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This research addresses main question of the conditions of debt-con-
straint expropriation and debt-facilitate expropriation, and the differ-
ence between those conditions on type of group ownership (group or
no group-affiliate). Agency theory predicts that debt is bonding and
monitoring mechanism for managers’ perquisites action. Expropriation
of minority shareholders by majority shareholders hurts good corpo-
rate governance practices. The expropriation also hurts debtholders
value. The research argues that the use of debt will minimize the expro-
priation level and maintain certain control to managers and majority
shareholders, on behalf of minority shareholders and debtholders. The
problem of majority versus minority and debtholders spreads widely in
Indonesia. This research conducts analytical and statistical methods to
examine the roles of debt policy as mechanism of good corporate gov-
ernance practices in Indonesia. This research argues that debt has dif-
ference effect on financial performance based on certain debt charac-
teristic. Two characteristics of debt are debt-constraint expropriation
(DCE) and debt-facilitate expropriation (DFE). Different types of own-
ership, which are group and no group-affiliate, are also examined fo
support the main issues of DCE and DFE. The result will be useful for
economic policy makers; firms level policy makers, investors, academi-
cian, and researchers in the area of finance, social science, and hu-
manities. The research tests the main question with four hypotheses us-
ing ordinary least squares (OLS) regression and Wald test for coeffi-
cient test. The result shows support for differences in effect on debt to
performance for DCE (positive effect) and DFE (negative effect). On
DCE, no group-affiliate firms have higher positive effect of debt on
performance than group-affiliate firms do. However, on DFE due to
risk reduction mechanism, group-affiliate firms have less negative ef-
fect of debt on performance than no group-dffiliate firms do.



