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Abstract
Purpose – This study aims to examine the effect of ownership concentration and foreign ownership on
tunneling activities in Indonesia.
Design/methodology/approach – The population in this study were manufacturing companies listed
on the Indonesian Stock Exchange from 2014 to 2018. The total observations used in this study were 557
observations. This study used three measurements to assess tunneling activities in a company, namely,
related party receivables (TUL1), related party payables (TUL2) and related party receivables-payables
(TUL3).
Findings – The results of this study indicated that ownership concentration and foreign ownership had a
negative effect on tunneling activity of TUL1. Meanwhile, the effect of ownership concentration and foreign
ownership on TUL2 and TUL3 showed a positive effect. This indicated that manufacturing companies in
Indonesia preferred to carry out tunneling activities through related party payables compared with related
party receivables. Foreign ownership was also effective in controlling the company’s tunneling activities
when the company conducted tunneling transactions of related party receivables. Small companies and
companies with positive return on assets were more susceptible to tunneling activities carried out by the
companies.
Practical implications – The results of this study can be used as a consideration for investors in making
decisions by looking at tunneling activities carried out by companies in Indonesia.
Originality/value – To the best of the authors’ knowledge, no previous study in the tunneling literature
has compared the results of the effect of the concentration of foreign ownership and ownership on tunneling
using three measurements at once. This is useful to see the company’s behavior of tunneling activities from a
different perspective.

Keywords Manufacturing companies, Tunneling, Ownership concentration, Foreign ownership,
Related parties

Paper type Research paper

1. Introduction
Related party transactions in recent years have received a lot of attention. The Organization
for Economic Cooperation and Development (OECD) states that Asian economies have to
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carry out comprehensive control and supervision of related party transactions. Parties are
considered as related parties if one of these parties has the ability to control the other
parties or has significant influence over the other parties in making financial and
operational decisions. There are three main motivations for companies to conduct related
party transactions. The first is economic motivation, namely, to minimize transaction
costs (Fisman and Khanna, 2005). The second is the motivation to manipulate profits
(Ming and Wong, 2005; Aharony et al., 2010b). The third is the motivation for tunneling
purposes (Cheung et al., 2006a; Cheung et al., 2009).

Tunneling, according to Johnson et al. (2000), is a process of transferring out assets and
profits from a subsidiary company for the benefit of the parent company which has an
impact on the expropriation of minority shareholders by the majority shareholders.
Tunneling is one of the motivations used by companies to conduct related party
transactions. This is evidenced by the results of empirical research which state that related
party transactions can be used by companies to get profits through tunneling activities
(Aharony et al., 2010b; Cheung et al., 2006a; Gao and Kling, 2008; Ming and Wong, 2005;
Juliarto et al., 2013; Hamid et al., 2016).

Ming andWong (2005) and Cheung et al. (2006b) have found that companies can perform
tunneling in various ways, such as related party receivables, through asset transactions,
trade transactions, cash payments and equity transactions to related parties. A kind of
tunneling practice that is often carried out by companies is by providing receivables in large
amounts or long credit terms to related parties. Receivables granted to a related party can be
treated as a sell option, that is, the related party uses this option by not paying the
receivables when the company is in bad condition (Atanasov et al., 2014). Giving andwriting
off related party loans will have an impact on the decrease in net income of the tunneled
company.

Tunneling through related party transactions is suspected to be the cause of the 1997
Asian crisis. The case of tunneling in Indonesia that had been indicated or proven to harm
non-controlling shareholders occurred in PT Sumalindo Lestari Jaya Tbk (SULI). It was
found that there were transactions that contained conflicts of interest and lack of
transparency in various company activities. The board of directors and majority
shareholders were suspected of having participated in the affiliated transactions which
resulted in minority shareholders’ losses. Several PT SULI transactions were considered
detrimental to minority shareholders, the first is an inbreng transaction of Industrial
Plantation Forest assets, or disposal of assets by SULI to its subsidiary, PT Sumalindo
Alam Lestari, with transaction value that is not fair. Information on these transactions was
never disclosed on General Meeting of Shareholders and Extraordinary General Meeting of
Shareholders to minority shareholders. Second, the purchase of bonds without coupons
issued by PT. Sumalindo Hutani Jaya (subsidiary), without debt collateral. Both
transactions can occurs because there is a controlling shareholder who serves as the board
of directors commissioners or company directors. In addition, all shareholders PT SULI has
a family relationship that has the potential to create a conflict of interest. Fact there is a
family relationship between the board of directors and the controlling shareholder of PT.
SULI greatly influences all company-oriented policies benefit the majority shareholder and
detrimental to the interests of minority shareholders or the public.

