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Abstract. This study investigates the influence of the Employee Stock
Ownership Plan (ESOP) on corporate financial performance. ESOP refers to a
program that allocates company shares to employees, aiming to enhance their
motivation and productivity by fostering a sense of ownership. This research
focuses on food and beverage manufacturing companies listed on Southeast
Asian stock exchanges during 2020-2022. Eleven companies were chosen
through purposive sampling, with 33 data. Data analysis was performed through
simple linear regression with a one-tailed t-test. According to the findings,
implementing an ESOP does not significantly impact the financial performance
of the companies studied.

Keywords: Employee stock ownership plan, financial performance, agency
theory.

1 Introduction

Indonesia is the most extensive manufacturing industrial production base in Southeast
Asia. The manufacturing industry in Indonesia is experiencing rapid development; on
a national scale, the manufacturing industry contributes to an increase in the economy
of 20.27 percent. Indonesia has shifted its economy from commodity-based to manu-
factured-based. Southeast Asia's largest economy, Indonesia, strives to increase its ex-
tensive manufacturing production base's Manufacturing Value Added (MVA). MVA
reaches USD 281 billion and ranks first among Southeast Asian countries with a per-
formance of 4.5 percent [1]. The manufacturing industry comprises several sub-sectors,
including the food and beverage sector. Packaged food and beverage products from
Indonesia are popular in several Southeast Asian countries, including Vietnam, because
Indonesian food and drinks have a distinctive taste and good nutritional quality [2].
Over the past five years, ASEAN (Southeast Asia) has recorded food exports totaling
USD 974 .4 billion, establishing itself as one of the world's most significant regions with
a food surplus. Thailand owned the largest export; during that period, Thailand recorded
exports of USD 260.1 billion, followed by Malaysia, Indonesia, and others [3].
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Fig. 1. ASEAN Food Exports 2017-2022 (Intra-ASEAN and non-ASEAN Exports)
Source: Datanesia.id, 2023

In general, the company's goal is to maximize its wealth. Increasing company wealth
is obtained through increasing shareholders' welfare [4]. The existence of shareholders
greatly influences the sustainability of the company. Shareholders' welfare can be im-
proved through good company performance to increase investors' interest. Therefore,
sufficient funding sources are needed to improve financial performance [5].

Achieving company goals requires financial performance as an essential factor. The
benchmark for a manager's success in running a company is determined by financial
performance [6]. This study utilizes the profitability ratio to proxy the company's fi-
nancial performance. Profitability indicates the company's ability to generate profits
effectively [7]. Profitability ratios measure a company's capacity to generate profits
within a specific timeframe [8]. This study uses return on equity (ROE) as a proxy for
profitability to show how much the company can generate profits using its equity.

ROE is particularly significant for shareholders as it provides insights into the
achievement of capital management in the company. A higher ROE value signifies
more efficient utilization of the company's capital resources [9]. Agency theory ex-
plains various kinds of agency relationships in companies, such as agency relationships
between principals (e.g., shareholders) who delegate work to agents (e.g., managers or
employees) [10]. Principals and agents have different interests and information, so con-
flicts often occur. This conflict was triggered by differences in interests between the
two [11]. As the company's manager, management has more information regarding
company operations. Management often behaves manipulatively by prioritizing per-
sonal interests above company interests. This potential conflict, both directly and indi-
rectly, can affect company performance. A practical approach to reducing conflicts of
interest between principals and agents is implementing an Employee Stock Ownership
Plan (ESOP) [12].

ESOP is a program that allows employees to own shares in the company where they
are employed [13]. With an ESOP, employees are more motivated to improve their
performance because they assume they have the right to own the company. If employee
performance increases, company performance will also increase, automatically leading
to an increase in financial performance [14]. Graudio & Nicols, in their book entitled
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"Your Retirement Benefits," stated that granting employees rights to ESOP-type share
ownership is more popular than granting other types of rights. Because the owner wants
employees to help prevent agency conflicts between agents and principals. Some own-
ers and employees believe that an ESOP will increase productivity through pride of
ownership [15].

Several researchers have examined the influence of ESOP on ROE, including [16]-
[19], who examined the influence of ESOP on financial performance as proxied by
ROE. ESOP has been found to impact financial performance positively in this research.
This result differs from research conducted by [20]-[22], which shows that ESOP does
not affect ROE.

This research extends the study by Mwenda and Ngollo [23], which examined all
companies listed on the "Dar es Salaam Stock Exchange (DSE)" in Tanzania over 16
years, from 2006 to 2021. On the other hand, the population in this study consists of
manufacturing companies within the “food and beverage sub-sector” listed on the stock
exchanges of Southeast Asian countries for the 2020-2022 period.

