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ABSTRACT 

The asset specification level determines the financing decision. Transaction theory suggests that assets with 

high specifications level are financed with debt, while assets with low specifications level should be financed 

with equity. This study aim is to analyze the effect of asset specification on debt financing decision and the 

impact on finances. Data was collected from manufacturing companies listed on Indonesian Stock Exchange 

for 2010 to 2017 period. Data analysis is multiple linear regression and probit regression. The findings 

showed that asset specification did not become basis for financing decisions. The high asset specification 

gives opportunity to make debt financing decision but the directions is reverse with theory. The study findings 

also showed that debt financing decision will decrease the financial performance if the company has high 

asset specification. 
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1. INTRODUCTION  

Not all companies start a business with high level of 
complexity, including the open (Go Public) companies. Not 

complex activities will affect the fixed assets usage, mainly 
related to technology. These assets usage lead to financing 

decisions of the company. The financing types to finance 

investments are current investment (working capital) and 
fixed asset investment. These are debt and equity financing 

type. This financing decision is related to transaction costs 
economics. Foss [1] in [2] suggested it as an important 

concept in economics related to financial elements. Knight 

[3] has related the uncertainty in entrepreneurial 
management with the importance of assessment at 

entrepreneur’s side, which finally relates organization assets 

and company employees [4]. 
Companies have potential assets to make company managers 

think about how to use these assets to get high value in long 
run. Reference [2] divided asset characteristics into (1) 

specification assets and (2) non-specification assets. Failure 

to align the financing types with unique assets owned by 
company can damage the company. Theory of transaction 

costs economics stated that companies projects with very 

specific assets should use equity than debt funding [5],[6]. 
Debt is a financing type that suitable for general investment 

types. If the project goes bad, creditor can take over the 
assets and move it to other alternatives with low productive 

loss value. Conversely, more specific assets will be more 

difficult to move, so debt financing will less favourable 

[5],[6]. The company may decide to scarify special 

investment features with greater chance to move, or may 

choose a funding type that more suitable for specific assets. 
Reference [2] said that in more specific technology, the 

failure company will difficult to sell it in secondary market. 
Therefore, higher technological uniqueness tends to be 

funded by equity. Reference [5] emphasized that companies 

with very specific assets projects should use more equity 
financing not debt financing; it has implications to company 

performance. 

The transaction costs economics also has implications to 
company’s performance. Reference [2] stated and proved 

that failing to harmonize the governance structures with asset 
uniqueness will damage the company. Reference [7] 

examined 190 IT projects and showed that companies prefer 

to use employees in companies for higher asset uniqueness. 
This research develops the research of [2] on entrepreneurial 

finance who exploring the effect of asset specifications on 

financing decisions in new small business and established in 
2003. This research was conducted on go public companies 

with larger assets to find the consistency of financing 
decisions in established business cycles. The theory of 

entrepreneurial financial management explained that 

financing decisions was adjusted to business life cycle. 
Reference [2] research did not examine the effect of 

financing decisions on company performance. In addition, 

the control variable is consistent with research object, 
namely SMEs within start-up business cycle. This research 

uses liquidity, firm size, company diversification, and 
company age as control variables because the research 

objects are go public companies at Indonesia Stock 
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Exchange. Based on research gab, this research examines 
financing decisions and the impact on financial performance 

based on perspective of transaction cost economics theory. 

2. THEORETICAL REVIEW 

2.1.  Capital Structure 

Growth in sales requires growth in operating capital, and this 
often needs external funds from a combination of equity and 

debt. Reference [8] defined this combination as capital 

structure. Reference [9] also defined capital structure as a 
combination of long-term permanent company financing in 

form of long-term debt, preferred stock, and common  

equity. It can be concluded that capital structure is a 
combination company financing in long term that consists of 

long-term debt and total equity which includes ordinary or 
preferred shares, capital surpluses and retained earnings.  

