which indicates the 
relationship between agency costs variable and financial 
performance by the value of path coefficient which is –0.322 
and t-stat of 5.027. The value is bigger than the t-table of 
1.96. It indicates that agency costs influence financial per-
formance. It means that high agency costs indicate poor 
company management in managing operational expenses to 
gain operational profit and hints hidden managerial frauds 
in the use of operational expenses which raise the agency 
costs and decline the company performance. If a compa-
ny is able to manage its assets efficiently, it will show that 
there is no managerial fault which influences the company 
performance (Layyinaturrobaniyah and Fitriyana 2014). 
This finding is identical with the findings of studies by 
Layyinaturrobaniyah and Fitriyana (2014) and Xiao (2009). 
On the contrary, Astuti et al. (2015) argues that in a compa-
ny under family domination, mechanism to decrease agency 
problem is not suitable with reduction of agency costs so it 
will not influence the company performance. 

The fifth hypothesis proposed in this research states that 
business strategy influences financial performance. The re-
sult of the fifth hypothesis testing can be seen in Table 6 
which indicates the relationship between business strategy 

and financial performance by the value of path coefficient of 
0.541 and t-stat of 16.443. The value is bigger than the t-table 
of 1.96. It indicates that business strategy influences finan-
cial performance. It means that the tendency in selecting 
business strategy will give benefit to financial performance 
of the company. Selecting the right strategy is able to impro-
ve company performance and boost superior performance 
for the company organization. Strategy selection is also able 
to put value for the customers and create competitive advan-
tages for the company (Porter 1980). This result is identical 
with studies by Warsini and Rossieta (2013), and Moores 
(2009). On the contrary, research projects by Lindow et al. 
(2010) cannot prove strategy of family companies and can-
not obtain conclusive result about financial performance.

Indirect hypothesis testing is conducted by using Sobel 
formula. The result of Sobel Formula can be seen in Table 6. 

The sixth hypothesis proposed in this research is that the 
indirect influence of business strategy to family ownership 
influences financial performance. The mediation testing 
shows that the value of path coefficient is 0.541 and t-stat is 
–4.799. It is bigger than t-table which is 1.96 It indicates that 
business strategy is able to influence relationship between 
family ownership and financial performance. It means that 
family companies do not only aim for financial goal but 
also the sustainability of the company so that the business 
strategy can be fulfilled and influence the financial perfor-
mance (Moores 2009). This result is identical with research 
findings of studies by Lena (2007) and Moores (2009). On 
the contrary, Lindow et al. (2010) state that business stra-
tegy does not give conclusive result of family ownership to 
financial performance.

The seventh hypothesis proposed in this research is that 
there is indirect influence of business strategy to agency 
costs which influence financial performance. The mediation 
testing shows that the value of path coefficient is 0.541 and 
t-stat is 6.067. It is bigger than t-table which is 1.96. It indi-
cates that business strategy is able to influence relationship 
between agency costs and financial performance. It means 
that the fund which is meant to be allocated for agency 
costs can be distributed to business strategy planning which 
supports the company development (Lindow et al. 2010). 
This result is identical with studies by Jensen and Meckling 
(1976) and Ward and Handy (1988). On the contrary, Powell 
(1992) states that the use of strategy does not influence fi-
nancial performance. 

Table 6. Indirect effect of Sobel Test

a Sa b Sb Ab Sab t

Agency Cost → Business Strategy → Financial 
Performance –0.322 0.0640 0.541 0.032 –0.174 0.036 –4.799

Family Ownership → Business Strategy → 
Financial Performance 0.224 0.0343 0.541 0.032 0.121 0.020 6.067
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Conclusions and futher study

Family-concentrated companies do not influence busi-
ness strategy used by the companies since uniqueness and 
company characteristics are important in applying the 
strategy. Family ownership influences company financial 
performance because a family company can increase its 
performance by collaborating five competitive advantages. 
Control rights motivate family ownership to supervise the 
company. Agency costs influence business strategy. It shows 
that companies are able to minimize the agency costs and 
distribute the fund for planning the company business stra-
tegy. Agency costs influence financial performance which 
shows that agency costs contribute to the increase and de-
crease of financial performance. If the agency costs are high, 
the company will lower the financial performance and vice 
versa. Business strategy influences financial performance. 
It indicates that the selection of business strategy will de-
termine the company performance. The business strategy 
is able to influence relationship between family ownership 
and financial performance. It shows that family companies 
do not aim for financial goal but also for sustainability. 
Business strategy influences the relationship between agen-
cy costs and financial performance. It shows that the fund 
can be distributed to business strategy planning which will 
improve the company development.

This study has  limitation: Company with minimum 
family ownership of 20% would prefer to raise alignment 
beetween owners and management so that improving com-
pany performance. The company would choose the right 
business strategy and agency cost in improving its finan-
cial performance and would not only concern with profit, 
but also reach market share, improve its performance and 
competitive advantage. And also try to always improve its 
performance and competitive advantage.

Based on the conclusions, two issues merit to be addres-
sed for future study. Future study may retest the proxy and 
differences that can be used to measure the performance of 
companies. Future study may also consider to develop the 
research in agribusiness industries, mining and non-ma-
nufacturing sectors. Subsequent research which focus on 
family-concentrated companies should consider the family 
controls over the company that can cause agency problems 
within the company and affect the financial performance.
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