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A B S T R A C T 
 
This research is aimed at investigating whether several dimensions of corporate gov-
ernance mechanism, namely family ownership, accounting opacity, and Board of 
Commissioners effectiveness, have effect on one-year-ahead stock price crash risk. 
Hypothesis test is conducted in 2017 using cross section regression analysis with 277 
samples of non-financial firms listed on Indonesia Stock Exchange in 2016. The result 
of this research does not show that family ownership and accounting opacity have 
any effect on firm-specific crash risk. Moreover, the result of this research finds that 
Board of Commissioners effectiveness has negative effect on firm-specific crash risk. 
This finding supports the notion that sound corporate governance system increases 
monitoring activities. This, in turn, decreases the tendency of managers to hide and 
accumulate bad news from outsiders. Hence, reducing firm-specific crash risk.  
Keywords: crash risk, corporate governance, agency risk, information environment. 
 
Penelitian ini bertujuan untuk menginvestigasi apakah tiga dimensi mekanisme tata 
kelola perusahaan, kepemilikan keluarga, accounting opacity dan efektivitas Dewan 
Komisaris, berdampak  terhadap 1-year-ahed stock price crash risk. Penelitian ini 
menemukan bahwa efektivitas Dewan Komisaris berpengaruh negatif terhadap firm-
specific crash risk. Temuan ini mendukung suatu pernyataan bahwa sistem tata 
kelola perusahaan yang baik dapat meningkatkan kegiatan pemantauan. Hal ini 
pada akhirnya akan mengurangi kecenderungan manajer untuk menyembunyikan 
berita buruk dari outsiders. Namun Demikian, penelitian belum ditemukan bukti 
yang mendukung hubungan antara kepemilikan keluarga dan opacity akuntansi dan 
firm-specific crash risk. 
Kata kunci: crash risk, tata kelola perusahaan, agency risk, information environment 

INTRODUCTION 

Recent academic studies have been putting 

much attention on firm-specific crash, ar-

guing that withholding negative infor-

mation from investor leads to firm-specific 

crash. These studies suggest that manag-

ers, due to their concern over their career 

and short-term compensation, will hoard 

negative news concerning company’s per-

formance. These bad news, however, can 

only accumulate to a certain level where 

managers can no longer withhold the bad 

news (Chen et al., 2001; Jin and Myers, 

2006; Kothari et al., 2009). When this hap-

pens, all the negative information that was 

previously known only to managers are re-

vealed to the public all at once, resulting in 

a firm-specific crash – an extreme negative 

return in the distribution of returns (Chen 

et al., 2001; Jin and Myers, 2006; Kothari et 

al., 2009). 

In Indonesia, one of the most re-

nowned case of company’s management 

that was found guilty of hiding negative 

news from investors is Perusahaan Gas 

Negara in 2006. The management of the 

company, in September 2006, learned that 

the company’s performance will not be as 

good as initially predicted. However, the 

management intentionally kept the news 

away from the market and the sharehold-

ers. When the news was finally released in 

January 2007 the consequence was severe. 

The stock price of Perusahaan Gas Negara 
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fell 23.36% on the day following the release 

of the bad news (“BAPEPAM:Pelaku Kasus 

PGN,” 2007). 

Several researches have provided the 

empirical evidence to support the theory 

that stockpiling bad news leads to firm-

specific stock price crash. These were done 

by showing that tax avoidance activities, 

manipulation of accrual, or earnings man-

agement leads to higher crash risk because 

it increases managers’ likelihood to hoard 

negative information (Hutton et al., 2009; 

Kim et al., 2011 ; Cohen  et al., 2014). The 

research shows that the higher the agency 

risk – the likelihood that managers act not 

in the best interest of shareholders, the 

higher the risk of crash because managers 

have higher needs to hide negative infor-

mation. Therefore, one way to reduce the 

risk of firm-specific crash is by reducing 

agency risk through monitoring of manage-

rial behavior. 

Corporate governance can help com-

panies to set their objectives and provide 

means to achieve the objectives and moni-

toring function to ensure that managers 

are working towards achieving the objec-

tives (OECD, 2015). In a company where 

effective corporate governance system is 

practiced, it could be expected that the in-

terests of managers and shareholders are 

more aligned. In consequence, the likeli-

hood that managers will have the need to 

hide negative information from sharehold-

ers is low. The argument is supported by 

several empirical evidences that show how 

an effective corporate governance enhances 

information disclosure by managements 

(see, for example, Xie et al., 2003; Klein 

2002; Karamanou and Vafeas, 2005). 

Drawing motivation from this issue, 

this study will try to see the effect of cor-

porate governance on firm-specific crash 

risk. More specifically, how family owner-

ship, accounting opacity, and Board of 

Commissioners effectiveness affect firm-

specific crash risk. These three corporate 

governance dimensions are to be investi-

gated because they are related to the level 

of monitoring performed in a company 

(Andreou et al., 2016).  

Family shareholders are character-

ized by long investment horizon and large 

ownership. This gives family shareholders 

more economic incentive to monitor mana-

gerial behavior because family sharehold-

ers benefit from the increase of company’s 

fundamentals and their wealth depends on 

the firm’s performance (Demsetz  and 

Lehn, 1985; Stein , 1988). However, family 

ownership creates another problem be-

tween controlling and minority sharehold-

ers. Agency problem between controlling 

and minority shareholders, in turn, will cre-

ate the need for controlling shareholders to 

hide information from minority sharehold-

ers. 

