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Does earning management affect financial
distress? Evidence from state-owned enterprises
in Indonesia
Nur Sayidah1*, Aminullah Assagaf1 and Zulfikar Faiz1

Abstract: Financial distress in state-owned enterprises(SOEs) becomes a problem
needing attention. This study aims to analyze the effect of earnings management,
marketing productivity, and government subsidies on financial distress of SOEs with
firm size as a control variable. The sample consisted of 19 state-owned companies
receiving government subsidies and state capital participation in 2015–2017. The
data analysis method used was a quantitative approach. The results showed that
marketing productivity affected financial distress in state-owned companies
receiving government subsidies in 2015–2017. High marketing productivity showed
that SOEs were achieving high sales to meet public demand. Furthermore, earning
management and subsidy had no effect on financial distress in state-owned com
panies. SOEs management performed earnings management within a certain limit
so that it did not affect financial distress.
Subjects: Corporate Finance; Business; Management and Accounting; Accounting
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In Indonesia, society has a strong interest in SEs’
financial condition because they manage natural
resources, which are the basic needs of the
community. The society, as consumers, will feel
the impact of SOEs’ performance. SOEs’ financial
distress causes the government to provide large
amounts of funds to overcome it. It is interesting
to study the influencing factors of financial dis
tress in SOEs so that the government can detect
it early and find solutions. The public needs to
know the research findings showing that earning
management does not affect financial distress.
This result can increase society’s confidence in
the management quality of SOEs. They have
presented financial reports according to the
actual conditions in a transparent and accoun
table manner. The public must believe that when
management restructures prices, the objective is
to improve SOE’s performance and reduce
dependence on subsidies.
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1. Introduction
Article 33, paragraph 2 of the 1945 Constitution states that the government shall control produc
tion branches which are essential to the state and affect the livelihoods of the public. One
implementation of the law is the establishment of SOEs. So, SOEs occupy a strategic position
because they manage natural resources controlling the lives of many people. SOEs have been
actively involved in national priority projects and pioneering business activities to encourage
equitable development in which the private sectors have not been able to carry out. SOEs also
continue to carry out sustainable development in all remote regions of the country through the
program named “SOEs Present for the Nation.” Currently, there are five priorities of the Ministry of
State-Owned Enterprises of the Republic of Indonesia, namely (1) economic and social values for
Indonesia, (2) business model innovation, (3) technology leadership, (4) increased investment, and
(5) talent development (https://bumn.go.id/)
The government can achieve these priorities if SOEs are managed following the principles of
good corporate governance. The Ministry of State-Owned Enterprises of the Republic of Indonesia
stipulates regulation no PER—01/MBU/2011 concerning the Implementation of Good Corporate
Governance (GCG) in SOEs based on the principles of transparency, accountability, responsibility,
independence and the principles of GCG are transparency, accountability, responsibility, indepen
dency, fairness. Following these regulations, SOEs are required to apply GCG principles consistently
and sustainably. The transparent and accountable management of various SOEs’ programs
becomes the hope of Indonesian people because several sectors becoming the primary needs of
the society are the core business of SOEs such as PT. PLN (State Electricity Company) manages the
electricity sector, PT. Pertamina (State-Owned Oil and Gas Company) engages in the energy
sectors, including oil, gas, and new and renewable energy and PT. Bulog (The Bureau of
Logistics) manages food distribution and rice control. SOEs have become agents of national
development to assist the government in realizing social welfare and become a growing entity.
Based on data presented in https://bumn.go.id/, until the end of 2018, the total assets of SOEs
had exceeded 8.200 IDR trillion. It increased by 42% from 2015 amounted to 5.670 IDR trillion. In
the same period, total profit reached 212 IDR trillion, rising from 160 IDR trillion. The SOEs’
contribution to the State Revenue and Expenditure Budget (APBN) also jumped 50% to 454 IDR
trillion in 2018 from 303 IDR trillion in 2015. However, the increase of SOEs’ assets was accom
panied by never-ending losses. At the end of 2017, there were 12 SOEs recording losses of 5.2 IDR
trillion. The value of the loss decreased when compared to the end of 2016, where the loss reached
6.7 IDR trillion (https://neraca.co.id/article/108831/tahun-prihatin-bumn). This financial condition
of state-owned enterprises (SOEs) is an exciting topic to study.
The purpose of establishing SOEs, according to Law no. 19 of 2003 concerning SOEs stated in
article 12 paragraph (b), is to seek profit to increase the value of the company (limited liability
company). Meanwhile, the objective of SOEs in the form of Public Company, following article 36
paragraph 1, is to carry out business for the public benefit based on the principles of good
corporate governance. However, in reality, many SOEs are still experiencing losses or having
poor financial health. The results of the study on prediction of SOEs bankruptcy based on the
Altman and Springate model show that the SOEs bankruptcy rates were 60% and 76%, respec
tively. This gap indicates a practical gap so that financial distress in SOEs is interesting to study.
Financial difficulty or financial distress faced by SOEs in meeting their operational needs to be
resolved. The government must fix this problem so that SOEs can meet their operational require
ments. Several SOEs are still receiving government subsidies. In Indonesia, subsidies are given to
SOEs so that they can provide good services to the public. Law No. 19 of 2003 concerning StateOwned Enterprises (SOEs) mandates BUMN to carry out public service obligations or Public Service
Obligation (PSO). The government can assign a particular assignment to SOEs to carry out public
benefit functions while still paying attention to the aims and objectives of SOEs’ activities. If the
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project, according to the study, is not financially feasible, the government must provide compen
sation for all costs incurred, including the expected margin.
On the other hand, SOEs as business entities are also required to compete with other (private)
business actors as the driving force of the economy to generate profits. The problem that arises is
that several SOEs carrying PSOs suffer losses and experience financial distress. When a company is
in financial distress, management must identify the source of the crisis and find ways to fix it
(Platt, Platt, & Chen, 1995).
This study identifies several factors that influence financial distress: earning management, market
ing productivity, subsidies, and firm size. The research findings give a contribution to increasing
empirical evidence regarding financial distress SOEs in Indonesia. These results provide information
about the financial condition of SOEs so that management makes financial planning. Financial
performance can be improved by increasing sales or reducing costs of sales. For the government,
these findings can provide insight and additional information about the level of financial distress
among SOEs so that necessary steps can be taken to make them healthy. The government can use it
as a consideration in making decisions about subsidies and developing SOE’s business scale. The
subsidies can be increased or decreased based on the level of financial distress of each SOE.

