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ABSTRACT : The company's performance reflects the company's productivity and ability to generate profits 

based on the management of its assets. The existence of an assessment of the company's financial health to 

predict the bankruptcy of the company can affect the company's performance in the future. The purpose of this 

study was to determine the effect of the company's financial health on company performance between 

companies with foreign and non-foreign ownership structures listed on the Indonesia Stock Exchange in 2018-

2019. The number of samples taken was 131 companies using the purposive sampling method. Data collection 

was carried out by non-participant observation method and analyzed using simple linear regression. Based on 

the analysis, the financial health of companies with foreign ownership structures has a positive effect on 

company performance and companies with non-foreign ownership structures have the same effect. This shows 

that both companies with foreign ownership structures and non-foreign ownership have no different effects. 
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I. INTRODUCTION 
The state of the economy in Indonesia has increasingly developed since the initiation of the ASEAN 

Economic Community (AEC), which has led to wider access to corporate marketing opportunities with the 

presence of free markets (Muflihah, 2017). Indonesia is also one of the pioneer and founder countries of the 

ASEAN Free Trade Area (AFTA). The purpose of establishing AFTA is to form a free trade area to increase the 

competitiveness of regional economies by making ASEAN a world production base, attracting more foreign 

direct investment (FDI), and increasing trade between ASEAN member countries (intra- ASEAN Trade). These 

developments require companies to always make improvements in the assessment of financial conditions to 

increase the efficiency and effectiveness of the company to obtain optimal profits. 

In carrying out its operational activities, a company is very vulnerable to opportunities for financial 

distress if the company is unable to maintain its performance. When financial distress cannot be overcome by 

the company, the company has a greater chance of going bankrupt(Laitinen & Suvas, 2016). Therefore, the 

company's ability to predict its financial condition in the future is also needed to minimize the risk of 

bankruptcy from the company (Muhani & Yuliantini, 2019). In addition, efforts in the sustainability of a 

company also depend on its financial health. The level of the financial health of the company is important for 

companies to increase efficiency in running their business so that the ability to earn profits can be increased and 

to avoid potential bankruptcies(Manuel et al., 2016). 

“The financial health of a company tends to be associated with an assessment of the possibility of 

financial distress in a company. Financial distress is a condition in which a company experiences financial 

difficulties or liquidation that must be faced before bankruptcy occurs(Mselmi et al., 2017). Financial distress is 

defined as a company's inability to meet its current financial obligations (Oz & Yelkenci, 2017). The Altman Z-

Score modification method is the most accurate method for analyzing financial distress in bad or good economic 

conditions (Nirmalasari, 2018). The company's performance reflects the company's productivity and ability to 

generate profits based on the management of its assets. Company performance is measured by financial ratios 

that are analyzed through the company's financial statements. The existence of an analysis of the company's 

financial statements is an effective tool in assessing information related to the company's financial position and 

future strategies that will be carried out based on that information. Financial analysis is a tool that can help 

management to make decisions and plan and control them (Kim-soon et al., 2020). When a company has 

information about future financial stability, a company can adopt a financial decision approach and can be used 

as a reference in market competition (Kliestik et al., 2020). The ability of a company to be able to compete is 
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largely determined by the company's performance itself. This is because measuring company performance 

through financial ratios can provide an overview of the company's prospects (Agustini & Wirawati, 2019). The 

company's performance can not only be affected by the company's control, but also by the composition of the 

majority of non-controlling shareholders.” 

“One of the benchmarks that can be used to determine the status of the company is the company's 

ownership structure which can be divided into two, namely foreign and non-foreign ownership. A company with 

a foreign ownership structure is a company where most of its shares are owned by foreign investors, while a 

company with a non-foreign ownership structure is a company where most of its shares are owned by domestic 

investors. The ownership structure is believed to have the ability to influence the sustainability of the company 

and affect company performance (Nilayanti & Suaryana, 2019). In addition,  majority ownership by foreign 

companies plays an important role in monitoring and influencing management to work in the right way to 

increase the company's wealth (Yudadibrata & Soenarno, 2016). Generally, majority shareholders often use 

their power of control for their interests without prioritizing minority shareholders (Zhou et al., 2020)” 