Financial transparency is an im-

portant corporate governance mechanism 

in mitigating agency risk because it reduces 

information asymmetry between managers 

and shareholders. More transparent finan-

cial information gives investors more abil-

ity to look into the company’s activities 

through financial information (McAllister, 

2003). Consequently, more opaque finan-

cial reporting is expected to increases the 

risk of firm-specific crash as the financial 

information’s ability to reduce information 

asymmetry is reduced. 

In a company organizational struc-

ture, the board functions as a body that 

monitors managerial performance and en-

sures that managers provide an acceptable 

return for shareholders (OECD, 2015). In 

Indonesia the supervisory function is held 

by Board of Commissioners (BoC) where 

BoC has the responsibilities to monitor and 

to advise Board of Directors in carrying out 

its responsibilities. Consequently, an effec-

tive BoC will be better at overseeing the 

company’s management. In a company 

where the Board of Commissioners func-

tions effectively, therefore, it is expected 

that the agency risk is lower and the risk of 

stock price crash is lower as well. 

This research is similar to the previ-

ous research done by Andreou  et al. (2015) 

that tried to see the effect of four corpo-

rate governance dimensions on firm-

specific crash risk. This research modified 

the previous research by changing the fo-

cus of the effect of institutional ownership 

to family ownership. The involvement of 

institutional investors is not prevalent in 

Indonesia. For example, the amount invest-
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ed in equity market by life insurance only 

accounted to 2% of total market capitaliza-

tion of the equity market (Otoritas Jasa 

Keuangan, 2017). On the other hand, family 

owned business accounted to more than 

70% of the total companies in Indonesia 

(Diyanti, 2012). Therefore, modifying the 

research from institutional ownership to 

family ownership will be more relevant for 

Indonesia’s capital market.  

Most research into the determinants 

of firm-specific crash risk has been done in 

advanced economies. However, emerging 

markets like Indonesia are characterized 

with more inefficient financial market and 

undeveloped legal market as the environ-

ment for its corporate governance 

(Mobarek et al., 2008). It is, therefore, inter-

esting to see determinants of firm-specific 

crash risk in emerging economies, some-

thing that previous researches have not 

performed. Moreover, the research on firm-

specific crash in Indonesia market is also 

important because companies in Indonesia, 

as an emerging market, face greater crash 

risk due to limited external monitoring and 

more opaque financial information (Cheng 

et al., 2014; Jin and Myers, 2006). 

This will be structured as the follow-

ing: 1) literature review and hypothesis de-

velopment; 2) research method; 3) results 

and analysis; 4) conclusion, limitations, and 

future research. 

The result of this research does not 

show that family ownership and account-

ing opacity have any effect on firm-specific 

crash risk. This result is different from the 

previous research by Andreou et al. (2015) 

that showed positive relationship between 

accounting opacity and firm-specific crash 

risk. Moreover, the result of this research 

finds that Board of Commissioners effec-

tiveness has negative effect on firm-

specific crash risk. This finding supports 

the notion that sound corporate govern-

ance system increases monitoring activi-

ties. This, in turn, decreases the tendency 

of managers to hide and accumulate bad 

news from outsiders. Hence, reducing firm-

specific crash risk. 

 

LITERATURE REVIEW AND HYPOTHESIS 

DEVELOPMENT 

Signalling Theory and Agency Theory 

Kothari et al. (2009) argue that managers’ 

tendency to withhold bad news stems from 

the cost associated with disclosing bad 

news and the interests of the managers 

that are not aligned with the shareholders, 

an example is when managers hide infor-

mation from shareholders due to their con-

cern over their careers. Signalling theory 

suggest that firms with low quality do not 

have do not have the incentive or rather 

discouraged to reduce the information 

asymmetry between insiders and outsiders 

of the firms as doing so will reduce the val-

ue of the firm. Therefore, whenever the in-

siders of a firm receive a bad news, they 

will have the incentives to not report the 

bad news (Godfrey et al., 2010).  

Information asymmetry that results 

from separation of ownership and control 

leads to moral hazard problem,,  that is a 

condition when the managers have the in-

centives to pursue their own interests at 

the expense of the wealth of shareholders. 

Managers pursuing their own interest can 

take many forms including taking part in 

suboptimal investment, overcompensation, 

empire building and overstating financial 

performance (Ashbaugh-Skaife et al., 2006; 

Kim and Zhang, 2016). While pursuing their 

own interests, however, managers have to 

maintain their position of trust. Therefore, 

managers have to hide their self-serving 

activities by exploiting the information 

asymmetry. 

 

Corporate Governance and Crash Risk 

The mechanism Jin and Myers (2006) argue 

that in companies where there is a lack of 

accounting transparency about the perfor-

mance of the company, managers can cap-

ture a portion of the company’s cash flow. 

The theory follows that in order to keep 

their positions as managers, managers may 

manage earnings so that the negative infor-

mation will not be revealed to sharehold-

ers. However, when the company is per-

forming bad enough, managers will be una-

ble to hide any more negative information 

and release it to shareholders. This theory 

argues that firm-specific stock crash occurs 

when a company releases the bad news to 

shareholders. Therefore, this theory con-
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cludes that withholding bad news from in-

vestor lead to firm-specific crash. 