Family and concentrated ownership structures in companies in Indonesia are one of the
causes of tunneling. The characteristic of a concentrated ownership structure is if in a
company there are one or more shareholders owning 20% of the shares (Bapepam No IX.
H.1). In Figure 1, it can be seen that the average level of share ownership concentration in
manufacturing companies in Indonesia is above 50%. Protection for minority shareholders
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already exists in Indonesia, namely, Bapepam Regulation No. 1X.E.1, which explains the
protection of the rights of minority shareholders as well as PSAK No. 7 of 2018 which
contains the company’s obligations to disclose related party transactions. However, there
are still companies that have not implemented these regulations. This is because of the lack
of law enforcement in Indonesia, resulting in tunneling practices that harm minority
shareholders.

The research showing that manufacturing companies in Indonesia apply concentrated
ownership structure is Claessens et al. (2000), who state that 66.9% of the 178 samples of
public companies in Indonesia have a concentrated ownership structure through a pyramid
form with family as the main controller. Zhuang et al. (2001) show that the ownership
structure in Indonesia is concentrated in the five largest owners, which is about 67.5%. This
result is supported by Gunarsih (2017), which states that, on average, 65% of concentrated
ownership is in three large owners and is owned by institutions. The ownership structure in
Indonesia is classified as a concentrated ownership structure.

Agency conflicts that arise because of the presence of a concentrated ownership structure
are conflicts between majority shareholders and minority shareholders, which, in agency
theory, is agency problem Type 2 (Shleifer and Vishny, 1997; Zhuang et al., 2001). This is in
accordance with the statement of Shleifer and Vishny (1997) that if the concentrated
ownership has crossed a certain limit, the majority shareholder can fully control the
company and they tend to make policies that can only benefit themselves. The agency
conflicts that occur are strongly influenced by the high concentration of company
ownership. In highly concentrated ownership structures, agency conflict is higher than in
low concentrated ownership structures (Gugler et al., 2003; Dewenter andWarther, 1998).

The results of the study on the effect of ownership structure on tunneling activity in the
form of related party loans that is done by the company still varies. (Jiang et al., 2010; Liu
and Lu, 2007; Luo and Jackson, 2012a, 2012b; Guo et al., 2019), stated that there was an
influence ownership structure for tunneling activities in the form of related party loans.
(Holmen and Högfeldt, 2011; Juliarto et al., 2013; Vegt et al., 2012) show different results,
namely there is no effect ownership structure for tunneling activities in the form of related
party loans made by the company.

One of the aspects that can reduce the agency problem Type 2 is the presence of foreign
ownership. Foreign ownership in several studies can be an effective mechanism to
monitor the management from activities that can reduce the company value (David, 1996;
M.W. Peng, 2003; Tihanyi et al., 2003; Zhang et al., 2017). Foreign investors can have the
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ability to reduce the company’s dependence on concentrated ownership (Sari et al., 2016).
However, several studies state that foreign ownership can also carry out tunneling activities
(Dyreng and Lindsey, 2011; Graham et al., 2011).

The average foreign ownership in manufacturing companies in Indonesia from 2014 to
2018 can be seen in Figure 2, which is above 20%. The average foreign ownership in
Indonesia during the 5 years was 27.39%. This shows that the number of foreign ownership
in Indonesia is quite high, especially in 2014, reaching an average of 39.71%.

The results of research related to the effect of foreign ownership on tunneling activities
are still varied. Several studies stated that foreign ownership can reduce the opportunistic
behavior of the majority shareholders (David, 1996; Peng, 2003; Tihanyi et al., 2003; Zhang
et al., 2017). Meanwhile, other studies state that when investors have great control, they will
tend to carry out activities that benefit them, one of which is tunneling (Dyreng and Lindsey,
2011; Graham et al., 2011).

This study used three measurements to see the tunneling activity of related party loans
in Indonesia that have not been carried out by previous researchers. The purpose of using
these three measurements was to provide a more detailed picture to other researchers and
investors regarding the tunneling activity of related party loans which was often carried out
by manufacturing companies in Indonesia that have a concentrated ownership structure.
The three transactions used as the basis for tunneling measurement in this study were
related party payables, related party receivables and related party payables-receivables.

