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Abstract  

This research analyzes the relationship of intellectual capital disclosure with post-issue 
financial performance of the company. The analysis results on 85 companies which did Initial 
Public Offering (IPO) in Indonesian Stock Exchange period 2010 - 2014 show that 
intellectual capital disclosure affect positively on post-issue financial performance of the 
company. The results of this research indicate the usefulness of intellectual capital disclosure 
as a signal of company’s performance quality in the future. The company which is more 
extensive in disclosing intellectual capital in the IPO prospectus is proved to have better 
future performance. 
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INTRODUCTION 

Intellectual capital is a very valuable resource for company in modern business (Williams, 
2001). Business practitioners, investors, creditors, regulators, and academics have agreed that 
intellectual capital is a resource which can create added value and competitive advantage for 
the company (Bontis, 2001; Chen, 2008; Singh and Zahn, 2009). In addition, the literatures 
also show intellectual capital importance in improving financial performance and stock 
performance (see Chen et al., 2005; Tan et al., 2007; Sihotang and Winata, 2008; Zeghal and 
Maaloul, 2010; Ousama and Fatima, 2015; Saeed et al., 2016). But in practice, intellectual 
capital has not been fully recognized as a company asset. Only a few elements which can be 
recognized as assets and listed in the financial report, such as patents, trademarks and 
copyrights. These conditions result in outside parties difficulty in analyzing and assessing the 
company resources and prospects, especially at IPO, where there is high asymmetry 
information between internal parties with external parties (potential investors). 

One of the alternatives which are suggested by researchers in intellectual capital field to show 
the intellectual capital  ownership is by disclosing it in company's financial reporting or in 
financial reporting supplements (Abeysekera, 2013). Disclosure is the delivery of information 
in financial statements, including the financial statements themselves, financial statements 
notes, and additional disclosure which related to financial statements. Conceptually, 
disclosure is an integral part of financial reporting (Evans, 2003). The literatures show that 
voluntary disclosure may reduce asymmetry information and cost of capital (Lev, 1992; 



Bottosan, 1997; Leuz and Verrecchia, 2000; Ritter and Welch, 2002; Hanley et al., 2010; 
Botazzi and Da Rin, 2016). In intellectual capital disclosure context, previous researches also 
show that intellectual capital disclosure can reduce asymmetry information during initial 
public offering, thus can decrease cost of capital and increase company value (Widarjo, 2011; 
Too et al., 2015; Widarjo et al., 2017; Widarjo and Bandi, 2018). Although there have been 
many researches on the usefulness of intellectual capital disclosure, but analysis of the 
relationship between intellectual capital disclosure and future performance is still a little 
(especially post-issue financial performance). Gelb and Zarowin (2002) and Lundholm and 
Myers (2002) state that better disclosure will help investors in better understanding 
company's future performance. 

Singh and Van der Zahn (2009) have conducted an analysis of intellectual capital disclosure 
relationship with post-issue stock performance. These research results indicated a negative 
relationship. They explained that the condition is likely due to investors being overly 
optimistic with the company's future performance which is more extensive in disclosing its 
intellectual capital. Therefore, when investor expectations are not immediately fullfilled, 
investors are aggressively discounting the company stocks, which will have a negative impact 
on post-issue stock performance of the company. 

In contrast to previous research that focus on stock performance, we focus on financial 
performance. This is based on several arguments: 1) financial performance more represents 
the company's ability to generate profits through the company's operating activities, 2) the 
stock performance is more influenced by external factors which are difficult to control (eg, 
economic conditions, regulatory changes, capital markets, etc.). Based on the explanation, 
this research aims to provide empirical evidence of intellectual capital disclosure usefulness 
in predicting the company's financial performance in the future. The next section explains the 
theoretical framework and hypothesis as well as discussion on the research method in the 
next section. The results and conclusions will be described at the end of this paper. 

 

THEORITICAL BACKGROUND AND HYPOTHESIS 

Intellectual capital is one of non-financial information which is needed by stakeholders 
(especially potential investors) in making investment decision. Therefore, intellectual capital 
disclosure financial reporting will extensively and systematically reduce asymmetry 
information and cost of capital during initial public offering (Too et al., 2015; Widarjo et al., 
2017). In addition, intellectual capital disclosure will also provide comprehensive information 
to potential investors about  company quality and prospects in the future. Theoritically, 
Diamond and Verrecchia (1991) explained that increased disclosure can decrease transaction 
costs, so it can increase stock liquidity and reduce adverse selection problems. 