2. Background
Several studies on financial distress in Indonesian SOEs had been conducted by several researchers
(Assagaf, 2017; Assagaf et al., 2017; Gunawan et al., 2019; Sayidah, Assagaf et al., 2019). Sayidah &
Assagaf, (2019) showed that subsidies significantly reduce the level of SOE’s’ financial health. The
higher the subsidy was, the lower the level of financial health, or the higher the level of financial
distress. The factors affecting financial distress include working capital and leverage (Gunawan et al.,
2019). Another study examined the effect of financial distress and earnings management in the
context of family-owned enterprises. The results showed that there was a relationship between
earnings management and financial distress. Companies experiencing financial distress tended to
carry out earnings management (Bisogno & Luca, 2015). The motivation of managers to do earnings
management was to encourage lenders to agree to debt rescheduling (Saleh & Ahmed, 2005). In
public companies listed on the Indonesia Stock Exchange, financial distress had a positive and
significant effect on earnings management. Companies that experience a decline in financial con
ditions will tend to carry out earning management (Paramita et al., 2017)
Assagaf et al. (2017) studied the effect of subsidies and profitability strategies (earning manage
ment) on the financial strength of SOEs having the capital structure as a moderating variable. The
results showed that government subsidies had a significant negative impact on financial strength,
meaning that owned-companies found it difficult to manage the company independently if the
government continued to provide subsidies or capital grant. Profitability strategy had a significant
positive impact on financial strength, meaning that there was an opportunity for management to
practice earnings management as a strategy to increase the level of corporate financial strength
or reduce financial distress. Another research examining earnings management and its effect on
financial distress was conducted by Paramita et al. (2017).
Different from the previous studies, this present study uses the productivity variable as one of
the independent variables in addition to earnings management and subsidies. Productivity is
a measure of efficiency, and in a simple concept, it is a comparison between the amount of output
obtained and the input used (Brynjolfsson & Hit, 1998; Syverson, 2010). Marketing activities
produce output in the form of sales, which is the sum of the volume and the selling price. The
inputs required include advertising costs, facilities, and infrastructure as well as marketing
resources. If the output produced is greater, productivity will increase. A high productivity level
indicates that the company is operating efficiently (Syverson, 2010). High efficiency describes the
results of acceptable management practices. Best practice from management correlates to the
level of company survival (Bloom & Reenen, 2007). The higher the survival level is, the lower the
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financial distress level will be. Management succeeding in carrying out efficiency will achieve high
productivity and reduce the level of financial distress.
An interesting consideration to include marketing productivity as an independent variable is that
the marketing department is an important part of the company, but the results of its performance or
productivity do not get enough attention in research on financial performance and financial distress.
There is only a few number of researches has linked marketing performance to financial performance.
The results of O’Sullivan and Abela (2007) showed that marketing performance had a significant
effect on company performance, profitability, and stock returns. Furthermore, research linking mar
keting performance to financial distress has not been widely found in Indonesia. Research on the
effect of marketing performance proxied by sales growth and financial distress was conducted with
the result that there was a positive influence between sales growth and financial distress (Putri &
Sopian, 2017). Different results had been found that sales growth did not affect financial distress
(Lisiantara & Febrina, 2018). Those two studies found different results so that another research on
marketing performance and financial distress is still opened to be conducted. We use marketing
productivity which is the ratio of total sales to cost of sales as independent variable.

3. Theoretical literature review
3.1. The signaling theory
The concept of signaling theory was firstly studied by Akerlof and Arrow (Ross et al., 1977).
Furthermore, Spence uses the concept of signaling in the context of the job market (Spence,
1973). Spence’s writing has influenced many studies of signaling theory in various fields, namely
psychology, anthropology and management (Karasek & Bryant, 2012). (Ross et al., 1977) use an
incentive-signaling approach to determine financial structures. If the manager has inside informa
tion, the determination of the managerial incentive schedule and financial structure is a signal
sent to the market. Financial structures with greater leverage provide signals that can increase
corporate value. (Bhattacharya (1979) shows that cash dividend provides a signal regarding
expected cash flow to outside investors assuming imperfect information about profitability. For
companies experiencing a decline in value, the board of directors can provide financial information
signals to potential investors to improve their perceptions of market performance (Certo, 2003).
Poor company performance can cause financial distress. Financial distress provides a signal about
financial condition to the company’s main stakeholders such as management, shareholders, and
creditors. Company management needs to take corrective steps to improve financial condition.
The higher level of financial distress indicates that the government must immediately step in to
identify the problems occurring in SOEs and immediately take certain policies to solve them.
Different from bankruptcy, financial distress happens as a result of management choosing bad
financing policies and failing to carry out the company’s operational planning (Platt & Platt, 2006).
Meanwhile, bankruptcy is a condition in which a company cannot pay or reach an agreement with
its creditors out of court (Warner, 1977). Companies can solve financial distress problems using
efficient mechanisms (Hotchkiss et al., 2008). These alternative mechanisms or methods are debt
restructuring, workouts, and informal reorganizations in the capital and real asset markets (Senbet
& Seward, 1995). In addition, the implementation of good corporate governance structures can
reduce the level of financial distress (Luqman et al., 2018).
In choosing these various methods, companies need to consider the factors affecting financial
distress. One of the factors needing attention is management behavior. Asymmetric information
between management and shareholders allows the occurrence of earnings management behavior
with specific objectives. Managers having the opportunity and ability can do earnings management
(Ibrani et al., 2019). Earnings management behavior causes less reliable announced financial report
(Alhebri & Al-duais, 2020). In this research, we examine the effect of earnings management on
financial distress and add other factors, namely marketing productivity, subsidies and company size.
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4. Empirical literature review and hypotheses development
4.1. Financial distress and earning management
Financial distress is a condition of financial difficulty influenced by several factors. One of the
influencing factors is earning management. Research examining earnings management and
its effect on financial distress was conducted by (Paramita et al., 2017) who examined the
effect of financial distress, litigation risk and disclosure of corporate social responsibility on
earnings management. The results showed that there was a significant positive effect of
financial distress on earnings management. Companies experiencing financial distress were
more likely to perform earnings management. The same result was found by (Bisogno & Luca,
2015). Other findings showed that companies experiencing financial distress do more earn
ings management than financially healthy companies (Jacoby et al., 2019). There were more
managers in companies experiencing financial distress carried out earnings management by
reducing income compared to managers of companies whose financial condition was healthy
(Habib et al., 2012). Management tended to do earnings management to avoid reporting
losses or decrease in reported earnings (Ghazali et al., 2015). Based on this description, the
hypothesis is:

H1: There is an effect of earnings management on financial distress.

