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Abstract: In Indonesia, the Employee Stock Option Plan (ESOP) program has existed since 1998. At that time, the
ESOP program was a warrants. Until now the ESOP program is only conducted by 24% of listed companies in the
LQ 45 index. The ESOP program is not yet a popular program because the rules on ESOP were issued by the Capital
Market Supervisory Agency in 2004. This ESOP program can motivate employees to achieve high performance be-
cause with this program employees can become owners of the company. Employees are expected to work as quickly
as possible. This study aims to determine differences in the level of efficiency between companies that implement
ESOP and those that do not. The sample of this study is companies included in the LQ 45 index, which consists of
11 companies that apply ESOP and 34 companies that do not apply ESOP. The level of efficiency was calculated us-
ing the Data Envelopment Analysis (DEA) model and to analyse the level of efficiency differences, the independent
t test was used. The results showed that there were no differences in the level of efficiency between companies that
implemented ESOP and those that did not apply it. ESOP cannot increase employee motivation because Indonesian
employees are more short-term oriented, while ESOP is an additional income to be received in the future. In addi-
tion, the ESOP program provides the same additional income opportunities between employees who are performing

well and those who are performing poorly.
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1. BACKGROUND

In business development, the company has various strategies.
One such strategy is to develop a employee stock ownership
plan (ESOP). This program provides an opportunity for em-
ployees to own shares of the company where they work. This
program aims to increase employee loyalty. Employees will
feel valued because they can own the company, and will be
motivated to improve their performance. Employees believe
that the success of the company will also improve its wel-
fare. This ESOP is an instrument that can create social jus-
tice, so that employees can get more value from the profits of
the company.

The employee stock ownership plan has been implemented
in several countries such as USA, United Kingdom, and Sin-
gapore. The National Centre for Employee Ownership [1],
based in Oakland, California, estimates there are around
6,600 employee share ownership plans (ESOPS) covering
more than 14 million participants in 2019. Despite the de-
cline, there has been an increase in the number of partici-
pants. Until 2019, there are an estimated 32 million employ-
ees participating in the employee ownership plan. If seen as a
whole, there are 8% of employees who control the compa-
ny's equity. Some companies that implement ESOP such as
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Publix Super Markets (200,000 employees), Amsted Indus-
tries (18,000 employees), W.L. Gore and Associates (creator
of Gore-Tex, 10,720 employees), and Davey Tree Expert
(10,500 employees), are companies included in the list of
"100 Best Companies to Work in America" according to
Fortune Magazine

In Indonesia, ESOP has not become a strategic issue of the
labour movement. Company workers have never made de-
mands related to the program [2]. It is possible that workers
in Indonesia do not understand that they have the right to
obtain company shares. In fact, the President of Indonesia,
Jokowi in 2015, has emphasized the employee stock owner-
ship plan to companies going public. The Financial Services
Authority (OJK) has also issued regulations on ESOP. Provi-
sions regarding the ESOP have been issued by OJK since
2014 in regulation no IX.D.4 regarding the issuance of
shares without pre-emptive rights. The regulation states that
companies that will conduct the ESOP program are required
to explain it at the General Meeting of Shareholders, because
the ESOP has a risk that is influenced by the value of the
shares [3].

In the United States, since the start of the ESOP program in
2000, most companies have reported increased profits. For 3
years in a row, 19% of companies reported that profits had
increased by more than 40 percent. This happens because
companies that implement the ESOP program are superior in
managing costs, because employees are trying to find better
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Graph 1. Number of companies that adopted ESOP, period 2009-2016.

Source: Melinda et al, 2019.

and more efficient ways to operate. Employees think they
will benefit from improved performance. In 2018, research
shows that 94.9% of companies implementing ESOP report
that this program provides financial benefits. Another report
explains that more than 67.4% of companies can increase
employee productivity [4]. Research conducted by [5] shows
that there are fluctuations in publicly traded companies that
have adopted the ESOP for the first time in the period 2009-
2016. Graph 1 shows that only 63 companies out of 539
companies adopted ESOP.

