
RJOAS, 10(82), October 2018 

104  

DOI https://doi.org/10.18551/rjoas.2018-10.11 
 

CORPORATE STRATEGY: HOW COMPANIES RESPOND TO POLITICAL STABILITY 
AND ECONOMIC GROWTH? 

 
Asas Fitria 

University of Airlangga, Indonesia 
E-mail: fitriaasas@gmail.com 

 
ABSTRACT 
In determining the strategy to be applied the company is very important consider the political 
risks and its effects on the organization. This is worth considering because changes in an 
action or political policy in a country can have a major impact on the country's financial and 
economic sectors. This study tries to study the company's strategy in responding to the 
political stability and economic growth of a country. The population in this study is a 
manufacturing company listed in Indonesia Stock Exchange in 2012-2016. These results 
indicate that political stability and economy growth directly influence the corporate strategy. 
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In a democratic country like in Indonesia it cannot be separated from the political world. 
The political world becomes the subject of conversation in every institution, because the 
existence of the political world can attract every circle. It cannot be denied that one of the 
successes of a company cannot be separated from the influence of the political environment 
of a country. The objectives of politics to formulate public policy include the interests of the 
business world. Conversely, the business world can support the politics of a country, it can 
be said that business and politics are two things that are related. 

Politics is the behavior, actions of government, parliament, parties, and organizations 
to achieve a goal, especially in relation to the fields of state life and to organize community 
life together. Within this framework, politics is understood as a practical, calculated attitude 
and step of life to achieve a goal maximally and effectively (Cengga 2017). 

Economic growth is one of the most important indicators to assess the economic 
performance of a country. Economic growth usually measured by indicators of Gross 
Domestic Product (GDP) shows the extent to which the performance of the economic sectors 
in generating output (Septiani, 2014). In 1998 Indonesia experienced a prolonged crisis that 
resulted in many companies that eventually went bankrupt, allegedly due to weak corporate 
governance at the time. Therefore, corporate governance gets serious attention both for 
government and investors (Lestari, 2017). 

Chandrawibowo (2009) explains that the direction and stability of political factors is an 
important consideration for managers in formulating corporate strategy. Political factors 
determine the legal and regulatory parameters that limit the company's operations. Political 
constraints imposed on firms through decisions on fair trade, antitute law, taxation programs, 
minimum wage provisions, pollution and pricing policies, administrative boundaries, and 
more measures intended to protect workers, consumers, the public, and environment. 
Because such laws and regulations are usually restrictive, they tend to reduce the company's 
profit potential. However, some political measures are designed to protect and benefit the 
company. Such actions include patent laws, government subsidies, and product research 
fund grants. Thus, political factors can limit or benefit the affected company. 

In determining the strategy to be applied the company is very important consider the 
political risks and its effects on the organization. This is worth considering because changes 
in an action or political policy in a country can have a major impact on the country's financial 
and economic sectors. Political risk is generally closely related to government and the 
political and security situation in a country. 

This study tries to study the company's strategy in responding to the political stability 
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and economic growth of a country. Management requires a strategy as a tool to win the 
competition and maintain the survival of the company. Strategy is a pattern of decisions and 
specific actions that enable managers to achieve organizational goals (Hill and Jones, 1998). 
Hill and Jones (1998) also define strategic change as the movement of what is being done 
right now into the future in order to increase the competitive advantage. 

This study refers to previous researches conducted by Isa (1996), Feng (1997), 
Musyarofah (2003), Armah (2009), Li, Weiwen (2012), Ngan (2013), Donnelly (2013), Cheng 
& Leung (2015), Li, Sihai (2015), Harymawan (2016), Chen (2017) outline the studies 
discuss how the company's role of political connections and the impact of political 
connections in various countries. As the research conducted by Harymawan (2016) "find that 
the earnings quality of politically connected firms increases as government effectiveness 
improves, but decreases as the political environment becomes more stable". Feng (1997) 
found "democracy has an indirect effect on growth through its impact on the probability of 
regime change and the change of constitutional government from one ruling party to 
another". 