4.2. Financial distress and marketing productivity
Marketing productivity is a measure to assess the results of marketing department performance.
Research on the effect of marketing productivity on financial distress in particular has never been
studied. Previous research using variables almost similar to marketing productivity was con
ducted by Putri and Sopian (2017) using sales growth variable. The results showed that sales
growth partially had a significant positive effect on financial distress. Investors can use these
results as consideration in assessing the company’s financial condition (Putri & Sopian, 2017).
Another study was conducted by Lisiantara and Febrina (2018) whose findings showed that sales
had no effect on financial distress (Lisiantara & Febrina, 2018). O’Sullivan and Abela (2007) found
that marketing performance positively affected the company’s financial performance. This
meant that the better the marketing performance is, the healthier the company financial
performance will be or it does not experience financial distress. Based on the description
above, the hypothesis is:

H2: There is an effect of marketing productivity on financial distress.

4.3. Financial distress and government subsidies
Subsidies are financial assistance provided by the government to enterprises, especially stateowned enterprises, to cover operational costs because the selling price is determined by the
government. Subsidies, on one hand, have a positive impact, namely helping the community to
obtain facilities and services from the government. On the other hand, there are negative impacts
of subsidies. Research on addition of state capital participation conducted by Mandana and Artini
(2011) reported that the asset structure, sales growth rate, profitability, and company growth had
a significant effect on capital structure. This occured because of the addition of capacity, which
was reflected in the value of assets, required additional investment costs financed from addition of
state capital and/or a portion of debt. Subsidies significantly reduced the level of SOEs’ financial
health. Research on subsidies and financial distress was conducted by Sayidah et al. (2019). The
results showed that subsidies had a positive and significant effect on financial distress. The higher
level of subsidy indicated the lower level of financial health or higher level of financial distress.
Based on this description, the hypothesis is:
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H3: there is an effect of subsidies on financial distress.

5. Research design
5.1. Population and sample
The population in this study was state-owned enterprises (SOEs) in Indonesia. We selected the
research sample using a purposive method. According to Etikan (2017), researchers can use purposive
sampling to obtain samples that are in accordance with the purpose of the selection. Several
researchers had also used purposive sampling method to select their samples (Sayidah et al., 2019;
Sayidah & Assagaf, 2019; Sayidah et al., 2019; Sayidah et al., 2020; Assagaf et al., 2017; Assagaf &
Yunus, 2016; Assagaf, 2017b). The criteria of samples were (1) SOEs that received government
subsidies during 2015–2017 (2) SOEs which published online annual reports on the company website
during 2015–2017 (3) SOEs did not experience transactions of mergers, acquisitions, restructuring,
and changes in business groups during 2015–2017. Based on those criteria, we collected 19 firms.

5.2. Variable identification and measurement
5.2.1. Financial distress
Financial Distress is a dependent variable. The measurement of financial distress in this study was
adopted from Altman (1983). This Z score included five ratios according to the characteristics of
the manufacturing companies of our samples. According to Altman (2018), the original Z-score
model was only used correctly for manufacturing companies. Several researchers had used this
Z-score of Altman with five ratios (Chairunesia et al., 2018; Choy et al., 2011; Lemonakis et al.,
2017; Panigrahi, 2019; Udin et al., 2017).
The formula of Altman score is:
Zi = 1.2 X1 + 1.4X2 + 3.3X3 + 0.6X4 + 1.0X5
Zi = Altman score
X1 = (Current assets—current debt)/Total Assets
X2 = Retained earnings/Total Assets
X3 = Earning before interest and tax/Total Assets
X4 = Market value of ordinary and preferred shares/Total book value of debt,
X5 = Sales/Total Assets.

5.2.2. Earnings management
The researchers used Healy measurement model of earnings management. Based on Healy (1985),
there are two proxies to measure discretionary accruals and accounting procedures, namely total
accruals and the effect of voluntary changes in accounting procedures on earnings. Total accruals
include both discretionary and non-discretionary. Total accrual is the difference between net
income and = cash flow from operating activities. The earnings management formula is as follows:
ACCR = NI—CFO
ACCR = total accruals; NI = net income before extra ordinary items; CFO = cash flow from
operating activities.

5.2.3. Marketing productivity
Marketing productivity, according to Hawkins, Best & Lillis (1987) in Sheth and Sisodia (2002), is
relative market share times comparable price divided by marketing expenditure. For this reason,we
define marketing productivity as added value that can be measured by the marketing function,
relative to its costs. One measurement of marketing productivity is to use financial impact covering
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profit, cash flow, or other financial measurements (Rust et al., 2004). This research measured
marketing productivity by using the formula:
Marketing Productivity = Sales (Without Subsidy)
Cost of Sales
Sales without subsidy = total operating income without including subsidies.
Cost of sales = marketing cost

5.2.4. Government subsidies
The variables for government subsidies were dummy variables. Researchers marked notation 2 for
companies receiving government subsidies and addition of state capital participation and the
companies’ data were available. Notation 1 was given for companies receiving government sub
sidies the the companies’ data data were not available.

5.2.5. Firm size
Company size is calculated based on measurement using total assets. The formula of firm size is:
Size(t) = Log (Total Aset(t))

5.2.6. Technique of analysis
We used regression analysis technique with the following formula:
FD = α + β1Prod + β2 EM + β3SUB + β4Size + ε
FD = Financial Distress + Zi, Prod = Marketing Productivity, EM = Earning Management,
SUB = Government subsidies, Equity Participation, Size = Firm Size, α = Constant,
β1, β2, β3, β4, = Regression Coefficient, ε = error estimate.