Financial theory explains that companies use capital 

structure as a financing policy that plays an important role to 
increase the firm value. In traditional approach, managers 

can increase the total firm value through optimal capital 

structure where the optimal capital structure can minimize 
the capital costs [9]. The larger portion of debt can accelerate 

the company growth and the dividends distribution to 
investors becomes larger [10]. Larger dividends distribution 

will increase firm value  as measured by earnings per share 

(EPS).  

2.2.  Theory of Transaction  Cost Economics 

Theory of  transaction cost economics focuses on contractual 

relations and question of whether transactions are better 

managed by companies than market. Transaction change 
from market to company involves a trade off of high 

incentive benefits (found in market) to get benefit of 
coordinated adaptation (found within company). References 

[11], [12] put the basics theory. The main prediction is the 

transactions with higher uniqueness of assets are more likely 
to be managed within company, ceteris paribus.  

The transaction costs economics also has implications to  

company’s financial performance. Other research has stated 
and demonstrated that failure to align governance structures 

with unique assets has adverse consequences for companies. 
Reference [7] studied 190 IT projects and showed that 

companies were more likely to use employees in company 

when the asset uniqueness increased. The company also 
showed that failure to align contractual arrangements with 

unique assets has a negative effect on profitability. Reference 

[13] examined the R&D alliance in telecommunications 
industry and showed that number of patents is lower when 

the alliance contract is not aligned with attribute of project's 
basic asset. Reference [14] put main predictions that 

transaction costs economics have been empirically 

documented in various researches, including industrial, 
marketing, financial, accounting, and legal organizations.  

References [5] and [6] used theory of transaction costs 
economics to suggest that company’s projects with very 

specific assets will be more likely to use equity than debt 

financing. If the project goes bad, debtor can take over the 
assets and move it to other alternatives that have low 

productive loss value. Conversely, more specific assets will 
be more difficult to move, so debt financing will be offered 

with less favourable terms.  

2.3.  Financial performance 

The company's financial performance is measured from 
financial aspect. One aspect assessed in financial 

performance is profitability. Profitability is the net result of a 

number of policies and decisions [8]. Profitability is 
measured by ratios to measure the effectiveness of a 

company's operations. Ratios to measure profitability are: (1) 

net profit margin, (2) operating profit margin, (3) gross profit 
margin, (4) basic earning power, (5) return on total assets, 

and (6) return on equity. This research uses profitability ratio 
of return on total assets to measure financial performance. 

The formula to calculate the return on assets is adopted from 

[8]. 

       (1) 

2.4. Conceptual Framework and Hypothesis 

The conceptual framework comprehensively is based on 

theory, previous studies, research methods and analysis 
method, in accordance with the objectives and model to 

guide this research analysis. The relationship between 
concepts is visualized in Fig. 1. 

 

 

 

 

 

Figure 1. Research Conceptual Framework 

Based on the problem and conceptual framework of research, 

the research hypotheses can be stated below.  

H1. Assets with high specifications have a significant and 
negative effect on debt financing decisions 

H2. Assets with high specifications have a significant and 
negative effect on high debt financing decisions 

H3. High debt financing has a significant negative effect on 

company's financial performance if the assets have high 
specifications 

3. RESEARCH METHODS 

Research Approach 

This research uses a positivist (quantitative) approach. The 
positivist approach is based on empirical rational principles. 
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Positivist researchers assume that reality actually exists and 
can be described through measurable variables. 

 

Research Types 
This is explanatory research type to test hypotheses. 

Hypothesis is intended to explain causal relationship 
between the research variables, namely the affected variable 

(the dependent variable) and affecting variables (independent 

variable). 
 

Research Period 

This research was conducted in 2010-2017 period. 
 

Population and Sample 
The population is manufacturing companies listing in 

Indonesia Stock Exchange (IDX). The samples have 

following criteria:  
1. The company was never delist during the research 

period. 

2. The company publishes financial statements during the 
research period 

3. The company has financial statements in rupiah 
4. The company reports in detail the types of fixed assets 

5. The company did not have a negative retained earnings 

during the research period 
Based on above criteria, all selected companies can be used 

as research samples. Thus this research uses saturated or 

census sampling technique. Total observations based on 
critical isolation criteria are 368 unit. 