2. Background, literature and hypothesis development
2.1 Ownership concentration and tunneling
The agency problem is one of the central issues in financial research these days. The
emergence of agency problems is strongly influenced by the high and low concentration of
company ownership. Companies with highly concentrated ownership structures will have
higher agency conflicts compared to companies with low ownership structures (Dewenter
andWarther, 1998; Gugler et al., 2003). Companies with high ownership concentration cause
the majority shareholder to control management and even become part of it management
itself. The majority shareholders can expropriate the minority shareholders. There are two
activities by which the majority shareholders can take benefit from the control of the policy
he/she has, first through the company’s operational policy, including the provision of high
salaries and allowances, bonuses and large compensation to the majority shareholders. The
second way is through contractual policies with other parties, including through tunneling
(Gilson and Gordon, 2005).
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The ownership structure in ASEAN countries, including Indonesia, according to Claessens
et al. (2000), shows a concentrated ownership structure. This ownership structure leads to
the formation of majority shareholders and minority shareholders. The existence of
the majority shareholders causes the agency conflict Type 2, namely, the tendency for the
majority shareholders to have more authority and information to transfer the
company’s assets for personal gain regardless of the rights of minority shareholders
(Marfuah and Azizah, 2014). PSAK No. 15 states that a party can be said to be the
majority shareholder if it owns shares or securities of 20% or more. The majority
shareholders usually also own majority shares in other related companies. This situation
causes tunneling practices which provide benefits for the majority shareholders
(Susanti and Firmansyah, 2020). Weak legal protection for minority shareholders is also one
of the reasons for the majority shareholders to perform tunneling. In addition, companies in
Indonesia have a low level of compliance with mandatory disclosures made by issuers on
the Indonesia Stock Exchange (IDX; Hapsoro, 2008). Disclosure made for related party
transactions is still minimal, so companies often do not clearly show related party
transactions that can damage the companies’ value, such as tunneling.

Cheung et al. (2006b), Cheung et al. (2009) and Ming and Wong (2005) have found that
there are many ways for companies to perform tunneling, namely, through loan
transactions, asset transactions, trade transactions, cash payments and equity transactions
to related parties. The tunneling activity of related party loans is carried out by companies
by providing large amounts of receivables or long credit terms to related parties.
Receivables granted to a related party can be treated as a sell option in which the related
party can carry out this option by not paying the receivables in a bad situation (Atanasov
et al., 2014). The activities of providing and writing off related party loans will have an
impact on the decrease in the company’s net income.

The research related to tunneling through related party receivables transactions
conducted by Aharony et al. (2010a), Ming and Wong (2005), Li et al. (2009) and Sari et al.
(2016) have found companies that issue loan guarantees to related parties have a purpose to
take over the wealth of minority shareholders. Cheung et al. (2009) also find empirical
evidence of companies using receivable and loan transactions arising from sales and
purchase transactions with related parties for the profit of majority shareholders.

The results of research related to the effect of ownership structure on related party loan
tunneling show that there is an influence between concentrated ownership structure and
related loan tunneling activities in several countries in Asia (Li et al., 2010; Luo and Jackson,
2012a, 2012b; Guo et al., 2019). Several studies conducted by Jiang et al. (2010), Chen et al.
(2017) and Chizema et al. (2020) have found that with the increasing concentration of share
ownership, the level of related party loans also increases. Based on the explanation above,
the first hypothesis in this study is as follows:

H1. Concentrated ownership structure has a positive effect on related party loan
tunneling.

2.2 Foreign ownership
Dahlquist and Robertsson (2001) find that foreign ownership can be seen as an effective
mechanism, besides corporate governance, that can be used to supervise and monitor
company activities. Foreign investors are considered to have better supervisory capabilities
so that they can help companies stay away from excessive dependence on concentrated
ownership (Claessens et al., 2000; Zhang et al., 2017; Sari and Baridwan, 2014).
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King and Schroeder (2013) also find that the presence of foreign investors in developing
countries would encourage better governance. The presence of foreign investors also
encourages transparency and pressures the government to increase the protection of
minority shareholders (Peng, 2003). The demand for transparency implies a reduction in
information asymmetry and consequently prevents opportunistic behavior. Likewise,
increased government protection of minority shareholders creates pressure for companies to
take actions that do not harm minority shareholders. This study hopes that the higher the
foreign ownership, the higher it can increase the company’s supervisory function on
opportunistic behavior, including tunneling.