6. Empirical results and discussion
6.1. Descriptive statistics
Statistical description of the data used in this study are as follows (Table 1):
Based on the above data,it is seen that the average financial distress is at a score of 0.43 with
a minimum value of −0.83 and a maximum value of 1.29. The average amount of marketing
productivity, earning management, and subsidy are 0.038, 12.09, and 0.288. The minimum scores
of those variables are −12.82, 5, and 0.00. The maximum scores are 1.33, 18, and 0.69.

6.2. Classic assumption testing
6.2.1. Data normality test
The researchers conducted a data normality test using the Kolmogorov-Smirnov Test. The results
of the test are as follows:
Based on Table 2 above, it is seen that the results of the significance is 200%. It means that the
distribution of data is normal. According to Ghozali (2011) if Asymp. Sig> 0.05, then the research
data is normal.

6.2.2. Multicollinearity test
Multicollinearity test was conducted by looking at the value of tolerance and variance inflation
factor (VIF). The test results are stated below:
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Table 1. Descriptive Statistics
N

Minimum

Maximum
1.29

Mean

Std. Deviation

FD

50

−.83

.413

Prod

50

−12.82

EM

50

5

SUB

50

.00

.69

.388

.348

Size

50

1.25

2.21

1.711

.312

Valid N (listwise)

50

1.33
18

.437

−4.04

2.995

12.09

3.660

Table 2. One-Sample Kolmogorov-Smirnov Test
Unstandardized Residual
N

50
a,b

Normal Parameters

Most Extreme Differences

Mean

.0000000

Std. Deviation

.53111874

Absolute

.075

Positive

.075

Negative

−.062

Test Statistic

.075

Asymp. Sig. (2-tailed)

.200

c,d

a. Test distribution is Normal.
b. Calculated from data.
c. Lilliefors Significance Correction.
d. This is a lower bound of the true significance.

The criterion that in the regression equation there is no multicollinearity is the value of Tolerance >
0.10 or VIF < 10 (Ghozali, 2011). Table 3 show that the tolerance value of the multicollinearity test is>
0.10 and a Variance Inflation Factor (VIF) value <10 for all independent variables. The numbers
indicate there is no multicollinearity.

6.2.3. The test of heteroscedasticity
The heteroscedasticity test was done by the Glejser Test, which regresses between the indepen
dent variables and the absolute value of the residuals. If the significance value between the
independent variables with residuals is more than 0.05, then there is no heteroscedasticity
problem. Heteroskedasticity test results are (Table 4):
If each independent variable has a significance value of each variable (Sig.)> 0.05, there is no
symptom of heteroscedasticity (Ghozali, 2011). Based on the table above, the significance value
between the independent variables and absolute residuals is more than 0.05. Therefore, there is no
heteroscedasticity problem.

Table 3. Multicollinearity Test Results
Model

1

Correlations

Collinearity Statistics

Zero-order

Partial

Part

Tolerance

VIF

Prod

.441

.492

.477

.695

1.438

EM

.213

.171

.146

.912

1.097

SUB

.151

.095

.080

.799

1.252

Size

−.040

.216

.187

.619

1.616

a. Dependent Variable: FD
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Table 4. Heteroskedasticity Test Results
Model

Unstandardized
Coefficients
B

1

(Constant)

Std. Error

t

Sig.

5.268

.000

Beta

1.229

.233

.018

.016

.170

1.154

.255

−1.987E-8

.000

−.184

−1.424

.161

Prod
EM

Standardized
Coefficients

SUB

−.131

.087

−.208

−1.511

.138

Size

−.300

.158

−.296

−1.896

.064

a. Dependent Variable: ABS_RES1

6.3. Results
The results of the regression model testing and hypothesis testing are as follows:
F test results show (Table 5 & 6) that all variables, namely marketing productivity, profit
management, subsidies, and company size as control variables, together affect financial distress.
The researchers indicate that the adjusted R2 value is 23.8%, which means financial distress
variability can be explained by the four variables is 23.8%. 77,2% is explained by other variables
not included in the model.

Table 5. Test Results F
Model
1

Sum of
Squares

df

Mean
Square

F

Sig.

Regression

2.803

4

.701

4.818

.003b

Residual

6.544

45

.145

Total

9.347

49

a. Dependent Variable: FD
b. Predictors: (Constant), Size, SUB, EM, Prod

Table 6. Test Results t
Model

1

Unstandardized
Coefficients

Standardized
Coefficients

t

Sig.

B

Std. Error

−.070

.347

−.203

.840

.080

.023

.550

3.438

.001

EM

−.007

.018

−.061

−.415

.680

SUB

.280

.170

.223

1.646

.107

Size

.460

.223

.329

2.058

.045

(Constant)
Prod

Beta

a. Dependent Variable: FD

7. Discussion
7.1. Effect of earning management on financial distress
The first hypothesis states that earnings management has an effect on financial distress. Based on
the results of the study, it is seen that the coefficient of Earnings Management influence on
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financial distress is 0.28 and the significance level is 0.68 or 68%. It means that earnings manage
ment has no effect on financial distress. Therefore, the first hypothesis is rejected.
This result contradict to research conducted by Ghazali et al. (2015), Kurniawan (2017), and
Ghazali et al. (2015) found that company managers are increasingly involved in earnings manage
ment when the company is financially healthy and when the profits are high. Kurniawan (2017)
showed that earnings management increases the possibility of companies to committ fraud.
These findings provide information to the public that they must believe in the management
quality of SOEs and the effectiveness of monitoring process carried out on SOEs’ management.
Internal control has been running well and external auditors have reviewed the financial state
ments according to existing standards so that there is no more room for earnings management.
Public suspicion about poor management of SOEs causing financial difficulties is not empirically
proven. Therefore, the public should be able to accept the government’s decision to restructure
prices in order to improve the performance of SOEs. Based on the research findings, an increase in
prices is needed to improve company performance.

