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Abstract

Small and Medium Enterprises (SMEs) have an essential and strategic role in national economic
development. SMEs are proven to be resistant to the financial crisis and absorb part of the workforce in
Indonesia. This study examines whether SMEs family firm and diversification have better performance.
The research sample was 114 SMEs owners in the Special Region of Yogyakarta. The results of the
study prove that SMEs family firm and SMEs that diversify have better performance. The results of this
study are expected to provide advice to SMEs owners that family businesses can be expanded through
diversification to increase business value.
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INTRODUCTION

Small and Medium Enterprises (SMEs) have an essential position, especially in economic growth
throughout Indonesia. Most companies in Indonesia are micro and small enterprises. SMEs play a role
in driving the pace of economic growth after the monetary crisis that occurred in the period 1997 to
1998 when large companies experienced difficulties in developing their businesses. Only the SMEs
sector remains strong and contributes revenues significantly to it and to the State of Indonesia, Suci
(2017).

Based on the type of the owner, SMEs ownership mostly has similarity if compare to the large
companies. It can be categorized into two types, namely family and non-family firm. Family ownership
can be described by either purely family ownership or a combination between family and corporation.
While non-family ownership usually described by single ownership or corporate ownership. The
different types of SMEs ownership will impact on the differentiation of strategy, risk management,
decision making and performance achievement, Sunarjanto, Roida, & Christiana, (2013).

This study will examine the relationship between family ownership, diversification, and SME
performance. This study examines family ownership because the majority of SMEs are owned and
managed by families. Family firm especially SMEs, the roles of which can be seen both directly and
indirectly. Direct involvement can be seen by the participation of family members in business planning,
while indirect involvement can be seen by the proportion of ownership in the capital participation,
Tjantoko (2014).

The importance of family involvement is not the only reason to survive, expand market share and
increase competitiveness, SMEs can diversify their business to realize it (Baptista, Karadz, & Leitdo,
2012). Business diversification is an effort to expand the business by increasing the number of segments
either by adding business units or expanding business units or increasing the market share that has been
owned and developing a variety of products (Sumendap, Tommy, & Maramis, 2018). In terms of
business dynamics, entrepreneurs in small industries usually diversify their business in terms of raw
materials and production output. Business diversification in SMEs can be divided into two types, the
stable diversification which do the same diversification like the previous business and the unstable
diversification, Hamid & Susilo, (2011). In the family business, second-generation successors tend to
expand family businesses through diversification to increase business value, Weng & Chi, (2019).

Many research has attempted to link the performance of SMEs with other variables such as
information technology, Chang, Yen, Ng, & Chang, (2012); Budiarto, Prabowo, & Herawan, (2017),
accounting Ismail & King, (2014), Ediraras, (2011); human resource competency, Dubihlela & Rundora,
(2014); Ardiana, Brahmayanti, & Subaedi, (2010); Entrepreneurial orientation and business networking
capabilities, Keh, Nguyen, & Ng, (2007; Lukiastuti, (2012); Enterpreneur Keh et al., (2007); Naranjo-
Valencia, Calderén-Hernandez, Jiménez-Jiménez, & Sanz-Valle, (2018); Sari, (2014). Although
research on the performance of SMEs has been extensively studied, this research is still interesting
because: First, the successfull of family businesses, especially in SMEs, can be measured through
strategic policies, one of them is diversification Weng & Chi, (2019). Second, work commitments from
family members are higher than non-families in contributing te the economic’s growth, Gozali, (2014).
Third, when compared to other countries, the performance of SMEs in Indonesia is still low (Tahi
Hamonangan Tambunan, (2011). Fourth, most of Indonesian SMEs run their business traditionally with
low productivity levels T. Hamonangan Tambunan (2011); McKague et al., (2011).