The average level of foreign ownership in Indonesia is high, namely, 27.39% from 2014
to 2018. A high percentage of foreign ownership can improve corporate governance. In
addition, it will also reduce the opportunistic behavior of the majority shareholders. Based
on the explanation above, the second hypothesis that wemake is as follows:

H2. Foreign ownership has a negative effect on related loans tunneling.

3. Research methodology
3.1 Sampling and data sources
The samples we used in this study were all manufacturing companies listed in the IDX from
2014 to 2018. We chose manufacturing companies because several cases of tunneling in
Indonesia occurred in manufacturing companies (PT SULI, PT INAI and PT CPIN). In
addition, manufacturing companies also dominated the IDX, namely, as many as 167
companies out of 613 companies listed on the IDX in 2018 (27%). The final sample selection
was carried out by excluding companies that did not have complete data during the research
period.

The results of purposive sampling for all manufacturing companies listed on the IDX for
5 years were 557 observations. The observations for the large companies were 277 and small
companies were 280 observations. Meanwhile, the companies that experienced profits
during the study period were 450 observations and those that experienced losses were 107
observations (Table 1).

3.2 Dependent variable
The dependent variable in this study was TUL (tunneling) which was measured using three
measurements, namely, related party total receivables/total assets, related party total
payables/total assets and related party total payables � total receivables/total assets. The
previous research (Jiang and Lee, 2009; Liu and Lu, 2007; Aharony et al., 2010a) measures
tunneling using related party receivables and other payables divided by total assets. This

Table 1.
Study sample

Sample selection process No. of companies

Total companies listed on IDX from 2014 to 2018
Minus
The company did not have complete data during the research period
The final sample was used

576

(19)
557

Small company
Large company

280
277

Profit company
Loss company

450
107
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study measures tunneling using total related party receivables and related party accounts
payable not only using other related party receivables and other related party accounts
payable. This was done to fully describe the misappropriations committed by the majority
shareholder.

Tang (2016) also uses total related party receivables divided by total assets to measure
tunneling. This research was different with the research conducted by Tang (2016). This
research used three measurements, namely, total receivables, total payables and total related
party receivables divided by total assets. The reason for using all three measurements in
this study was to provide a complete picture of how tunneling activities were carried out by
manufacturing companies in Indonesia.

3.3 Independent variable
There were two independent variables used in this study, namely, the ownership
concentration (KONS) and foreign ownership (FOREIGN). The KONS was the highest
percentage of share ownership owned by shareholders in manufacturing companies listed
on the IDX from 2014 to 2018. Meanwhile, FOREIGN was the percentage of shares owned
by foreign investors who invested shares in the manufacturing company in Indonesia.

3.4 Control variable
This study used five control variables, namely, leverage (LEV) which was proxied by debt
to asset, which was measured by dividing total payables by total assets multiplied by 100%.
The second control variable was return on assets (ROA), which was calculated by dividing
total profit before tax by total assets. SIZE was the natural logarithm of total assets, then
GROWTH was calculated by dividing the stock market price by the share book value. The
last control variable was audit size (AS), which was measured using a dummy variable,
provided that the score was 1 if the company was audited by big four KAP and 0 if it was
audited by a non-big four KAP.

3.5 Research design
We build the model below to achieve our research objectives. This model is to prove the
effect of concentration ownership and foreign ownership on tunneling activities of
manufacturing companies in Indonesia. We used multiple linear regression analysis
techniques with panel data to test this effect. The following is the model we used in this
study to testH1 andH2:

TUL ¼ b 0 þ b 1KONSþ b 2FOREIGNþ b 3LEVþ b 4ROAþ b 5SIZEþ b 6GROWTH

þ b 7ASþ e

where:
TUL = related party tunneling calculated using three measurements:
TUL 1 = related party receivables/total asset;
TUL 2 = related party payables/total asset; and
TUL 3 = related party payables-receivables/total asset.
KONS = ownership concentration is the highest percentage of share ownership

owned by shareholders;
FOREIGN = foreign ownership is the percentage of the total shares owned by foreign

investors;
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LEV = debt to asset which is measured by dividing total payables by total assets
multiplied by 100%;

ROA = return on asset, which is calculated by dividing total profit before tax by
total assets;

SIZE = company size which is measured by the natural logarithm of total assets;
GROWTH= dividing themarket price of the stock by the shares book value; and
AS = audit size, score 1 if the company is audited by big four KAP and 0 if it is

audited by a non-big four KAP.