7.2. Effect of marketing productivity on financial distress
The second hypothesis states that marketing productivity influences financial distress. The results of
the analysis show that the coefficient of the impact of marketing productivity on financial distress is
0.023, and the level of significance is 0.01 or 1%. Therefore, marketing productivity has an effect on
financial distress, then the second hypothesis is accepted. Marketing productivity is the ratio of total
sales to sales costs. From this ratio, the researchers can show that the higher the total sales obtained
by an entity and the higher the efficiency of the cost of sales are, the company will achieve positive
marketing productivity. The higher the marketing productivity, the higher the score and this indicates
a decreasing level of financial distress. These findings indicate that higher marketing productivity will
improve the financial health condition of SOEs. Management can improve marketing productivity by
increasing sales or reducing sales costs through production efficiency. Sales can be increased by the
upswing in sales volume or rates. The sales volume of SOEs is limited by production capacity. So the
main key to reduce financial distress is that the public must be willing to accept the government’s
decision to restructure tariffs or prices for products or services managed by SOEs periodically so that
the financial condition of SOEs is getting healthier. Financial health will affect the performance.
Companies can use e-marketing to improve sustainable performance (Sheikh et al., 2018).
The results of this study are also consistent with (Widhiari & Merkusiwati, 2015) who stated that
Sales Growth affects financial distress. But this result is different from the findings which stated
that sales growth had no effect on financial distress (Lisiantara & Febrina, 2018).

7.3. Effect of government subsidies on financial distress
The third hypothesis states that government subsidies influence financial distress. Based on the
results, it is shown that the coefficient of earnings management influence on financial distress is
−0.047 and a significance level is 0.223 or 22.3%. The significance level of 22.3% shows that the
effect of government subsidies is not significant in influencing financial distress. This findings show
that high subsidies do not cause an decrease in financial distress.
Subsidy only helps the deficit of operating expenses over operating income. Subsidy is not
granted to help SOEs to pay debts and finance investments. The government provides subsidies
as a social policy tool, for example, protecting the poor, improving income distribution, and
increasing or maintaining employments (Schwartz & Clements, 1999). SOEs make investments to
expand their operations as an implementation of government assignments. SOEs are responsible
for financing the investment without any assistance from the government. Subsidy does not affect
financial distress because the difficulties of SOEs in meeting debt payments for investment finan
cing are not covered by subsidy. The purpose of subsidy is equitable distribution so that people in
low economic strata can enjoy the services and products of SOEs according to their capability.
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Subsidies are made because the selling price of SOEs services and products without subsidies,
which is calculated using a reasonable cost-plus margin, is high. The selling price is lowered and
the difference is paid by the government in the form of a subsidy. The government should
subsidize the right people by registering and separating between those members of society
needing and the ones that do not need subsidy. The selling price is determined based on
a single tariff and subsidy is provided directly to people needing subsidy.

7.4. Effect size on financial distress
The test results show that firm size has an effect on financial distress. Fast-growing companies will
operate efficiently because they can control raw materials from upstream to downstream portions
of supply chain. Production costs will be smaller if the company operates on a large scale. It needs
to develop SOEs in Indonesia so that they can become large companies and operate efficiently.
Expansion funds can be drawn from internal financing through generated profits. This result is
consistent with Nurhayati’s research which shows that company size has a positive influence on
profitability (Nurhayati, 2013).

8. Summary and conclusion
In this research,the researchers analyzed the effect of earning management, marketing produc
tivity, and subsidies on financial distress in state-owned companies. The analysis showed that
marketing productivity had an impact on Financial Distress in SOEs. High or low level of marketing
productivity affects the high and low level of companies’ possibility of experiencing financial
distress. The positive influence of this study shows that the high productivity of SOEs marketing
can cause financial distress. This condition is due to SOEs receiving assignments from the govern
ment to meet the needs of the community without regard to the level of profitability and financial
capability. High marketing productivity shows that SOEs are achieving high sales to meet public
demand. Furthermore, earnings management had no effect on financial distress in state-owned
companies. SOEs management makes earnings management within certain limit so that it does
not affect financial distress.
Other findings indicate that government subsidies do not affect financial distress. This finding
shows that the goal of subsidies is not to resolve financial difficulties, but to cover operational
costs due to the selling price set by the government is below the selling price in the market.
Therefore the size of the subsidies does not affect financial distress. And than, firm size variable
had a significant positive effect on financial distress. The bigger the company is, the more likely it is
to experience financial distress.
This research has limitations that future researchers can make it better. The current research is only
limited to sample of SOEs. Future researches are expected to expand the sample and add more other
industrial sectors in order to find out the influence of marketing productivity, earnings management on
financial distress.This research only used marketing productivity, earnings management and subsidies as
well as company size as control variables. Further research needs to examine other variables outside the
independent variables used in this study that affect financial distress.
Acknowledgements
We gratefully acknowledge the financial support of the
Directorate General of Strengthening Research And
Development for providing funding for this research in the
Master Thesis Research Grant Scheme under Research
Contract
Number
113/SP2H/LT/DRPM/2019
dated
11 March 2019.
Funding
The authors received no direct funding for this research.
Author details
Nur Sayidah1
E-mail: sayidah36@gmail.com
ORCID ID: http://orcid.org/0000-0003-0583-9086

Aminullah Assagaf1
ORCID ID: http://orcid.org/0000-0002-1719-2227
Zulfikar Faiz1
1
Faculty of Economics and Business, University of Dr.
Soetomo Surabaya, Indonesia.
Citation information
Cite this article as: Does earning management affect
financial distress? Evidence from state-owned enterprises
in Indonesia, Nur Sayidah, Aminullah Assagaf & Zulfikar
Faiz, Cogent Business & Management (2020), 7: 1832826.
References
Alhebri, A. A., & Al-duais, S. D. (2020). Family businesses
restrict accrual and real earnings management :
Page 11 of 14

Sayidah et al., Cogent Business & Management (2020), 7: 1832826
https://doi.org/10.1080/23311975.2020.1832826