 

II. HYPHOTHESIS DEVELOPMENT 
The theory that underlies this research is agency theory, which is a theory that explains the difference 

in interests or conflicts of interest between the manager (agent) and the shareholder (principal). The existence of 

these differences can lead to information asymmetry in which one party has more information than the other 

party. In addition, another problem that can arise is moral hazard which describes a situation where information 

asymmetry will increase the incentives of one party to take undue risks. The occurrence of this moral hazard can 

hinder the efficiency of the company's operations as a whole 

The existence of separate ownership based on status or ownership structure allows for agency conflicts 

between managers and shareholders. Company policies reflect decisions made by shareholders, managers, and 

potential shareholders. The majority shareholder has the right to control and monitor the company's operations. 

The majority shareholder also has the power to pressure management to improve company performance. Large 

and concentrated investors have large economic incentives as well as influence and power to maximize 

company performance (Juanda, 2018). In this study, the share ownership structure is divided into two, namely 

foreign and non-foreign ownership. The existence of an assessment of the company's financial health in 

predicting bankruptcy in the company is very important for the sustainability of the company. Company 

performance is a measure of the level of success of management in managing the company's financial resources, 

especially in investment management as an effort to create value for shareholders (Pithaloka & Irwanto, 2016). 

This research is in the form of observations on the financial health of the company to predict bankruptcy which 

will affect the company's performance in the future. This study examines the company's financial health variable 

where relatively few previous studies have linked the company's financial health with company performance. 

 
Fig. 1 Conceptual framework 

 

“The Altman Z-score modification method is the most accurate in analyzing financial distress when the 

economy is bad or good (Nirmalasari, 2018). The Altman Z-score modification method has a high level of 

accuracy so that the observations obtained can describe the actual situation. The existence of an analysis of the 

company's financial health is useful for anticipating the risk of bankruptcy that occurs in the future. The state of 

the company's financial health will also affect the performance of the company. The company's performance 

reflects the overall situation related to the company's development and the results or achievements resulting 

from the company's operational activities in utilizing its resources. The existence of company performance 

measurement is very important for the sustainability of the company. Pathak & Foo (2016) found that there is a 

statistically positive relationship between company performance as measured by the Return on Equity (ROE) 

ratio and financial health as measured by the Altman Z-Score(Babatunde et al., 2017)” 

H1: The financial health of companies with foreign ownership structures has a positive effect on company 

performance 
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“Foreign ownership has a positive effect on company performance, with the increasing number of 

foreign parties investing their share capital in the company, it will improve the performance of the companies 

whose shares are invested, there are differences in ROA and there are no differences in NPM and ROE in 

companies with foreign and non-foreign ownership structures (Ulfiyati et al., 2017).” 

H2: The financial health of companies with non-foreign ownership structures has a positive effect on 

company performance. 

 

III. RESEARCH METHODS  
3.1 Research Design 

“This study uses a quantitative approach with the form of associative research with the type of 

causality which aims to examine and explain the effect of financial health as measured by the Altman Z-Score 

on company performance as measured by the Return on Equity (ROE) ratio between companies with foreign 

and non-foreign ownership structures. This research was conducted at companies listed on the Indonesia Stock 

Exchange (IDX) in 2018-2019. The population in this study are all companies listed on the Indonesia Stock 

Exchange in 2018-2019, amounting to 663 companies. The sampling method is non-probability sampling with 

purposive sampling. Then 131 companies were obtained as research samples with an observation period of two 

years, namely 2018-2019 so that the number of observations obtained was 262. The data collection method used 

in this study was the non-participant observation method. The data analysis technique used in this research is 

linear regression analysis.” 

 

3.2 Operational definition of the variable 

3.2.1 Company Performance 

“The company's performance describes the overall state of the company's development during a certain 

period of time as well as the results or achievements resulting from the company's operational activities in 

utilizing its resources. In this study, company performance is measured by the profitability ratio, which is the 

ratio used to measure the company's ability to generate profits (profitability) which include sales, assets, and 

certain share capital. In calculating the profitability ratio using Return on Net Worth or Return on Equity. Return 

on Net Worth or Return on Equity Ratio, which is a ratio used to measure the rate of return on its own capital or 

measure the company's ability to generate profits based on certain share capital. This ratio is a measure of the 

level of profit from the shareholder's point of view.” 