Firm-specific crash risk, therefore, 

stems from the likelihood that managers 

act not in the best interest of shareholders 

or, in other words, crash-risk stems from 

agency risk that faces corporations (Chen 

et al., 2001, Jin and Myers, 2006). Agency 

risk, in turn, is the result of information 

asymmetry between shareholders and man-

agements (Jensen and Meckling, 1976). 

Meanwhile, corporate governance is a sys-

tem which aim to align the conflicting in-

terest between the shareholders and man-

agers (Claessens and Yurtoglu, 2013). 

Therefore, to see the relationship between 

crash risk and corporate governance, one 

has to see how corporate governance can 

affect the agency risk of a company 

through monitoring activities.  

There is a broad set of literatures 

that find corporate governance can reduce 

agency risk by monitoring management’s 

activities. Xie et al. (2002), Klein (2002), and 

Karamanou and Vafeas (2005), for example, 

find empirical evidence that more effective 

corporate governance reduces information 

asymmetries which in turn reduces agency 

risk. Xie et al. (2002) finds that financial 

literacy and past experience of BoD and 

Audit Committee increase the monitoring 

activities, hence reducing management’s 

tendency to hide information and manage 

earnings. Klein (2002) finds that more inde-

pendent audit committees perform better 

monitoring activities which in turn reduce 

earnings management and increase flow of 

information. Karamanou and Vafeas (2005) 

find that in a company that is better gov-

erned, management’s forecasts, especially 

forecasting with bad news, are more pre-

cise because there are less information 

asymmetries.  

 

Hypothesis Development 

This research tries to see the effect of sev-

eral corporate governance attributes on 

firm-specific crash risk of publicly listed 

companies in Indonesia. Previous research 

shows that the higher the agency risk – the 

likelihood that managers act not in the best 

interest of shareholders, the higher the risk 

of crash because managers have higher 

needs to hide negative information. There-

fore, firm-specific crash risk can be re-

duced by reducing agency risk. Claessens 

and Yurtoglu (2013) define corporate gov-

ernance as a system which aim to align the 

conflicting interest between the sharehold-

ers and managers. The implementation of 

good corporate governance, hence could be 

expected to reduce agency risk through 

monitoring activities. 

There are several attributes of corpo-

rate governance mechanism that have pre-

viously been known to be designed to in-

crease the monitoring of management’s 

behavior which in turn reduce agency risk 

(Ashbaugh-Skaife et al, 2006). These attrib-

utes concern the three dimensions of cor-

porate governance, these include owner-

ship structure, accounting opacity, and 

board effectiveness. This research differs 

from previous research as it tries to see the 

effect of ownership structure that is most 

common in Indonesia, family ownership.  

Ownership structure is closely linked 

to the degree of monitoring by sharehold-

ers. Previous research shows that investors 

with longer investment horizons and more 

shares on a company have more economic 

incentives to perform monitoring activities. 

Family investors are characterized by these 

two characteristics. Moreover, family inves-

tors are also better informed due to their 

lengthy tenure on the company they have 

their shares in. With more economic incen-

tives and better ability to monitor manage-

rial behavior, it is expected that family 

ownership can better align the interest of 

managers and controlling shareholders.  

A research by Srinidhi and Liao 

(2014) finds that family-owned firms in the 

United States exhibit less likelihood to ex-

perience firm-specific crash. In line with 

this finding is the study by Cascino  (2011) 

that finds family-owned companies provide 

better quality of accounting information. 

These findings suggest that the long-term 

focus of the shareholders of family firms 

reduces the proclivity of managers to act in 

opportunistic behavior. Therefore, in this 

kind of firms, managers have lesser need to 

hide bad news from shareholders which in 

turn reduces firm-specific crash risk. 

However, Jabeen and Shah (2011) ar-
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gue that families as controlling sharehold-

ers may reduce or delay the release of in-

formation in order to be able to expropri-

ate the wealth of minority shareholders. 

This argument is also supported by the 

findings by Huang and Zhang (2011) that 

find family firms in China exhibit lower 

financial reporting quality. Therefore, using 

the same argument that hiding information 

away from the public can increase the firm-

specific crash risk, it is likely that family 

ownership results in higher firm-specific 

crash risk.  

These two conflicting ideas of the 

result of family ownership on monitoring 

level are not strange. This is because there 

are currently two competing theories that 

guide the research on the topic of family 

ownership, namely alignment theory and 

entrenchment theory (Wang, 2006). These 

two theories put emphasize on two differ-

ent agency problems with alignment theory 

emphasizing the conflict between owners 

and managers (Type I) and entrenchment 

theory emphasizing the conflict between 

the family and other shareholders (Type II) 

(Krishnan and Peytcheva, 2017). Alignment 

theory predicts that conflicts between man-

agement and shareholders in family firm 

will be reduced because there is less sepa-

ration between ownership and control 

(Anderson  and Reeb 2003). In contrast, 

entrenchment theory suggest that family 

ownership creates incentives and opportu-

nities for family shareholders to expropri-

ate wealth from minority shareholders 

(Krishnan and Peytcheva, 2017) 

Considering these two conflicting ef-

fect of family ownership on firm-specific 

crash risk, the hypothesis of this research 

is: 

H1: Family ownership is related with firm-

specific crash risk 

Accounting information is an important 

corporate governance mechanism in miti-

gating agency risk because it reduces infor-

mation asymmetry between managers and 

shareholders. Lara et al (2009) argues that 

transparent accounting information pro-

vides an early warning to governance bod-

ies when a firm is performing badly which 

then encourage investigation. Thus, ac-

counting transparency can reduce the like-

lihood of firm-specific crash by giving an 

early warning to when management’s activ-

ities deviate from maximizing sharehold-

er’s welfare. More opaque financial reports, 

on the other hand is expected to inhibit the 

flow of information towards the stakehold-

ers. Consequently, more opaque financial 

reports are expected to increase the firm-

specific crash risk. 