 
Data Collection Methods and Types 

This research uses secondary data source type. The data is 

collected by documentation method. 
 

Identification and Definition of Research Variables 
Company financial performance (Y) is the dependent 

variable to show the company's performance in a financial 

perspective. Proxies to measure financial performance are 
Return on Assets (ROA). ROA calculation is adopted from 

[8].  

     (2) 
Financing Decision (Z) is an intervening variable related to 
managers' decisions to the funds type usage for company’s 

funding. This financing decision covers two types, namely 
financing with debt and financing with equity. Financing 

decisions calculation is adopted from [8]. 

         (3) 
Asset specifications (X) are independent variables to show 

the asset uniqueness. There are two types of asset 
specifications. First is physical asset, consisting of 

machinery and special equipment that cannot easily 

transferred to other usages. Second are intangible assets such 
as Goodwill and / or Intellectual Property Rights (Patent, 

Trademark, Copyright). These physical assets are referred to 

as "other assets" by [2] and formulated below. 

       (4) 

Description :  
Assets specification = 1 if the company has Goodwill and / 

or Intellectual Right  

Assets specification = 0 if the company does not have 
Goodwill and / or Intellectual Right 

The assets specification is measured by first proxy because 
manufacturing companies listed on Indonesia Stock 

Exchange tend to have intangible assets. 

 
Data analysis method 

Data analysis methods are grouped into two. First is 

descriptive statistical analysis to determine the characteristics 
of company based on indicators of each research variable. 

Second is inferential statistical analysis to test the research 
hypotheses. Multiple linear regression and logistic regression 

are used to meet the research objectives. 

4. RESEARCH RESULTS AND DISCUSSION 

Descriptive Analysis 

Descriptive statistics are presented in Table 1. 

 

Table 1. Results of Descriptive Statistics Calculation 

 

Source: Processed Financial Statements of Manufacturing Company 

listed in Stock Exchange 

Table 1 show that assets specification has an average value 
of 31,86288 and a standard deviation of 19.88294. This 

means that magnitude asset specifications used by company 
operations have high level variation as reflected by high 

standard deviation. This is due to sample companies 

covering all manufacturing companies listed in Indonesia 
Stock Exchange which consist of three categories of 

manufacturing companies, namely Basic and Chemical 

Industries, Various Industries, and Consumer Goods 
Industries. They have different characteristics to produce 

products and assets needed also very different. 
The long-term debt financing policy used in financing assets 

with high specifications has an average of 40.17709% with a 

standard deviation with small difference in magnitude 
because the standard deviation results are below the average 
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value. This research results also show that debt financing is 
still an important source of financing for manufacturing 

companies listed in IDX. More than 40% of company's 

capital structure is supported from external sources, namely 
long-term debt. 

The results of descriptive statistical calculations show that 
company's financial performance proxied by Return on 

Assets (ROA) has an average value of 10.87851% and 

standard deviation of 9.66661%. This shows that the 
company's financial performance is not much different in 

ROA, as evidenced by average ROA value is lower than the 

standard deviation value. 

Hypothesis testing 

Hypotheses are tested by Stata software program. Two 
models are tested differently. Multiple linear regression 

analysis is used to test the first and third hypotheses, while 

probit regression analysis is used to test the second 
hypothesis. 

The multiple linear regressions are used to test first 

hypothesis with a hope to get conformity of financial 
structures to asset specifications through the high technology 

usage by companies in production process. This self-
selection will produce estimates that are biased towards 

performance. One way to overcome self-selection is a 

"switching" regression analysis model [15]. The second 
hypothesis test is based on [7] with in self-selection approach 

in governance structure research . 

4.1 Effect of high specification assets on debt 

financing decisions 

Table 2 shows a summary of regression analysis to examine 
the model. 
 