Return on Equity = (Net income) / (Own capital) × 100 

 

3.2.2 Company Financial Health  

“The financial health of the company is an important thing to observe considering that the company's 

activities are very dependent on the company's financial condition. The existence of an assessment of the 

company's financial health can be a consideration for managers in making decisions in the future. In this study, 

the Altman Z-Score method is used to measure the company's financial health. The Altman Z-Score model is 

generally used in analyzing companies experiencing financial distress so that it can be seen if the company is 

experiencing or is likely to experience financial difficulties. The Altman Z-Score equation model (Altman et al., 

2017)which is applied is as follows:” 

 

Z” = 3,25 + 6,56X1 + 3,26X2 + 6,72X3 + 1,05X4 

X1 = Working Capital / Total Assets 

X2 = Retained Earning / Total Assets 

X3 = Earning Before Interest & Tax (EBIT) / Total Assets 

X4 = Market Capitalisation / Total Liabilities 

X5 = Sales / Total Assets 

 

 

IV. RESULTS AND DISCUSSION 
Testing data in this study using simple linear regression analysis techniques. Simple linear regression 

analysis is used to determine the direction and magnitude of the influence of the company's financial health as 

measured by the Altman Z-Score method on company performance as measured by Return on Equity (ROE) 

between companies with foreign and non-foreign ownership structures listed on the Indonesia Stock Exchange. 

years 2018-2019. The results of simple linear regression in this study can be seen in Table 1 
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Table 1. Results of Simple Linear Regression Analysis 

Model Unstandardized 

Coefficients 

Standardized 

Coefficients 

t Sig. 

B Std. Error Beta 

(Constant) -0,013 0,021   -0,594 0,555 

Financial Health of Foreign 

Ownership Structure 

0,008 0,003 0,389 2,804 0,007 

R Square : 0,152 

(Constant) 0,005 0,012   0,410 0,682 

Financial Health of Non-Foreign 

Ownership Structure 

0,007 0,001 0,326 5,046 0,000 

R Square : 0,106 

 

“Companies with foreign ownership structures have a lower constant value, namely -0.013 than 

companies with non-foreign ownership structures, namely 0.005 so that if the independent variable (company 

financial health) does not have a constant contribution to the dependent variable (company performance), then 

the company performance value (Y) in companies with non-foreign ownership structure is greater than 

companies with the foreign ownership structure. In addition, companies with foreign and non-foreign ownership 

structures have a positive regression coefficient value, but the regression coefficient value for companies with 

non-foreign ownership structures is lower by 0.007 than companies with foreign ownership structures of 0.008 

so that if there is an increase in the company's financial health ( X) by 1%, the increase in company performance 

(Y) in companies with foreign ownership is greater than companies with non-foreign ownership structures.” 

“The coefficient of determination (R Square) obtained is 0.152 or 15.2% and implies that the influence 

of the independent variable (company financial health) on the dependent variable (company performance) is 

0.152 or 15.2% for companies that have foreign ownership structures, while the remaining 0.848 or 84.8% is 

explained by other factors that are not included in the model or are not used in this study. The coefficient of 

determination (R Square) obtained is 0.106 or 10.6% and implies that the influence of the independent variable 

(company's financial health) on the dependent variable (company performance) is 0.106 or 10.6% for companies 

that have non-ownership structures. foreign, while the remaining 0.894 or 89.4% is explained by other factors 

that are not included in the model or are not used in this study.” 