The Director of the Indonesia Stock Exchange (IDX), Hasan
Fawzi, believes that the ESOP program can increase the
number of securities account holders. Although IDX does
not regulate the company's obligations to implement the
ESOP, there are additional massive account opening open-
ings simultaneously. The number of investors registered on
the IDX through a single investor identification (SID) is Rp
1.7 million. The ESOP program through the partnership of
PT Bank Rakyat Indonesia Thk (BBRI) with PT Trimegah
Sekuritas amounted to 35,000 securities accounts from em-
ployees. The ESOP program can grow the number and activ-
ity of investors and can regulate the distribution of shares in
listed companies [6].

Research conducted by [7] shows that ESOP has a positive
effect on company performance. The study used a sample of
62 companies listed on the Indonesia Stock Exchange in the
period 2009-2016, based on the purposive sampling method.
The ESOP program causes employees to not only act as
managers of the company but also employees will become
owners of the company. Employees will feel they have a
company so that it will increase commitment to the company
which will have an impact on increasing performance as
measured by using Return on Assets (ROA).

Although, the results of research that the ESOP program can
improve company performance, but this program has not
been done by many companies in Indonesia, because the
ESOP Program is not an obligation. The nature of the ESOP
is flexible and cannot be forced if the employee does not
want to make a purchase. Employees may take the oppor-
tunity or not. Employees should take the opportunity, be-
cause at least they can guarantee the retirement later [3].

Based on the description above, this study aims to determine
the ESOP program on company efficiency. The results of
this study are expected to provide input to company manag-
ers in making decisions related to ESOP.

2. LITERATURE REVIEW

2.1. Employee Stock Option Plan (ESOP)

ESOP is a program intended for employees to participate in
the ownership of shares of the company where they work.
These shares can be owned in various ways such as giving
away shares for free (stock grant), selling shares to employ-
ees, or by giving an option to employees to buy company
shares for a certain period. [8] Company employees get of-
fers to buy shares with certain prices in a certain period.
Stock prices are option determined based on the market price
of the shares at the time of issue. The stock market price will
depend on the company's performance. The stock price will
increase if the company has a good performance. Converse-
ly, if the company's performance is poor, the stock market
price will decline. Giving stock options to these employees
can also be a bonus for employees, so employees can buy
shares at a price lower than the stock price in the market.

The ESOP program provides the opportunity for employees
to participate in owning company shares at special prices. As
a result, the legal relationship between employees and com-
panies is no longer just a work relationship but extends to the
relationship between employees and company owners [9].
This program is designed by the company for the benefit of
employees. Employees can participate in corporate finance
so that employees obtain the right to share company profits
[10]. So, ESOP is a mechanism to spread company wealth to
employees [11]

The purpose given by the ESOP is to give the impression
that employees have invested in the company, so the em-
ployee is expected to have a sense of belonging to the com-
pany. This ownership culture can be created by providing
more voice opportunities for employees, information and
training, so that they feel truly as owners to get the best ben-
efits from the company [11]. This sense of ownership will
create an alignment of interests between employees and
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company management [9], so that it will affect employee
attitudes and behaviour. Employees will be more motivated
and committed to improve company performance through
increased productivity and efficiency in their work.

2.2. Implementation of the ESOP Program in Indonesia

In Indonesia, before 1998 the ESOP took the form of a share
allocation when the company went public where the offer
was subsidized or guaranteed by the company. From 1998
until now, ESOP is an option program in which employees
are given warrants so they can buy shares at certain periods
and prices in the future [12]. Since the 2000s ESOP has ac-
tually been carried out by several companies. Research from
the Investment Supervisory Agency (2002) shows that there
are only 23 publicly listed companies and 4 closed compa-
nies that have ESOPs. There are 101 Companies that do not
have ESOP. From this data it can be seen that the number of
companies that do not have ESOP is much higher compared
to companies that have ESOP. This can happen because at
that time there were no clear regulations regarding the im-
plementation of the ESOP [13].