The previous literatures show that intellectual capital performance which is measured by 
Value Added Intellectual Coefficient (VAIC) is correlated positively on stock performance 
and financial performance (Firer and Williams, 2003; Riahi-Belkaoui, 2003; Chen et al., 
2005; Abdolmohammadi, 2005; Shiu , 2006; Zeghal and Maaloul, 2010), although it is not in 
the IPO context. Furthermore, Tan et al. (2007) indicated a positive relationship between 



intellectual capital and current and future corporate performance. In Indonesia, Ullum et al. 
(2008) supported the research result of Tan et al. (2007). Based on the study of theories and 
the research results, it can be assumed that companies with high intellectual capital intensity 
are more extensive in disclosing intellectual capital in financial reporting and IPO prospectus. 
Furthermore, it can be assumed that companies which are more extensive in disclosing 
intellectual capital will have future performance which are better than other companies. 
Therefore, it can be formulated the research hypothesis as follows: 

H1: There is a positive relationship between intellectual capital disclosure extent and post- 
       issue financial performance. 
 

RESEARCH METHODS 

Sample and Data 

The sample in this research is 85 companies which did IPO in Indonesian Stock Exchange 
period 2010 - 2014. Data of intellectual capital disclosure and post-issue financial 
performance of the company is obtained from the Initial Public Offering prospectus and 
Indonesian Capital Market Directory (ICMD). 

Variable Measurement and Statistical Analysis 

Dependent Variables 

In this research, the post-issue financial performance is measured by return on equity one 
year after IPO (ROEt+1). Return on equity is one of the financial performance indicators that 
measures how well a company uses its investment funds to generate profits. Return on equity 
is more important for shareholders than return on investment (ROI) because it provides 
information to investors how effectively their capital is reinvested. Companies with high 
return on equity are more successful in money making internally. Therefore, investors are 
always looking for companies with high and growing equity return as an investing place. The 
return on equity variable after the IPO (ROEt + 1) is calculated using the following formula. 

ROEt+1 = Net incomet+1 / Total equityt+1 

Independent Variables 

Intellectual capital disclosure is measured by disclosure index which has developed by 
Widarjo et al. (2017). Intellectual capital disclosure level is calculated by the following 
formula. 

ICD  =        

Remarks: 
ICD : The level of intellectual capital disclosure,  
Ditem : Total score of intellectual capital disclosure in the prospectus, 
ADitem : Numbers of items in intellectual capital disclosure index. 



Control Variables 

The ownership structure and the ownership concentration are used as control variables in this 
research. The ownership structure is proxied with ownership management and foreign 
ownership. The literatures show that ownership management is related positively on 
performance (Demsetz and Lehn, 1985; Hermalin and Weisbach, 1991). In addition, foreign 
ownership has also been shown to have a positive effect on performance (see Chibber and 
Majumdar, 1999; Douma et al., 2006). Managerial ownership is measured by assigning a 
value of 1 if management owns company stocks, and 0 for others. Foreign ownership is 
measured by assigning a value of 1 if there are individuals or foreign institutions holding 
company stocks, and 0 for others. 

High concentrations of ownership will increase the benefits of cost monitoring is also higher. 
The ownership concentration is an instrument which is used by the involved parties in the 
agency conflict in achieving a resolution or alignment process so that the parties obtain the 
optimal utility (Syafruddin, 2006). The previous researches provide evidence of a positive 
relationship between ownership concentration and performance (Leung, Richardson, and 
Jaggi, 2014; Vintila and Gherghina, 2014). The ownership concentration is measured by 
assigning a value of 1 if there is more than fifty percent (> 50%) of the company stocks and 0 
for others. 

Testing of research hypothesis use multiple linear regression analysis. Hypothesis testing use 
the following research model. 

ROEt+1 = α0 + β1ICD + e          (1) 

ROEt+1 = α0 + β1ICD + β2MO + β3FO + β4OC + e       (2) 

Remark: 
ROEt+1 : Return on equity one year after IPO, 
ICD : Intellectual capital disclosure, 
MO : Managerial ownership, 
FO : Foreign ownership, 
OC : Ownership concentration, 
e : Error term. 
 