Literature review

SMEs

Small and Medium Enterprises (SMEs) in Indonesia have different meanings. According to
Indonesian Law Number 20/2008 about Small and Medium Enterprises, the definition of SMEs is a
productive businesses owned by individuals or business entities that have met the requirements of small
businesses. The requirements for SMEs are having less than 50 million net assets, less than 300 million
turnover for micro businesses and less than 500 million for small businesses. The Central Bureau of
Statistics provides the definition of SMEs based on the number of workers in each category. For small
businesses are a kind of business entities that have 5 to 19 employees, while medium companies are
business entities that have 20 to 99 employees.
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Family ownership

Companies that are purely owned by the public only exist in several major countries, in
developing countries including Indonesia, most companies are owned by their family. A family
company is a company consisting of 2 or more family members who oversee the company's finances
(De Pontet, Aronoff, Mendoza, & Ward, 2012). It said to be a family firms if the family dominates the
equity or management and control (Kraus, Pohjola, & Koponen, 2012). The reason is the family is one
of the crucial factors in business because of the social capital. Another factor that drives the success of
a family business is the support of an information network built by family members. Many SMEs,
especially owned by families, put their family members to the top management position, while
employees who are not family members put in the bottom level of management. It has an aim to ensure
the business continuity (Gozali, 2014).

Diversification

Business diversification is a form of business development by expanding the number of
segments both business and geographical. Companies can also do diversification by increasing their
existing market share or developing various products (Sumendap et al., 2018). The diversification
strategy used by company is likely can increase the complexity of the problem, especially in the structure
of ownership and control of the organization. The complexity of these problems causes businesses that
have a lot of diversifications face a higher risk of failure. However, many companies continue to
diversify because they already have large capital with higher income levels which predicted before
(Lucyanda & Wardhani, 2017).

SMEs performance

Organizational performance is an accumulation of the performance of all members in the
organization and is a means for companies in the process towards corporate goals. There are 4 leading
causes of low production of small and medium enterprises in Indonesia: 1) Nearly 60% of small
businesses still use traditional technology; 2) Market share tends to decrease due to the lack of capital,
weak technology and managerial; 3) Most small businesses are unable to meet administrative
requirements to obtain assistance from the Bank; 4) The level of dependence on government facilities
still huge. SMEs that succeed in overcoming the above problems are likely to have an excellent or
positive performance, but those who do not realize will experience negative performance. Positive
performance means the company can achieve its objectives, while negative performance suggests that
the company cannot meet its objectives (Ardiana et al., 2010; Purnomo & Lestari, 2010).

Hypothesis development

Family companies have control of company activities and can increase company value. Families
who have large enough shares can do an interest that aims to reduce conflicts that occur so that it can
increase the companies value (Anderson & Reeb, 2003). Family members resources can also reduce
labor from outside the organization. Family ownership will encourage managers of family businesses to
work better because the success of the strategies will contribute significantly to the success of the
organization (Kim & Gao, 2013).

A family company has self-actualization, so the organization’s manager will run his business
correctly because he feels like the owner. In the family firms, the manager will have a variety of relevant
information that will be announced to all parties to prevent asimetry information between the owner and
the manager as a family member. Family ownership will reduce moral hazard actions from managers
who act deviate from the initial interests of the company. A concentrated family ownership will reduce
fraud’s tendencies committed by the manager so that the owner being helpful by its condition. Because
of the family ownership, all corporate strategies can be controlled to minimize strategy errors/failures
that have a negative impact on the company's performance (Anita, Kirmizi, & Savitri, 2018). Based on
previous research findings, the following hypothesis is proposed:

H,: SMEs family firms have better performance than non-family firms

SMEs can survive long in the environmental uncertainty by diversifying products, geographical
markets or knowledge (Delbufalo, Poggesi, & Borra, 2016). Empirical evidence states that companies
with a tremendous level of idle financial condition tend to choose diversified technology resources
(Alliance, Acquisition) in response to poor innovative performance (Carnes, Xu, Sirmon, & Karadag,
2019; Choi, Lee, & Bae, 2019). Family firms may have significant effects on general strategic decisions
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and diversified choices in particular such as product and geographical diversification (Mufioz-Bullon &
Sanchez-Bueno, 2011).

