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Corporate Governance, Risk
M anagement, and Bank Perfor mance:
Does Type of Ownership Matter?

EXECUTIVE SUMMARY

This research provides a conceptual model call@hgle Gap Model (TGM) and
then tests it in an empirical study. The purposthisfresearch is to investigate the
relationships among corporate governance, risk gemant, and bank
performance in Indonesian banking sector. Thisysiamines whether the type
of ownership has moderating effect on these reaialips, and whether ownership
structure is a key determinant of corporate govereaThis research utilizes both
primary data and secondary data analyses. Methadail¥sis used for secondary
data is Generalized Methods of Moments (GMM). Melaitey primary data
utilizes bootstrap method, factor analysis, andaBesleast squares (3SLS). This
study finds that the relationships between corgorgbvernance and risk
management, and between corporate governance amd fErformance are
sensitive to the type of bank ownership. Howevevn@rship structure shows
partial support as a key determinant of corporaieemance. Foreign-owned
banks have better implemented good corporate gameen than have joint-
venture-owned banks, state-owned banks, and pridateestic-owned banks.
Foreign-owned banks also incorporate significafdti@nship between corporate
governance and risk management. Meanwhile, stateedvibanks underperform
the other types of bank ownership in implementingdy corporate governance.
This study also finds an interrelationship betweisk management and bank
performance. Risk management has significant effeacbank performance, and
vice versa. In general, the findings for both seleoy data and primary data
analyses are substantiating each other. Primarg daglysis supports and
strengthens the findings of secondary data analysis

Keywords: corporate governance, type of ownersihwnership structure, risk
management, bank performance
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CHAPTER 1
INTRODUCTION

Resear ch Background and I ssues

Financial crisis in 1997 hit Indonesia more thahneotAsian countries. A
large number of firms have gone to bankruptcy, sttsbme firms suffering from
financial difficulties attempted to reschedule tragbts or convert their debts into
common stocks. Part of these firms is in bankingme Indonesian government
provides a huge buffer fund to bailout savings dépand takes over temporarily
of illiquid banks.

Why does the government concern about the probtEntsnking sector
more than other sectors? There are several possiens for the higher degree
of government oversights in the banking sector:

1. Bank depositors (particularly retail depositorsnmat effectively protect
themselves because they do not have adequate atformnor are they in a
position to coordinate each other.

2. Bank assets are unusually opaque, and lackingaimsparency as well as
liquidity.

3. Bank instability will lead to contagion effect, whi would affect a class of
banks or even the entire financial system and ¢be@my.

4. Banks have a dominant position in developing ecaadmancial systems,
and are important engines of economic growth (Kamgl Levine 1993 a, b;
Levine 1997).

The lessons learnt from financial crisis are toromavareness of the
government and businesses people on the impoméntof implementing good
corporate governance in Indonesian firms, espgcalbanking sector. In 2000,
some private sectors of business and professi@salcations established Forum
for Corporate Governance in Indonesia (FCGI). Otfaaties have also attempted
to conduct the implementation of good corporateegoance in Indonesia.

In the end of January 2006, Central Bank annouricedmplementation
of good corporate governance rule for general béiRkée number 8/4/PB1/2006).

Rationales of the regulation are due to coping Haak risk complexity,



improving the bank performance, obeying the rule@sd enhancing internal
condition of national banking. In addition, the @ahBank also announced the
implementation of risk management to control tlogierations and risk exposure
(Rule number 8/6/PBI1/2006). These actions indictiat Central Bank is

concerned about the importance of relationship éetwcorporate governance,
risk management, and bank performance.

Whilst the issues become a major concern in bankirartices, the
conceptual issues are literarily debated. Shledad Vishny (1997) define
corporate governance as the way in which supplbérSnance to corporation
ensure themselves of getting a return on theirstments. Corporate governance
concerns the inter-relationships between princjgadents, and other stakeholders
who may have different interests in the firm. Cmtflof interests between
different stakeholders is potentially high in bankisector. The unusual agency
problem in banking sector could not be resolvedfsatorily using conventional
agency theory.

This research presents issues about relationshgt&ebn corporate
governance, risk management, and bank performalwoeporate governance in
banking sector consists of two control mechanisr&ernal corporate governance
and internal corporate governance. In this concephk owners arexternal-
guasi control because they are also subject to the aéignl Hence, this research
also provides a conceptual framework that explpostion of type of ownership
as a moderating factor of these relationships.

Ciancanelli and Gonzales (2000) argue that bankewor has different
market structures which do not meet the basic agsans of agency theory.
Besides unusual agency problem, bank managers \&ndr® are subject to the
regulation. As a governance force, regulation ignded to serve the public
interests, particularly the interests of the constgmof the banking services.

Regulator and regulation represent external cotpogavernance that implies

! Agency theory has at least three assumptions:dijrdl or competitive markets; (ii) The nexus
of contract is the principal-agent relationshipwestn owners and managers; (iii) Optimal capital
structure requires limited gearing.



market force to discipline both managers and owireesdifferent way than that
in unregulated economic-sectors. According to thaseB Accord, risk

management and minimum capital requirement in lenldector are subjects
heavily concerned by regulator. However, althouigh tegulation is concerned
about governing risk management in banking sediteratures in financial

banking have no clarity to explain the relationsimgchanism between risk
management and regulation, and how the relationsfiiplead to higher bank

performance.

Owners also have particular interest to controlldark risk management.
Based on the assumption that owners are more awtteabout return on
investment of the bank (bank performance); they atlempt to moderate the
effects of the external corporate governance ork fp@nformance. This research
provides a conceptual framework to analyse thes¢iorships and conducts this
issue into empirical study.

Separation of ownerships and controls of bank ieduthe problem of
internal corporate governance. Managers (employ&hks)act as the agents have
particular interests which may differ from thosecohsumers and owners of the
bank. In order to reduce the agency conflict oéliests between managers (agents)
and owners (principals), a continuous improvement apmpensation and
incentive system should be provided by the bankesainThe owners also select
and govern the board of directors who have higHibiigy and capability to serve
them better. This mechanism refers to internal @@fe governance. Through this
mechanism, the owners expect managers to have dme erception and
direction as well as owners about risk managenmesk-{aking behaviour) which
is related to return or bank performance.

Empirical evidence on the relationship between o governance and
performance is mixed. For examples, La Porta, LajgeSilanes, Shleifer, and
Vishny (2002) find evidence of higher firm perfornt& in countries with better
protection of minority shareholders. Klapper andré.q2003) report that better
corporate governance is highly correlated withdyetperating performance. They

also document that firm-level corporate governapoavision matter happens



more in countries with weak legal environments.cRJalang, and Kim (2003)
provide empirical evidence that there is a positieerelation between corporate
governance and performance, but they have no exiiten about the causal
relationship. Drobetz (2004) also finds that higberporate governance rating is
related to high performance.

However, the above empirical studies are more aoece about
examining the differences and correlations tharuabausal relationships. On the
other hand, Drobetz, Schillhofer, and Zimmermanr0O@ explore the
relationship between firm-level corporate govermaand firm performance. They
suggest that good corporate governance leads thethidirm valuation
(performance), hence, investors are willing to pagremium, and bad corporate
governance is punished in terms of valuation distau

Control effectiveness of different types of banknerships to moderate
the relationships between corporate governancg, management, and bank
performance depend on types of ownerships structiyiges of bank ownerships
structure can be classified in different types Hase the power of control:
shareholders are widely dispersed; a dominant owuner exercises control and
appoints management (concentrated); an intermed@se where large
shareholders (or called a blockholder) have vetwgpamver major management
decisions (Patrick 2001). Types of ownerships dao &e classified based on
private-owned banks versus state-owned banks, mesiic-owned banks versus
foreign-owned banks. Pinteris (2002) provides eitgi finding that indicates
there is a negative relationship between bank cstiyerconcentration and bank
performance.

