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Abstract

Diversification strategy is strategy in expanding market and products that are related
or unrelated by increasing subsidiaries. This increasing is expected to increase
financial performance with proper analysis. This study aims to examine the effect of
diversification strategy analyzed by number of subsidiaries, type of relatedness
(related-unrelated business) on financial performance and considering the
moderating effect of board of directors. This research uses 197 data from 71
manufacturing companies listed on Indonesia Stock Exchange during 2016-2018.
Results show that the number of subsidiaries has no effect on firm performance and
the unrelated type outperform related type. This is also supported by a theory of
portfolio diversification which can reduce risk. The board of directors as a moderator
has no effect on the number of subsidiaries on financial performance. Meanwhile the
board of directors has a positive effect on type of relatedness. This research
concludes that the board of directors is able to direct what type of diversification will
be taken.
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1. INTRODUCTION

In a world of complete current global competition, each company is given the
opportunity to develop its business and effort to improve company performance in
various ways that aim to get maximum profit. This opportunity requires companies to
maintain their existence. One of the efforts that can be done to maintain its existence
is to develop a new strategy that is appropriate and believed to be able to improve
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the company's performance, to win the global competition. One of the alternative new
strategies that can be done is by implementing a diversification strategy. The
diversification strategy is one of the strategies that is considered important in
developing the company's growth in a dynamic and competitive business
environment. In implementing the diversification strategy, the company must be able
to choose the type of business it will enter with several factors owned by the company,
including internal and external factors.

Diversification strategy is a strategy used by companies in expanding into new
process, product and service lines, or markets, in order to pursue growth, increase
sales, increase profitability, and flexibility (Tjiptono, 2015). Companies that have
implemented diversification strategies, such as: HM Sampoerna Tbk has 9
subsidiaries engaged in manufacturing, distribution, property, stock investment,
expedition and warehousing services, printing, and tourism. The variety of
subsidiaries it has shown that HM Sampoerna Tbk is pursuing a diversification
strategy. In its annual report as of December 2018, HM Sampoerna showed a
dividend of Rp 13.5 trillion. Another example, PT Indofood Sukses Makmur, Tbk has
20 direct subsidiaries. Where, the 20 subsidiaries are engaged in different sectors,
ranging from manufacturing, distribution, plantation, shipping and even investment.
This also shows that PT Indofood Sukses Makmur Tbk carries out a diversification
strategy. PT Indofood Sukses Makmur Tbk showed its dividend as of December 30,
2018, of IDR 4.9 trillion (source: www.idx.co.id). However, PT Indomobil Sukses
Internasional, Tbk which has 78 subsidiaries engaged in sectors such as spare part
sales, motor vehicle trading, vehicle rental, spare parts distributors, services, and
machinery industry suffered a loss of Rp 64.2 billion in 2017.

The company's ability to generate profit is the main focus of the company's
performance appraisal. This is influenced by the implementation of corporate
governance (Prabowo, Titisari, Wijayanti, 2018). Corporate governance can be
defined as a process and structure that includes a series of relationships between
company management, the board of commissioners, investors, and people who have
roles in the company that are used to direct and manage businesses in increasing
economic efficiency. Corporate governance is also a tool used as a monitoring
technique, including in ensuring that the provision of appropriate resources among
competing users today. Previous studies related to corporate governance have been
investigated. Dharmastuti (2013), in her research it was shown that the external
mechanism of corporate governance as measured by the stability and percentage of
institutional ownership has a significant effect on the company's financial
performance. This condition means that the external mechanism of corporate
governance has greater power in supervising and influencing the company's financial
performance. Thus, to realize corporate governance into good corporate governance,
a balance between internal and external mechanisms of corporate governance is
needed. Another study that examines the effect of diversification with corporate
governance on company performance is (Mehmood, Hunjra, & Chani, 2019) which
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states that diversification with good corporate governance can improve company
performance.

The application of diversification strategies in improving company performance
is the subject of debate whether diversification can still improve company
performance or otherwise. Several studies show different results regarding the effect
of diversification on company’s performance. Lizares (2019) conducted his research
on public non-financial companies registered in the Philippines. The results of this
study indicate that company diversification has a positive effect on company
performance. Research by Bhatia & Thakur (2018) finds that diversification and
performance have a positive two-way influence and confirms that company
diversification has a positive influence on company performance. This shows that
greater diversification leads to better performance. Meanwhile, Phung & Mishra
(2017) examine the effect of company diversification on the performance of
companies listed on the Vietnam stock exchange. This study found that corporate
diversification has a negative impact on company’s performance.