ESOP rules begin to be contained in Attachment | of the
Decree of the Directors of the Jakarta Stock Exchange Num-
ber: Kep-305 / BEJ / 07-2004 Date: July 19, 2004. The regu-
lation explains that ESOP is a share ownership program by
Employees, Directors and Commissioners conducted through
an Offer Shares or Stock Option Offers in the context of
compensation to Employees, Directors and Commissioners.
In the implementation of the ESOP, employees are given the
right to order in advance. For this reason, it is necessary to
pre-register, that is, approval of the listing plan provided by
the Indonesia Stock Exchange before shares in the imple-
mentation of securities are issued. These shares are effective-
ly listed and traded on the Exchange after the issuance of
new shares. Recording can be done if it meets the following
requirements; the period of ESOP implementation is two
clauses in a year, the planned implementation of ESOP must
be reported to the Exchange no later than 5 days before the
date of implementation, the ESOP share price is at least 90%
of the average closing price of listed company shares over a
period of 25 days, and the ESOP has been approved by the
General Meeting of Shareholders.

Programs that are commonly provided in ESOP are:
a. Employee Stock Allocation (ESA), consisting of:
a.1. Stock Grant

Stock Grant is an assignment of shares to employees which
is a diversion from giving bonuses in cash to noncash. These
bonus shares are given to employees who have good perfor-
mance and are able to generate profits

a.2. Purchase Stock at Discount

Stock Purchase at Stock Discount is an opportunity for cer-
tain employees, who are highly dedicated in the management
level and above. The stock market price is the price deter-
mined at the time the Initial Public Offering (IPO) is dis-
counted with a certain percentage according to the conditions
set by the company. The amount of the discount must not
exceed 15% of the share price at the time of the IPO or the
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stock market price at the time of the implementation of this
program.

a.3 Additional Ration Shares

Additional Allotment Shares is a program to offer the pur-
chase of company shares or shares of the parent company or
shares of other companies in one group or subsidiary. The
purpose of this share giving is to anticipate the remaining
shares after the implementation of the stock bonus program
and discounted stock program

b. Stock Option Management Plan (MSOP)

MSOP is the granting of option rights to employees of top
management level companies at a certain price. This right
can only be exercised after going through a vesting period
until a certain time limit

Explanation of the Financial Services Authority Regulation
number 8 /pojk.04/2017 regarding the Form and Content of
the Prospectus and the Brief Prospectus in the Framework of
Equity Securities Public Offering, mentioning in the frame-
work of information disclosure, the Brief Prospectus in the
Framework of Public Offering in equity securities must men-
tion information regarding the determination of ESOP and
when employees are allowed to exercise their option rights.
Complementing this explanation, the Financial Services Au-
thority (OJK) issued POJK Regulation No.14 / POJK.04 /
2019 concerning amendments to POJK No. 32 / POJK.04 /
2019 concerning Addition of Open Company Capital by
Granting Pre-emptive Rights (HMETD), states that the addi-
tional capital for the ESOP is in accordance with the GMS
decision with a maximum value of 10%.

ESOP is a facility provided by the company to employees.
The nature of this ESOP is flexible, so ESOP is the employ-
ee's right to join the program or not. Employees cannot be
forced to join this program [14]. The existence of the rules
regarding this ESOP, supervision carried out by the OJK will
be easier, because there is a detailed introduction of the issu-
er's shareholders.

2.3. Motivation

Motivation is defined as an impulse that causes someone to
want to do an activity. Motivation can be used to describe
behaviour. Motivation is divided into two different concepts
namely intrinsic motivation (internal) and extrinsic (external)
motivation. Intrinsic motivation is motivation arising from a
desire to find new things and new challenges, get new
knowledge. Intrinsic motivation is influenced by interests
and enjoyment in carrying out an activity. If someone has
intrinsic motivation, then the individual will carry out an
activity for pleasure and usually the individual will be moti-
vated to achieve high results. Extrinsic motivation comes
from influences outside the individual. This motivation de-
pends on external pressure or a desire to get a gift. If the in-
dividual is extrinsically motivated, then the individual will
carry out an activity to obtain the benefits they expect, such
as hoping to get money, reputation or something of other
value [15].

Various factors that affect intrinsic motivation are the ac-
ceptance of positive treatment inherent in the activity itself.
This recognition will result in job satisfaction and will moti-
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vate individuals to work harder. Extrinsic factors such as
salary, benefits and work safety must be present in a positive
degree. The more positive the prize received, the greater the
employee will be motivated [16]. Extrinsic motivation can
interact with intrinsic motivation. Increasing extrinsic re-
wards can weaken intrinsic motivation. Individuals tend to
consider external interventions as a reduction in self-
determination [17]. Other studies show that extrinsic motiva-
tion can complement or increase intrinsic motivation. Extrin-
sic motivation has the same role as intrinsic motivation.
Someone will be motivated to do something to get a reward
and cause pleasant feelings in themselves [18].