 

The Effect of the Financial Health of the Company with Foreign Ownership Structure on Company 

Performance 

Based on the research results, “the Sig. t is 0.007 with a beta coefficient value of 0.008 so that the Sig. t 

of 0.007 means that the significant value of the financial health of companies with foreign ownership structures 

is lower than the significant level of 0.05, so it can be concluded that the financial health of companies with 

foreign ownership structures has a statistically significant positive effect on company performance. This is 

because the sustainability of a company and its efforts to improve company performance depend on the 

company's financial health condition. Based on agency theory, information asymmetry occurs due to differences 

in the information held by the manager (agent) and shareholders (principal) due to a conflict of interest between 

the two parties(Bendickson et al., 2016). Managers (agents) tend to want to get high incentives by conveying 

insufficient information to shareholders (principals) while shareholders (principals) who tend to want companies 

to earn high profits so that they can get high dividends to cause obstacles to information transparency among 

both parties. a situation where information asymmetry would increase the incentives of one party to take undue 

risks. The existence of obstacles to the transparency of information triggers moral hazard which can hinder the 

efficiency of the company's operations as a whole (Parker et al., 2018)” 

The results of this study support the agency theory which states that there is a majority shareholder 

(principal) who can suppress or limit the power of the manager (agent) who can be opportunistic and prioritize 

their own interests so that the company can maximize its efforts in improving company performance. In this 

case, the majority shareholder is foreign ownership or is not an Indonesian citizen. An assessment of the 

possibility of company bankruptcy based on the financial health of the company will provide an overview of the 

company regarding the status or condition of the company's financial management which can be used as a 

reference for information to improve or improve the company's health in maintaining the sustainability of the 

company(Brîndescu-olariu, 2016). Companies that have good financial health will be able to improve the 

company's performance because the company has been able to manage their finances to the maximum so that 

the higher the company's financial health value, the higher the company's performance, while the lower the 

company's financial health, the lower the company's performance(Foo & Pathak, 2019). 
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The Effect of Financial Health of Companies with Non-Foreign Ownership Structure on Company 

Performance 

Based on the research results, “the Sig. t is 0.000 with a beta coefficient value of 0.007 so that the Sig. t 

of 0.000 means that the significant value of the financial health of companies with non-foreign ownership 

structures is lower than the real level of 0.05, so it can be concluded that the financial health of companies with 

non-foreign ownership structures has a statistically significant positive effect on company performance. The 

higher the value of the company's financial health, the higher the company's performance, while the lower the 

company's financial health, the lower the company's performance, in this case the status or structure of share 

ownership, namely the structure of non-foreign ownership. The financial difficulties experienced by companies 

listed on the Indonesia Stock Exchange cannot be separated from the influence of the share ownership structure 

because share ownership will help unify interests between managers and shareholders(Saini, 2018). The 

existence of information asymmetry that can occur between the manager (agent) and shareholders (principal) 

will hinder the company's efforts to improve its performance so that the results of this study are in accordance 

with agency theory which states that there is a majority shareholder (principal) who can suppress or limit the 

power they have can be opportunistic and prioritize their own interests so that the company can maximize its 

efforts in improving company performance. In this case the majority shareholder is non-foreign or domestic 

ownership(Farwis & Azeez, 2019)” 
 

V. CONCLUSION 

5.1 Conclusion 

“The financial health of companies with foreign ownership structures has a positive effect on company 

performance, which means that the higher the financial health of companies with foreign ownership structures, 

the higher the company's performance will be. The financial health of companies with non-foreign ownership 

structures has a positive effect on company performance, which means that the higher the financial health of 

companies with non-foreign ownership structures, the higher the company's performance.” 

 

5.2 Further Research 

For further research, it is hoped that further research can be carried out in the form of a comparative 

study of the effect of the company's financial health on company performance by comparing one country to 

another and conducting research using other variables in detecting company performance or by using different 

status or ownership structures such as government ownership,  institutions ownership, and others. There are 

limitations or weaknesses in measuring financial health in financial sector companies using the Altman Z-Score 

method for determining the working capital of the company which is one of the components in the Altman Z-

Score method. For further research or financial sector companies, it is better to use the results of the 

measurement of the company's financial health using the Altman Z-Score method only as an assumption 

considering that the determination of working capital will affect the results of the calculation of financial health 

which is obtained as a whole which results in a reduced level of accuracy. 

 

REFERENCES 
[1] Muflihah, I. Z. (2017). Analisis Financial Distress Perusahaan Manufaktur Di Indonesia Dengan 

Regresi Logistik. Majalah Ekonomi, 22(2), 254–269. 