This study also distinguished large and small companies. The company size classification used
the proxy size. This was done to see whether there was a difference in the effect of ownership
concentration and foreign ownership on tunneling activities carried out by large companies and
small companies. Besides, this study also distinguished companies that experienced profits and
those that experienced losses. The differentiation of this companywas done by looking at ROA;
positive ROA meant that the company was in a profit and negative ROA meant that the
company was in a loss. The purpose of differentiating this sample was to see if there were
differences in the tunneling activities carried out by those two types company.

4. Research results
4.1 Descriptive statistics result
Based on the results of descriptive statistics in Table 2, the average TUL1 value for all
manufacturing companies listed on the IDX during the period 2014–2018 is 0.042. The
average value of TUL1 for large companies is 0.038, whereas for small companies, it is 0.047.
These results show that the large companies have lower TUL1 than small companies. This
means that large companies tend to use related party loans in the form of related party
receivables, which are smaller than small companies. The average TUL1 results for
companies that have positive ROA (0.043) is greater than companies that have negative
ROA (0.041). This means that companies that have positive ROA use related receivables
more than companies that have negative ROA.

The average of total TUL2 is 0.038, meaning that the ratio between related party
payables to total assets is 3.8%. Large companies have a smaller TUL2 value compared
with small companies. This result is the same as TUL1. However, the average TUL2 is

Table 2.
Descriptive statistics

Variables Large size Small size Positive ROA Negative ROA Total

TUL1 0.037686 0.047054 0.042642 0.041268 0.042378
TUL2 0.033856 0.042822 0.030156 0.072798 0.038347
TUL3 �0.003830 �0.004231 �0.012487 0.031530 �0.004031
KONS 54.74406 52.36516 52.96249 56.03374 53.55248
FOREIGN 33.24004 21.56753 28.29813 23.58794 27.39330
DAR 45.96664 47.03545 44.35066 55.54969 46.50200
ROA 6.587587 3.066499 – 4.823882
SIZE – – 14.83551 14.20702 14.71478
GROWTH 4.381517 2.485877 3.122180 4.734955 3.431995
AS 0.604317 0.268817 0.440000 0.476636 0.436266
Observation 278 279 450 107 557

Notes: TUL1: related party receivables/TA; TUL2: related party payables/TA; TUL3: related party
payables-receivables/TA; KONS: ownership concentration; FOREIGN: percentage of foreign ownership;
ROA: return on asset; SIZE: LnTA; GROWTH: market to book value
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different from TUL1, in which companies that have negative ROA (0.072) are greater than
companies that have positive ROA (0.030), and the difference is quite large. This shows that
companies that have negative ROA have more related payables than companies that have
positive ROA.

Total TUL3 shows that the results of manufacturing companies in Indonesia from 2014
to 2018 have more related party receivables compared with related party payables. The
same results are also for large companies, small companies and companies with positive
ROA, they have more related party receivables than related party payable. This result
supports the descriptive statistics result for TUL1 and TUL2.

The results of descriptive statistics in Table 2 show the level of ownership concentration
manufacturing companies in Indonesia during 2014-2018 showed 53.55%, more than 20%,
this means that manufacturing companies in Indonesia are included in the concentrated type
of company. Large size companies have greater ownership concentration compared with
small size companies, similar to the level of foreign ownership (FOREIGN). Meanwhile, for
companies that have negative ROA, the level of ownership concentration is greater than
companies that have positive ROA. This result is inversely proportional to the average
percentage of foreign ownership; that is, companies with a positive ROA are greater than
those with negative ROA.

4.2 Hypothesis testing results
The results ofH1 andH2 testings can be seen in Table 3. Based on Table 3, TUL1 shows the
regression coefficient of�2.446, with a significance level of 0.014, less than 5%. This shows
that KONS has a negative effect on TUL1. Therefore, H1, which states that KONS has a
positive effect on TUL1, is not supported. This study shows that the higher the level of
company ownership concentration, the lower the companies conduct tunneling in the form
of related party receivables, and vice versa. This occurs because high receivables from
related parties will reduce the companies’ value (Cheung et al., 2006b; Cheung et al., 2009;
Sari and Baridwan, 2014) so that companies with a high level of ownership concentration
prefer to increase the companies’ value than undertake tunneling activities to gain benefit
fromminority shareholders.

