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Abstract: This study examines the expropriation that occurs in asset utilization due to tunneling.
This study aims to examine the effect of asset utilization on company performance. This study used
a sample of 130 companies in Indonesia to examine the effect of asset utilization on company
performance. This research uses simultaneous equation model with Three-Stage Least Square tech-
nique. The results showed that asset utilization has a positive and significant effect on company
performance. The result of the research shows that asset utilization which is managed and well
controlled has influence to improve company performance.
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INTRODUCTION

Expropriation can be done by majority
shareholder through company policy. Shleifer
and Vishny (1986) argue that majority share-
holders are more interested in using their con-
trols to gain private benefits. When the private
benefits of control are large, the majority share-
holder will seek to allocate the company’s re-
sources to generate the private benefits. The
way to obtain private benefits is through tun-
neling. Johnson et al. (2000) defines tunneling
as the transfer of resources out of the enter-
prise for the benefit of the controlling share-
holder. Transactions with related parties tunnel-
ing, among others: (1) cash payment transac-
tions; (2) asset purchases; (3) sale of assets;
and (4) asset exchange (Cheung et al., 2006;
Cheung, Qi, and Rau., 2009). Based on these
problems, agency conflicts in asset utilization if
not resolved with the correct mechanism and
do not find the right solution, it will affect the
company performance. Therefore, through this
research is expected to get the right solution to
do the control mechanism to asset utilization to
reduce agency conflict. The higher intensity of
agency conflict that occurs will affect the de-

crease in corporate performance due to in-
creased agency costs and conversely the lower
the intensity of the conflict will affect the in-
crease in corporate performance due to de-
creased agency costs. The issue of agency con-
flict needs to be examined and found the right
solution to perform a control mechanism on
asset utilization that affects the company’s per-
formance. Therefore, this study is focused on
resolving agency conflicts that occur within the
asset utilization due to tunneling.

LITERATURE REVIEW

Asset Utilization

Asset utilization is a measure of the com-
pany’s ability to produce (Ellis, 1998). Non-
utilized firm assets represent a loss in relation
to investments caused by inefficient use of as-
sets. In addition, assets that are not being prop-
erly utilized will have an effect on increasing
agency costs because managers do not act in
the best interests of the owners in using assets
owned by the company (Fleming, Heaney, and
McCosker, 2005). Previous research has shown
that manager behavior can be monitored by