The diversification strategy allows SMEs to exploit the company's ability to expand the
company's core industry product lines, generate benefits from the business scope and create existing
market opportunities (Pangboonyanon & Kalasin, 2018). Diversified companies have lower average
capital costs than stand-alone companies (Hann, Ogneva, & Ozbas, 2013). Besides, diversified
companies perform better (Shen, Au, & Yi, 2018). The hypotheses to be tested are as follows:

H,: Diversified SMEs have better performance than non-diversified

METHOD

The population of this study is all active SMEs owner in the city of Yogyakarta in 2018. The
sampling technique used is purposive sampling which are selected according to predetermined criteria.
The criteria are:

Respondents (samples) are the SMEs owners/managers;

According to Indonesian’s Law No. 20 of 2008, the number of employees are less than 10 for
micro, less than 30 for small businesses and less than 300 to medium-sized firms.

There are 125 questionnaires were distributed, with 91.2% return rate. There are 114 returned
questionnaires which could be used as research analysis.

Table 1. Description of Respondents

Sleman Kulon Progo  Gunung Kidul Bantul Yogyakarta Total

Size Micro 20 27 22 22 13 84
Small 2 2 3 1 8
Medium 1 1 2
Ownership Non-family 9 3 3 17 7 39
Family firms 11 26 22 8 8 75
Diversification Diversified 8 24 6 12 7 57
Not-diversified 12 5 19 13 8 57
Type of Retail 2 8 21 12 8 51
business
Services 2 3 2 7
Kraft 1 4 11 1 17
Food 17 15 1 2 4 39
Age of business <3 years 2 8 5 20
4-10 years 17 13 10 12 6 58
11-20 years 2 23
>21 years 3 7 1 2 13
Number of <10 20 24 25 23 12 104
employees
11-30 4 3 2 9
31-99 1
Owners Elementary 1 1 5 4 11
Education school
Junior High 4 4 3 3 1 15
shool
Senior High 14 17 11 11 6 59
school
Bachelor 1 7 6 7 8 29

Variable measurement

The variables used in this study are the SMEs performance as measured by 6 question indicated:
the way of business, profitability, success, growth, business development and market share (Radzi, Nor,
& Ali, 2017). Respondents will answer six items of questions and measured by a Likert scale, with 1
(strongly disagree) to 5 (strongly agree). Family ownership is measured using categories, 1 for non-
family firms and 2 for family firms (Chu, 2009). Diversification is measured using categories to indicate
whether a company is diversified or not diversified. Type 1 is diversified firms and 2 for not diversified
firms (Mufioz-Bullon & Sanchez-Bueno, 2011).
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Table 2. Measurement of variables

Variables Definition Measurement

SMEs ownership Family companies run from one generation to Non-family firms
the next Family firms
(Morck & Yeung, 2004;Cahyani & Sanjaya, (Chu, 2009)

2017)

Diversification Business diversification is a form of business Diversified
development by expanding the number of Not-diversified
segments in business or developing various (Mufioz-Bullén &
types of products Sanchez-Bueno, 2011)

(Sumendap et al., 2018)

SMEs performance  Performance is the result of work that can be The way of business
achieved by a person or group of people in the Profitability
organization and is a determining tool for Success
achieving organizational goals Growth
(Ardiana et al., 2010) Business development

Market share
(Radzi et al., 2017)

The test of instrument

Testing instruments in this study using validity and reliability tests. A valid questionnaire if the
question in the survey can express something that will be measured by the questionnaire. Test the
validity of using the Pearson correlation while the reliability test uses the Cronbach alpha (Ghozali,
2018).

Table 3. SMEs performance validity testing

No Instrument Pearso'n
correlation
1. I am happy with the way my business is operated 0.691**
2. I am satisfied with the growth of net income of the business 0.756**
3. I consider my business as successful 0.747**
4, I consider my business as growing 0.771**
5. My business will continue to expand in the future 0.729**
6. The company's market share is growing from year to year 0.792%*
** significant < 1%

Reliability is a tool for measuring a questionnaire which is an indicator of a variable. A questionnaire is
said to be reliable if a person's answer to a statement is consistent or stable over time. (Ghozali, 2018).
The results of the reliability test of the SMEs performance have a Cronbach Alpha value of 0.787.

Hypothesis testing and discussion
The aim of testing both of hypotheses is to examines SMEs performance differences based on
family ownership and diversification strategies.