Empirical research issues in financial banking aleacerns the control
effectiveness of private-owned banks versus puldlic state-owned banks.
Cebenoyan et al. (1993) provides different evidertbat there are no differences
between mutual and private ownership on bank pedoce. Sarkar, Sarkar, and
Bhaumik (1998) also provide empirical evidence thatthe absence of well
functioning capital markets, there may not be digant differences in the

performance of private-owned firms and public-owrfieshs. Mester (1989) and



Mester (1993) document that public-owned banks mntlial bankshave slight
cost and profit advantages over their private baki#kile Altunbas, Evans and
Molyneux (2001) also find that there is little esitte to suggest that private-
owned banks are more efficient than their mutuatl atate-owned firm
counterparts. The results are different from presievidence provided by O’Hara
(1981) and Nichols (1967), suggesting that managememutual banks is less
efficient than management of private-owned bankstl@ other hand, La Porta,
Lopez-de-Silanesaand Shleifer (2000) provide contradictory empiriealdence.
They mention that state-owned banks are inconsistéth the optimistic
“development” theories of government ownership afiks common in the 1960s.
The results are consistent with the political vieivgovernment ownership of
firms, including banks, according to which such @oment ownership politicises
the resource allocation process and reduces tioéeefty.

Lang and So (2002) examine the composition of osmprstructures of
banks in emerging markets. They observe that forbanks have higher holdings
than do domestic banks if state stakes are excludedrms of bank performance,
ownership structure has no impacts on the bankopmadnce. These findings
suggest further study to rethink about the systdnprovatization of state-
controlled banks. Will the foreign banks have cohtf domestic banking system
once the state-controlled banks are privatized?l&Viavrylchyk (2003) finds
that foreign-owned banks are found to be more iefiicthan their domestic-
owned bank counterparts.

Goldberg, Dages, and Kinney (2000) compare the lmerformance of
domestic- and foreign-owned banks in Argentina dekico. They find that
foreign banks generally have higher loan growtlkesdhan do domestic private-
owned banks which have lower volatility of lenditftat contributes to lower
overall volatility of credit. Additionally, in botlf countries, foreign banks show

notable credit growth during crisis periods. In Angina, the loan portfolios of

2 Mutual ownership refers to the organisation forett members (customers), rather than the
shareholders, own the banks.



foreign and domestically private-owned banks ammilar and lending rates

analogously respond to aggregate demand fluctusation Mexico, foreign and

domestic banks with lower levels of impaired assetee been similar to loan
responsiveness and portfolios. State-owned bankge(ina) and banks with
high levels of impaired assets (Mexico) have meagrsant loan growth and weak
responsiveness to market signals.

Claessen and Fan (2003) study corporate governandsia. They find
that agency problems arise from certain ownershipctures. Conventional
corporate governance mechanisms (through takeavel®oards of directors) are
not strong enough to relieve the agency problem#Asia. Firms use other
mechanisms to reduce their agency problems (fompla employing reputable
auditors), although they have only limited effeetiess. The low transparency of
Asian corporations relates to these agency probland the prevalence of
connection-based transactions that motivate allesgvmnd investors to protect
rents. The rents often appear from governmentrgtiocluding a large safety net
provided to the financial sector. Forms of cronpitaism (i.e., the combination
of weak corporate governance and government imtarée) are not only leading
to poor performance and risky financing patterns dso conducive to macro-
economic crises. Their survey suggests that compogmvernance in Asia,
including Indonesia, remains unresolved problemasth bin conceptual and
empirical matters of corporate governance in banlgactor. The research also
attempts to cover the unresolved problem by examinthe relationship
sensitivity between corporate governance and pedoce for domestic-owned
banks versus foreign-owned banks.

Agency theory predicts that conflict between managand shareholders
would harm firm value. Agency theory argues tha $sieparation of ownership
and controls enacts conflict of interests betweanigs. Ownership structure, as
agency theory predicts, will reduce conflict betwgmarties when, for instance,
managers have significant amount of ownership enfttm. Meanwhile, existing
shareholders will benefit from reducing gap betweemagers’ and shareholders’
interests.



The dispersion of ownership structure also playsagor role in reducing
agency conflict. Dispersion of ownership also playssignificant factor in
implementing good corporate governance. Shleifer \dishny (1997) argue that
dispersion level of ownership will have impact omrporate governance
mechanism. They argue that the effect of politmzdt and free riders problems
with regard to level of concentration ownershiplwifluence shareholders (with
significant proportion of ownership) to control naaers. Therefore, ownership
structure will play a major role in corporate gavemnce mechanism.

In portfolio context, investors concern both riskdareturn. They may
choose a given level of risk, and then find theeBtment portfolio that provides
the highest return. They can also choose a givwe t& return, and then find the
investment portfolio that provides the lowest riSkwus, it represents reciprocal
relationships between risk and return on investmBased on this concept, risk

management and bank performance can be statedl@gezous constructs.

Problems Formulation and Objectives of the Research

Based on the issues discussed above, the purpogesafesearch is to
answer (solve) research problems that can be fatedilas follows:

Is there relationship between ownership structagk @rporate governance?
Is there inter-relationship between risk manageraadtbank performance?
Is there relationship between corporate governanderisk management?

Is there relationship between corporate governandebank performance?

Is relationship between corporate governance andk b@erformance
sensitive to type of bank ownership?

Is the relationship between corporate governanak risk management
sensitive to type of bank ownership?

agrwpdpE

o

Research Originals

The conceptual framework proposed in this studydiferent from
previous studies in some points of view. First ibf @revious studies discussing
corporate governance in Indonesian banking are rfiumesed on concepts than
empirical study. Ciancanelli and Gonzales (2000hrm@nt that consideration of
corporate governance in banks is, however, apggareasier to be said than to be

done. While there is a great deal of empirical aesle on corporate governance,
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very little of it concerns the behavior of ownerslananagers of banks; all of it
assumes that banks conform to the concept of timeused in agency theory. This
study attempts to investigate these behaviourampirical study on Indonesian
banks.

Secondly, previous studies are more concerned atiffatentiation and
correlation between the degree of corporate govemand bank performance.
However, there is little attention about causahtienship between them. In this
study, the problem is integrated with manager'srest in risk-taking behavior
(risk management) using simultaneous equation mddat allow this research to
examine the causal relationship in higher levedradlysis.

At last, the model consists of five main construtk®se are: corporate
governance, risk management, bank performance, rehipestructure, and type
of ownership. These constructs have been discussgutevious studies both
conceptually and empirically. However, only few tbbm concern the complex
inter-relationship between the constructs. Mearayhih business practices, the
four main constructs are inter-related in particat@nners. This study develops a
model focused on that problem called “Triangle Gégulel” (TGM). How TGM
conceptually works will be discussed in detail éction 2.

This study uses two research methods to verify sotmss of TGM. The
first method uses secondary data and the secontothatses primary data.
Secondary data are collected from quarterly firgnports. The detail of the
research method will be presented in Chapter 8d?yi data were collected from
respondents (commissioners, directors, and manageveo answered

guestionnaires. The detail of the research methtbdbevpresented in Chapter 5.

Resear ch Contributions

The findings of this research project would contté to improving
understanding about corporate governance pradtideslonesian banking, and in
what ways the banks can implement good corporatergance that aligns with
bank performance. The empirical results would alsavide general indicators of

corporate governance useful for both regulator bBasiness people in making
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policies and decisions as well as in rewarding umighing the banks that have
great or little intention to improve their corpaagovernance aligning with

managers-owners risk-taking behaviour and banlopmgnce.

Resear ch Report Outline

There are two different research methods and fffereint analyses in this
report. In order to improve readability of this oef the outline of this report is
divided into eight chapters. The brief content®ath chapter are summarised as
follows:

Chapter 1 presents research background and isBueschapter discusses
problems formulation and the objectives of the aese. Furthermore, the
originality and contribution of this research alsogpresented in this chapter.

Chapter 2 presents theoretical framework and degeh new model and
hypotheses. This chapter discusses literaturewsyieoth previous empirical and
analytical research. The important effect in impéetimg good corporate
governance on risk management and bank performamiigscussed in this chapter.

Chapter 3 presents research method for secondetey @he data are
collected from quarterly financial reports. Thisapker explains operational
definition and measurement of regression variabBesne instrument variables
are also explained in this chapter to meet the &g and sufficient conditions
of simultaneous equation model.