This shows that company diversification is detrimental to the performance of
companies in Vietnam. Research also conducted by Amyulianthy & Sari (2013)
examines the effect of diversification strategy on company performance in
companies. The research object used is the company's financial statement data
which is summarized in ICMD and listed on the Jakarta Stock Exchange from 2002
to 2007. The results found that the diversification strategy has a negative effect on
the company's performance. The average value of diversified companies is lower
than companies that do not diversify.

2. LITERATURE REVIEW

Lizares, 2019 examines the relationship between diversification and company
performance in non-financial companies in the Philippines by using RBV analysis as
a conceptual framework by looking at the level (degree) and type of diversification.
The results show that the level (degree) of diversification has a significant influence
on company performance and the type (related or unrelated) of diversification has a
different effect on company performance, where related diversification outperforms
unrelated diversification.

Bhatia & Thakur, 2018 examines the causal relationship between the level of
diversification and the performance of whether diversification provides an
opportunity to improve company performance among Indian companies. Product
diversification is calculated using the Entropy Index to measure the combined
endogeneity of company diversification and company performance. Both variables
are treated as endogenous in the simultaneous equation model. The results showed
that: the relationship between diversification and performance changed very
positively and significantly after controlling for endogeneity problems. This study
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found a strong two-way relationship between the level of diversification and company
performance.

Phung & Mishra (2017) examine the effect of diversification of companies listed
on the Vietnam Stock Exchange. The results showed that company diversification
had a negative impact on company performance in companies listed on the Vietnam
Stock Exchange for the period 2007-2012. In the context of Vietnam, there is a lack
of an efficient corporate governance system, so it is not possible to encourage and
follow the company diversification strategy and the company performance is
disrupted.

Based on the description of the background above, this study will propose the
following hypothesis:

H1: The number of subsidiaries has a significant positive effect on financial
performance.

H2: The type of related-unrelated business has a significant positive effect on
company performance, where related is superior to unrelated.

H3: Corporate governance (board of directors) as a moderating variable strengthens
the positive influence on the number of subsidiaries on financial performance.

H4: Corporate governance (board of directors) as a moderating variable strengthens
the positive influence on the type of related-unrelated business on financial
performance.

3. METHODOLOGY

The research objects in this study are manufacturing companies listed on the
Indonesia Stock Exchange in 2016-2018. Financial data used is derived from
financial statements and annual reports obtained from the Indonesia Stock
Exchange website, namely www.idx.co.id and the websites of each company. The
research object used is a company that has a number of subsidiaries (JAP>0),
published the latest audited annual report December 31, published financial
statements in Rupiah (Rp), and had complete data according to the 2015-2018
variables. Based on these criteria, 197 research objects were obtained consisting of
71 companies. A subsidiary is a company controlled by a holding company that has
a special relationship. Measurement of the number of subsidiaries by calculating the
number of subsidiaries owned by each holding company. The type of diversification
is seen from the company category based on the company business unit consisting
of related types and unrelated types. Determination of this type using a dummy
variable with the related type assigned the number 1 and the unrelated type given
the number 0. The board of directors in this study was measured by counting the
number of members of the board of directors in each company. The board of
directors is used as a moderating variable. The company's financial performance is
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measured by Return on Assets (ROA) which is used to calculate the company's
ability to generate profits by using its total assets. All data processing and analysis
in this study used the IBM Statistical Product and Service Solution (SPSS) version
25 program using Moderated Regression Analysis.

4. RESULT AND DISCUSSION

From the statistical descriptive table in table 1 (attachment) it is known that the
minimum JAP value is 1. While the maximum JAP value of 11 is owned by PT Tunas
Baru Lampung Tbk (TBLA) and PT Panca Budi Idaman Tbk (PBID). The average
JAP is 3 subsidiaries. The minimum value for the type of relationship (TK) as an
independent variable is 0 which means that the type of relationship is unrelated, and
the maximum value is 1 which means the type of relationship is related. The amount
of data with related types is 158 or 80% and unrelated types is 39 or 20%. The
minimum value of company performance (ROA) as the dependent variable is -
0.09070 or -9.07% which is found in PT Berlina, Tbk experienced in 2017. This
negative sign means that PT Berlina,Tbk suffered a loss of 9.07% in 2017. The
maximum value of 0.16900 or 16.9% was found at PT Industri Jamu dan Farmasi
Sido, Tbk in 2017 and the average value for the company performance (ROA) was
0.0391766 or 3.917%. The minimum value for the moderating variable the number
of boards of directors (DDIR) is 2 people and the maximum value is 10 people owned
by PT Gajah Tunggal, Tbk with the average value for the number of boards of
directors is 4.6 or as many as 5 people. Before further testing, research data must
meet various classical assumption tests.