Table 4. Independent-sample t-test of family ownership

Mean Lavene’s test for equality P
No Instrumen t Non-family  Family .
of variances Value
firm firm
1 Tam happy with the way my business 0.423 0.431 0.015* 0.554
is operated
2 Tam satisfied with the growth of net ~ 0.385 0.428 0.435 0.000**
income of the business
3 I consider my business as successful ~ 0.359 0.413 0.457 0.001*
4 I consider my business as growing 0.390 0.424 0.956 0.012*
5 My business will continue to expand  0.428 0.433 0.038* 0.681
in the future
6  The company's market share is 0.387 0.424 0.184 0.020*

growing from year to year
* significant < 5% ,** significant < 1%
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Based on table 4, it can be explained that family firms have a better performance than non-family
firms. The most significant difference in instrument number 2 with an average value of 0.385 for non-
family firms and 0.428 for family firms. The results of this study support previous research that family
ownership has a strong motivation in conducting corporate supervision. Besides, the family workforce
contributes more, and relatively little family capital compared to non-family companies that are
comparable in improving company performance (Anita et al., 2018; Barbera & Moores, 2013)

Table 5. Independent-sample t-test of diversification

Mean Lavene’s test
No  Instrument Diversified Not o for Fquality of PValue
diversivied variances

1 I am happy with the way  0.440 0.416 0.779 0.042*
my business is operated

2 I am satisfied with the 0.428 0.398 0.147 0.006*
growth of net income of
the business

3 I consider my business 0.421 0.368 0.001* 0.000**
as successful

4 I consider my business 0.433 0.391 0.720 0.001*
as growing

5 My business will 0.449 0414 0.577 0.003*
continue to expand in
the future

6 The company's market 0.430 0.393 0.055 0.014*

share is growing from
year to year
* significant < 5% ,** significant < 1%

Based on table 5, it can be explained that there are differences in performance based on
diversification. Diversified companies have better performance than companies that are not diversified.
In question number 3 about the success of a business in the future, the mean value of a diversified
company is 0.421 higher than a non-diversified company. The results of this study state that family
businesses can be expanded through diversification to increase business values, Weng & Chi, (2019).

CONCLUSION

Based on the results of data analysis conducted, it can be concluded that SMEs family firms and
diversified SMEs have better performance. This study has several limitations; first, this study does not
divide whether SMEs family firms are managed alone or run by others. The self-managed family
business can be done by transferring embedded values as a family culture, but differences in managerial
mindset between the first generation and the next generation can be prolonged conflicts within the
family, Simanjuntak, (2011). Second, this study does not consider succession based on generations.
Given the second generation is more aggressive in pursuing diversification strategies to reduce
uncertainty in the economic environment, Weng & Chi, (2019). Third, this study does not test the type
of diversification whether it is still one line or different from the primary business. Companies that run
a business diversification strategy with multi-segments have lower excess value than companies that
only have one business line so that they have not provided optimal results on company performance,
Kurniasari & Tahun, (2013).

REFERENCES

Anderson, R. C., & Reeb, D. M. (2003). Founding-family ownership and firm performance: evidence
from the S&P 500. The journal of finance, 58(3), 1301-1328.

Anita, A., Kirmizi, K., & Savitri, E. (2018). Pengaruh family ownership terhadap kinerja keuangan:
strategi bisnis dan agency cost sebagai variabel moderating. Jurnal Ekonomi, 24(4), 1.

Ardiana, 1., Brahmayanti, 1., & Subaedi, S. (2010). Kompetensi SDM UKM dan pengaruhnya terhadap
kinerja UKM di Surabaya. Jurnal manajemen dan Kewirausahaan, 12(1), 42-55.

Copyright © 2019, AKUNTABEL ISSN Print: 0216-7743 ISSN Online: 2528-1135
268



AKUNTABEL 16 (2), 2019 263-271

Baptista, R., Karadz, M., & Leitdo, J. (2012). Diversification and Survival of Young, Small Firms. Small
Firms (February 23, 2012).

Barbera, F., & Moores, K. (2013). Firm ownership and productivity: a study of family and non-family
SMEs. Small Business Economics, 40(4), 953-976.

Budiarto, D. S., Prabowo, M. A., & Herawan, T. (2017). An integrated information system to support
supply chain management & performance in SMEs. Journal of Industrial Engineering and
Management (JIEM), 10(2), 373-387.