Case study in Saudi Arabia. Cogent Business &
Management, 7(1), 1–15. https://doi.org/10.1080/
23311975.2020.1806669
Altman, E. I. (2018). Applications of Distress Prediction
Models: What Have We Learned After 50 Years from
the Z-Score Models? International Journal of
Financial Studies, 6(3), 70. https://doi.org/10.3390/
ijfs6030070
Altman, E. L. (1983). Firms in financial distress. New York:
Wiley.
Assagaf, A. (2017). Subsidy government tax effect and
management of financial distress state owned
enterprises - case study sector of energy, mines and
transportation. International Journal of Economics
Research, 14(7), 331–346. https://scholar.google.co.
id/scholar?hl=id&as_sdt=2005&sciodt=0%2C5&cites=
6225199641511629720&scipsc=&q=Assagaf%2C+A.
+%282017%29.+Subsidy+Government+Tax+Effect
+and+Management+of+Financial+Distress+State
+Owned+Enterprises+-+Case+Study+Sector+of
+Energy+%2C+Mines+and+Transportation.+14%
287%29%2C+331%E2%80%93346.&btnG=
Assagaf, A., & Yunus, E. (2016). Effect of investment
opportunity set (Ios), level of leverage and return to
return stock market company in indonesia stock
exchange. International Journal of Applied Business
and Economic Research, 14(3), 1625–1644. https://
scholar.google.co.id/scholar?hl=id&as_sdt=0%
2C5&q=Assagaf%2C+A.%2C+%26+Yunus%2C+E.+%
282016%29.+Effect+Of+Investment+Opportunity
+Set+%28Ios%29%2C+Level+Of+Leverage+And
+Return+To+Return+Stock+Market+Company+In
+Indonesia+Stock+Exchange&btnG=
Assagaf, A., Yusoff, Y. M., & Hassan, R. (2017, October).
Government subsidy, strategic profitability and its
impact on financial performance : Empirical evidence
from Indonesia. Investment Management and
Financial Innovations, 14(3), 135–147. https://doi.org/
10.21511/imfi.14(3).2017.13
Bhattacharya, S. (1979). Imperfect information, dividend
policy, and the bird in the hand “ fallacy “. The Bell
Journal of Economic, 10(1), 259–270. http://ecsoc
man.hse.ru/data/907/126/1231/Bhattacharya_-_assy
metry_1979.pdf
Bisogno, M., & Luca, R. D. (2015). Financial Distress and
Earnings Manipulation : Evidence from Italian SMEs., 4
(1), 42–51. https://www.researchgate.net/profile/
Marco_Bisogno/publication/274985990_Financial_
Distress_and_Earnings_Manipulation_Evidence_
from_Italian_SMEs/links/
552e08060cf21acb092193c9.pdf
Bloom, N., & Reenen, J. V. (2007). Measuring and
explaining management practices across firms and
countries. Quarterly Journal of Economics, 122(4),
1351–1408. https://doi.org/10.1162/qjec.2007.122.4.
1351
Brynjolfsson, E., & Hit, L. M. (1998). Beyond the produc
tivity paradox : computers are the catalyst for bigger
changes. Communications of the ACM, 41(8), 49–55.
https://doi.org/10.1145/280324.280332
Certo, S. T. (2003). Influencing initial public offering
investors with prestige : Signaling with board
structures. Academy of Management Review, 28(3),
432–446. https://doi.org/10.5465/amr.2003.
10196754
Chairunesia, W., Sutra, P. R., & Wahyudi, S. M. (2018).
Pengaruh good corporate governance dan finan
cial distress terhadap manajemen laba pada per
usahaan indonesia yang masuk dalam asean
corporate governance scorecard. Profita:
Komunikasi Ilmiah Akuntansi Dan Perpajakan, 11

(2), 232–250. https://doi.org/10.22441/profita.
2018.v11.02.006
Choy, S. L. W., Munusamy, J., & Chelliah, S. (2011). Effects
of financial distress condition on the company per
formance : A Malaysian perspective. Review of
Economics & Finance, 1(4), 85–99. https://scholar.
google.co.id/scholar?hl=id&as_sdt=0%2C5&q=Choy%
2C+S.+L.+W.%2C+Munusamy%2C+J.%2C+%26
+Chelliah%2C+S.+%282011%29.+Effects+of
+Financial+Distress+Condition+on+the+Company
+Performance%E2%80%AF%3A+A+Malaysian
+Perspective.+Review+of+Economics+%26+Finance
%2C+85%E2%80%9399&btnG=
Etikan, I. (2017). Comparison of convenience sampling
and purposive sampling comparison of convenience
sampling and purposive sampling. American Journal
of Theoretical and Applied Statistics, 5(1), 1–4. https://
doi.org/10.11648/j.ajtas.20160501.11
Ghazali, A. W., Shafie, N. A., & Sanusi, Z. M. (2015).
Earnings management : An analysis of opportunistic
behaviour, monitoring mechanism and financial
distress. Procedia Economics and Finance, 28(April),
190–201. https://doi.org/10.1016/S2212-5671(15)
01100-4
Ghozali, I. (2011). Aplikasi analisis multivariate dengan
program SPSS. Badan Penerbit Universitas
Diponegoro Semarang.
Gunawan, A., Assagaf, A., Sayidah, N., & Mulyaningtyas, A.
(2019). Financial distress Di Bumn Indonesia Dan
Faktor-Faktor Yang Mempengaruhi. Ekuitas: Jurnal
Ekonomi Dan Keuangan, 3(2), 226–243. https://doi.
org/10.24034/j25485024.y2019.v3.i2.4135
Habib, A., Bhuiyan, B. U., & Islam, A. (November 2012).
Financial distress, earnings management and market
pricing of accruals during the global financial crisis.
11 Th Auckland Regional Conference, 1–39.
Auckland, New Zealand.
Healy, P. M. (1985). THE EFFECT OF BONUS SCHEMES ON
ACCOUNTING DECISIONS* Paul M. HEALY. Journal of
Accounting and Economics, 7(1–3), 85–107. https://
doi.org/10.1016/0165-4101(85)90029-1
Hotchkiss, E. S., John, K., Mooradian, R. M., &
Thorburn, K. S. (2008). Bankruptcy and the resolution
of financial distress. E. Eckbo (Ed.), Handbook of
empirical corporate finance (Vol. 2, pp. 1–47). Elsevier
B.V. https://doi.org/10.1016/S1873-1503(06)01003-8
Ibrani, E. Y., Faisal, F., & Handayani, Y. D. (2019).
Determinant of non-GAAP earnings management
practices and its impact on firm value. Cogent
Business & Management, 6(1), 1–17. https://doi.org/
10.1080/23311975.2019.1666642
Jacoby, G., Li, J., & Li, M. (2019). Financial distress, political
affiliation, and earnings management: The case of
politically-affiliated private firms. The European
Journal of Finance, 25(6), 508–523. https://doi.org/10.
1080/1351847X.2016.1233126
Karasek, R., & Bryant, P. (2012). SIGNALING THEORY :
PAST, PRESENT, AND FUTURE. Academy of Strategic
Management Journal, 11(1), 91–99. https://www.
researchgate.net/profile/Havard_Asvoll/publication/
287944109_Innovation_in_large_corporations_A_
development_of_the_rudimentary_theory_of_effec
tuation/links/57dbc9e408ae4e6f184574ae/
Innovation-in-large-corporations-A-development-ofthe-rudimentary-theory-of-effectuation.pdf#page=
99
Kurniawan, A. (2017). Pengaruh Manajemen Laba
Terhadap financial distress Melalui Terjadinya fraud.
Jurnal Akuntansi, 6(2), 152–166. https://scholar.goo
gle.co.id/scholar?hl=id&as_sdt=0%2C5&q=Kurniawan
%2C+A.+%282017%29.+Pengaruh+Manajemen