A key novelty of this research lies in measuring the independent variable, the Em-
ployee Stock Ownership Plan (ESOP), which differs significantly from the methodol-
ogy used by Mwenda and Ngollo [23]. In their research, ESOP was measured using a
dummy variable, assigning a value of 1 to companies implementing ESOP and 0 to
those that did not. However, this study focuses on "food and beverage sub-sector man-
ufacturing firms" that have implemented ESOP and are listed in Southeast Asia stock
exchanges.

The dependent variable is another distinction between this research and Mwenda and
Ngollo [23]. Although the previous study looked at more general variables, this study
solely focused on financial performance, represented by ROE. Taking a specific ap-
proach makes it possible to examine the relationship between ESOP implementation
and ROE in greater detail.

This study investigates the impact of ESOP on the financial performance of the “food
and beverage subsector” listed on the stock exchanges of Southeast Asian countries
during 2020-2022. The primary objective is to determine whether the implementation
of ESOP significantly affects the company's financial outcomes.

2 Literature Review and Hypothesis Development

2.1  Agency Theory

Agency theory explains various agency relationships within companies, such as agency
relationships between principals (shareholders) and agents (managers or employees).
As agents, managers are obliged to make all decisions by paying attention to and con-
sidering the interests of sharecholders [10]. In practice, agents and principals have dif-
ferent interests and information, so conflicts often occur, referred to as agency prob-
lems. Agency problems must be managed well because they can harm the company.
There are several ways to minimize agency problems, one of which is by providing a
portion of share ownership for employees or what is usually called an Employee Stock
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Ownership Plan (ESOP), which functions to align the interests of employees and share-
holders [12]. With an ESOP, employees will be more motivated to improve their per-
formance because they assume they have the right to own the company [13]. With a
high sense of ownership through adopting ESOP, better employee abilities can also lead
the company in a better direction, increase the cash flow, improve employee perfor-
mance, and minimize conflicts of interest between principals (shareholders) and agents.
For example, managers or employees can anticipate the probability of a shift in owner-
ship and increase company value [16].

2.2 Previous Research

Several researchers have examined the influence of ESOP on ROE, including [16],
[17], [23], who examined the influence of ESOP on financial performance as proxied
by ROE. ESOPs have been found to impact financial performance positively in this
research. This result differs from research conducted by [20], [22], which shows that
ESOP does not affect ROE. This study extends the research of Mwenda and Ngollo
[23], which analyzed companies listed on the "Dar es Salaam Stock Exchange (DSE)"
in Tanzania over 16 years (2006-2021).

A distinguishing feature of this research lies in measuring the independent variable,
the Employee Stock Ownership Plan (ESOP), which differs significantly from Mwenda
and Ngollo [23]. In their study, ESOP was assessed using a dummy variable, where
companies implementing ESOP were assigned a value of 1, and those without ESOP
were given a value of 0. However, the present study, which examines food and beverage
sub-sector manufacturing firms implementing ESOP and listed on Southeast Asian
Stock Exchanges, employs a purposive sampling technique, rendering such a binary
measurement unsuitable.

Another key difference is the dependent variable. While Mwenda and Ngollo [23]
considered a broader range of variables, this study focuses on financial performance
explicitly measured by ROE. This streamlined approach allows for a more detailed in-
vestigation of the relationship between ESOP implementation and ROE, uniquely con-
tributing to the existing literature.

2.3  Hypothesis Development

The Effect of ESOP on ROE. ESOP is a plan for employees who hold shares in their
company [13]. Employees will be more motivated to improve their performance with
an ESOP because they believe they have the right to own the company. Employee per-
formance improvement will improve the company's financial performance [14].
Agency theory holds that the more stock options companies grant, the more positive
their impact on financial performance is, as indicated by increased employee perfor-
mance. The ESOP program in companies can reduce agency conflicts between share-
holders and managers [16]. This relationship has been demonstrated in prior studies
conducted by Melinda et al. [16], Wang [17], Ding and Chea [18], as well as Mwenda
and Ngollo [23], all of which conclude that ESOP positively influences financial per-
formance (ROE). The hypothesis can be formulated as follows:
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H1: Employee Stock Ownership Plan has a positive effect on Return on Equity.

3 Research Method

3.1 Types and Research Design

This research utilizes explanatory quantitative research as its method. Secondary data
from each country is utilized in this research, which includes "the Indonesia Stock Ex-
change, Singapore Exchange, Thailand Stock Exchange, and Philippine Stock Ex-
change" website.