Cahyani, K. A., & Sanjaya, 1. P. S. (2017). Analisis Perbedaan Dividen Pada Perusahaan Keluarga dan
Non Keluarga Berdasarkan Kepemilikan Ultimat. Modus Journals, 26(2), 133-144.

Carnes, C. M., Xu, K., Sirmon, D. G., & Karadag, R. (2019). How Competitive Action Mediates the
Resource Slack—Performance Relationship: A Meta-Analytic Approach. Journal of Management
Studies, 56(1), 57-90.

Chang, S.-I., Yen, D. C.,Ng, C. S.-P., & Chang, W.-T. (2012). An analysis of I'T/IS outsourcing provider
selection for small-and medium-sized enterprises in Taiwan. Information & suManagement,
49(5), 199-209.

Choi, J.-D., Lee, J.-S., & Bae, Z.-T. (2019). When do firms focus on public research?: evidence from
US medical device industry. Industry and Innovation, 1-23.

Chu, W. (2009). The influence of family ownership on SME performance: evidence from public firms
in Taiwan. Small Business Economics, 33(3), 353-373.

De Pontet, S. B., Aronoff, C. E., Mendoza, D. S., & Ward, J. L. (2012). Siblings and the family business:
Making it work for business, the family, and the future: Palgrave Macmillan.

Delbufalo, E., Poggesi, S., & Borra, S. (2016). Diversification, family involvement and firm
performance: empirical evidence from Italian manufacturing firms. Journal of Management
Development, 35(5), 663-680.

Dubihlela, J., & Rundora, R. (2014). Employee training, managerial commitment and the
implementation of activity based costing; Impact on performance of SMEs. The International
Business & Economics Research Journal (Online), 13(1), 27.

Ediraras, D. T. (2011). Akuntansi dan Kinerja UKM. Jurnal lImiah Ekonomi Bisnis, 15(2).
Ghozali, . (2018). Aplikasi analisis multivariete dengan program IBM SPSS 23.

Gozali, J. (2014). Analisa Kinerja Bisnis Aspek Pemasaran dan Sumber Daya Manusia pada Perusahaan
Keluarga dan Perusahaan Non Keluarga di Jawa Timur. Agora, 2(2), 1419-1424.

Hamid, E. S., & Susilo, Y. (2011). Strategi pengembangan usaha mikro kecil dan menengah di Provinsi
Daerah Istimewa Yogyakarta.

Hann, R. N., Ogneva, M., & Ozbas, O. (2013). Corporate diversification and the cost of capital. The
Jjournal of finance, 68(5), 1961-1999.

Ismail, N. A., & King, M. (2014). Factors influencing the alignment of accounting information systems
in small and medium sized Malaysian manufacturing firms. Journal of Information Systems and
Small Business, 1(1-2), 1-20.

Keh, H. T., Nguyen, T. T. M., & Ng, H. P. (2007). The effects of entrepreneurial orientation and
marketing information on the performance of SMEs. Journal of business venturing, 22(4), 592-
611.

Kim, Y., & Gao, F. Y. (2013). Does family involvement increase business performance? Family-
longevity goals’ moderating role in Chinese family firms. Journal of Business Research, 66(2),
265-274.

Copyright © 2019, AKUNTABEL ISSN Print: 0216-7743 ISSN Online: 2528-1135
269



Does family firm have better performance? empirical research in indonesia smes
Ratna Purnama Sari, Shinta Suryaningrum, Dekeng Setyo Budiarto

Kraus, S., Pohjola, M., & Koponen, A. (2012). Innovation in family firms: an empirical analysis linking
organizational and managerial innovation to corporate success. Review of Managerial Science,
6(3), 265-286.

Kurniasari, S. E., & Tahun, E. T. (2013). Pengaruh Diversifikasi Usaha Terhadap Kinerja Perusahaan
Yang Dimoderasi Oleh Kepemilikan Manajerial. Semarang: Universitas Dian Nuswantoro.

Lucyanda, J., & Wardhani, R. H. K. (2017). Pengaruh diversifikasi dan karakteristik perusahaan
terhadap kinerja perusahaan. Media Riset Akuntansi, 4(2), Hal. 1-23.