Table 2. Summary of Calculation Results for Multiple 

Linear Regressions 

Variables Coefficient Sig. t Description 

Asset 

Specification  

-0.0007021 0.345 Insignificant 

R square: 0.3413 
Source: Multiple Linear Regression Calculations 

 

The model from multiple linear regression calculation is 

below: 

      (5) 

Table 2 shows that Asset Specification (X) does not have a 
significant effect on debt financing decisions (Y). The 

significance value is larger than alpha (0.345> 0.05). 

Therefore, first hypothesis that asset specification has a 
significant negative effect on debt financing decisions is 

rejected. 

The coefficient of determination value is 0.3413 or 34.13%. 
This means that total variance of debt financing decision 

variable can be explained by asset specification and control 

variables of 34.13%. The rest is explained by other variables 
outside this research model. 

4.2 The effect of high specification assets on 

high debt financing decisions 

Table 3 shows a summary of statistical results of probit 

regression analysis.  

Table 3. Summary of probit regression calculation 

Variable Coefficient Sig. t Description 

Asset 

Specification  

-0.0099828 0.000 Significant  

Source: Probit Regression Calculation 

The model from probit regression calculation is below: 

 

     (6) 
 

Table 3 shows that asset specification variable has a 
significant effect on high debt financing decisions (Y). The 

significance value is smaller alpha  (0,000 <0.05). Therefore, 

second hypothesis that high assets specifications have a 
significant negative effect on high debt financing decisions is 

accepted. The regression result shows that asset specification 

variable has a negative regression coefficient. 
Odds Ratio of asset specification is 0.9983. It means that 1 

unit increase in asset specification will increase the ratio of 
high debt financing decisions by 0.9983 times. In other 

words, every 1 unit increase in asset specifications increases 

create opportunity for companies to make high debt 
financing decisions by 0.983 times. 

4.3 The effect of high debt financing decisions 

on company's financial performance for 

high specification assets 

Table 4 shows a summary of statistical analysis using the 

multiple regression analysis. 

Table 4. Summary of multiple linear regression analysis 

Variable Coefficient Sig. z Description 

Constant 16.18584 0.000 Significant  

Debt ratio -13.20985 0.000 Significant  

R square: 0,3413 

 

The model from multiple regressions is below: 

                 (7) 
Table 4 shows that debt financing decision variable has a 

significant effect on financial performance if it has high 
specifications. The significance value of t is smaller than  α 

(0.00< 0.05). Therefore, third hypothesis that high debt 

financing decisions affect on company's financial 
performance with high the assets specifications is accepted. 
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The regressions show that debt financing decision variable 
has a negative regression coefficient. It can be concluded that 

1 unit increase in debt financing will reduce financial 

performance by 13.20985. 

4.4 Discussion 

Financing decisions play a vital role to determine capital 

structure to get optimum capital structure to create company 

value. Based on theory of transaction costs economics, 
companies projects with very specific assets will tend to use 

equity rather than debt financing, conversely projects with 
non-specific assets will tend to be financed with debt [5], [6]. 

If the project goes bad, creditors can take over the assets and 

move them to other alternatives that have low productive 
loss value. Conversely, more specific assets will be more 

difficult to move, so debt financing will less desirable. 

The multiple linear regression analysis and probit regression 
are done by entering the control variables of company 

characteristics consisting of liquidity, firm size, company 
diversification, firm age. The multiple linear regressions 

indicate that specific assets have no significant effect on debt 

financing decisions. It is inconsistent with [2] that asset 
specifications significantly affect on debt financing 

decisions. Specific improvement will decrease the debt 

financing.  
Asset Specification is generally used by companies to 

produce specific or unique products to distinguish them from 
other companies. Company operations with specific assets 

tend to use equity financing and company operations with 

non-specific assets tend to use debt financing [16],  [5], [6], 
[2], [7] and [17]. Companies with specific assets have better 

growth and sales opportunities so that choice of capital 
structure takes precedence from equity [17]. 

The second hypothesis is tested by probit regression. The 

results showed the opposite of multiple linear regression, 
where high assets specifications had a significant negative 

effect on high debt financing decisions. This shows that 

higher asset specifications decrease the opportunity for 
companies to make high debt financing decisions. In other 

words, higher technology uniqueness tends to be funded by 
with equity at greater proportions. 