H2: Accounting opacity is negatively relat-

ed with firm-specific crash risk 

  

In a company, the board structure func-

tions as a body that monitors managerial 

performance and ensures that managers 

provide an acceptable return for sharehold-

ers (OECD, 2015). The need of a superviso-

ry board as an organ in an organization 

stems from the agency problem that exist 

as a result of separation of ownership and 

control (Peij et al, 2012). According to Fama 

and Jensen (1983) supervisory board is 

necessary to counteract the managerial op-

portunism that may arises as the result of 

information asymmetry. In addition, the 

supervisory board also adds value to the 

firm by providing advice to managers 

(Geletkanycyz and Boyd, 2011). In a compa-

ny where the board functions effectively, 

therefore, its monitoring activities are also 

performed better, hence reducing manag-

ers’ incentives to hide bad news.  

H3: Board of Commissioners effectiveness 

is negatively related with firm-specific 

crash risk  

 

RESEARCH METHOD 

Sample and Data 

To conduct the research, this research uses 

only secondary data that are available to 

the public. The data are collected from sev-

eral sources, including Thomson Reuters, 

firm annual reports, and Indonesia Capital 

Market Directory (ICMD). The population of 

this research is the entirety of limited lia-

bility companies, excluding financial ser-

vices companies, that are listed in Indone-

sia Stock Exchange in 2016. In order to en-

sure that the research purposes are ful-

filled, purposive sampling method is used 

to select samples. Following Similar to the 

previous research on the topic of crash risk 

by Andreou et al. (2015) and Kim and 
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Zhang (2016), samples used in this re-

search are non-financial firms that have at 

least 26 weeks of stock returns in one year 

and are not firms with negative equity val-

ue. The year 2016 is chosen as the period 

of the research because the year 2016 is 

the most recent year with the complete on-

year stock price data available. 

 

Research Model 

To test the hypotheses of this research, the 

following regression model is used:  

NCSKEW
jt
 = α

0
 + α1FAM

jt-1 
+ α2OPAQUE

jt-1 
+ α3 

COMMS
JT-1

+ α4RETURN
j t-1

 + 

α5STD
jt-1

+α6 SIZE
jt-1

 + α7MTBV
jt-1

  

+ α8 LEVjt-1 + α9ROEjt-1 + εjt.....(1) 

The regression model in this research 

employs one-year period of lag between the 

corporate governance variables and the de-

pendent variable. This is done in order to 

avoid the simultaneous endogeneity prob-

lems which previous research shows could 

occur should the dependent and independ-

ent variables are on the same period 

(Bhagat and Bolton, 2008; Andreou et al., 

2015). The model followed the model previ-

ously used by Andreou et al., (2015) as the 

model can captures the effect of multiple 

corporate governance dimensions rather 

than just one dimensional. Differing from 

the previous research, this research use the 

variable of family ownership, as oppose to 

institutional ownership, to better capture 

the ownership structure of Indonesian 

companies.  

 

Variable Operationalization 

Dependent Variable 

In accordance with prior research by Chen 

et al. (2000), the likelihood that a firm will 

deliver an extreme negative return or expe-

riencing firm-specific crash can be meas-

ured by calculating the negative conditional 

skewness (NCSKEW) of the distribution of 

firm-specific return of that year. Negative 

conditional skewness is used because a 

negatively skewed distribution of returns 

shows that the firm has more return that 

are significantly below the mean of the dis-

tribution. Therefore, negative conditional 

skewness can measure the probability to 

crash. NCSKEW is obtained by calculating 

the negative value of the third moment of 

weekly returns and dividing it by the stand-

ard deviation of weekly returns raised to 

the third power.   

…………………………………………………...(2)         

Equation (2) is used to calculate the 

negative conditional skewness of firm j in 

week t. Since the firm-specific crash risk is 

measured by the negative conditional skew-

ness, a positive value of NCSKEW corre-

sponds to a stock being more likely to ex-

perience crash, that is the stock has a nega-

tively skewed distribution of returns. More-

over, a larger value of NCSKEW indicates a 

higher risk of crash. On the other hand, a 

negative value of NCSKEW corresponds to a 

positively skewed distribution of return, 

that is the stock is more likely to have ex-

treme positive returns.  

To calculate Equation (2), the data of 

weekly firm-specific return are needed. 