Chapter 4 presents research results for secondsay This chapter reports
descriptive and inferential statistical analyses $econdary data. This chapter
provides information about confirming the hypothetasting.

Chapter 5 presents research method for primarydatg survey research.
The data are collected from respondents who angquestionnaires. Because the
sample size is relatively low, this study uses bwap method to increase the
number of observation from 66 to 5000 observati®his chapter explains
operational definition and measurement of regressariables. This chapter also

provides validity and reliability tests to verifji@ primary data before further



analysis will be done. In addition, factor analysisused to reduce a lot of data
before running the simultaneous equation model.

Chapter 6 presents research results for primatg. ddnis chapter reports
descriptive and inferential statistical analyses fwimary data. This chapter
provides information about confirming the hypottesesting as done in Chapter
4.

Chapter 7 presents results discussion. In thiptehaeach hypothesis will
be discussed based on the results in Chapters 8.&wme rational explanations
about the results both secondary data and primaty dre discussed in this
chapter.

Chapter 8 presents conclusions and implicationss €hapter concludes
all analysis results for both primary and seconddata. Research implications
provide suggestions for decision makers for corgorgovernance policy,
including owners, regulator, and managers.

At the end of this research report, we provide eapiices, including
guestionnaires, statistical program printouts (SR8%® and EVIEWS 4.0) for
regression results and factor analysis. These @ also show statistical

program printouts for validity and reliability test
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CHAPTER 2

LITERATURES REVIEW
AND RESEARCH FRAMEWORK

Agency Problem in Banking Sector

The separation of ownership and control leads toagency problem
whereby management operates the firm aligning whir own interests, not
those of shareholders (Jensen and Meckling 19718%. dreates opportunities for
managers to spend firm resources maximising thdities rather than owners’
utilities. Agency problem not only occurs in thenflct of interests between
managers and owners, but also in broader confieasa such as shareholders
through managers versus bondholders, and majorifaor) shareholders versus
minor ones.

Agency theory suggests that there are several mesha to reduce the
agency problem in the firm. For examples, manabeneentive mechanism
compensates managerial efforts to serve the ownengrests; dividend
mechanism reduces managerial intention to make v@ninvestment decision
which will be financed by internal free cash flompnding mechanism reduces
managerial moral hazard which potentially occuremthey are not restricted by
bond contract and bankruptcy risk. Other owner®res to reduce agency cost of
equity, potentially created by moral hazard manggarclude the intention of
owners to choose reputable board of directorsctirgervention by shareholders,
the threat of firing, and the threat of takeover.

In banking sector, there are unusual agency prabl@ine conflict areas
involve more than two parties simultaneously. Bahkreholders tend to invest
their capital equal to or little more than requited regulator (about 12%). This
condition increases shareholders’ incentives to imige their utilities by
exploiting other suppliers of funds. Most suppliefdunds in banking sector are

investors who have only small portions in the baskch as individuals and



institutional depositors. They have no enough potwemonitor and control the

managers and owners in operating the bank. Suomiation is incommunicable

and very costly to reveal, implying that a bankian portfolio is highly fungible

(Bhattacharya, Boot, and Thakor 1998). In thisestdtnature, external market for

corporate control potentially fails to disciplifeetmanagers and owners of banks.

In the market failure context, agency theory haskdd the clarity to
overcome the agency problems. In this situationegument takes over the role
of market to control the banks for some reasons:

1. Banking sector has pivotal position in the econoBgnk instability will lead
to contagion effect, which would affect a classbaihks or even the entire
financial system and the economy.

2. In some countries, bank is also used as an instrunfepublic policy. For
example, it is used to support certain industriesnaeall and medium firms.

3. Competitive environment in banking sector is, inmso countries, less
demanding than in other sectors of the economy,thedjovernment often
condones anti-competitive behavior that would r®tabcepted in other parts

of the economy (Llewellyn and Sinha 2000).

Financial economists argue that competition in gineduct or service
market may act as a substitute for corporate gavem mechanisms. Firms with
inferior and expropriating management will be faraaut of the market by firms
possessing non-expropriating management due to etitimp pressure in nature.
However, the banking sector may be a lot less ctithy@ethan other business
sectors, possibly due to its information-inteng@aprio and Levine 2002).

Unusual agency problems in banking sector, the latkcompetitive
pressure, and the special nature of banking sugbestbanks need stronger
corporate governance mechanisms than do the dthes. fRecent discussions in
the literature of banking and finance are aimediraderstanding a concept of
corporate governance in banking sector. The nextiose briefly presents

conceptual issues of corporate governance in bgrdantor.

12



Corporate Governance in Banking Sector

The narrow approach of corporate governance vidwssubject as the
mechanism, through which shareholders are asshiatdnianagers will act in their
interests. Shleifer and Vishny (1997) define coap®rgovernance as the methods
by which suppliers of finance control managersriteo to ensure that their capital
cannot be expropriated and that they earn a remrtheir investment. Corporate
governance operates in a different context in baplsgector compared to other
economic sectors. Macey and O’Hara (2001) argue @hdroader view of
corporate governance should be adopted in theafdsgnking institutions. They
also argue that because of the peculiar contra¢twal of banking, corporate
governance mechanisms for banks should encapsdiesitors as well as

shareholders.

External Corporate Gover nance M echanism

In common practices, depositors rely on the govemtmole in protecting
their bank deposits from expropriating managemémight encourage economic
agents to deposit their funds into banks becausebatantial part of the moral
hazard cost is guaranteed by the government. lerotbhords, even if the
government may explicitly provide deposit insurgnbank managers probably
still have an incentive to opportunistically incseatheir risk-taking, however it
will bear the government’s expense. This moral lhzaoblem can be restored
through the use of economic regulations such ast asstrictions, interest rate
ceilings, reserve requirements, and separation ashneercial banking from
insurance and investment banking. The effects ekdahregulations limit the
ability of bank managers to over-issue liabilities divert assets into high-risk
ventures. Thus, the special nature of banking reguiot only a broader view of
corporate governance but also government interwentirough regulation and
supervision in order to restrain the expropriatimgnagement behavior in banking
sector. In this view, managers and owners are sutgjehe regulation.

In general, the literature on bank regulation emsfg®s the stated purpose

of regulation as that of maintaining the integrity the market system. Recent

13



attention is more focused on the role of governmianthe financial sector;

government’s participation as the owner of finahiritermediaries, government’s
intervention in pricing and allocating credit, agovernment’s role in regulating
and supervising financial intermediaries. Regutaimcommonly associated with
the resolution of market failure in provision ofetlpublic good of financial

stability. The characteristic limitations imposei anot concerned with market
structure per se (for examples barriers to entrpawer of market monopoly).

Instead, the constraints imposed by bank regulatonsany countries attempt the
opposite action.

Ciancanelli and Gonzales (2000) state that in bankector the regulation
and regulator represent external corporate govemamechanism. In the
conventional literature on corporate governance,rttarket is the only external
governance force with the power to discipline thgerd. The existence of
regulation means there is an additional externaefavith the power to discipline
the agent. The force is quite different from thekea This implies that the power
of regulation has different effects to those pratlby markets.

Bank regulation represents the existence of interddgferent from the
private interests of the firm. As a governance domegulation aims to serve the
public interests, particularly the interests of tustomers of the banking services.
An agent of the public interest, the regulatorpasforces regulation itself. This
agent does not have a contractual relationshigeithith the firm’s principal or
with the banking organisations because of diffeiatgrests from the principal

(Ciancanelli and Gonzales 2000).

Internal Corporate Gover nance M echanism

Although there is implicit government’s guaranteebailout bank deposit
for depositors of illiquid banks, the bailout presanay take a lot of time. During
the waiting time to get their money, depositorsehbost time value of money and
opportunities. Accordingly, they are willing to eet banks which have credible
commitment to depositors. Hence, it does not oely on external corporate

governance to force the management disciplinealsat on the intention of bank
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managers and owners to inform the market about ithteintions to implement the

good corporate governance. This attention moregaln internal side rather than
on external side, so-called internal corporate guece. Internal corporate
governance is about mechanism for the accountghitionitoring, and control of

a firm’s management with respect to the use of uess and risk taking

(Llewellyn and Sinha 2000).