Therefore, in this study intends to review the problem of political stability in developing 
countries such as Indonesia in the face of democratic period of general election of State 
officials. The focus of this research is to see how the country's political stability influences the 
company's strategic change with intervening variable of economic growth. The purpose of 
this study is to see the existence of political stability with the relationship with the company's 
management of the company's strategy. So it can be explained that the political situation of a 
State becomes one of the factors changing the company's strategy so it is expected to 
support the phenomenon that politically related executives can function as disciplinary or 
monitoring mechanisms in political economy. The population in this study is a manufacturing 
company listed in Indonesia Stock Exchange in 2012-2016. The results of this study provide 
evidence that the Political stability influence to Economy Growth, Economy Growth influence 
on Corporate Strategy and Political Stability can directly affect Corporate Strategy. 
 

LITERATURE REVIEW 
 

Legitimacy of society is a strategic factor for the company in order to develop the 
company in the future; it can be used as a vehicle to construct company strategy, especially 
related to positioning itself in the middle of an increasingly advanced society (Hadi, 2011: 
87). Deegan (2002) expresses legitimacy as "... a system oriented perspective, the entity is 
assumed to be influenced by, and in turn, the society in which it operates. Corporate 
disclosure is considered to represent one important means by which management can 
influence external perceptions about organization". 

Sudaryanto (2011: 14) states that the company has a contract with the community to 
conduct its activities based on the values prevailing in the community, and how the company 
responds to various corporate interest groups. 

Political theory is the discussion and generalization of political phenomenon. In other 
words, political theory is discussed above, a) the purpose of political activity, b) the ways to 
achieve it, c) the possibilities and needs arising from certain political situations and d) the 
obligations resulting from the political objectives. The concepts discussed in political theory 
include, among others, society, social class, state, power, sovereignty, rights and duties, 
independence, state institutions, social change, political development, modernization and so 
forth. (Budiharjo, 1992: 30). 

Stability is a condition of a system whose components tend to be in or back to a stable 
relationship (Jack et al., 1989; Syahrul Romadhon, 2006). Political Stability can be 
understood as a condition in which there is no fundamental change or what is revolutionary 
in the political system (government), or changes occurring at defined limits (Plano, 1985, 
Syahrul Romadhon, 2006) 

In some theoretical studies looking at the relationship of corporate political connections 
can benefit from being better able to understand the process of public policy, gain direct 
access to politicians, and provide legitimacy by relating the reputation and status of the 
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company (Hillman, 2005; Harymawan, 2016). In the research (Harymawan, 2016) shows a 
change in the Political Stability of government actions on market performance and improving 
the quality of accounting information. 

Kuznets (Jhingan, 2000) defines economic growth as a long-term increase in a 
country's ability to provide more types of economic goods to its population. This capability 
grows according to technological progress, and the institutional and ideological adjustments 
required by the residents of the country in question. This definition has three main 
components; (1) the economic growth of a nation is seen and the continuous increase of 
supply of goods, (2) advanced technology is a factor in economic growth that determines the 
degree of capability growth in the provision of various goods to the population, and (3) the 
widespread and efficient use of technology requires an adjustment in the institutional and 
ideological fields so that the innovations produced by human science can be properly 
utilized. Sadono Sukirno (2000) defines economic growth as a change in the level of 
economic activity prevailing from year to year. An economy is said to be growing if the level 
of economic activity is higher than what has been achieved in the previous time period. The 
rate of economic growth is measured by the rate of GDP at constant prices. 

Boediono (1992) defines economic growth as a process of increasing per capita output 
over a long period of time. Economic growth includes three aspects; (1) economic growth is 
an economic process, namely; change from time to time, (2) economic growth is closely 
related to two important aspects of total output and population, and (3) economic growth is 
said to increase if per-capita output increases over the long term. 

Strategy in KBBI (1990: 859) is a war strategy or science of war strategy. Strategies 
can also be said to be a careful plan for activities to achieve specific targets. Potter (1998) 
says strategy as an art and science of formulating, implementing, and evaluating strategic 
decisions between functions that enable an organization to achieve its goals in the future. 

Porter (1985) describes three different generic strategies at the business level: cost 
leadership, differentiation and focus. Meanwhile, Miles and Snow see the type of strategy not 
based on the level of strategy but on the level of changes in market and product orientation. 
There are four types of business strategies identified by Miles and Snow (1978) according to 
the level of product or market change: prospectors, defenders, analyzers and reactors. Hill 
and Jones (1998) define strategic change as the movement of what is being done right now 
into the future in order to increase competitive advantage. Strategic changes made can be: 
(1) reengineering (2) restructuring and (3) innovation. 
 