RESEARCH RESULT AND DISCUSSION 

Descriptive analysis in Table 1 shows the average of ROEt+1 is 8 percent and mean of ICD is 
46 percent. The average value of intellectual capital disclosure level in this research is 
relatively higher than researches from outside Indonesia. The research results of Singh and 
Van der Zahn (2007) showed the average intellectual capital disclosure in Singapore is 27.5 
percent, while Singh and Van der Zahn (2008) showed a value of 28 percent. The research of 
Rashid et al. (2012) in Malaysia showed a value of 34.9 percent, while Too et al. (2015) 
which also examined companies which did IPO in Malaysia showed an average value of 
intellectual capital disclosure in amount of 19 percent. The research results of Branswijk and 
Everaert (2012) in Belgium and Netherlands showed that intellectual capital disclosure level 



is relatively higher than those researches, the amount of percentage is 34.5 percent. The 
differences in intellectual capital disclosure level in IPO prospectuses in these countries may 
be caused by the differences of used index in intellectual capital disclosure. It may caused by 
intellectual capital disclosure which is still voluntary and there is no standard that regulates 
the categories and items which should be disclosed in the IPO prospectus. The correlation 
analysis in Table 1 shows a positive correlation between performance variables (ROEt+1) with 
intellectual capital disclosure (ICD) and ownership concentration (OC). These results are an 
early indication of the relationship between intellectual capital disclosure and post-issue 
financial performance. In addition, correlation analysis results do not show the existence of 
multicollinearity among independent variables. 

The ICD data descriptions per category in Table 2 indicate that the most dominant intellectual 
capital categories which are disclosed in the prospectus are strategies and processes, while the 
category of human resources, customers, research and development (R&D) and information 
technology are relatively less disclosed. The results indicate that the company places greater 
emphasis on extending business strategy information and business processes (internal and 
external) to convince potential investors about the potencies and prospects of strategic 
resources which is owned by the company. 

Table 1: Statistic Descriptive and Correlation 

  ROEt+1  ICD MO FO OC 

Min -0.66 0.27 0.00 0.00 0.00 
Max 0.50 0.60 1.00 1.00 1.00 
Mean 0.08 0.46 0.44 0.18 0.33 
SD 0.16 0.08 0.49 0.38 0.47 
      
ROEt+1 1.000     
ICD 0.226* 1.000    
MO 0.049 -0.034 1.000   
FO 0.100 -0.079 -0.033 1.000  
OC 0.223* 0.106 -0.010 -0.259* 1.000 
Notes: * Correlation is significant at the 0.05 level (2-tailed). ROEt+1=Return on equity one year after the IPO; 

ICD=Intellectual capital disclosure; MO=Managerial ownership; FO=Foreign ownership; OC=Ownership 
concentration. 

 

 
Table 2: Description of ICD per Category 

 Minimum Maximum Mean Std. Deviation 
Human Resource 0.20 0.67 0.45 0.09 
Customer 0.05 0.63 0.33 0.12 
Information Technology 0.00 1.00 0.29 0.38 
Process 0.33 0.89 0.59 0.14 
Research and Development 0.00 0.80 0.31 0.29 
Strategy 0.18 0.88 0.62 0.13 

 



Table 3: The Analysis Result of Regression 
Equation 1 Equation 2 

Variable 
Coeff. t-value Coeff. t-value 

Constant -0.113 -1.188 -0.154 -1.602 
Main Variable     
ICD 0.434 2.116** 0.415 2.056** 
Control Variables     
MO   0.020 0.621 
FO   0.075 1.692* 
OC   0.082 2.281** 
     
R2  0.051  0.126 
Adj. R2  0.040  0.082 
F-value  4.477  2.878 
Sig  0.037  0.028 
N  85  85 

Notes: * and ** indicate significance at the 10% and 5% levels, respectively. ICD=Intellectual capital 

disclosure; MO=Managerial Ownership; FO=Foreign Ownership; OC= Ownership Concentration. 

We suspect that intellectual capital disclosure in the initial public offering prospectus is 
correlated positively on the future financial performance. The regression analysis result in 
Table 3 shows that the regression coefficient of intellectual capital disclosure variable is 
marked positive and significant at 5 percent level. The result is consistent after structure 
control variable and ownership concentration are added. Therefore, the hypothesis in this 
research is supported. The company which is more extensive in disclosing intellectual capital 
in the IPO prospectus is having better future performance than the others. 

The results of this research reinforce the arguments and findings of the previous researches 
which showed that intellectual capital is a resource which can create added value and 
competitive advantage of the company (Bontis, 2001; Chen, 2008; Singh and Zahn, 2009). 
Intellectual capital performance can improve efficiency and effectiveness of the company's 
business processes, so the performance is increased (Riahi-Belkaoui, 2003; Chen et al., 2005; 
Abdolmohammadi, 2005; Tan et al., 2007; Zeghal and Maaloul, 2010). In addition, the 
company with high intellectual capital intensifity are more competitive and more successful 
than the others (Youndt et al., 2004). 