The results for TUL2 are different from TUL1. In Table 3, it can be seen that TUL2
shows a coefficient of 1.917 with a significance level of 0.0558, below 10%. These results
indicate that KONS has a positive influence on loans tunneling in the form of related party

Table 3.
Hypothesis testing

results for
manufacturing
companies in

Indonesia from 2014
to 2018

Variables
TUL1 TUL2 TUL3

Hypothesis t-stat Prob t-stat Prob t-stat Prob

C 1.553138 0.1210 3.141438 0.0018 �0.827245 0.4085
KONS Positive �2.446075 0.0148 1.916854 0.0558 3.862668 0.0001
FOREIGN Negative �2.196228 0.0285 1.874032 0.0615 4.412092 0.0000
DAR 0.467809 0.6401 12.82724 0.0000 2.584724 0.0100
ROA 1.818031 0.0696 �0.363047 0.7167 �1.666951 0.0961
SIZE �0.062332 0.9503 �5.724110 0.0000 �2.514340 0.0122
GROWTH �2.957675 0.0032 �3.754423 0.0002 �2.843264 0.0046
AS 1.930728 0.0540 1.202507 0.2297 �1.243208 0.2143
R-squared 0.034455 0.106972 0.066420
Adj R-squared 0.022144 0.095585 0.054517
F Statistics 2.798674 9.394585 5.579846
Probability (F Stat) 0,007196 0.000000 0.000003
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payables (H1 is supported). This means that the higher the level of ownership concentration
of share in a company, the tunneling activity in the form of related party payables will
increase. The increase in related party payables could be because of the high level of
purchases from related parties. Companies with a high level of ownership concentration
choose to make purchase transactions above market prices with related parties, namely,
subsidiaries. The objective is to reduce the parent company’s net profit and increase the
subsidiary’s net profit. If the parent company’s net profit is low, the amount of dividends
paid to shareholders will decrease. This will be detrimental to minority shareholders.
Meanwhile, the majority shareholder of the parent company does not experience a loss
because they are also the majority shareholder in the subsidiary whose net profit has
increased. The research result conducted by Claessens et al. (2000) states that the majority
shareholder of the parent companies in Indonesia is also the majority shareholder of the
subsidiary companies. Tunneling activities also occur in Indonesia because of the lack of
strict law enforcement in implementing the established rules (Bapepam Regulation No. 1X.
E.1 and PSAK No. 7 of 2018). The results of this study support previous research conducted
by Jiang and Lee (2009), Jiang et al. (2010), Chen et al. (2017) and Chizema et al. (2020).

The first hypothesis using TUL3 (payables-receivables) shows the same results as TUL2.
These results can be seen in Table 3, namely, the regression coefficient of the effect of KONS
on TUL3 of 3.862668 with a significance level of 0.0001, below 0.05. This means that there is
a positive effect between ownership concentration and TUL3 (H1 is supported). Seeing the
results of the descriptive statistics in Table 2, the total TUL3 is negative, meaning that the
level of related party receivables is higher than related party payables. However, the number
of companies that perform tunneling through related party receivables (negative TUL3) was
smaller than companies that perform tunneling through related party payables (TUL3
positive), namely, 226 (40%) and 331 (60%). The number of companies that perform
tunneling through related party payables was more than those that perform tunneling
through related party receivables. Therefore, the results of TUL3 are the same as TUL2
compared with TUL1. The results of this study support the results of research conducted by
previous researchers that there is a positive effect between ownership concentration and
TUL3 (Friedman et al., 2003; Atanasov et al., 2014; Guo et al., 2019).

The results of H2 of the effect of FOREIGN and Tunneling can also be seen in Table 3.
First, the effect of Foreign on TUL1 shows that there is a negative effect between FOREIGN
and TUL1 (related party receivables), evidenced by the regression coefficient of �2.196228
with a significance level of 0.0285, meaning thatH1 is supported. This negative effect shows
that the higher the percentage of foreign ownership, the lower the tunneling level through
related party receivables. This means that foreign ownership in Indonesia can control the
tunneling of related party receivables. Foreign investors are parties considered capable to
control the behavior of majority shareholders which might harm minority shareholders,
especially through related party loan transactions.