Firm-specific return is used in calculating 

firm-specific crash risk because using the 

NCSKEW
jt
 : Negative conditional skew-

ness of firm j on t period 

FAM
jt-1  

 : Percentage of shared owned 

by family of firm j during t-1 

period 
OPAQUE

jt-1

 
 

: Three-year sum of discre-

tionary accruals of firm j dur-

ing t-1 period 
COMMS

jt-1
 : Board of Commissioners ef-

fectiveness that is measured 
by ASEAN Corporate Govern-
ance Scorecard of firm j dur-
ing t-1 period 

RETURN
jt-1 

: Average weekly firm-specific 
return of firm j during t-1 pe-
riod 

STD
jt-1 

: Volatility of weekly firm-
specific return of firm j dur-
ing t-1period 

SIZE
 jt-1 

 : Natural logarithm of firm’s 
equity value of firm j during t
-1period 

MTBV
 jt-1  

: Ratio of market to book val-
ue of firm’s equity of firm j 
during t-1 period 

LEV
 jt-1

   : Leverage of firm j during t-1 
period 

ROE
jt-1

   : Return of equity of firm j 

during t-1 period 
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firm’s actual return instead will include the 

effect of market performance as the factor 

that affects firm-specific crash risk (Hutton 

et al., 2009). To obtain weekly firm-specific 

return the following regression model is 

used to. The regression model sees actual 

firm returns as the function of market re-

turn and firm-specific return. Weekly firm 

specific-return, denoted by the variable W, 

is obtained from the following regression. 

r
j t
=α1+β1rm (t - 2 )

+β2rm(t - 1 )
+β3rmt

+β4rm(t + 1 )
+β5rm(t + 2 )

+ε
jt…………………………………………………………………………...….

(3) 
whereas r

jt
is the weekly return of 

firm’s j stock in week t while  r
mt

is the mar-

ket index return in week t. Weekly return of 

firm’s j stock in week t is obtained from 

calculating the difference between stock 

price on the Wednesday of week t and t-1 

divided by the price on the Wednesday of t-

1. In the case of Indonesia, market index 

return is the return of Jakarta Composite 

Index. To obtain weekly market index re-

turn, the difference between the value of 

Jakarta Composite Index on the Wednesday 

of week t and t-1 is divided by the value of 

Jakarta Composite Index on the Wednesday 

of t-1. Following prior research by Scholes 

and Williams (1977), lead and lag terms are 

included for the market index return in or-

der to capture the return of firms with low 

trading volume. Weekly returns are chosen 

in this research because weekly return re-

duces the biases that exist in the data of 

daily returns. The firm-specific return of 

firm j and week t is obtained from Wjt=ln

(1+€jt). 

 

Independent Variables 

Family Ownership  

This research adopts the first definition of 

family ownership that was used by Arifin 

(2003) in his research. Arifin (2003), de-

fines that by definition, all companies with 

individual ownerships of more than 5% are 

considered family ownedArifin (2003) de-

fines family as all individuals and corpora-

tions whose ownerships are recorded, in 

the case of Indonesia, all ownerships that 

are more 5% are recorded. The ownership 

data is obtained from Indonesia’s Stock 

Exchange’s Report on Security Ownership 

5% or more as at 29 December 2015. This 

definition of family ownership excludes the 

ownerships by publicly listed companies, 

the state, financial institutions (e.g. insur-

ance companies, pension funds, banks, and 

cooperations, and the public (any individu-

als whose ownerships are not recorded). 

This definition of family ownership by Ari-

fin (2003) is used because this definition 

covers the most shareholders under the 

definition of family, which includes individ-

uals, local companies, and foreign compa-

nies.  

 

Accounting Opacity  

Prior research by Hutton et al. (2009) (5) 

and Kim et al. (2014) suggest that firms 

having more discretionary accruals are 

more prone to exercising earnings manage-

ment, hence impeding the flow of infor-

mation from the management to the share-

holders and the public. 

Firstly, modified Jones model 

(Dechow, Sloan, and Sweeney, 1995) is ap-

plied to distinguish between normal accru-

als and discretionary accruals. From the 

data gathered of the companies used in 

this research, the following regression is 

used: 

………………………………………………….…4) 

The estimation is done by using cross

-section regression on each industry of the 

sample’s firms on each year. This is follow-

ing Hutton et al. (2009) that Modified Jones 

Model will have better result by regressing 

it on its industry rather than with time-

series. From this regression, discretionary 

accruals (DisAcc) is obtained by calculating 

the error of regression (4). 

Prior research by Dechow, Sloan and 

Sweeney (1995) suggests that managers 

who manipulate their earnings started ma-

nipulating the information of their finan-

TACCjt   : Total accruals 

ASSETSjt-i : Total assets 

∆SALE j : Change in sales from the 
previous years 

PPEjt : Total property, plant, and 

equipment 

∆RECEIVA

BLE jt  

: Change in receivables from 

the previous years 
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cial statements three years prior to being 

detected. The research shows that manag-

ers gradually increase their discretionary 

accruals approaching the year earnings ma-

nipulation. Moreover, the research also sug-

gests that overstated accruals in the year of 

earnings management is usually followed 

by a reversing negative accruals following 

the year of earnings management. There-

fore, Hutton et al. (2009) measure the opac-

ity of financial reporting as the three-year 

moving sum of the absolute value of annu-

al discretionary accruals: 

OPAQUE
jt    

= Abs(DiscAcc
jt-1

)+Abs(DiscAcc
jt-2

)

+Abs(DiscAcc
jt-3

)………..….... (5) 

  

The variable OPAQUE, therefore, is the 

proxy used in this research to measure the 

level of firm-specific information that is 

hidden from the shareholders.  