Page 12 of 14

Sayidah et al., Cogent Business & Management (2020), 7: 1832826
https://doi.org/10.1080/23311975.2020.1832826

+Laba+Terhadap+Financial+Distress+Melalui
+Terjadinya+Fraud.+Jurnal+Akuntansi%2C+6%282%
29%2C+152%E2%80%93166.&btnG=
Lemonakis, C., Garefalakis, A., Giannarakis, G.,
Tabouratzi, E., & Zopounidis, C. (2017). Innovation
and SMEs financial distress during the crisis period :
The Greek Paradigm. In C. Floros & I. Chatziantoniou,
(Eds..), The Greek Debt Crisis (pp. 285–313). https://
doi.org/10.1007/978-3-319-59102-5
Lisiantara, G., & Febrina, L. (2018). GROWTH SEBAGAI
PREDITOR FINANCIAL DISTRESS (STUDI EMPIRIS
PADA PERUSAHAAN MANUFAKTUR YANG TERDAFTAR
DI BURSA EFEK INDONESIA TAHUN 2013-2016).
Prosiding SENDI_U, (2018, 978–979. https://scholar.
google.co.id/scholar?hl=id&as_sdt=0%2C5&q=
Lisiantara%2C+G.%2C+%26+Febrina%2C+L.+%
282018%29.+GROWTH+SEBAGAI+PREDITOR
+FINANCIAL+DISTRESS+%28+STUDI+EMPIRIS+PADA
+PERUSAHAAN+MANUFAKTUR+YANG+TERDAFTAR+DI
+BURSA+EFEK+INDONESIA+TAHUN+2013-2016+%
29.+Prosiding+SENDI_U+2018%2C+978%E2%80%
93979.&btnG=
Luqman, R., Hasan, M., Tabasum, S., Khakwani, M. S., &
Irshad, S. (2018). Probability of financial distress and
proposed adoption of corporate governance struc
tures : Evidence from Pakistan. Cogent Business &
Management, 5(1), 1–14. https://doi.org/10.1080/
23311975.2018.1492869
Mandana, I. W. M., & Artini, L. G. S. (2011). Pengaruh
Struktur Aktiva, Tingkat Pertumbuhan Penjualan,
Profitabilitas Dan Pertumbuhan Perusahaan
Terhadap Struktur Modal Pada PT. PLN (Persero)
Distribusi Bali Periode 2004-2011. E-Journal
Manajemen Universitas Udayana, 4(7), 1798–1815.
https://ojs.unud.ac.id/index.php/Manajemen/article/
view/9293
Nurhayati, M. (2013). Profitabilitas, likuiditas dan ukuran
perusahaan pengaruhnya terhadap kebijkan dividen
dan nilai perusahaan sektor non jasa. Jurnal
Keuangan Dan Bisnis, 5(2), 144–153. https://www.
researchgate.net/profile/Mafizatun_Nurhayati/publi
cation/326551702_PROFITABILITAS_LIKUIDITAS_
DAN_UKURAN_PER/links/5b55a54a0f7e9b240ff
de26a/PROFITABILITAS-LIKUIDITAS-DAN-UKURANPER.pdf
O’Sullivan, D., & Abela, A. V. (2007). Marketing perfor
mance measurement ability and firm performance.
Journal of Marketing, 71(April), 79–93. https://doi.org/
10.1509/jmkg.71.2.079
Panigrahi, A. (2019). Validity of Altman ’ s “ Z ” score
model in predicting financial distress of pharmaceu
tical companies. Nmims Journal of Economics and
Public Policy, IV(1), 65–73. https://www.researchgate.
net/profile/Ashok_Panigrahi2/publication/
330752468_Validity_of_Altman%27s_Z_Score_
Model_in_Predicting_Financial_Distress_of_
Pharmaceutical_Companies/links/
5c5286d892851c22a39d38cf/Validity-of-Altmans-ZScore-Model-in-Predicting-Financial-Distress-ofPharmaceutical-Companies.pdf
Paramita, N. N. E. Y., Sujana, E., & Herawati, N. T. (2017).
PENGARUH FINANCIAL DISTRESS, RISIKO LITIGASI
DAN PENGUNGKAPAN CORPORATE SOCIAL
RESPONSIBILITY TERHADAP MANAJEMEN LABA (Studi
Empiris pada Perusahaan Manufaktur yang Terdaftar
di Bursa Efek Indonesia Periode 2014-2016).
e-Journal Akuntansi S1 Universitas. E-Journal
Akuntansi S1 Universitas, 8(2). http://dx.doi.org/10.
23887/jimat.v8i2.13157
Platt, H. D., & Platt, M. B. (2006). Understanding differ
ences between financial distress and bankruptcy.