This research results are consistent with [16], [5], [6], [2], [7] 

and [17] that high asset specifications have a significant 
effect on financing decisions with high debt with negative 

correlation and positive Odd ratio. Based on theory of 

transaction costs economics, these results are consistent with 
the prediction of [5] that debt ratio decreases when the of 

technological uniqueness asset increases. This condition will 
become the basis for creditors to impose a higher interest 

rate, and determine more conditions in debt contract. 

Company managers are faced with a choice between various 
sources of financing as debt, equity, and venture capital. 

Manager must look for trade-offs between the various types 

of capital. Each component of capital chosen by company 
carries different consequences to level of risk, benefits, and 

control [18]. 
This research results are also consistent with of [19] in 

testing the hypothesis of transaction costs economics. 

Specific resources negatively affect on leverage (debt 
financing). Therefore, financing decisions need to consider 

the level of assets specification and debt to equity ratio that 

will depend on proportion of strategic assets and normal 
resources in company compared to specific projects. 

A positive Odd ratio indicates that higher asset specifications 
give companies the opportunity to make high debt financing 

decisions, and vice versa. This research results are not 

consistent with theory of transaction costs economics which 
suggest that equity financing is better for projects with high 

asset specification, whereas debt financing is better for 

projects with low asset specification [5], [6] . This research 
results are also inconsistent with capital market theory [20]. 

Differences in research objects make this research results 
inconsistent with [2]. Reference [2] examined Small and 

Medium Enterprises (SMEs) at start-up stage of their 

business cycle, they are still very vulnerable and at high risk 
of failure because there is not much experience and sales 

position is not so high, and company position has not 

established and not yet bankable, so access to debt is low. 
This research examines companies listed on Indonesia Stock 

Exchange (IDX), average have been established for 40 years. 
They have been tested in dealing with various problems and 

taking solutions to problems that arise to make company can 

survive and be bankable. 
A lower level of assets specification reduces the net benefits 

of debt financing than equity financing. However, practice 

often shows a misalignment of asset specification in 
financing. Inconsistency arises when very specific assets are 

financed with debt or when non-specific assets are financed 
with equity. This is due to failure to adjust the asset 

specification financing to have a negative effect on 

profitability [18], [13] and [2]  due to inconsistencies in asset 
specification financing which cause costs and therefore have 

a negative impact on financial performance. 
This research results support the results of previous studies 

[18], [13] and [2]  that high specification assets have a 

significant effect on company financial performance. It leads 
the company to reduce net benefits. 

4.5 Research Limitations 

This research has several limitations. 

1. This research does not do a separate the research 
object, where different manufacturing industry groups 

have different characteristics. 

2. This research use variable company characteristics and 
do not use industry dummy and type of organization (as 

in research of [2] and competitive advantage as a 
control variable. 

3. The study did not examine the effect of asset 

specifications on financial performance through 

financing decisions 

 

5. CONCLUSION AND SUGGESTION 

The conclusions that can be drawn from results of this 

research are below. 
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1. Asset specifications do not become basis for company to 
determine debt financing decisions. This is likely due to 

company managers having easy access to formal 

financial institutions (banking) and considered bankable 
by bank. 

2. More specific asset technology increasing the 
opportunity for companies to make high debt financing 

decisions. These results are different from those 

suggested in theory of transaction costs economics. 
3. High debt financing decisions for companies with high 

asset specifications decrease the financial performance 

than companies with low debt financing decisions and 
low asset specifications. 

 
In order to overcome the limitations of this research, the 

suggestions are proposed below. 

1. Future researches should analysis per group of 
manufacturing industries to get comprehensive results of 

manufacturing industries, in addition to conducting an 

overall analysis of manufacturing industry. 
2. Future researches should add dummy variables of 

industry, organization type, and competitive advantage as 
control variables because the competitive advantage 

differs among manufacturing industry group which 

allows to produce different research results. 

3. Future research shoul add examine the effect of asset 

specifications on financial performance through 

financing decisions 
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