[2] Laitinen, E. K., & Suvas, A. (2016). Financial distress prediction in an international context: 

Moderating effects of Hofstede‟s original cultural dimensions. Journal of Behavioral and Experimental 

Finance, 1(1), 1. https://doi.org/https://doi.org/10.1016/j.jbef.2015.11.003 

[3] Muhani, & Yuliantini, T. (2019). Analisa Kesehatan Keuangan Perusahaan Dengan Pendekatan Altman 

Z-Score (Studi Pada PT ABC Tahun 2014-2018). Jurnal Manajemen, 15(2), 50–62. 

[4] Manuel, A., Castillo, A. del, & Fernandez, M. A. (2016). A Global Model for Bankruptcy Prediction. 

PLoS ONE, 11(11), 1–18. https://doi.org/https://doi.org/10.1371/journal.pone.0166693 

[5] Mselmi, N., Lahiani, A., & Hamza, T. (2017). Financial distress prediction : The case of French small 

and medium-sized firms. International Review of Financial Analysis, 50(1), 67–80. 

https://doi.org/https://doi.org/10.1016/j.irfa.2017.02.004 

[6] Oz, I. O., & Yelkenci, T. (2017). A theoretical approach to financial distress prediction modeling. 

Managerial Finance, 43(2), 212–230. https://doi.org/https://doi.org/10.1108/MF-03-2016-0084 

[7] Nirmalasari, L. (2018). Analisis Financial Distress Pada Perusahaan Sektor Property, Real Estate dan 

Konstruksi Bangunan Yang Terdaftar Di Bursa Efek Indonesia. Jurnal Manajemen Bisnis Indoonesia, 

7(1), 46–61. 

[8] Kim-soon, N., Mohammed, A. A. E., Ahmad, A. R., & Tat, H. H. (2020). Applicability of Altman ‟ s 

Revised Model in Predicting Financial Distress : A Case of PN17 Companies Quoted in Malaysian 

Stock Exchange. Innovation, Development Sustainability, and Economic Growth,1(1), 349–358. 

[9] Kliestik, T., Valaskova, K., Lazaroiu, G., Kovacova, M., & Vrbka, J. (2020). Remaining Financially 

https://www.google.co.in/url?sa=t&rct=j&q=&esrc=s&source=web&cd=4&ved=0ahUKEwisoNzu5uXYAhURTI8KHWUaB7UQFgg9MAM&url=http%3A%2F%2Fworldscholars.org%2Findex.php%2Fajhss%2Findex&usg=AOvVaw2erCZX4vmf5vbEAz4HYPXA


American Journal of Humanities and Social Sciences Research (AJHSSR) 2021 
 

A J H S S R  J o u r n a l                 P a g e  | 536 

Healthy and Competitive : The Role Of Financial Predictors. Journal of Competitiveness, 12(1), 74–92. 

https://doi.org/https://doi.org/10.7441/joc.2020.01.05 

[10] Agustini, N. W., & Wirawati, N. G. P. (2019). Pengaruh Rasio Keuangan Pada Financial Distress 

Perusahaan Ritel Yang Terdaftar di Bursa Efek Indonesia (BEI). E-Jurnal Akuntansi Universitas 

Udayana, 26(1), 251–280. https://doi.org/https://doi.org/10.24843/EJA.2019.v26.i01.p10 

[11] Nilayanti, M., & Suaryana, I. G. N. A. (2019). Pengaruh Kepemilikan Manajerial dan Kepemilikan 

Institusional Terhadap Kinerja Keuangan Perusahaan Dengan Kebijakan Deviden Sebagai Pemoderasi. 

E-Jurnal Akuntansi Universitas Udayana, 26(2), 906–936. 

https://doi.org/https://doi.org/10.24843/EJA.2019.v26.i02.p03 

[12] Yudadibrata, H. B. N., & Soenarno, Y. N. (2016). Analisis Rasio Keuangan dan Struktur Kepemilikan 

Perusahaan Dalam Memprediksi Kesulitan Keuangan: Sebuah Riset Empiris Pada Perusahaan 

Nonkeuangan Yang Terdaftar Di Bursa Efek Indonesia. Jurnal Akuntansi, 10(1), 83–115. 