The Basel Committee on Banking Supervision (199l)es on the
responsibility of board directors and bank manageno® implementing good
corporate governance. Nam (2004) suggests somectaspeat should be
concerned in the internal mechanism of corporateegwnce, including its
independency and structure, function and activitgmpensation and other

relevant responsibilities of board of directors.

Corporate Gover nance and Bank Performance

Managers and owners of banks showing efforts ateshfion to implement
good corporate governance will increase marketiloilég. Subsequently, they
will collect funds at lower cost and lower risk. dan be argued that better
corporate governance will lead to higher perfornear@ome empirical evidences
support this argument. Black, Jang, and Kim (2068gstigate the relationship
between corporate performance and good corporaterig@nce in Korea. They
find positive relationship between corporate perfance and corporate
governance.

La Porta et al. (2002) study firm’s performancenir®7 developed
countries. They find evidence that there is higieduation of firms in countries
with better protection of minority shareholdersrafal with this study, Klapper
and Love (2003) use firm-level data from 14 emeggstock markets and
document that corporate governance provisions mattae in countries with
weak legal environments. They also find that betilerporate governance is

highly correlated with better operating performanaoe higher market valuation.
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Corporate Governancein Indonesia

Indonesian business people also have high conedrost implementing
good corporate governance in Indonesia. One ofptimular groups promoting
this issue is Forum for Corporate Governance ihesia (FCGI) established on
February 8, 2000. The forum was declared by five private @ecof businesses
and professional associations, namely: Agesiasi Emiten Indonesia (AEl), the
Ikatan Akuntan Indonesia-Kompartemen Akuntan Manajemen (IAI-KAM), the
Indonesian Financial Executives Association (IFEAhd the Masyarakat
Trangparansi Indonesia (MTI), supported by the Indonesian Netherlands
Association (INA). After five others associatiomsned the FCGI, currently it has
ten members. The members of the FCGI are:

1. AEI (the Association of Indonesian Public Listedngmany);

2. APEI (the Association of Indonesian Securities Camyp);

3. FKSPI BUMN/BUMD (the Association of Internal Auditoof State-
Owned Companies/Local State-Owned Companies);

IAI-KAM (the Indonesian Accountant Association — Maement
Accountant Compartment);

IFEA (the Indonesian Financial Executives Assooia)j

[IA (the Institute of Internal Auditors);

INA (the Indonesian Netherlands Association);

MAPPI (the Indonesian Society of Appraisers);

MTI (the Indonesian Society for Transparency); and

O YPIA (the Internal Auditor Education Foundation).

B

HOP".\‘.@.U"

The main objective of this forum is to promote atal foster the
implementation of principles and rules of good cogte governance amongst
companies in Indonesia. The FCGI's aim is to enhanareness and to socialise
good corporate governance principles to the Indane®usiness community
based on international best practices, so that¢heygain the benefits associated
with good corporate governance. The activities led EFCGI complement the
activities of the National Committee on Good Cogter Governance (NCGG)
responsible for drafting the code of conducts addyocorporate governance and
formulating the strategies required to implemert tode.

In January 2006, the Central Bank announced the aiimplementing

good corporate governance (Rule number 8/4/PBI/R00&e rule consists of 15

16



chapters and 79 articles, regulating the indeperidenand transparencies of
Board of Commissioners and Board of Directors, Cdates (audit committee,
risk monitoring committee, remuneration and nomoratommittee), obedience
function, portfolio of fund resource, solving caofl of interests, the self-
evaluation and report the implementation of googhamte governance. The rule
also concerns the important role of implementisg management as part of good

corporate governance.

Relationship between Type of Bank Ownership, Bank
Performance, and Risk M anagement

There are similarities and differences between e structure of bank
ownerships. Both type and structure of bank ownprsxplain the parties
controlling the banks. They basically concern thaan party which has more
power to influence the policies and strategieshef hank. However, structure of
bank ownership is more concerned about the shatehproportion of control,
whilst type of bank ownership concerns differergamisational culture between
the parties, such privately domestic-owned banksdfe-owned banks), state-
owned banks, and foreign-owned banks. The threestgb bank ownership may
have different cultures, attitudes, and behavidnreature to manage the banks
which lead the different level in risk-taking bef@aw and bank performance.

Principal-agent theory (Jensen and Meckling 19&)widely used to
explain why closely-held firms have better econorpierformance than do
publicly owned firms. The theoretical framework dento suggest that public
enterprises are inefficient due to the fact tharehis a lack of capital market
discipline. Because of the lack of market monitgyimanagers attempt to pursue
their own interests at the expense of enterprisgstests. Thus, agency theory
views that there is a relationship between ownpr&tiucture and economic
performance: the cost of monitoring makes private ctosely-held firms
economically more efficient than publicly ownedis.

However, private-owned firms in banking sectorembially shift agency

problem from conflict of managers versus owner® iabnflict of managers-
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owners versus other suppliers of funds (mutual-og)ndoot and Thakor (1993)
argue that further issue of agency problem is therésts of bank owners may
oppose those of governmental regulators, who Hasie dwn agendas, which may
not necessarily coincide with maximising bank val&hareholders may want
managers to take more risk than is socially optinvéhile regulators want
managers to take less risk due to their concerpsitaihe stability of financial
system. Shareholders could motivate managers ® haher risk by improving
incentive compensation scheme. However, from tlgelagors’ point of view,
managers’ compensation schemes should be strucioredder to discourage
banks from becoming too risky.

In many developing economies, the issue of bangarate governance is
complicated by extensive political interventiontire operations of the banking
system. This issue is related to government owigershbanks or state-owned
bank and restrictions on foreign bank entry. Stateed firms, especially in
banking sector, are commonly found in many develggiountries (La Porta et al.
2002). This phenomenon refers to the economic fiyisibeach country, that both
good and financial markets have not been well éstad. Currently, many
private-owned firms have good serving and finanai@rket in almost all
economic sectors. Hence, it leads to the recerttipsh and conceptual issue,
referred to as a classical question: does statemhliip of firms matter?

In banking sector, with a state-owned bank, thessgvof the conflict
between depositors and the managers very much depenthe credibility of the
government. In economies in which there are extenstate-owned banks, the
main corporate governance problem is the conflettvben the government and
taxpayers (as principals) and the managers andbcr&ts who control the bank.
The managers of state-owned banks may have mafeyadif incentives that are
not aligned with those of taxpayers. These managens maximise their wealth
through several ways, including consumption of piites, leisure time and staff
numbers. Shleifer and Vishny (1997) argue thatrnttamagers may also seek to
advance their careers in political area by serpadicular interest groups. The

managers are less risk averse than shareholdersavileomanaged their portfolio
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well. Therefore, managers will undertake less tisan is optimal from the
taxpayers’ point of view. In order to mitigate sucpportunism, the managers
may be given little autonomy.

State-owned banks may face public policy to seradiqular economic
sectors such as agricultural and small-medium pnsess that are considered
important from a social point of view. However, ihe absence of market-
provided incentives, the managers of state-ownedkanay still be able to get
opportunity at the taxpayers’ expense through sigrlor empire building (Arun
and Turner 2003). In extreme words, a state-owmeergrise is a perfect type of
widely held firms. In this type of ownership, thengipals (public) have no power
to control the agents, and the firm represents tagghout principal. Arun and
Turner (2003) also argue that in terms of regutatexerting governance, the
government is virtually removed as an effective mwnin the case of
government-owned banks. If the government acto#sthe owner and regulator,
there will be a conflict of interests in its twoles. These arguments suggest that
the operations of state-owned banks tend to béigreaft by nature, especially the
banks which no longer serve the special missionsubfic policies. Thus, some
strong arguments suggest that it is better for gouent to divest their ownership.