This concept of motivation can be applied to the workplace
to compare employee performance. The concept of motiva-
tion can explain why there are differences in the performance
of employees who have the same talents, abilities and oppor-
tunities under the same working conditions. Motivated em-
ployees will keep on trying to get more promotions, so they
have to find a better way. They will work more to play more
roles. The main factor that influences a person's motivation
is the fulfillment of their basic needs. If this has not been
met, then self-esteem and self-actualization cannot develop.
Employee benefits are a very basic thing that will affect mo-
tivation. Satisfactory rewards will affect employee perfor-
mance. Nearly many companies provide salaries, promo-
tions, bonuses or other types of gifts to motivate their em-
ployees. Good employee performance will indicate the suc-
cess of an organization [19]. To motivate employees to work
well, the company needs a reliable manager. A good manag-
er is one who is able to understand how to influence some-
one to perform certain behaviours. Managers must be able to
diagnose the cause of unmotivated employees [20].

2.4, Efficiency

Productivity is a reflection of the level of efficiency in a
company [9]. Efficiency is a comparison of two components,
namely input and output. The high level of efficiency shows
the ability to get maximum output by using a certain number
of inputs. For industrial companies it is easy to determine the
size of the input and output. Inputs and outputs can be meas-
ured in physical measurements [21]. However, often the
measurement of efficiency in facing constraints such as input
data and output data in physical units is not easy to obtain.
Another obstacle is the existence of various types of inputs
used to produce various types of output.

An efficiency measurement model that can combine various
inputs and outputs into efficiency index is Data Envelopment
Analysis (DEA). The DEA model is a non-parameteric
mathematical method developed by Charnes and Cooper
Rhodes (1978), and Banker et al (1984). Measurement effi-
ciency with the DEA model uses the relative calculation of
various homogeneous decision making unit (DMU) samples
based on the same type of input and output for each DMU
[17].

In a company, the DEA model is used to determine whether
the costs used to transform a company's resources into a re-
sult are already efficient or not. The resources used as inputs
in the company are represented by the cost of goods sold and
the amount of assets used. The base price consists of the cost
of raw materials, labour costs and overhead costs. While the

Latif et al.

company's results which are output are net sales. Net sales
are the result of the sale of goods or services produced by the
company. The efficiency index value measured by the DEA
model shows the results of a comparison between one com-
pany and another company in the sample group. Efficiency
index values range between 0 and 1. Efficiency index values
that indicate a value of 1 indicate full technical efficiency.
The company is able to manage the expenditure of costs and
assets to produce the same or more revenue from less effi-
cient companies [22]. That is, companies that are more effi-
cient are able to use their inputs to a minimum to obtain cer-
tain outputs.

2.5. ESOP, Motivation and Efficiency

For company, employees are assets and must be a priority.
Many business owners believe that a company's success de-
pends on the success of its employees. Therefore many com-
pany leaders recognize the importance of employee motiva-
tion as a top priority for the achievement of organizational
goals and objectives. If employees have high motivation,
then they will try to work well to increase productivity.
These employees have the belief that by increasing produc-
tivity, the company will produce more output so that they
can generate the required income [23]. Therefore, employees
who are highly motivated tend to have loyalty to the compa-
ny.

The ESOP program aims to provide motivation to employees
by giving employees the role of owner of the company. Em-
ployees as company owners will reduce the principal-agent
problem in the company. The ESOP can align the interests of
principals and agents. ESOP will provide incentives for em-
ployees and managers to work towards shared goals [23]. To
achieve common goals, employees can participate in voting
for decision making. This will create feelings of respect in
employees and have autonomy in the workplace [10], so
employees will have a sense of concern for the company and
emerge emotional ties with the company [24]. Employees
will understand that their performance will affect the compa-
ny's performance. The income earned by the company will
be income for employees, while the expenses incurred if the
company will become the burden of employees. If the com-
pany make a profit, employees will also benefit in the form
of dividends and an increase in share prices Therefore em-
ployees will always be motivated to increase professionalism
by always ensuring that the company will last in the long run
[9] by increasing productivity. Productivity is a reflection of
the level of efficiency in a company.