a. Normality Test

The results of the normality test using a probability plot (p-plot) from Figure 1
(attachment) and Kolmogorov Smirnov from table 2 (attachment) show the
significance value in Asymp. Sig (2-tailed) obtained 0.2 which means it is
greater than the significance level of 0.05 so that it can be concluded that the
data in this study are normally distributed.

b. Multicollinearity Test

Based on table 3 (attachment), it shows that the Tolerance and VIF values
each have a Tolerance value above 0.10 and a VIF below 10. Thus, it can be
concluded that there is no multicollinearity between the independent variables
in this study.

c. Autocorrelation Test

The results of the autocorrelation test using Durbin-Watson (DW) in table 4
(attachment) show 2,020 where the dU value for 197 research objects is
1.7873 and the 4-dU value is 2.2127. Because the Durbin-Watson (DW) value
is between dU and 4-dU, it can be concluded that there is no autocorrelation
in this research model.
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d. Heteroscedasticity Test

The results of the heteroscedasticity test using the scatter diagram from
Figure 2 (attachment) and Spearman Rho from table 5 (attachment) show
that the p-value of each independent variable has a significance level (a =
0.05). It is concluded that each independent variable in this research model
is homoscedasticity and free from heteroscedasticity.

After testing the classical assumptions that must be met, then the regression
analysis test and Moderated Regression Analysis (MRA) are carried out.

a. Coefficient of Determination Test
Based on table 6 (attachment) it is known that the R Square (R”*2) obtained
is 0.040 or 4.0%. This shows that the percentage of the influence of the
independent variable is able to explain 4% of the variation in the dependent
variable, namely company performance (ROA). While the remaining 96% is
influenced or explained by other variables outside this research model.

b. Simultaneous Significant Test (Test F)
Based on table 7 (attachment) it can be seen that the p-value (0.019) < (0.05).

From these results it can be concluded that the independent variables of the
number of subsidiaries and the type of linkage are able to simultaneously
affect the dependent variable of company performance.

c. Individual Parameter Significant Test (Test Statistical t)
Based on table 8 shows the results of testing the hypothesis with multiple
regression analysis and Moderated Regression Analysis (MRA).

4.1. Discussion Results of the Moderated Regression Analysis Hypothesis

Test

The results of hypothesis testing stated that H1 was rejected. This result can be
interpreted that the number of subsidiaries has no effect on the company
performance. This indicates that the more subsidiaries, the company is not
necessarily able to improve the company performance. It is suspected that a
company that has many subsidiaries makes the company not focus on its main
business, it requires more operational costs, more complicated management, and
additional allocation of required resources. The addition of the number of
subsidiaries carried out can also lead to excessive investment allocation without
proper calculation and analysis so that capital management becomes inefficient and
carries a high risk. The results of this test are supported by research conducted by
Amyulianthy & Sari (2013) which states that companies that diversify, namely
companies that have more than one subsidiary have lower performance than single
companies. The results of hypothesis testing stated that H2 was rejected. This
means that the type of relationship (related-unrelated business) has a different effect
on company performance, where related is not superior to unrelated. This means
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that the unrelated type is superior to the related type. This result is suspected to
occur with the unrelated type being superior because the company tries to share the
risks that occur by dividing it into a new, different type of business (unrelated
business type) with the parent company in order to improve company performance.

The results of this test are supported by research conducted by Ramadhan
(2017) which states that companies with related diversification strategies have lower
performance when compared to companies with unrelated diversification strategies,
so that many companies prefer to implement an unrelated diversification strategy
rather than related diversification. In his research, it was stated that many companies
prefer to implement unrelated diversification because this strategy does not incur
higher transaction costs than the costs incurred by companies with related
diversification strategies.

4.2. Results of Discussion on Investment Decisions as Moderating Variables

The results of hypothesis testing state that the board of directors as a
moderating variable does not strengthen the positive influence on the number of
subsidiaries on company performance. This indicates that the higher the number of
the board of directors, the lower the company performance. In this case, it is
suspected that the board of directors is considered not to have had much of a role
to play in realizing improved performance. This can happen for several reasons,
including: the board of directors has not exercised full authority and responsibility in
managing the company, the board of directors has not carried out their duties
effectively and the decisions taken by the board of directors are partial, only in their
respective divisions. Another possibility can be due to the addition of the number of
subsidiaries due to differences in interests and objectives between the principal and
the agent in this study the board of directors. The principal (owner) increases the
number of subsidiaries or expands to make it look prestigious in front of the public
which makes the company appear to be growing without proper calculations, while
the board of directors can only be mandated to continue and carry out the company's
activities. Another possibility is that the board of directors overinvests in increasing
the number of subsidiaries and often does not focus so that the targets set by the
head office are often not achieved.