However, Arun and Turner (2002) also argue thatiliestment policy of
state-owned banks raises several corporate gown@sues. If banks are
completely privatised, then there must be adeqiepesit insurance schemes and
supervisory arrangements established in orderdtepr depositors and to prevent
financial crash. On the other hand, if governmenty alivests part of ownerships,
there may be opportunities for the government asdbminant shareholder to
expropriate minority shareholders using banks tbfaical problems or support
certain distributional cartels. Therefore, the dgoesin this case is whether the
government can credibly commit that it will not expriate private capital owners.

Arun and Turner (2003) also argue that an integgal of banking reforms
in developing economies is the privatisation ofksarThey suggest that corporate
governance reforms may be a prerequisite for thecemsful divestiture of

government ownership. Furthermore, they also suggesat the increased
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competition resulting from the entrance of foreiganks may improve the
corporate governance of developing-economy banks.

Whether foreign-owned bank outperforms domesticenvrbank in
developing countries has been discussed botheiratitres of banking and finance
and in practices. Although previous studies providexed results, common
opinions argue that some reputable foreign-ownatkdautperform domestic-
owned banks in developing countries due to betigslementation of strong
corporate governance. In addition, Unite and Saifli¢2003) examine the effect
of foreign entry on the Philippine domestic bankmgrket. They find that foreign
competition compels domestic banks to be moreiefftoon account of increased

risk, and to become less dependent on relatiorisdsed banking practices.

Risk M anagement and Bank Perfor mance

A major objective of bank management is to inceestsareholders’ return
epitomising bank performance. The objective oftemes at the cost of increasing
risk. Bank faces various risks such as intere&t nisarket risk, credit risk, off-
balance risk, technology and operational risk, ifpreexchange risk, country risk,
liquidity risk, and insolvency risk. The bank’s mwition for risk management
comes from those risks which can lead to bank yetésrmance.

Issues of risk management in banking sector haeatey impact not only
on the bank but also on the economic growth. TAD42 concludes that some
empirical evidence indicates that the past rettniotks emanating from banking
sector have significant impact not only on the tibiliees of foreign exchange and
aggregate stock markets, but also on their priseggesting that bank can be a
major source of contagion during the crisis.

In January 2006, the Central Bank announced tHe albout the
implementation of risk management. The rule cdssid 11 chapters and 21
articles regulating banks to control their risk espre by implementing risk
management based on the principals of internatistaaidard. The rule also forces

bank to make reports of the risk management both sigbsidiaries and
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consolidated companies. This action indicates ttisk management is an
important factor to reduce risk exposure in banlgegtor.

Banks which better implement the risk managemeay rhave some
advantages: (i) It is in line with obedience fuoatitoward the rule; (ii) It
increases their reputation and opportunity to etitr@ore wide customers in
building their portfolio of fund resources; (iii} Increases their efficiency and
profitability. Cebenoyan and Strahan (2004) finitlemce that banks which have
advanced in risk management have greater crediabigy, rather than reduced
risk in the banking system. The greater creditlabdity leads to the opportunity

to increase the productive assets and bank’s profit

Conceptual Framework and Hypotheses

Figure 1 presents a conceptual framework modeelationship between
corporate governance, risk management, and baférpemnce. The figure shows
that corporate governance influences performancewia ways; it directly
influences performance, and it indirectly influesgeerformance through forcing
the risk management. The model also shows that tfpdank ownership
moderates the effect of corporate governance am tigk management and bank
performance.

How the model works to explain and solve the redearoblems? What
reasons behind the scheme? There is threefold cesserthe model relevant to
answering these questions. First, the model shbatsawnership structure leads
to corporate governance practices. Second, theregaps between: corporate
governance and risk management, corporate govesnamd bank performance,
and risk management and bank performance. Thigdythe of bank ownership

brings differences in the level of gaps within thesnstructs.
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Figure 2.1 Conceptual Framework: Triangle Gap M odel

The gaps in this model are defined as some indemislegrees of roles
and interests amongst the parties. The gaps nigtaapear in bank operations
due to asymmetric information and agency problehis Todel also assumes that:
(1) Bank owners are only concerned about maximisimgr wealth or return on

their investments in the bafk2) Business people are normally risk averse.

The Ownership Structure as a Key Deter minant of Corporate
Governance

Agency theory suggests that dispersion ownerslapsphn important role
in controlling of the firm. The theory assumes tlegtich party attempts to
maximise their own wealth. Shleifer and Vishny (ZPSuggest that concentration
level of ownership is a significant factor attragti shareholders to control

managers and to perform corporate governance mischaihe concentrated

It means that other firms or assets that beloneédank owners have no economic relationship
or link with the operations of the bank.
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shareholders have more power to control the firantto disperse shareholders.

Hence, they will attempt to govern the directorsn@nage the firm as expected.

Hi:  There is positive relationship between owngrsbkiructure (OS) and

corporate governance

Interrelationship between Bank Perfor mance and Risk M anagement
Both bank performance and risk management are depé&non

implementing good corporate governance; hence, tthe constructs are
interrelated by nature. Interrelationship betwelsa two represents the risk and
return trade-off. When banks manage their riskebethey will get advantage to
increase their performance (return). Better risknaggement indicates that banks
operate their activities at lower relative risk aadlower conflict of interests
between parties. These advantages of implemengttgririsk management lead
to better banks performance. Better bank performancreases their reputation
and image from public or market point of view. Tihenks will get lower cost of
risky capital and other sources of funds. The batgs get more opportunities to
increase the productive assets, leading to highek lprofitability (Cebenoyan

and Strahan 2004). Hypothesis 2 can be statedlaw$o

H,:  There is negative inter-relationship between ms&nagement and bank

performance.

Relationship between Cor porate Gover nance and Risk M anagement
Banks as interest intermediaries are also usefekptain the relationship
between corporate governance and risk managemabatinferested parties are
not only concerned about earning better returnhair investment but are also
concerned over how the bank’s risk exposure igidiged to them. Thus, better
implementing good corporate governance is not ardpcerned about better
expected return but is also concerned about betinaging the risk. Risk
management is determined by mechanisms of corpg@ternance in banking

sector through different points of view. Marketsvédano adequate power to
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control the operations of banks. Hence, it needgemunent intervention to
overcome the market failure. In this situation, thain role of regulator and
regulation is to serve the public interest by colfitrg and monitoring the
operations of bank in order to restrain potentialypropriating management
behaviour. Specifically, regulator and regulatias external corporate governance,
control managerial behavior in making decisionsevaht to improving risk
management. Corporate governance also offers soaie ihcentives,
compensation, and career plans for the managetsr@tlace the expropriating

managerial behaviour. Thus, hypothesis 3 can ledsts follows:

Hs: Better corporate governance will lead to befttk management.

Relationship between Cor porate Gover nance and Bank Performance

The main role of bank managers is to serve shaterslinterest, which is
to maximise return on shareholders investment (hq@erkormance). The role of
bank managers, as representing bank owners’ intése® press the bank to take
risk higher than is socially expected, relateditghlr shareholders’ required rate
of return. Besides the roles, managers, as ageatshave different interests from
their principals (shareholders). Managers may speank assets beyond the
optimal size in order to increase incentives anehensation due to increasing
size (Jensen 1986; Murphy 1985). In this view, taegex not only shareholders’
assets but also public assets in the bank. Thdyrestrain their expropriating
behaviour if the level of bankruptcy risk arisegiluap to beyond their control.
Although managers may have less risk preference #fh@reholders expected,
managers’ risk preference behavior may be lessasteto both the behavior of
shareholders and public, and then it will be le$svant to bank performanée.

Agency theory suggests the firms to involve marsges insider

ownership in order to align their interests. Thisamanism shifts the conflict of

2 Managers are tempted to build asset portfolio $eaves their interest rather than shareholders’
interest (bank performance). This behaviour rendetgal bank performance lower than expected
due to transferred wealth from shareholders to marsa Jensen and Meckling (1976) suggest that
the gap of performance represents residual loss@stb shareholder’s expenses.
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interests toward owners/managers and public orgiepe. Regulator protects the
public interest by issuing rules to force ownerd amanagers of the bank to be
obedient toward the rules. This situation leadsheparty toward “prisoners’
dilemma”. Each prisoner attempts to bear witnestinte fall the others. Thus,
they suffer more from harsh punishment.