Based on the description above, the research hypothesis is:

Companies that implement ESOP are more efficient than
non-ESOP companies

3. RESEARCH METHODS

This study is a comparative study, which compares the effi-
ciency indexes between two groups, namely companies that
implement and those that do not implement ESOP. The pur-
pose of this study is to determine whether there are differ-
ences in the level of efficiency between the two groups. The
research sample is 45 companies that fall into the LQ 45
index category for the period 2015-2019. The LQ 45 index is
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an index consisting of issuers that have liquid shares. This
index is evaluated every six months (February and August).

In this study, to measure the level of efficiency, the output-
orientation measures are used for the models to maximize
output from a given set of inputs, and assumed for constant
returns to scale (CRS). The output-oriented CRS DEA (Data
Envelopment Analysis) model is defined as the linear pro-
gramming (LP) formulation below for the i-th company:

maxe, 6,

subject to

0yi+YA>0,

xXi— XA>0,

A>0.

where

0 is a scalar with value greater than or equal to one,
Ais a (N x 1) vector of constants,

yi is the output quantities for the i-th company,

xi is a (K x 1) vector of input quantities for the i-th company,
Y isa (1 x N) vector of output quantities,

X is a (K x N) matrix of input quantities for all N decision
making unit’s (DMU’s).

Solving this LP will provide the values of 0 and vector A that
gives a maximum value for 6, which defines the Technical
Efficiency (TE) score for the i-th company as shown below:

TE:=1/6

The value of TE ranges between zero and one. If the value of
TE is less than one, then the corresponding company is con-
sidered to be technically inefficient. Meanwhile, a TE score
of one would indicate a company that is fully efficient. These
efficient points define the best-practice frontier curve and the
fully efficient DMU’s become peers to the other (inefficient)
DMU’s [25]. The vector A gives the weights of the peers
corresponding to the i-th company.

To calculate the efficiency index, 2 inputs and 1 output are
used. Input consists of costs incurred by the company to gen-
erate revenue and assets used in the company's operations,
while output is income derived from the sale of products or
services. To compare the efficiency indexes between compa-
nies that implement ESOP and those that do not use the In-
dependent t Test.

4. RESEARCH RESULTS AND DISCUSSION

The sample used for this study is that issuers are included in
the LQ 45 index, which is 45 companies. Of the 45 compa-
nies, 11 companies have implemented ESOP and 34 compa-
nies have not implemented ESOP. The LQ 45 index is an
index consisting of issuers that have the highest transaction
value on the regular market in the last 12 months. The re-
quirement for issuers to be included in the index list is that
the issuer has been listed on the Indonesia Stock Exchange
for at least 3 months and has high financial conditions and
growth prospects. Issuers listed in the index have high-value
stocks and are often said to be superior stocks.
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Based on the output and input data from the listed compa-
nies, an efficiency index can be calculated for each issuer by
using the DEA model. Input consists of costs to generate
income and assets used in the company's operations. While
output is the company's revenue. The efficiency index of
each issuer is then grouped according to the ESOP imple-
mentation. In this case there are two groups: group 1 is the
issuer that has implemented the ESOP program and group 2
is the company that does not implement the ESOP. The effi-
ciency index for each group was then compared using the
independent t test. The results of independent t test testing
are presented in table 1.

Table 1. Independent t test results

Mean (:;il")f(iciency Standard Deviation
NoN Non P value

YEAR ESOP ESOP ESOP ESOP
2015 .8098 7918 17240 19264 784
2016 7975 .8082 .17968 .19287 .873
2017 .8151 .8158 17547 .19542 .992
2018 .8547 1537 14976 21220 151
2019 .8310 7301 19627 .21395 173

The results showed that in the 2015-2019 period there were
no differences in the level of efficiency between companies
that implemented ESOPs with companies that did not im-
plement ESOP (p value > 0.05). That is, the implementation
of the ESOP does not affect the level of company efficiency.
The efficiency index between the two groups of companies
shows the same results, and both have a high average effi-
ciency value, which is between 0.7301 and 0.8547.