HYPOTHESES DEVELOPMENT 
 

Political Stability on Economic Growth. In determining the strategy to be applied the 
company is very important consider the political risks and its effects on the organization. This 
is worth considering because changes in an action or political policy in a country can have a 
major impact on the country's financial and economic sectors. Political risk is generally 
closely related to government and the political and security situation in a country. It can not 
be denied that one of the success of a company can not be separated from the influence of 
the political environment. The objectives of politics to formulate public policy include the 
interests of the business world. Conversely, the business world can support the politics of a 
country, it can be said that business and politics are two things that are related. Several 
studies of political stability and economic growth were carried out by Isa (1996), Feng (1997), 
Romadhon (2006), Aisen and Jose (2010), Septian (2014) Sen et al (2014), Facchini and 
Melki (2013), Uddin et al (2017), Ali and Azmi (2017), Cox and Weingast (2018). Therefore 
the first hypothesis in this study: 

H1: Political Stability has a positive effect on Economic Growth. 
Economic Growth to Corporate Strategy. Ali (2009) revealed the quality of an institution 

will determine economic growth. Weak institutions will disrupt economic growth because it 
causes economic agents to struggle against a bad institutional system rather than continue 
economic activity. One form of institution within a country is politics. Politics has an influence 
in the economy because politics will provide a restriction and market environment as a form 
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of control over consumers and companies (Drazen, 2001). Several studies related to 
economic growth with company strategy Peng et al (2008), Augier and Teece (2009), Urata 
et al (2009), therefore the second hypothesis in this study: 

H2: Economic Growth positively affects Corporate Strategy. 
Political Stability on Corporate Strategy. Every action in an organization is political, 

except charity or social organization. These factors determine the smooth running of a 
business. Therefore, if the political situation supports, then business will generally run 
smoothly. In terms of the stock market, a conducive political situation will make stock prices 
rise. Conversely, if the political situation is uncertain, it will create an element of uncertainty 
in the business. Some research on political stability and corporate strategy is carried out by 
Armah (2009), Antia et al (2012), Badelea and Fundeanua (2014), Waisman et al (2015), 
Unsal et al (2016), Cheng (2016), Gama et al (2018). Therefore the third hypothesis in this 
study: 

H3: Political Stability directly affects Corporate Strategy. 
 

METHODS OF RESEARCH 
 

The population in this study is a manufacturing company listed in Indonesia Stock 
Exchange in 2012-2016. However, because this study looks at changes in corporate strategy 
involved in Political Stability, this study uses a proportional method in determining the 
sample. 

For Political Stability (PS) variables, we rely on indexes provided by WGI World Bank. 
Stability is a condition of a system whose components tend to be in or back to a stable 
relationship (Jack et al., 1989; Munaqosyah, 2006). Political Stability Measurement using 
index ranges from -2.5 to 2.5 higher values represents a more stable political situation. 

For variable Corporate Strategy (CS) researcher use method in research of Balsam et 
al (2011); Chang et al (2015); Wibowo et.al (2017) used to measure product strategy with 
Sales / CoGS Ratio is the ratio of net sales to cost of goods sold or cost of sales. Companies 
that implement cost leadership strategies try to minimize cost of goods sold compared to 
companies that implement product differentiation strategy. 

The intervening variable is the interrupt variable located between the dependent 
variable and the independent variable (Sugiyono, 2007). The purpose of this intervening 
variable is to examine the direct and indirect effects of independent variables on the 
dependent variable, then it will be drawn a conclusion whether this intervening variable can 
strengthen or even weaken the independent influence on the dependent. 

Measurement of Economic Growth (EG) in a country / region is usually calculated by a 
percentage of Gross Domestic Product (GDP). Gross Domestic Product (GDP) is total 
revenue and total national expenditure on output of goods and services. The purpose of GDP 
is to summarize economic activity in a particular money value over a period of time (Mankiw, 
2007). 

The control variable as the independent variable controller can explain the existence of 
the dependent variable. Use of control variables is to avoid any element of bias research 
results. So the result of research by using control variable will minimize bias compared with 
research without using control variable. The control variables used in this research are: 

The size of a company is determined by its asset size. The greater the total assets 
owned by a company, the company is considered to have good prospects in the long term. In 
addition, companies with a large asset are considered relatively stable and more able to 
generate profits. The indicator variable to represent the firm's size factor is the total assets 
owned by the company (Hay et al., 2008). The firm size in this variable will be measured 
using the natural logarithm of the company's total assets at the end of the year. This variable 
is then denoted by SIZE. 