Agency mechanism could not solve the multi-conféigfficiently. It needs
awareness of each party to change their perspeicticencern the other party’s
interests as a constraint to their objectives aerests. In this perspective, they
should focus on optimum result rather than maximesult due to the constraints.
All parties (stakeholders) expect the bank to sehedr interests for long run
rather than for short run. The banks should be &twot only as financial
intermediaries but also as interest intermediaBasmks who serve better interest
indicate that they implement better good corporgéeernance. Because the
interest of owners is to earn better return onrthreiestment (equity), they will
attempt to implement better good corporate gover@aBased on this argument,

the hypothesis 4 can be stated as follows:

H,: Better corporate governance will lead to bettarkbperformance

The Sensitivity of Triangle Gap Model Relationships
on Type of Bank Owner ships

The three hypotheses represent the test of a ébmecessary condition
whether bank implements good corporate governardoeever, confirming the
first hypothesis is not sufficient to conclude thiaihs implement good corporate
governance. It requires further explanation anestigation to meet a sufficient
condition to conclude that corporate governanabis to converge the roles and
interests among parties.

Managers and owners of bank who show efforts aréniion to
implement good corporate governance will increasé tredibility in the market.
Subsequently, the soundness of bank increasestanvesnviction to invest or

deposit their funds into the bank. Getting the legn investor's conviction is
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very important aspect in banking sector. Banks Halciary relationship with
their customers, which is generally not the caseeiationship between other
firms and their customers. The nature of busines$anking sector creates
additional principal-agent relationships. Furtherep@symmetric information and
fragility in banking business increase the investawareness to select the sound
banks rather than banks offering higher return.sThaound banks will easily
collect funds at the lower cost and lower risk.

Bank’s owners play an important role in promotihgit banks to adopt
and implement good corporate governance. With tetgathe general assumption
of separation between ownership and control, owasrsassumed not to be able
to directly determine the operation managementaoikb However, they attempt
to control and determine managers in making a takkig decision in relation
with their return on investment (bank performancehe owner’s fashion in
controlling and determining manager’s behaviouptider to align with owner’s
interest is through moderating the effect of coap®rgovernance on risk
management and bank performance.

Agency theory suggests that conflict of interestis be reduced if owners
have enough power to control the operations of ihak. Power of owners
depends on their shares proportion. Higher poweoafrol commonly appears in
privately or closely owned banks compared to widelyned banks. In many
developing countries, many state-owned banks coryrexist. In agency views,
state-owned bank represents perfect type of widelged bank. The principals
(public) have no power to control the agents. Othgyes of ownerships
commonly found in developing countries are foreaymed banks and joint-
venture-owned banks. Previous studies find thatidorowned banks outperform
domestic-owned banks in developing countries (Gaigb Dages, and Kinney
2000; and Havrylchyk 2003). The results suggest teputable foreign-owned
banks may be able to implement good corporate gavee better than do
domestic-owned banks.

In Indonesian case, the type of ownerships canléssified into three

major groups: private domestic-owned banks, stateed banks, and foreign-
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owned banks. Private domestic-owned banks congidisted and non-listed
banks. Both listed and non-listed banks have gsitelarities that the major
proportion of ownerships is concentrated into smalimbers of controlling
shareholders. State-owned banks represent perfdishersed ownership. The
principals (citizen) have less power to control thanks, thus controlling
ownership of the banks fully come from the agerisreign-owned banks
(excluded joint-venture-owned banks) are controliganore dispersed ownership
than domestic ownership. DeAngelo and DeAngelo %1.98nd Zingales (1994)
suggest that major controlling shareholders le&dadvners to expropriating the
assets of banks to maximise their interests. Thugign-owned banks may
implement good corporate governance better thandomestic-owned banks.

Theoretically, major controlling shareholders maigentheir interests by
expropriating operating assets of banks. Hence edtimowned banks may have
potential problem in implementing good corporateregoance. However, state-
owned banks are subject to multi-agents who havdlicbof interests without
any principals who have sufficient power to contiteé banks. Three are three
perspectives that can explain the relationship eetwthe role of state-owned
banks and their performance. Political perspectuggests that state-owned
companies may be intervened by the regime to isergheir popularity and
political voting (Shapiro and Willig 1990; Shleifend Vishny 1994). Agency
perspective suggests that state-owned banks hapenupals who have enough
power to control the banks. Social welfare perspectuggests that state-owned
companies serve special mission to support thergowent policies. It seems that
state-owned banks address many problems to implergeond corporate
governance more than do domestic owned banks.plicsts the argument that
state-owned banks underperform domestic-owned b&Bksin et al. 2003;
Cornett, Guo, Khaksari, and Tehranian 2000).

Furthermore, foreign-owned banks have differentrattaristics from
domestic-owned banks due to different culturesesiuland regulations in the
original countries. The foreign-owned banks mayehdng-time experience in

legal enforcement and banking supervision that that attitudes and behaviours
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to implementing better practices in good corporgd@ernance. They are also
supported by excellent advantages in technologyicsss, innovation, and their
expertise. The discussion indicates that diffetgpes of ownership may have
different intentions, abilities, and powers in implenting good corporate
governance. Foreign-owned banks implement goodocatp governance better
than do domestic-owned banks and state-owned bahks, hypotheses 5 and 6

can be stated as follows:

Hsz Relationship between corporate governance mhkdmanagement is more
sensitive for foreign-owned banks than for privdenestic-owned banks.

Hs,:  Relationship between corporate governance mhkdmanagement is more
sensitive for private domestic-owned banks tharsfare-owned banks.

Hs= Relationship between corporate governance anét performance is more
sensitive for foreign-owned banks than for privdenestic-owned banks.

Hen: Relationship between corporate governance andét pberformance is more

sensitive for private domestic-owned banks tharsfate-owned banks.
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CHAPTER 3

RESEARCH METHOD
(Secondary Data)

Data and Samples

This research uses secondary data. The data lfgeted from Indonesian
Banking Directory and quarterly banks’ financiahtsiments for the period of
analysis 1999-2004. This research employs 51 btratsgeographically operate
in Indonesia. The sample consists of 25 privateektit-owned banks, four state-

owned banks, 13 joint-venture-owned banks, and foresgn-owned banks.

Operational Definition and Measurement of Variables

This study concerns three constructs: corporateem@wnce, risk
management, and bank performance. This sectiompiseto derive the three
construct into specific variables that can be dafiand measured operationally.

This study employs some relevant variables to pemagh construct.

Proxy Variablesfor Corporate Gover nance

Corporate governance (CG) consists of externalaratp governance and
internal corporate governance that serve publitisrest, employee’s interest, and
owner’s interest. External corporate governanaefed as a mechanism, which
places the government responsibility to control ¢perations of bank through
prevailing bank regulations. Bank Indonesia prosidaideline to evaluate bank’s
health. Bank’s health comprises some financiabsati

During the period of 1997-2001, Indonesian banldgagtor suffered from
financial performance deterioration due to sevé@marncial crisis in South-East
Asia. Central Bank has then been attempting toviale the deterioration by
classifying the banks into three categories: AaBd C categories. Banks that had
Capital Adequacy Ratio (CAR) of less than -25%dassified into C category. In



1999, the Central Bank closed the operations dba@&s which have C category.
Banks, which have CAR between -25% and 4%, aresified into B category.
Eventually, banks that have CAR of more than 4%ctassified into A category.
Predicated upon this classification, this studysuSAR as the main proxy for
corporate governance.