ESOP implementation is not mandatory for employees. Em-
ployees at companies offering ESOP can choose whether
they will buy company stock or not. Some employees think
that ESOP is nothing special. Many of the employees do not
understand what benefits will be gained if they join the
ESOP program. Some employees may be able to understand
and might assume that ESOP is an investment expense that
must be self-funded and requires a considerable amount of
time to obtain the right to return on investment. Therefore
they assume that the rights they get are something artificial.
Employees will also feel attached to the company for the
long term. They must consider the risk of loss from the own-
ership of these shares, because stock prices may fluctuate.
Employees must believe that the company will grow and
develop so that share prices will increase. If the employee is
unsure of the company where he works, maybe the employee
will choose other investments that are considered more prof-
itable. The ESOP program can also limit employees to diver-
sify investments.

Another factor that allows the ESOP program to not be at-
tractive to employees is related to the compensation they will
receive. Moreover, shares are distributed equally regardless
of the performance of each employee. Employees who have
high performance will get the same results with lower-
performing employees, because the value of the company's
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shares is the combined performance of all workers in the
company [26]. Low-performing employees may not receive
penalties because the employee is also the owner of the
company.

This research sample is only limited to measuring the level
of efficiency for companies that are included in the LQ 45
category. The results of the research conducted by Meilita
and Riyadi [27] in the period 2012 - 2017, showed that sala-
ries and employee benefits provided by LQ 45 companies
were able to motivate its employees in increasing the com-
pany's revenue and profit. ESOP is not something that can
motivate employee performance. Employees in Indonesia
focus more on short-term goals than long-term. This is con-
sistent with the opinion of George B. Whitfield, [28] which
states that Indonesian employees have stronger feelings
about the past and the present. Therefore the performance
effects for bonuses given in the future are often vague. If the
employee has enough money and is able to cover his expens-
es at this time, the bonus that will be received in the future
will not provide motivation for them and will not affect their
performance.

5. CONCLUSION

The ESOP program is a legal ownership program by the
company where they work. With this program, employees
are expected to have a sense of belonging to the company so
that employees will be motivated to improve efficiency in
their work. In Indonesia, the implementation of the ESOP is
based on the rules of Attachment I of the Decree of the Di-
rectors of the Jakarta Stock Exchange Number: Kep-305 /
BEJ / 07-2004 Date: July 19, 2004, Explanation of the Fi-
nancial ~ Services Authority Regulation number 8
/pojk.04/2017 and the rules issued by the Financial Services
Authority (OJK) numbered POJK No.14 / POJK.04 / 2019
concerning changes to POJK No. 32 / POJK.04 / 2019. Until
now, the number of companies that do not have ESOP is far
more when compared to companies that have ESOP pro-
gram.

This study is a comparative study, which compares the effi-
ciency indexes between two groups; companies that imple-
ment and those that do not implement ESOP. The purpose of
this study is to determine whether there are differences in the
level of efficiency between the two groups. The research
sample is 45 companies that are included in the LQ 45 index
category for the period 2015-2019.

The results showed there were no differences in the level of
efficiency between companies that stepped up the ESOP and
those that do not. For companies that implement ESOP, there
is no obligation for employees to own company shares. For
employee, ESOP is an investment, the return of which will
be obtained in the future. This will reduce the opportunity for
employees to invest in shares outside the company stock and
will also bind employees for a long period of time. Employ-
ees in Indonesia tend to be short-term oriented. If the salary
and benefits it receives can cover current expenses, then ad-
ditional future income does not motivate him to work better.
In addition, other aspects that cause the ESOP are not liked
by employees because of the equal distribution of stock dis-
tribution, which results in low-performing workers having
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the same opportunities as high-performing workers to obtain
stock options.

The weakness of this study is that the sample is only on
companies that are included in the LQ 45 index list. Compa-
nies that are incorporated in LQ 45 are companies that al-
ready have high performance, so that their employees on
average have met their basic needs. The ESOP program can-
not increase employee motivation to work better. So the
company will implement the ESOP program or not is not
important for employees.
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