Lukiastuti, F. (2012). Pengaruh orientasi wirausaha dan kapabilitas jejaring usaha terhadap peningkatan
kinerja ukm dengan komitmen perilaku sebagai variabel interviening (Studi empiris pada sentra
UKM batik di Sragen, Jawa Tengah). Jurnal Organisasi dan Manajemen, 8(2), 155-175.

McKague, K., D. Wheeler, C. Cash, J. Comeault, E. Ray, and Tahi Hamonangan Tambunan. 2011.
Development of small and medium enterprises in a developing country: The Indonesian case.
Journal of Enterprising Communities: People and Places in Global Economy 5 (1): 68-82.

Morck, R., & Yeung, B. (2004). Special issues relating to corporate governance and family control:
The World Bank.

Muiioz-Bullén, F., & Sanchez-Bueno, M. J. (2011). Is there new evidence to show that product and
international diversification influence SMEs' performance? EuroMed Journal of Business, 6(1),
63-76.

Naranjo-Valencia, J. C., Calderon-Hernandez, G., Jiménez-Jiménez, D., & Sanz-Valle, R. (2018).
Entrepreneurship and innovation: Evidence in colombian SMEs Handbook of Research on
Intrapreneurship and Organizational Sustainability in SMEs (pp. 294-316): 1GI Global.

Pangboonyanon, V., & Kalasin, K. (2018). The impact of within-industry diversification on firm
performance: Empirical evidence from emerging ASEAN SMEs. [International Journal of
Emerging Markets, 13(6), 1475-1501.

Purnomo, R., & Lestari, S. (2010). Pengaruh kepribadian, self-efficacy, dan locus of control terhadap
persepsi kinerja usaha skala kecil dan menengah. Jurnal Bisnis dan Ekonomi, 17(2).

Radzi, K. M., Nor, M. N. M., & Ali, S. M. (2017). The Impact of Internal Factors on Small Business
Success: A Case of Small Enterprises Under the Felda Scheme. Asian Academy of Management
Journal, 22(1), 27.

Sari, M. (2014). Enterpreneur terhadap Kinerja UKM di Kota Medan. Jurnal Riset Akuntansi Dan
Bisnis, 14(1).

Shen, N., Au, K., & Yi, L. (2018). Diversification Strategy, Ownership Structure, and Financial Crisis:
Performance of Chinese Private Firms. Asia-Pacific Journal of Financial Studies, 47(1), 54-80.

Simanjuntak, A. (2011). Prinsip-prinsip manajemen bisnis keluarga (family business) dikaitkan dengan
kedudukan mandiri perseroan terbatas (PT). Jurnal manajemen dan Kewirausahaan, 12(2), 113-
120.

Suci, Y. R. (2017). Perkembangan UMKM (Usaha mikro kecil dan menengah) di Indonesia. Cano
Ekonomos, 6(1), 51-58.

Sumendap, R., Tommy, P., & Maramis, J. B. (2018). Analisis perbandingan kinerja keuangan
berdasarkan diversifikasi segmen bisnis pada industri manufaktur yang go public. Jurnal EMBA:
Jurnal Riset Ekonomi, Manajemen, Bisnis dan Akuntansi, 6(4).

Sunarjanto, N. A., Roida, H. Y., & Christiana, A. (2013). Analysis of the internationalization strategy
of the engagement and ownership of family in east java with variable control of innovation, sales,
and assets: Review of agency theory. Sustainable Competitive Advantage (SCA), 2(1).

Tahi Hamonangan Tambunan, T. (2011). Development of small and medium enterprises in a developing
country: The Indonesian case. Journal of Enterprising Communities: People and Places in the
Global Economy, 5(1), 68-82.

Copyright © 2019, AKUNTABEL ISSN Print: 0216-7743 ISSN Online: 2528-1135
270




AKUNTABEL 16 (2), 2019 263-271

Tjantoko, L. E. (2014). Hubungan Sumber Keuangan dan Budaya Bisnis Keluarga dengan Inovasi
Produk. Agora, 2(2), 1489-1493.

Weng, T.-C., & Chi, H.-Y. (2019). Family succession and business diversification: Evidence from
China. Pacific-Basin Finance Journal, 53, 56-81.

Copyright © 2019, AKUNTABEL ISSN Print: 0216-7743 ISSN Online: 2528-1135
271