The results of hypothesis testing state that the board of directors as a
moderating variable strengthens the effect on the type of linkage on company
performance. This indicates that the board of directors is reliable and trustworthy in
determining the type of business relationship to be taken due to the experience they
have in leading and running the company. The more the number of the board of
directors is considered the more it adds input for improving the performance of the
company with various backgrounds owned by the board of directors. However, this
can only be realized if there is effective coordination and communication.
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5. CONCLUSION

The results showed that the number of subsidiaries and the type of linkage did
not affect the company performance. The number of subsidiaries owned by
manufacturing companies in this study is an average of 3 subsidiaries with
companies with related types of linkages as much as 80%. The board of directors
as a moderating variable that provides a moderating effect is only proven on the
related type of variable. Thus, it can be concluded that an effective board of directors
can share risks not only on related business types but also on unrelated business
types. However, the board of directors needs to be wary of making excessive
investments by increasing the number of subsidiaries because it will result in
inefficient working capital management which can also reduce the company
performance.
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Table 1

Descriptive Statistics

M Minimum  Maximum Mean Stal. Deviation
JAP 197 1.00000  11.00000 33451777 266163974
TK 197 00000 1.00000 8020305 39948428
ROA 187 -.058070 16900 0391766 05320896
DDIR 197 2.00000 1000000 4.6192893 1.843587350
Walid M (listwise) 197
Figure 1

Normal P-P Plot of Regression Standardized Residual

Dependent Variable: ROA
1.0

08
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Expected Cum Prob

02

00 02 04 08 08 10

Observed Cum Prob

Table 2

One-Sample Kolmogorov-Smirnov Test

Unstandardiz

ed Residual

M 197
Normal Parameters™® Mean .0000000
Std. Deviation 05222240

Most Extrerne Differences  Absolute .038
Positive 034

Megative -.038

Test Statistic .038
Asymp. Sig. (2-tailed) 200°¢

3. Test distribution is Mormal.
k. Calculated from data.
c. Lilliefors Significance Correction.

Table 3
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Coefficients?

Standardized

Unstandardized Coefficients Coefficients

Collinearity Statistics

Model B Std. Errar Beta t Sig. Tolerance VIF
1 (Constant) 028 009 2890 004
JAP 032 011 1498 2.799 006 478 1.022
T 001 .0og 005 077 434 478 1.022
a. DependentVariahle: ROA
Table 4
Model Summarf'
Adjusted R St Error of Durhin-
Maodel R F Square Square the Estimate Watson
1 2008 .040 030 05249090 2.020
a. Predictors: (Constant), TE, JAP
h. DependentVariahle: ROA
Figure 2
Scatterplot
Dependent Variable: ROA
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Table 5
Correlations
Unstandardiz
JAP TK ed Residual
Spearman's tho  JAP Correlation Coefficient 1.000 188 -.039
Sig. (2-tailed) 030 587
I 197 197 197
TK Correlation Coefficient A58 1.000 -0
Sig. (2-tailed) .030 7649
I 197 197 197
Unstandardized Residual  Correlation Coefficient -.039 -0 1.000
Sig. (2-tailed) 587 769
I 197 197 197
* Correlation is significant at the 0.05 level (2-tailed).
Table 6
Model Summary
Adjusted R Std. Error of
Model R R Square Square the Estimate
1 2008 040 030 05245080
a. Predictors: (Constant), T, JAP
Table 7
ANOVA®
Sum of
Model Squares df Mean Sguare F Sig.
1 Regression 022 2 011 4.040 o1g®
Residual 535 1494 003
Tatal AETY 196
a. DependentVariable: ROA
. Predictors: (Constant), Tk, JAP
Table 8
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Coefficients®

Standardized
Unstandardized Coefficients Coefficients
Model B Std. Error Eeta t Sig.

1 [Constant) .028 009 3165 .0oz2
JAP 005 041 034 133 .844
Tk -.045 023 -.335 -1.873 .049
JAF_DDIR 03 057 148 5432 Rats
Tk_DDIR 073 03z 413 2.258 024

a. DependentWariahle: ROA