The definitions of the variables of eqution 

and equation, for firm j during year t are as 

follow: 

 

Board of Commissioners Effectiveness  

The proxy used to measure the effective-

ness of Board of Commissioners is the 

ASEAN Corporate Governance Scorecard. 

The scorecard is an assessment of corpo-

rate governance practice based on publicly 

available information which benchmarked 

the practice with international best practice 

(ACMF, 2017).  

Equitable treatment of shareholders 

assessed in this scorecard measures the 

effectiveness of both Board of Directors 

and Board of Commissioners by assessing 

several aspects, including board duties and 

responsibilities, board structure, board 

processes, people on the board, and board 

performance. There are a total of 65 ques-

tions used in the assessment, however, this 

research will only use questions that are 

related to Board of Commissioners. Ques-

tions that are not related to Board of Com-

missioners are omitted. 

There are 48 questions that will be 

used to assess Board of Commissioners 

effectiveness. Each question will result in a 

“yes” or “no” answer, whereby a “yes” is 

one point for the company and a “no” is 

zero point for the company. Therefore, the 

assessment will result in a maximum score 

of 48 or a minimum of 0 for each compa-

ny. Higher result of the scoring indicates a 

more effective Board of Commissioners 

hence better monitoring activities are ex-

pected from the company.  

 

Control Variables 

This research uses several control varia-

bles to control the effects of variables that 

were known to affect the dependent varia-

ble. There are six control variables used in 

this research. Following prior research by 

Chen et al., (2001) and Kim et al., (2014) 

the control variables used in this research 

include firm’s past average weekly return 

(RETURN), firm’s past weekly return vola-

tility (STD), firm size (SIZE), firm’s Market 

to Book Value ration (MTBV), leverage 

(LEV), and Return on Equity (ROE). Past-

return is controlled because firm stock 

which has been experiencing higher re-

turns also has the higher negative skew-

ness, or firm-specific crash risk. Firm’s 

past weekly return volality is included be-

cause volatile stocks face higher crash risk. 

The volatility of a stock is calculated as the 

standard deviation of the firm’s weekly 

firm specific return (Wjt). Chen et al. 

(2001) finds the bigger the size of the com-

pany, the more negative the skewness of 

the company. SIZE is calculated by calcu-

lating the natural logarithm of firm’s mar-

ket value of equity.  

 

Regression Result 

Table 2 shows the result of ordinary least 

square regression. The result shows that 

most of the coefficients of the variables are 

consistent with the expected direction of 

the impact of the variables on future firm-

specific crash risk. Two exceptions are for 

the variable control OPAQUE and LEV 

which are expected to have positive signs 

but show negative signs. 

Table 2 shows that family ownership 

has no statistically significant effect on 

firm-specific crash risk. This finding is dif-

ferent from previous research by Srinidhi 

and Liao (2014) that finds that family-

owned firms have lower likelihood to crash 

because family ownership provides better 

incentives to monitor managerial activities. 

This finding also does not support the no-
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tion that family-owned firms have more 

tendency to delay the release of infor-

mation from minority shareholders in or-

der to expropriate from them (Jabeen and 

Shah, 2011), which according to Jin and 

Myers (2006) leads to higher risk of firm-

specific crash.  

This finding that family ownership 

does not have significant effect on firm-

specific crash risk can be explained by the 

variable used in this research that does not 

differentiate different types of family own-

ership. As explained by Attig et al. (2006), 

family ownership with larger gap between 

controlling rights and cash flow rights are 

more likely to incur higher Type II agency 

cost. Even though some prior studies can 

reach a conclusive finding on the effect of 

family ownership without taking into ac-

count the different types of family-

ownership that exist in different compa-

nies, other studies find conflicting findings 

of the effect of family ownership when dif-

ferentiating the type of family ownership in 

the companies observed. That is to take 

into account the potential Type II agency 

problems. 

For example, Cascino et al. (2010) 

reach a conclusion that the presence of a 

family alone, not taking into consideration 

the potential Type II agency problem, re-

sults on better quality of the financial re-

ports produce by a listed firm in Italy. On 

the other hand, Diyanti et al. (2015) find 

that family ownership with higher level of 

Type II agency problem negatively affects 

the performance of the company. On the 

contrary, family-owned firms that reduces 

Type I agency problem were proved to have 

better performance. The same conflicting 

result was also found by Kang et al. (2014). 

Kang et al. (2014) find that related-party 

Table 2. 