ROA is a ratio that measures the ability of firms to generate profits by using the total 
assets (wealth) owned by the company after adjusted for the costs to fund the asset. This 
variable is denoted by ROA: Net profit after tax is the company's operating profit derived from 
the company's principal transactions net of tax; Total assets represent total assets owned by 
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the company, either current assets, fixed assets, or intangible assets. 
Age of the company in this study is the length of life of a company that shows that the 

company still exist and able to compete in the business world and able to maintain the 
continuity of its business (Seragih, 2015). 

According Syamsudin (2001: 89), the term leverage is usually used to describe the 
ability of companies to use assets or funds that have fixed costs (fixed cost assets or funds) 
to increase the level of income (return) for the owner of the company. According to Samani 
(2008), the proportion of leverage (LEV) is measured by the ratio of total debt to total assets. 
The proportion of leverage is expressed in percentage. 

Company growth is measured by price book value (PBV), which is divided by book 
value per share. 

The method of analysis used in this study is the regression model. The regression 
model derived from the Ordinary Least Square (OLS) method is a regression model that 
produces the best linear estimate (BLUE) estimator. Test F (simultaneous) is done by 
comparing the level of significance F of test results with significance value used in this study. 
Next Test t (Partial) Testing is done by using significance level 0.05 (α = 5%). 

In this study also uses path analysis (path analysis), which is an extension of multiple 
linear regression analysis. Path analysis is used to test the influence of intervening variables 
in this study. The results of this path analysis test will also be used to compare which effect is 
greater between direct and indirect effects, as well as to draw a conclusion as to whether this 
intervening variable can strengthen or weaken the independent influence on dependents 
(Ghozali, 2009). 
 

RESULTS OF STUDY 
 

In table 1, the average Economic Growth in 2012-2016 is 4.53%, while Political 
Stability still holds negative value, i.e. -0.43 which means Indonesian political power in 
20212-2016 is still relatively weak as WIG indexes are raised, Corporate Strategy 
manufacturing in cost ratio has an average of 1,153. 
 

Table 1 – Descriptive Statistics 
 

 Minimum Maximum Mean Std. Deviation 
Economic Growth 4,18 5,28 4,5302 ,42288 
Political Stability -,55 -,29 -,4311 ,10516 
Corporate Strategic -2,14 22,06 1,1537 ,96133 
Company Size 11,40 19,75 14,6403 1,81466 
Return on Asset -20,80 74,84 5,4397 9,10781 
Age 15,00 111,00 36,1491 18,50057 
Leverage ,12 2,88 ,5559 ,42088 
Company Growth -,69 9,33 1,5072 1,61915 
Valid N (listwise)     

 
Table 2 – Test the control variables 

 

Variable Predicted significance t Sig. 
Company Size + 1,016 ,310 
Return on Asset + 6,843 ,000 
Age + ,143 ,887 
Leverage - -,430 ,668 
Company Growth + 4,553 ,000 
a. Dependent Variable: Corporate Strategy   

 
Based on the value of 5% trust in the table seen ROA variable and Growth of the 

company (growth) effect on Corporate Strategy. In testing the first hypothesis then here seen 
the value of R-square from Political Stability variable on Economic Growth has value 0,207 or 
20,7% which means 20,7% Political Stability variable can explain in Economic Growth 
variable but the remaining 79,3% is influenced by other variable. Because many other 
variables that can affect the economic growth of a country. 
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Table 3 – Summary Model (Political Stability- Economic Growth) 
 

Model R R Square Adjusted R Square Std. Error of the Estimate 
1 ,455a ,207 ,206 ,37685 

 
Table 4 – Political Stability- Economic Growth 

 

Coefficients 
Model  Unstandardized Coefficients Standardized Coefficients t Sig. 
  B Std. Error Beta   
1 (Constant) 3,741 ,067  56,080 ,000 

PS -1,831 ,150 -,455 -12,175 ,000 

 
From the results of hypothesis testing using t test value that the value of significance of 

0.000 is smaller than 0.05 with 5% confidence value, it can be said Ho rejected or H1 
accepted that Political Stability positively positive to the Economic Growth. 
 