The analysis results in Table 3 also show that variable of foreign ownership and ownership 
concentration are correlated positively with post-issue financial performance of the company. 
These results indicate the effectiveness of monitoring role which is performed by foreign 
owners. Foreign investors are judged to have better capacity and capability of resources in 
monitoring business activities of company management. Research findings which indicate a 
positive correlation between ownership concentration and post-issue performance indicate 
that majority shareholders obtain greater benefit of cost monitoring than minority 



shareholders. This means that majority shareholders have a higher chance and authority to 
monitor the activities of company management. Thus, the company management will work 
optimally to increase the utility of capital owner. 

Robustness checks 

We do additional testing to ensure that the results are robust and consistent. This test is 
focused on the use of alternative measurement of intellectual capital disclosure variables. It 
aims to anticipate the existence of measurement error which is caused by the disclosure index 
development which were did by researchers. Therefore, it is necessary to retest the research 
model using the disclosure index which has developed by Bukh et al. (2005) as an alternative 
measurement of intellectual capital disclosure variables. 

The underlying arguments of the use of Bukh et al. (2005) index as an alternative 
measurement in this research is the index which has often been used as a reference by 
previous researchers in several different countries (see Rimmel et al., 2009; Branswijck and 
Everaert, 2012). In addition, there is a common legal system which is used in this country 
(Danish country) with the legal system in Indonesia, the code law system. 

The analysis result in Table 4 shows the regression coefficient of intellectual capital 
disclosure variable is marked positive and significant at 10 percent level. The results are 
relatively consistent with the previous test. Therefore, it can be concluded that there is a 
positive correlation between intellectual capital disclosure and post-issue financial 
performance of the company. 

Table 4: The Analysis Result of Alternative Measurement 
Equation 2 Equation 2 Variable Coeff. t-value Coeff. t-value 

Constant -0.154 -1.602 -0.160 -1.547 
Main Variable     
ICD 0.415 2.056**   
ICD_Ater   0.396 1.959* 
Control Variables     
MO 0.020 0.621 0.021 0.625 
FO 0.075 1.692* 0.072 1.629 
OC 0.082 2.281** 0.083 2.299** 
     
R2  0.126  0.122 
Adj. R2  0.082  0.078 
F-value  2.878  2.772 
Sig  0.028  0.033 
N  85  85 

Notes: * and ** indicate significance at the 10% and 5% levels, respectively. ICD=Intellectual capital 

disclosure; MO=Managerial Ownership; FO=Foreign Ownership; OC= Ownership Concentration. 

 

CONCLUSION 



The literature has showed the usefulness of intellectual capital disclosure in reducing 
asymmetry information and cost of capital. This research extends the previous literatures by 
analyzing the relationship of intellectual capital disclosure with post-issue financial 
performance, especially in developing countries. The results support the hypothesis that 
intellectual capital disclosure is correlated positively with post-issue financial performance of 
the company. The findings of this research have important implications in literature and 
practice. The results of this research indicate the usefulness of intellectual capital disclosure 
as a medium in analyzing and predicting the company's performance in the future. 
Companies which have high intellectual capital intensifity are relatively more efficient and 
effective in running the business, so it will produce better performance than other companies. 
Furthermore, the findings of this research support and extend the application of signalling 
theory which states that the disclosure extent can reduce asymmetry information level and 
help the potential investors in investment analysis and decision making (see Welker, 1995; 
Jog and McConomy, 2003; Guo et al., 2004; Yosano, 2015; Widarjo et al., 2017). 

This research has several limitations. First, the measurement of intellectual capital disclosure 
is only from the quantity aspect of disclosure, it has not representated the disclosure quality. 
It is important to consider because high quantity of disclosure may not necessarily represent a 
high quality of disclosure. Therefore, further research needs to consider aspects of intellectual 
capital disclosure quality as an alternative to intellectual capital disclosure measurement (see 
Cerbioni and Parbonetti, 2007; Yi and Davey, 2010). Second, this research only focuses on 
financial performance one year after the IPO, it has not analyzed long-run financial 
performance (three or five years after IPO). Future research can develop the research by 
analyzing long-run financial performance. In addition, further researchers can also perform 
intellectual capital disclosure analysis on long-run stock performance such as Singh and Zahn 
research (2009), especially in developing countries for comparison analysis with research in 
developed countries. 
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