King and Schroeder (2013) argue about the importance of the role of foreign ownership in
institutional reform. Foreign investors are parties that are outside the domestic social
network; therefore, they tend to encourage transparent agreements and give pressure on the
government to increase the protection of minority shareholders (Peng, 2003). Foreign
shareholders are considered to be more resistant to pressure from problems generated by
domestic government policies (Kochhar and David, 1996; Tihanyi et al., 2003). This is also
supported by the results of the first hypothesis which states that concentrated ownership
has a negative effect on tunneling. This means that the majority shareholders in Indonesia
have decreased tunneling activities because of interference from foreign ownership in
Indonesia.
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The results of the effect of FOREIGN on TUL1 are different from those of FOREIGNwith
TUL2 and TUL3. The results using TUL2 and TUL3 show that there is a positive effect
(regression coefficient 1.1916 with a significance level of 0.05558), meaning that the
hypothesis is not supported. The higher the level of foreign ownership in the company, the
higher the tunneling carried out by the company in the form of related party payables.
Likewise, for TUL3, FOREIGN has a positive effect on TUL3. This means that for TUL2 and
TUL3, the level of foreign ownership cannot reduce the tunneling action taken by the
company. This is also supported by the results of H1, which state that concentrated
ownership has a negative effect on tunneling, meaning that when a company is tunneling
through related party payables, the role of foreign ownership to reduce tunneling is not
effective. The results of this study are supported by Agarwal et al. (2009) and Juliarto et al.
(2013).

This research divided the companies into two categories, namely, large companies and
small companies. The results in Table 4 and 5 show that in large companies, ownership
concentration (KONS) has no effect on TUL1, TUL2 and TUL3. This result is different from
small companies, in which KONS has an effect on TUL1, TUL2 and TUL 3. This shows that
small size companies are more susceptible to tunneling activity compared with large
companies. Large companies have more control over tunneling activities carried out by the
majority shareholders. Foreign ownership is one of the parties considered capable of playing

Table 4.
Hypothesis testing

results: large
companies

Variables
TUL1 TUL2 TUL3

t-stat Prob t-stat Prob t-stat Prob

C 4.671728 0.0000 �1.837860 0.0672 �3.465120 0.0006
KONS �0.676341 0.4994 0.256831 0.7975 0.622999 0.5338
FOREIGN �3.771728 0.0002 1.254335 0.2108 4.188685 0.0000
DAR 1.650765 0.0999 9.951638 0.0000 13.98211 0.0000
ROA 0.020663 0.9835 0.655078 0.5130 1.451052 0.1479
GROWTH �1.592018 0.1125 �1.382925 0.1678 �1.080242 0.2810
AS 3.693686 0.0003 1.286689 0.1993 �2.873223 0.0044
R-squared 0.046474 0.082498 0.064431
Adj R-squared 0.025362 0.062184 0.043717
F–statistics 2.201371 4.061201 3.110529
Probability (F-stat) 0.043179 0.000644 0.005796

Table 5.
Hypothesis testing

results: small
companies

Variable
TUL1 TUL2 TUL3

t-stat Prob t-stat Prob t-stat Prob

C 7.131750 0.0000 �8.744159 0.0000 �8.838173 0.0000
KONS �2.584614 0.0103 1.571540 0.1172 2.517494 0.0124
Foreign �1.736154 0.0837 2.067274 0.0397 3.226619 0.0014
DAR 0.058439 0.9534 6.731452 0.0000 1.961967 0.0508
ROA 2.058158 0.0405 �0.267562 0.7892 �1.127292 0.2606
GROWTH �1.930998 0.0545 �6.346508 0.0000 0.322318 0.7475
AS 1.784017 0.0755 1.359248 0.1752 �0.717621 0.4736
R-squared 0.063173 0.117539 0.088081
Adj R-squared 0.042508 0.098073 0.067965
F–statistic 3.056960 6.038181 4.378673
Probabilities (F-stat) 0.006541 0.000006 0.000305
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a role in controlling tunneling actions carried out by the majority shareholder. The results in
tables 4 and 5 almost all show that there is an effect of foreign ownership (FOREIGN) on all
tunneling activities in large and small companies, except for TUL2 in large companies, The
results show that foreign ownership (FOREIGN) has no effect on tunneling activity (TUL2).