Table 5 – Summary Model (Economic Growth - Corporate Strategy) 
 

Model R R Square Adjusted R Square Std. Error of the Estimate 
1 ,763a ,582 ,582 ,97086 

 
In testing the second hypothesis then here seen the value of R squere from Economic 

Growth variable on Corporate Strategy has a value of 0.582 or 58.2% which means 58.2% 
Economic Growth variables can explain in the variable Corporate Strategy but the remaining 
41.8% is influenced by other variables. Because in determining the strategy to be taken by 
the company, the company or management will consider the external factors one of which is 
the country's economic growth in this case is to see the GDP of Indonesia. 
 

Table 6 – Economic Growth - Corporate Strategy 
 

Coefficients     
Model Unstandardized Coefficients Standardized Coefficients t Sig. 
  B Std. Error Beta   
1 EG ,252 ,009 ,763 28,149 ,000 

 
From the results of the second hypothesis testing using t test value that the 

significance value of 0.000 is smaller than 0.05 with a confidence value of 5%, it can be said 
Ho rejected or H1 accepted, i.e. Economic Growth positive effect positive to Corporate 
Strategy. 
 

Table 7 – Summary Model (Political Stability - Corporate Strategy) 
 

Model R R Squareb Adjusted R Square Std. Error of the Estimate 
1 ,765a ,585 ,583 ,96882 

 
In testing the third hypothesis, it can be seen that the R squere value of Political 

Stability and Economic Growth variables on Corporate Strategy has a value of 0.585 or 
58.5% which means that 58.5% of Political Stability and Economic Growth variables can be 
explained in Corporate Strategy variable but the remaining 41, 5% influenced by other 
variables. Because in determining the strategy to be taken by the company, the company or 
management will consider external factors one of them is the economic growth of the country 
which in this case is to see the GDP of Indonesia, as well as the Political Stability of the 
country. 
 

Table 8 – Political Stability- Economic Growth - Corporate Strategy 
 

Model  Unstandardized Coefficients Standardized Coefficients t Sig. 
  B Std. Error Beta   
1 PS ,798 ,433 ,236 1,844 ,066 

EG ,328 ,042 ,994 7,770 ,000 
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The direct effect of PS given to CS is 0.236, whereas the indirect effect of PS to EG is 
the multiplication of beta value of PS to EG with beta value of EG to CS, i.e -0.347. Then the 
total effect given by PS to CS is direct influence plus indirect effect that is -0,111. Based on 
the results of the calculation is known that the value of direct influence of 0.236 and indirect 
influence of -0.111 which means that the value of direct influence is greater than the value of 
indirect influence, these results indicate that directly PS has an influence on CS. Then H1 is 
acceptable. 
 

CONCLUSION 
 

From the tests conducted by the researchers found First, Political Stability has an 
influence on Economic Growth it supports several studies such as yang dilalukan by Yi feng 
(1997); Uddin et.al (2017) proves the relationship between politics and economics, so that 
economic development is dependent or determined by the existing political environment. 
Secondly, Economic Growth has an influence on Corporate Strategy that supports Augier 
and Teece (2002); Mike et.al (2008) indicates that in determining the company's strategy the 
economic factor is an external factor that must be considered by management. Thirdly, 
Political Stability directly affects Corporate Strategy in line with the research by Kathleen et.al 
(1988) as well as economic factors; political factors are also taken into consideration in 
determining the company's strategy. 

Companies that want to be successful should be able to develop a plan map to achieve 
the mission we call a strategy, where Strategy is a plan to achieve success in the competition 
(Hezron, et al, 2012). Management requires a strategy as a tool to win the competition and 
maintain the survival of the company. Strategy is a pattern of decisions and specific actions 
that enable managers to achieve organizational goals (Hill and Jones, 1998). 

In an effort to achieve success the role of management is very important. This is 
closely related to the task and function of using cost management information that includes 
financial information on costs and revenues as well as nonfinancial information and other key 
determinants of success for the organization. In determining the strategy that will be applied 
the company that is considering political and economic risks. This is worth considering 
because changes in an action or political policy in a country can have a major impact on the 
country's financial and economic sectors. It cannot be denied that one of the successes of a 
company cannot be separated from the influence of the political environment. The objectives 
of politics to formulate public policy include the interests of the business world. Conversely, 
the business world can support the politics of a country, it can be said that business and 
politics are two things that are related. 

Limitations of this study are measurements used by researchers in measuring 
corporate strategy and identification of factors, other due to some obstacles in data search. 
Subsequent research should be broader in the measurement of corporate strategy, and can 
add several factors that may affect the company's strategy. 
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