[13] Zhou, X., Yin, Y., & Dai, J. (2020). Does Ownership Concentration Affect Corporate Performance of 

Listed Companies in Coastal Areas ? - A Comparative Analysis of Three Coastal Areas in China. 

Journal of Coastal Research, 107(1), 296–302. https://doi.org/https://doi.org/10.2112/JCR 

[14] Juanda. (2018). Ownership Concentration and Firm Performance in Indonesia. Journal of Accounting 

Research, Organization and Economics, 1(2), 173–181. 

[15] Pithaloka, R., & Irwanto, A. (2016). Pengaruh Status Prusahaan (Multinasional/Domestik) dan Degree 

Of Internationlaization (DOI) Terhadap Firm Performance. Jurnal Ekonomi Dan Bisnis, 26(2), 220–

226. https://doi.org/http://dx.doi.org/10.20473/jeba.V26I22016.220-226 

[16] Altman, E. I., Drozdowska, M. I., Laitinen, E. K., & Suvas, A. (2017). Financial Distress Prediction in 

an Interna-tional Context : A Review and Empirical Analysis of Altman ‟ s Z- Score Model. Journal of 

International Financial Management & Accounting, 28(2), 131–171. 

https://doi.org/https://doi.org/10.1111/jifm.12053 

[17] Pathak, S., & Foo, S. L. (2016). Financial Health and Corporate Performance of Listed Manufacturing 

Companies in South Korea and Taiwan : A Comparative Study of the Two Asian Tigers. Asian Journal 

of Business and Management, 4(2), 49–55. 

[18] Babatunde, A. A., Akeju, J. B., & Malomo, E. (2017). The Effectiveness Of Altman‟s Z -Score In 

Predicting Bankruptcy Of Quoted Manufacturing Companies In Nigeria. European Journal of 

Business, Economics and Accountancy, 5(5), 74–83. 

[19] Ulfiyati, Lambey, L., & Walandouw, S. K. (2017). Analisis Perbedaan Struktur Kepemilikan Asing dan 

Struktur Kepemilikan Domestik Pada Perusahaan Pertambangan Di Bursa Efek Indonesia. Jurnal 

EMBA, 5(2), 2260–2267. 

[20] Bendickson, J., Muldoon, J., Liguori, E., & Davis, P. . (2016). Agency theory: the times, they are a-

changin. Management Decision, 54(1), 174–193. https://doi.org/https://doi.org/10.1108/MD-02-2015-

0058 

[21] Parker, D. ., Dressel, U., Chevers, D., & Zeppetella, L. (2018). Agency theory perspective on public-

private-partnerships: international development project. International Journal of Productivity and 

Performance Management, 67(2), 239–259. https://doi.org/https://doi.org/10.1108/IJPPM-09-2016-

0191 

[22] Brîndescu-olariu, D. (2016). Bankruptcy prediction based on the debt ratio. Theoretical and Applied 

Economics, 23(2), 145–156. 

[23] Foo, S. L., & Pathak, S. (2019). An Analysis of Z-Scores & Performance : Manufacturing Companies 

in Hong Kong. Asian Journal of Business and Management, 7(2), 28–34. 

[24] Saini, V. (2018). Evaluation of Financial Health of RCFL of India through „ Z ‟ Score Model. 

International Journal of Research & Review, 5(8), 26–31. 

[25] Farwis, M., & Azeez, A. A. (2019). Corporate Ownership Structure and Firm Risk : Empirical 

Evidence from Listed Companies in Sri Lanka. Journal of Finance and Bank Management, 7(2), 72–

81. https://doi.org/https://doi.org/10.15640/jfbm.v7n2a5 

 

https://www.google.co.in/url?sa=t&rct=j&q=&esrc=s&source=web&cd=4&ved=0ahUKEwisoNzu5uXYAhURTI8KHWUaB7UQFgg9MAM&url=http%3A%2F%2Fworldscholars.org%2Findex.php%2Fajhss%2Findex&usg=AOvVaw2erCZX4vmf5vbEAz4HYPXA