This research also divides companies into two categories, namely, the companies that
have positive ROA and negative ROA. The results in Table 6 and 7 show that in positive
ROA, KONS has no effect on TUL1, but KONS has a positive effect on TUL2 and TUL3.
Meanwhile, FOREIGN has a negative effect on TUL1 but has a positive effect on TUL3 and
no effect on TUL2. In companies with negative ROA (Table 6), there is no effect of KONS on
TUL1, TUL2 or TUL3. Likewise, for H2, FOREIGN has no effect on TUL1, TUL2 and
TUL3. These results indicate companies with positive ROA are more susceptible to carry
out tunneling activities. A company with a positive ROA performs tunneling in the form of
related party payables and foreign ownership cannot reduce the company’s tunneling
activities.

5. Conclusion
This study examines the effects of KONS and FOREIGN on tunneling activities carried
out by manufacturing companies in Indonesia. The companies used as research samples

Table 6.
Hypothesis testing
results: positive ROA

Variables
TUL1 TUL2 TUL3

t-stat Prob t-stat Prob t-stat Prob

C 3.598832 0.0004 6.749154 0.0000 �1.749524 0.0809
KONS �1.554254 0.1208 2.046673 0.0413 1.940364 0.0530
FOREIGN �1.724368 0.0853 1.142148 0.2540 2.458650 0.0143
DAR �0.165467 0.8687 6.564765 0.0000 3.556823 0.0004
SIZE �3.062087 0.0023 �6.945549 0.0000 0.719641 0.4721
GROWTH 0.136873 0.8912 �1.656931 0.0982 �1.421869 0.1558
AS 8.430457 0.0000 3.119942 0.0019 �1.705970 0.0887
R-squared 0.058839 0.073802 0.052822
Adj R-squared 0.046092 0.061258 0.039993
F-statistics 4.615873 5.883242 4.117502
Probability (F-stat) 0.000146 0.000006 0.000490

Table 7.
Hypothesis testing
results: negative
ROA

Variables
TUL1 TUL2 TUL3

t-stat Prob t-stat Prob t-stat Prob

C �0.278874 0.7809 0.289009 0.7732 �1.092343 0.2773
KONS 0.931769 0.3537 1.273806 0.2057 1.198174 0.2337
FOREIGN �1.524017 0.1307 1.630390 0.1062 1.623337 0.1077
DAR �0.724477 0.4705 6.062412 0.0000 5.855444 0.0000
SIZE 1.813090 0.0728 �1.732590 0.0863 �1.032532 0.3043
GROWTH �5.085657 0.0000 �3.724835 0.0003 �2.509807 0.0137
AS 0.478375 0.6334 0.737263 0.4627 0.350411 0.7268
R-squared 0.174879 0.184564 0.190574
Adj R-squared 0.129971 0.135638 0.142008
F-statistics 3.545852 3.772302 3.924050
Probability (F-stat) 0.002110 0.001991 0.001457
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were manufacturing companies listed on the IDX from 2014 to 2018. Tunneling used
three measurements, namely, related party receivables, related party payables and net
related party loans (payables-receivables). This study also divided the samples into
large companies and small companies, as well as companies with positive ROA and
negative ROA.

The results of the research for the samples of all manufacturing companies were that
KONS had a negative effect on TUL1 but had a positive effect on TUL2 and TUL3.
FOREIGN has a negative effect on TUL1 but has a positive effect on TUL2 and TU3. These
results indicate companies with a high level of ownership concentration prefer not to
perform related party receivables tunneling because this tunneling activity will decrease the
companies’ value. This is also suspected because of the interference of foreign shareholders
so that tunneling activities of related parties can be controlled. The results for TUL2 are
different because of tunneling activity in the form of related party payables. This happens
because the majority shareholder will benefit from the higher related party debt. Weak law
enforcement in Indonesia is also one of the causes of tunneling activity. Foreign ownership
also supports the company’s actions to conduct tunneling because it can increase the profits
of the majority shareholder. The results of the effect of KONS and FOREIGN on TUL3 show
the same results as in TUL2. When tunneling activities use net related party loans
(receivables-payables), KONS and FOREIGN have a positive effect on tunneling activities
carried out by the companies.

The results of dividing the samples into large companies and small companies show that
small companies are more susceptible to tunneling actions carried out by companies
compared with large companies. Likewise, for companies with positive ROA, these
companies are also more susceptible to tunneling action than companies with negative ROA.

The findings of our study have several practical implications. First, regulators must be
more assertive in enforcing the rules that have been set so that they will further minimize
activities that can harm minority shareholders. Second, this study can provide a more
detailed explanation to investors regarding the tunneling activity of related party loans that
is often carried out by companies in Indonesia so that investors can make the right
investment decisions.
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