Capital adequacy ratio (CAR) is capital dividedrisk-weighted average
assets. Capital included in the CAR comprises roapital and secondary capital.
Central Bank determines that banks should resenvémmum level of CAR at
least 8%. The CAR number represents the degreeamit’'® obedient function
toward the rules, which serves and protects thdiguitterest. Larger CAR
number represents higher banks’ sensitivity towautlic interest. Konishi and
Yasuda (2004) find that the implementation of thgital adequacy requirement
reduces risk taking of commercial banks. Thus, thi® represents a good proxy
for implementing good corporate governance mechanis

This study also considers some financial ratio,clirelated to the CAR.
Supriyatna (2006) develops model to get compodsitevaf corporate governance
based on the bank category. He uses six exogerarigbles are also relevant to
assess corporate governance. This study ados tlagiables. These variables
represent other capital or asset ratios such as:

1. Capital Ratio (CR):
R= LLP + Equity
Total Loan
2. Cash Claim on Central Bank (CCC):

_ Central Bank Account
Total Deposits

CccC

3. Secondary Reserve Ratio (SRR):

_ Marketable Securities
Total Deposits

4. Loan to deposits ratio (LDR). Loan is representeddbal loan in the balance
sheet, whilst the deposits include demand depdsits, deposits, certificate of

deposits, savings, issued securities, prime capai@h capital, and borrowing.
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This ratio shows the proportion of public contributas a source of capital to
finance the banks’ loans. Smaller LDR number inisahat public provides
smaller proportion to support the banks’ loans.atidition, Central Bank
determines that banks concern the level of LDRettolver than 85%. Smaller
LDR number suggests that banks attempt to maintdedient function
toward the rules, which serves and protects pubterest. Hence, the ratio
represents a good proxy for external corporate m@ree mechanism:

_ Total Loan

Total Deposits

. Loan Loss Provisioning (LLP):

_ Allowance for Losses
Total Loan

LLP

. Fixed Assets and Inventories to Capital (FAI):

Fixed Asset and Inventory
Capital

FAI =

Proxy Variablesfor Risk Management

Risk management represents risk-taking behaviourmahagers. All

interested parties concern how banks manage tiskicarefully. This study uses

some measurements of risk management, which ange & risk (VAR) as

endogenous variable, and non performing loan (NBhj business risk (BR) as

exogenous variables.

1. Value at risk (VAR) is a ratio of value at riskioflividual bank to mean cross

section value at risk of banks (based on all sasjpleis represented by 5%
quarterly profit and loss measure. Jorion (2001inde that VAR summarises
the worst loss over a target horizon with a givewvel of confidence. More
formally, VAR describes the quintile of the progedtdistribution of gains and
losses over the target horizon. Sincés the selected confidence level, VAR
corresponds to the 1 & lower-tail levels. This study uses 95 percent
confidence level, thus VAR should exceed 5 peragrthe total number of

observations in the distribution. VAR can be estadaas follows:
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i. Ascend nine quarterly data of profits or lossesaifth bank at the last two
years. For observation at first quarter of 2001adesed in this study are
quarterly data from the first quarter of 1999 tlgbuhe first quarter of
2001. For observation at second quarter of 2004 ased in this study are
quarterly data from the second quarter of 1999uttinathe second quarter
of 2001. Thus, the values of profits or lossesusex for overlapping data.

ii. Calculate arithmetic mean profits or losses forheaine quarterlies,
average net profit (ANP).

iii. Calculate standard deviation of profits or lossesdach nine quarterlies
Onp-

iv. Using 95% confidence level of intervaloig), calculate absolute number
of value at risk (VARyg as follows:

VAR aps= ANP - Zopp.

v. In order to eliminate size-effect bias of absolutenber of VAR, the VAR
will be deflated by mean cross section VAR of ainks (based on all
samples). Those VARs represent risk sharing in ingnkector. In this
study, all mean cross section VARs have negatiheega(see Table 3.1).
The VAR used in the models is:

VARfor individual bank
VAR =

Mean Cross Section VAR based osathples

Higher VAR suggests that banks address a biggdslgmoin risk exposure.
Thus, the bank should manage the risk carefuloler®.1 shows quarterly
VAR from 2002 until 2004.
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Table 3.1. Mean VAR based on Quarterly Data
Year Quarter Mean VAR (IDR billion)
2002 -713.82

-1901.28

-1282.43

-2612.30

-183.01
-259.26
-169.11
-133.04

-49.90
-60.01
-282.00
-206.85

2003

2004

BONLDONL|[dON

2. Non-performing loan ratio (NPL) is a ratio of noarfforming loan to total
loans. This ratio also represents managerial akkag behaviour relative to
all organisation resources. Higher NPL indicated thanks take more risk in
their operations and investment. This behavior sedexpropriate the public
interest. In order to protect the public interestl &0 maintain the stability of
banking systems, Central Bank determines that bahksild maintain their
NPL less than 5%. Hence, this ratio is also a seeieproxy for both risk
management and external good corporate governance.

3. Business risk (BR) can be represented by standanatibn of return on asset
using nine overlapping periods on quarterly bass. observation at the first
quarter of 2001, data used in this study are gupdata from the first quarter
of 1999 through the first quarter of 2001. For afaaton at the second quarter
of 2001 data used in this study are quarterly éfata the second quarter of
1999 through the second quarter of 2001. Thus, ROU#sed for overlapping
data. The risk represents unsystematic risk the¢sdue to the operations of
individual bank. This measure is also used by Cey@m and Strahan (2004)

as a proxy for risk management.

Proxy Variablefor Bank Performance
Bank performance represents the objective of sloédehs interest. This
study employs a single proxy for bank performaneé&evant to return on

shareholder’s investment, called return on equRQI). This study also employs
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net profit margin (NPM) as an instrument variabfe the bank performance
equation. These variable equations can be calcuéstdoliows:
1. Return on Equity (ROE):

ROE = Earnings .
Common Equity

2. Net Profit Margin (NPM):

NPM = Neft.lncome
Operating Income

Ownership Structureand Type of Bank Owner ship

Ownership structure (OWN) refers to the dispersion of ownership.
Disperse ownership may have less power to contnel banks while the
concentrated ownership may have stronger power dotr@ the banks.
Accordingly, higher proportion percentage of thgornty indicates higher power
of the owners to control the bank. In this reseatiocl measurement of ownership
structure is based on the highest proportion péagenof single ownership
(individual or institutional ownership).

Ownership Structure (OWN) also plays an importaole ras a key
determinant of corporate governance. This variald@resents controlling
shareholders who govern the policy of the firmnmplementing good corporate
governance.

Types of bank ownership consist of foreign-owned banks, joint venture-
owned banks, private domestic-owned banks, and-stahed banks. This study
uses three dummy variables to identify the foufedént types of bank ownership.
Table 3.2 shows the detail of these dummy varialaled the number of

observation range.
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Table 3.2. Dummy Variables of Type of Bank Owner ship

Dummy . .
Variable Type of Bank Ownership Observation
Foreign Owned Bank 96
1 = Private Domestic Owned Bank
b1 0 = Others 281
1 = Joint Venture Owned Bank
D2 0 = Others 129
1 = State Owned Bank
D3 0 = Others 44

550

Regression Mode

This study uses simultaneous equation model. Tk#icent parameters
will be estimated using generalised method of man@MM). This technique is
useful to eliminate the econometric assumption lerob Since endogenous
variables for corporate governance and risk managéemave been chosen, the
simultaneous equation model can be performed &gl

CAR =ay0 +B11CR +B12CCC +B13SRR +B14LDR + B14LLP + B1sFAI +
B1GOWN +&1

VAR = oy + [321ROE +[322NPL + [323BR + [324CAR + [325D1*CAR + BzeDz*CAR
+ B27D3*CAR + [B2gD1 + B2gD2 + B3oD3 + €2

ROE =ag0 + B31VAR + B3:NPM + 333D3 + B34CAR +B3sD1*CAR + [33D-*CAR
+ Ba7D3*CAR + BagD; + B3oD2 + BaidDs + + P31iCAR? + B31D1*CAR? +
Ba1dD2*CAR? + B31D3*CAR? + 5

Where;

CR = Capital Ratio NPM = Net profit margin

CCC =Cash Claim on Central Bank D. = 1 for private domestic-owned bank,
SRR = Secondary Reserve Ratio and 0 for others

LDR = Loan to Deposits Ratio D, = 1 for joint venture bank, and O for
LLP = Loan Loss Provisioning others

FAI = Fixed Asset and Inventory D3 = 1 for state-owned bank, and 0 for
OWN = Ownership Structure others

CAR = Capital Adequacy Ratio o = Intercept

VAR = Value at Risk B = Coefficient of parameters

NPL = Non-performing loan ratio € = Residual error

BR = Business Risk

ROE = Return on Equity
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CHAPTER 4

RESULTS
(Secondary Data)

This chapter discusses descriptive statistics agtession results based on
secondary data. The descriptive statistics repertieans and standard deviations
of regression variables. The regression resultsrtdpe simultaneous equation
model using a general method of moment techniquéhefthree equations of
corporate governance: risk management, and barfrpemce. This section also

shows the results of hypotheses tested.