3.2 Operational Definition and Variable Measurement

Employee Stock Ownership Plan (ESOP). Employee Stock Ownership Plan (ESOP):
ESOP refers to a company’s plan to provide stock ownership for employees. The meas-
urement uses the proportion of shares calculated with the following formula based on
Trisna and Astika [14]:

Proportion of Stock Options= (Number of stock options)/(Number of company shares
outstanding)

Financial Performance. Financial Performance: ROE is used as a proxy for financial
performance. A higher ROE value signifies efficient capital utilization in generating
profits. The formula refers to Mwenda and Ngollo [23]:

ROE= (Net profit)/(Total Equity) x100%

Types, Sources, and Techniques for Collecting Research Data. The data for this
study was obtained from several stock exchanges, including "the Indonesian Stock Ex-
change, the Singapore Exchange, the Thailand Stock Exchange, and the Philippine
Stock Exchange". Secondary data, such as financial and annual reports, is accessed
through the official stock exchange websites of Southeast Asian countries that host ac-
tive financial markets.

Population and Sampling. The population in this research is “food and beverage sub-
sector companies that are listed on the stock exchanges” of Southeast Asian countries
from 2020 to 2022. The sampling process utilized purposive sampling, yielding 11
companies with 33 observational data points over the specified years. The details of
these criteria are described in Table 1.

Table 1. Research Sample Criteria

No Description Total
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1. “Food and beverage sub-sector manufacturing companies listed on the 444
Indonesia Stock Exchange, Singapore Exchange, Stock Exchange of
Thailand, and Philippine Stock Exchange" in the 2020-2022 period

2. Companies that do not report consecutive financial reports in the 2020- (48)
2022 period

3. Companies that do not implement an ESOP (363)

4. The number of samples used in the research 33

Source: Processed secondary data, 2023

3.3  Hypothesis testing

In this test, the model is simple linear regression, where ESOP (X) is the independent
variable and ROE (Y) is the dependent variable. For this reason, a simple linear regres-
sion analysis technique will be used.

Y=0+pX+¢

Information:

Y: ROE

a: Constant

B: Regression coefficient of the independent variable
¢: Standard error

X: ESOP

4 Research Result

4.1 Descriptive Statistics

Table 2. Descriptive Statistics

Variable mum imum 2an ian Deviation
oyee Stock Ownership Plan -2.29 -0.11 1.8949 106 0.68910
n on Equity 0.23 0.51 1.3603 500 0.06090

IN (listwise)

Source: Processed secondary data, 2024

This study assesses the ESOP variable by calculating the stock options ratio to the
total number of outstanding company shares. The smallest ESOP value in the sample
is -2.29. The ESOP value of San Miguel Food and Beverage, Inc. (FB) indicates that
FB has the smallest ESOP allocation among the companies in the sample. In contrast,
the most considerable ESOP value in the sample is -0.11, which belongs to Roxas Hold-
ings, Inc. (ROX). This result shows that ROX has the largest ESOP grant in the sample.
The average value of the ESOP variable is -0.8949, with a median of -0.6106 and a
standard deviation value of 0.68910.

ROE measures the financial performance variable in this study. Table 2 shows that
the most minor ROE score is 0.23, which belongs to Sekar Bumi Tbk (SKBM). This
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result shows that SKBM had the lowest financial performance, which means that
SKBM experienced losses because it had a low-profit value. The highest ROE was
0.51, owned by” 1-Tail Corporation Public Company Limited (ITC)”. This result
shows that ITC has the highest level of financial performance. In the sample used, it
means ITC has high profits.

4.2  Normality Test

Table 3. Kolmogorov-Smirnov Normality Test Results

Unstandardized Residual

N 33

Normal Parameters- Mean 0.0000000
Std. Deviation  0.05835996

Most Extreme Differences ~ Absolute 0.080
Positive 0.080
Negative -0.075

Test Statistic 0.080

Asymp. Sig. (2-tailed) 0.200°4

Source: Processed secondary data, 2024

Table 3 shows that the normality test in this research is 0.200 above 0.05. These
results indicate that the data is typically distributed.

4.3  Heteroscedasticity Test

The statistical test used to test heteroscedasticity in this research is the Glejser test.

Table 4. Heteroscedasticity Test Results (Glejser Test)

Unstandardized Coef-  Standardized Co-

ficients efficients
Model B Std. Error Beta t Sig.
1 (Constant) 0.036 0.011 3.343  0.002
Employee Stock Own- -
ership Plan -0.010 0.009 -0.185 1.049 0.302

Source: Processed secondary data, 2024

Table 4 shows that the ESOP variable is above 0.05 (Sig. > 0.05). The results show
no symptoms of heteroscedasticity in the independent variables.
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4.4  Autocorrelation Test

Table 5. Autocorrelation Test Results

R Adjusted R Std. Error of the Esti-  Durbin-Wat-
Model R Square Square mate son

1 286 .082 .052 .05929 .760

Source: Processed secondary data, 2024

Table 5 shows that the Durbin-Watson value is 0.760, between -2 and +2 (-2 < DW
<+2), so there is no autocorrelation.