Review of Applied Econmics, 2(2), 141–157. https://
scholar.google.co.id/scholar?hl=id&as_sdt=0%
2C5&q=Platt%2C+H.+D.%2C+%26+Platt%2C+M.+B.+
%282006%29.+Understanding+Differences+Between
+Financial+Distress+and+Bankruptcy.+Review+of
+Applied+Econmics%2C+2%282%29%2C+141%E2%
80%93157.&btnG=
Platt, H. D., Platt, M. B., & Chen, G. (1995). Sustainable
growth rate of firms in financial distress. Journal of
Economics and Finance, 19(2), 147–151. doi:10.1007/
BF02920515
Putri, R., & Sopian, D. (2017). Pengaruh Rasio Keuangan
Dan Ukuran Perusahaan Terhadap Financial Distress
(Studi Empiris Pada Perusahaan Food And Beverage Di
Bursa Efek Indonesia). Competitive Jurnal Akuntansi
Dan. http://jurnal.umt.ac.id/index.php/competitive/
article/viewFile/240/154
Ross, S. A., Bell, T., Spring, N., & Ross, S. A. (1977). The
determination of financial structure : The
incentive-signalling approach. The Bell Journal of
Economics, 8(1), 23–40. https://www.researchgate.
net/profile/Stephen_Ross3/publication/24048376_
The_Determination_of_Financial_Structure_The_
Incentive_Signaling_Approach/links/
55a65e1608ae25a698e01ec4/The-Determination-ofFinancial-Structure-The-Incentive-SignalingApproach.pdf
Rust, R. T., Ambler, T., Carpenter, G. S., Rust, R. T.,
Ambler, T., Carpenter, G. S., & Kumar, V. (2004).
Measuring marketing productivity : Current knowl
edge and future directions measuring marketing
productivity. Journal of Marketing, 68(4), 76–89.
https://ink.library.smu.edu.sg/cgi/viewcontent.cgi?
referer=https://scholar.google.com/&httpsredir=
1&article=2252&context=lkcsb_research
Saleh, N. M., & Ahmed, K. (2005). Earnings Management of
Distressed Firms during Debt Renegotiation, Accounting
and Business Research, 35(I), 69–86. https://www.
researchgate.net/profile/Kamran_Ahmed7/publica
tion/232869913_Earnings_Management_of_
Distressed_Firms_during_Debt_Renegotiations/links/
556e827708aec2268308c709.pdf
Sayidah, N., Ady, S. U., Mulyaningtyas, A., Winedar, M.,
Supriyati, J., Sutarmin, S., & Assagaf, A. (2019).
Quality and University Governance in Indonesia.
International Journal of Higher Education, 8(4),
10–17. https://doi.org/10.5430/ijhe.v8n4p10
Sayidah, N., & Assagaf, A. (2019). Tax amnesty from the
perspective of tax official. Cogent Business &
Management, 6(1), 1–12. https://doi.org/10.1080/
23311975.2019.1659909
Sayidah, N., Assagaf, A., & Possumah, B. T. (2019).
Determinant of state-owned enterprises financial
health : Indonesia empirical evidence. Cogent
Business & Management, 6(1), 1–15. https://doi.org/
10.1080/23311975.2019.1600207
Sayidah, N., Hartati, S. J., & Muhajir, M. (2020). Academic
cheating and characteristics of accounting students.
International Journal of Financial Research, 11(1),
189–196. https://doi.org/10.5430/ijfr.v11n1p189
Schwartz, G., & Clements, B. (1999). Government
subsidies. Journal of Economic Surveys, 13(2),
119–148. https://doi.org/10.1111/1467-6419.00079
Senbet, L. W., & Seward, J. K. (1995). Financial distress,
bankruptcy and reorganization. In Handbook in
operation research (Vol. 9, pp. 921–961). Elsevier B.V.
Sheikh, A. A., Rana, N. A., Inam, A., Shahzad, A.,
Awan, H. M., Ahmed, A., Shahzad, A., & Wright, L. T.
(2018). Is e-marketing a source of sustainable busi
ness performance? Predicting the role of top man
agement support with various interaction factors.

Page 13 of 14

Sayidah et al., Cogent Business & Management (2020), 7: 1832826
https://doi.org/10.1080/23311975.2020.1832826

Cogent Business & Management, 5(1), 1–22. https://
doi.org/10.1080/23311975.2018.1516487
Sheth, J. N., & Sisodia, R. S. (2002). Marketing productivity:
Issues and analysis. Journal of Business Research, 55(5),
349–362. https://doi.org/10.1016/S0148-2963(00)00164-8
Spence, M. (1973). Job Market Signaling. Quartely Journal
of Economics, 87(3), 355–374. https://doi.org/10.
2307/1882010
Syverson, C. (2010). What determines productivity? (No.
15712). Massauchusetts.
Udin, S., Khan, M. A., & Javid, A. Y. (2017). The effects of
ownership structure on likelihood of financial dis
tress : An empirical evidence. Corporate Governance:

The International Journal of Business in Society, 17
(4), 589–612. https://doi.org/10.1108/CG-03-20160067
Warner, B. (1977). Bankruptcy, absolute priority, and the
pricing of risky debt claims. Journal of Financial
Economics, 4(3), 239–276. https://doi.org/10.1016/
0304-405X(77)90002-2
Widhiari, N. L., & Merkusiwati, L. (2015). Pengaruh Rasio
Likuiditas, Leverage, Operating Capacity, Dan Sales
Growth Terhadap Financial. E-Jurnal Akuntansi
Universitas Udayana 1, 11(2), 456–469. https://reposi
tori.unud.ac.id/protected/storage/upload/repositori/
70a4dd27b6f0237aeef9e0667a9ae426.pdf

© 2020 The Author(s). This open access article is distributed under a Creative Commons Attribution (CC-BY) 4.0 license.
You are free to:
Share — copy and redistribute the material in any medium or format.
Adapt — remix, transform, and build upon the material for any purpose, even commercially.
The licensor cannot revoke these freedoms as long as you follow the license terms.
Under the following terms:
Attribution — You must give appropriate credit, provide a link to the license, and indicate if changes were made.
You may do so in any reasonable manner, but not in any way that suggests the licensor endorses you or your use.
No additional restrictions
You may not apply legal terms or technological measures that legally restrict others from doing anything the license permits.

Cogent Business & Management (ISSN: 2331-1975) is published by Cogent OA, part of Taylor & Francis Group.
Publishing with Cogent OA ensures:
•

Immediate, universal access to your article on publication

•

High visibility and discoverability via the Cogent OA website as well as Taylor & Francis Online

•

Download and citation statistics for your article

•

Rapid online publication

•

Input from, and dialog with, expert editors and editorial boards

•

Retention of full copyright of your article

•

Guaranteed legacy preservation of your article

•

Discounts and waivers for authors in developing regions

Submit your manuscript to a Cogent OA journal at www.CogentOA.com

Page 14 of 14