Cross Section Regression Result 
NCSKEW

jt
 = α

0
 + α1FAM

jt-1 
+ α2OPAQUE

jt-1 
+ α3 COMMS

JT-1
+ α4RETURN

jt-1
 + α5STD

jt-1
+α6 SIZE

jt-1
 + 

α7MTBV
jt-1

  + α8 LEVjt-1 + α9ROEjt-1 + εjt.....(1) 

Variable Predicted 

Sign 

Coefficient P-value Significance 

OPAQUE > 0 -0.2895051 0.584   

FAM ¹ 0 -0.0009317 0.676   

COMMS < 0 -1.168736 0.043 * 

RETURN > 0 55.33697 0.039 * 

STD > 0 13.2623 0.003 * 

SIZE > 0 0.1366944 0.000 * 

ROE < 0 -0.3571689 0.108   

MTBV > 0 0.0219496 0.053   

LEV > 0 -0.4086178 0.155   

CONS   -3.043441 0.000   

Observation: 277 Prob > F = 0.0000 Adj R-squared 0.1312 

Notes: Values with * indicates significant relationship at 5% ; NCSKEW: firm specific 

crash risk as measured by the negative conditional skewness of the distribution of week-

ly firm-specific return; OPAQUE: the three years moving average of firm’s discretionary 

accruals; FAM: variable that shows percentage of shares owned by family; COMMS: the 

score of the effectiveness of firm’s Board of Commissioners based on ASEAN CG Score-

card divided by the maximum score; RETURN: the average of firm-specific weekly return 

during the previous year; STD: the volatility of firm-specific weekly return during the 

previous year; SIZE: the natural logarithm of firm’s market value of equity; ROE: firm’s 

return before extraordinary items divided by book value of equity; MTBV: the ratio of 

firm’s market value of equity to its book value; LEV: the ratio of firm’s liabilities to its 

assets 
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transactions are more frequent in family 

firms with Type II agency problem com-

pared to other family firms. These suggest 

that depending on the type of agency prob-

lems that exist in a family-owned firm, the 

effect of family ownership may differ or 

even conflicting. Therefore, one possible 

reason that family ownership does not 

have significant effect on firm-specific 

crash risk in this research is because the 

effect of family ownership is different for 

family firms with Type I and Type II agency 

problems. In other words, the effect of 

family ownership on firm-specific crash 

risk cannot be generalized for firms with 

different level of Type II agency cost. 

Cheng (2014) notes that the funda-

mental findings in the research of family 

firms suggest that family owned companies 

perform better than non-family firms. How-

ever, most of these findings are based on 

the evidence from Western European coun-

tries that have better shareholder protec-

tion and country-level legal infrastructure, 

which in turn reduce Type II agency prob-

lems (Maury, 2006). On the other hand, 

Cheng (2014) notes that most research that 

examine the effect of Type II agency prob-

lem is done in China. He further explains 

that this is because Chinese family owners 

have a significant wedge between voting 

rights and cash flow rights, which can mo-

tivate the founding family to expropriate 

the minority shareholders. The same re-

mark was also made by Claessens et al. 

(1999) about the characteristics of family 

firms in Indonesia. In other words, Type II 

agency problems are more prevalent in In-

donesia than in advanced economies.  

The existence of Type II agency prob-

lem on family-owned firms affect the flow 

of information that are allowed to be re-

leased by controlling shareholders to the 

public (Jabeen and Shah, 2011). This is as 

opposed to the notion that managers are 

the party that inhibits the flow of infor-

mation to the public. Jabeen and Shah 

(2011) explain that in a Type II agency 

problem, controlling shareholders may re-

duce or delay the release of information in 

order to be able to expropriate the wealth 

of minority shareholders. This argument is 

also supported by the findings by Huang 

and Zhang (2011) that find family firms in 

China, where Type II agency problems are 

more prevalent, exhibit lower financial re-

porting quality. Therefore, using the same 

argument that hiding information away 

from the public can increase the firm-

specific crash risk, it is likely that family 

firms with Type II agency problem has 

higher firm-specific crash risk. This is in 

contrast to the research by Srinidhi and 

Liao (2014) that argues that family owner-

ship, due to its ability to reduce Type I 

agency problem, faces lower firm-specific 

crash risk.  

In conclusion, general findings in the 

topic of family ownership in advanced 

economies like in Europe or the US suggest 

that family ownership leads to better moni-

toring of managerial behavior which in turn 

reduces conflict between owners-managers. 

However, these findings are generally 

based on the condition where the state can 

better protect their shareholders which re-

duces Type II agency problem. Therefore, 

as argued by Cheng (2014), countries in 

advanced economies do not face significant 

Type II agency problem in their family-

owned firms. In a country where Type II 

agency problem is more prevalent for fami-

ly firms, a distinction between family firms 

with Type I or Type II agency problem is 

necessary in order to gain better under-

standing of the effect of family ownership 

on a certain firm’s outcome. The insignifi-

cant effect of family ownership on firm-

specific crash risk in Indonesia might indi-

cate that family ownership with Type II 

agency problem has the opposite effect to 

family firms that reduce Type I agency 

problem. This is because in family firms 

with Type II agency problems, controlling 

shareholders have more incentive to hide 

information away from minority sharehold-

ers, thus increasing firm-specific crash risk. 

does not have significant effect on firm-

specific crash risk. This finding can be ex-

plained by the variable used in this re-

search that does not differentiate different 

types of family ownership. As explained by 

Attig et al. (2006), family ownership with 

larger gap between controlling rights and 

cash flow rights are more likely to incur 

higher Type II agency cost. Even though 
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some prior studies can reach a conclusive 

finding on the effect of family ownership 

without taking into account the different 

types of family-ownership that exist in dif-

ferent companies, other studies find con-

flicting findings of the effect of family 

ownership when differentiating the type of 

family ownership in the companies ob-

served. That is to take into account the po-

tential Type II agency problems. For exam-

ple, Kang et al. (2014) find that related-

party transactions are more frequent in 

family firms with Type II agency problem 

compared to other family firms. These sug-

gest that depending on the type of agency 

problems that exist in a family-owned firm, 

the effect of family ownership may differ 

or even conflicting.  