4.5 Hypothesis testing

Simple Linear Regression and T-test. Simple linear regression is used to analyze the
data. ESOP (X) is the independent variable, and ROE (Y) is the dependent variable.

Table 6. Simple linear regression analysis

Unstandardized Co- Standardized Co-

efficients efficients
Model B Std. Error Beta t Sig.
1 (Constant) 0.338 0.017 19.767 0.000
Employee Stock -0.025 0.015 0286 -1.662 0.107
Ownership Plan

Multiple linear regression analysis is carried out with the following equation:
Y=o+ pX+e
ROE=0.338-0.025X+ ¢
The following is an explanation of the regression equation above:

1. The regression results show that the constant is 0.287, meaning that when the ESOP,
DER and sales growth values are considered constant, the ROE value is 0.287 units.

2. The significance value of ESOP is 0.107, meaning it is more than 0.05, so HO is
accepted. This result proves that ESOP has no positive effect on ROE.

Coefficient of Determination Test (R2). The Determination Coefficient tests how far
the model can explain variations in the dependent variable [20].

Table 7. Adjusted R Square Results

R Square Adjusted R Square
0.082 0.052

Source: Processed secondary data, 2024
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From the results of Table 7 above, the R Square value is 0.082, which means the
influence of the ESOP variable on ROE is 8.2%.

5 Discussion

The results of this study reveal that the ESOP has no significant effect on ROE, indi-
cating that ESOP implementation does not impact financial performance. These find-
ings challenge the predictions of agency theory, which suggests that ESOP should align
employee and shareholder interests to enhance financial outcomes. For “food and bev-
erage sub-sector manufacturing companies listed on Southeast Asian stock exchanges”
during the 2020-2022 period, ESOP showed no measurable influence on financial per-
formance. The presence or absence of ESOP does not contribute to variations in ROE
or the company's overall profile. Moreover, a company's ability to generate profits
appears independent of ESOP implementation. The lack of impact of ESOP on ROE
can be attributed to the limited allocation of ESOP shares. Since the shares distributed
under ESOP represent a relatively small percentage, employee ownership remains at
the minority level.

Consequently, while employees may become shareholders, decision-making author-
ity remains concentrated in top management and majority shareholders. Furthermore,
ESOP participation is not universal among employees; only a subset can purchase
ESOP shares. As a result, the improved performance of a few shareholder-employees
is insufficient to improve the company's overall financial performance significantly.
Even if these employees enhance their work performance, this does not necessarily
translate into better financial outcomes for the company, indicating that increases in
employee performance do not directly influence ROE.

The descriptive analysis in Table 2 shows that the minimum ESOP value among the
sample companies is -2.29, while the maximum value is -0.11. The mean ESOP value
is -0.8949, with a median of -0.6106 and a standard deviation of 0.68910. Companies
with ESOP values above the sample average, such as AAI (-0.37), ASIAN (-0.61), CPI
(-0.41), SAPPE (-0.41), EMI (-0.20), and ROX (-0.11), tend to provide a relatively
more significant number of ESOP stock options. In contrast, companies with ESOP
values below the sample average, such as INDF (-1.48), SKBM (-1.06), DELM (-1.12),
ITC (-1.78), and FB (-2.29), offer fewer ESOP stock options.

These results are consistent with previous studies, such as those by Husna and Fri-
antin [20], Hamdani and Amaniyah [22], which also concluded that ESOP has no sig-
nificant impact on ROE. These studies collectively highlight that while ESOP may aim
to improve alignment between employees and company goals, its influence on financial
performance, particularly ROE, remains negligible.

6 Conclusions and Suggestions

Based on the research results, it is known that ESOP does not affect ROE. The imple-
mentation of ESOP in “food and beverage sub-sector manufacturing companies” listed
on the Stock Exchanges of each Southeast Asian country in 2020-2022 does not affect
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financial performance. Whether there is an ESOP or not does not affect the rise and
fall of ROE.

This research has several limitations. First, data collection is complex due to limited
information on several country stock exchange websites in Southeast Asia. Second, the
sample obtained was small due to limited information, which required researchers to
use the entire sample of companies together and not divide them by country, so this
research cannot explain the influence of ESOP on companies in each Southeast Asian
country. Based on the limitations that have been mentioned, for further investigation,
it is recommended to use other variables that can influence financial performance or to
develop this research but with different objects or areas. It is enviable that future studies
will involve a more extended period to enhance the concreteness of the research results.
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