The insignificant effect of family 

ownership on firm-specific crash risk in 

Indonesia might indicate that family owner-

ship with Type II agency problem has the 

opposite effect to family firms that reduce 

Type I agency problem. This is because in 

family firms with Type II agency problems, 

controlling shareholders have more incen-

tive to hide information away from minori-

ty shareholders, thus increasing firm-

specific crash risk. This notion is support-

ed by the finding by Jabeen and Shah 

(2011) that finds that existence of Type II 

agency problem on family-owned firms af-

fect the flow of information that are al-

lowed to be released by controlling share-

holders to the public. It is therefore neces-

sary to differentiate different types of fam-

ily ownership in order to gain better under-

standing of the effect of family ownership 

on a certain firm’s outcome. 

Table 2 shows that accounting opaci-

ty has negative and significant relation 

with firm-specific crash risk. This finding, 

therefore, cannot confirm the notion by 

Hutton et al. (2009) that argue that earn-

ings management hinder the usefulness of 

accounting information to reduce infor-

mation asymmetry by inhibiting the flow of 

information from the company to the pub-

lic which in turn increases firm-specific 

crash risk. 

As initially predicted, the regression 

result shows negative coefficient between 

the effectiveness of Boards of Commission-

ers and firm-specific crash risk. Moreover, 

the regression result also shows statistical-

ly significant effect of the effectiveness of 

Board of Commissioners on firm-specific 

crash risk. The finding of this study thus 

supports the notion that Board of Commis-

sioners that functions effectively has better 

ability to monitor managerial behavior. The 

better monitoring activities in turn reduces 

managerial opportunistic behavior thus 

reduces the need of management to hide 

information away from shareholders. In the 

end, firm-specific crash risk is reduced 

with a more effective Board of Commis-

sioners.  

This finding of Board of Commis-

sioners effectiveness highlights the im-

portance of Board of Commissioners as the 

monitoring force in a company. Board of 

Commissioners has the responsibility to 

safeguard shareholders’ wealth by monitor-

ing and managing potential conflicts of in-

terest of management, board members and 

shareholders, including misuse of corpo-

rate assets. Moreover, the use of ASEAN CG 

Scorecard as a measurement of Board of 

Commissioners effectiveness also indicates 

that the cost borne by shareholders to en-

sure the best practice of Board of Commis-

sioners should pay off with the reduced 

firm-specific crash risk. 

 

CONCLUSION 

The objective of this research is to find out 

the effect of corporate governance on firm-

specific crash risk.  The corporate govern-

ance mechanisms used in this research in-

clude ownership structure, accounting in-

formation, and Board of Commissioners. In 

order to do so, this study tries to find out 

the effect of family ownership, accounting 

opacity and Board of Commissioners effec-

tiveness on future firm-specific crash risk. 

Using sample of 277 non-financial firms in 

Indonesia in 2016, three hypotheses are 

tested leaving one hypotheses to be prov-

en.  

This study finds that the Board of 

Commissioners effectiveness is negatively 

and significantly related to firm-specific 

crash risk. This suggests that Board of 

Commissioners that functions more effec-

tively as the supervisory organ of a firm is 
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able to better align the interest of the man-

agers and the shareholders of a firm. This 

in turn reduce the agency problem in the 

firm, which means the managers are less 

likely to act in an opportunistic manner. 

Consequently, there is less need and incen-

tive for managers to hide information from 

shareholders. Therefore, in this setting the 

firm is less likely to experience firm-

specific crash risk. The use of ASEAN Cor-

porate Governance Scorecard as a measure-

ment of Board of Commissioners effective-

ness which is based on international based 

practice shows the need for Board of Com-

missioners to go beyond what the national 

regulation requires. 

 

LIMITATIONS AND SUGGESTIONS 

In conducting this research, there are still 

some limitations that should be addressed 

for future researches that are related to 

this topic. (1)Tthe research only uses one-

year period as the observation period. 

Therefore, future research can add more to 

the observation period to increase the ac-

curacy of the research. (2)This research on-

ly employs one measure of the risk of firm-

specific crash risk. The increasing interest 

on the subject of this research has resulted 

in more variations available to measure the 

risk of firm-specific crash, such as down-to

-up volatility which separates firm-specific 

return to those beyond and below the an-

nual mean. Future researches can employ 

other measure to obtain better findings. (3) 

This research only measure the family own-

ership by the 1st layer of ownership struc-

ture,  did not tracing the family ownership 

until finding the ultimate ownership to de-

termine family ownership. The future re-

search can employ the ultimate ownership 

to determine the percentage of family own-

ership to get  the more accurate result.  

The finding of this research highlights the 

importance to evaluate the effect of family 

ownership as family firms that face greater 

Type II agency problems and not. This is 

important especially knowing that firms 

facing Type II agency problems are more 

prevalent in Indonesia compared to coun-

tries with advanced economies.  Further-

more, there is no reassessment from a 

third party of the scoring of the Board of 

Commissioners’ effectiveness which might 

dilute the accuracy and independence of 

the scoring.  
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