Summary Statistics

Table 4.1 reports samples’ mean and standard td®viaf regression
variables. Panel A in the table exhibits instrumematriables of corporate
governance. The table shows that joint-venture-awbanks have the highest
CAR, foreign-owned banks in the second order, dattwned banks have the
lowest CAR. All banks have mean CAR more than minimrequirement of 8%
determined by central bank. Joint-venture-ownedkbaalso have the highest
value of capital ratio (CR) and cash claim on adntvank account (CCC).
However, joint-venture-owned banks have mean LDR109%, higher than
maximum level of 85% determined by Central Bankielgn-owned banks have
mean LDR of 60%, higher than domestic-owned bamk¥R. Foreign-owned
banks have the highest number of four proxies twparate governance. Those
are secondary reserved ratio (SRR), loan lossedsmning (LLP), fixed asset
and inventory capital (FAI), and ownership struetur

Panel B presents statistic descriptive of instrumesriables of risk
management. The panel shows that state-owned beamles the highest VAR,

while joint-venture-owned banks have the lowest VARreign owned-banks



have the highest NPL, and private owned-banks sufie lowest NPL. In
addition, joint-venture-owned banks have the higbeasiness risk (BR).

Panel C presents statistic descriptive of bankoperdnce based on ROE
and NPM. NPM is included in the system of simultargeequation to support the
fitted bank performance model. The table shows ftiaign-owned banks have
the highest bank performance than the other tygebaok ownership, while
private-owned banks have the worst bank performance

Table 4.1 Descriptive Statistics of Regression Variables
The table presents sample means and standardidesi§ED) of regression variables. Variables
used in this study are classified into three carestt Those are represented by three endogenous
variables: capital adequacy ratio (CAR), proxy @mrporate governance — CG), value at risk
(VAR, proxy for risk management — RM), and retumeguity (ROE, proxy for bank performance
— BP). Exogenous variables are: capital ratio (GRgh claim on central bank account (CCC),
secondary reserved ratio (SRR), loan to deposi (eDR), loan losses provisioning (LLP), Fixed
asset and inventory capital (FAI), Ownership stitet(OWN), nonperforming loan (NPL), and
Business risk (BR). The descriptive statisticstzased on panel data of quarterly financial reports
2002-2004.

Aggregate Private

Sample Foreign  Joint Venture Domestic State
Variable (N=550) (N=96) (N =129) (N=281) (N=44)
Std. Std. Std. Std. Std.

Mean Dev. Mean Dev. Mean Dev. Mean Dev. Mean Dev.

Panel A: Proxies for Corporate Governance

CAR 029 029 031 026 049 045 0.21 0.14 0.19 0.06
CR 0.22 032 0.11 0.13 046 047 0.16 0.24 0.09 0.04
CCC 0.36 047 020 0.12 055 0.71 036 041 0.12 0.04
SRR 0.20 0.25 041 033 0.22 0.21 0.14 0.22 0.06 0.04
LDR 0.65 044 060 045 109 054 050 0.22 0.46 0.12
LLP 0.03 0.11 0.06 0.20 0.03 0.12 0.01 0.04 0.02 o0.038
FAI 0.35 053 046 0.67 006 004 042 058 046 0.21
OWN 0.72 0.27 098 0.11 084 021 056 022 0.88 0.17
Panel B: Proxies for Risk Management

VAR 087 3.76 068 279 0.05 032 066 336 502 8.31
NPL 0.10 0.15 0.20 0.21 0.15 0.18 0.05 0.09 0.08 0.05
BR 0.02 0.03 0.02 0.01 0.04 005 0.01 0.02 0.02 0.02
Panel C: Proxies for Bank Performance

ROE 0.19 0.75 0.77 151 0.06 0.15 0.05 041 0.17 0.08
NPM 0.17 0.24 0.27 0.18 0.27 040 0.10 0.13 0.15 0.07

In general, the descriptive statistics indicatet tftaeign-owned banks

attempt to be more concerned about implementingazate governance than

37



other bank’s owners do. Foreign-owned banks alsmwexm value at risk (VAR)
rather than the other types of risk. Indeed, thayehability to control their risk
management to be in line with bank performance. Tihdings suggest that
foreign-owned banks have better ability in integy@gtthe corporate governance,
risk management, and bank performance. Despite peeiormance, state-owned
bank have higher risk management than the othestgpbank ownership do.

The next section of this report provides furthewvestigation of
interrelationship between corporate governancek msmnagement, and bank
performance. The analysis focuses on the sengit¥ithese interrelationships on

different types of bank ownership.

Regression Results

Table 4.2 presents simultaneous regression refsultsiangle gap model
of corporate governance. The table provides thmpeateons analysis based on
four classified samples, those are foreign-ownedk$a joint-venture-owned
banks (D1), private domestic-owned banks (D2), atade-owned banks (D3).
The first equation uses CAR (capital adequacy yat#othe endogenous variable.
This variable represents the main proxy for corf@rgovernance (CG), the
second equation uses VAR (value at risk) as endngemariable. This variable
represents the main proxy for risk management (Rivijl the third equation uses
ROE (return on equity) as the endogenous varidlles variable represents the
main proxy for bank performance (BP).

The first equation estimates seven coefficientpashmeters of corporate
governance variables. Six variables representalagid asset ratios as instrument
variables, and one variable represents the powewagrs to control the bank in
maintaining their corporate governance. The tabtevs that loan to deposit ratio
(LDR) and ownership structure (OWN) have negatiffect on CAR, while other
variables have positive effect on CAR. However, yofbur variables have
significant effect on CAR at 1% level of alpha, shoare capital ratio (CR),
secondary reserved ratio (SRR), loan to deposit @DR), and loan losses
provisioning (LLP). The table shows that OWN hassigmificant effect on CAR.
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This finding does not confirm the first hypotheqid;), which states that
ownership structure as a key determinant of cotpagavernance.

Table 4.2 Regression Resultsfor Triangle Gap Model of Cor porate Governance

The models are estimated bgneralized method of moment (GMM) in a system of simultaneous
equations. Three endogenous variables are capiggjuacy ratio (CAR) as proxy for corporate
governance), value at risk (VAR) as proxy for rislanagement, and return on equity (ROE) as
proxy for bank performance. Exogenous variablescapgtal ratio (CR), cash claim on central
bank account (CCC), secondary reserved ratio (SRRj to deposit ratio (LDR), loan losses
provisioning (LLP), Fixed asset and inventory calpi{FAI), Ownership structure (OWN),
nonperforming loan (NPL), and Business risk (BRyp&s of bank ownership are represented by
three dummy variables; D1=1 for joint-venture owsechks, and O for other, D2=1 for private
domestic owned banks and O for other, D3=1 foestatned banks and O for other. The regression
analyses are based on panel data of quarterlydialaneport 2002-2004.

Endogenous Variable

Variable CAR VAR ROE
Coef. t-value Coef. t-value Coef. t-value

Constant 0.132 8.167** 1.942 3.294 #x* 2.049 2.866%*
CR 0.657  13.385***
ccc 0.003 0.087
SRR 0.220 6.554%*
LDR -0.085  -6.373***
LLP 0.833 7.916 ***
FAI 0.003 0.531
OWN -0.009 -0.610
ROE -0.719  -3.994**
NPL 2.149 4.655%**
BR 22.402 6.018***
VAR -0.061  -3.092%**
NPM 0.758 5.543%%%
CAR -5.569  -3.667** -9.929  -2.4509**
CAR*D1 3.839 2.656%** 0.885 2.463**
CAR*D2 4.892 3.087 % 10.515 2.606%**
CAR*D3 24.656 1.456 2.165 0.277
D1 22,245  -3.974%*x -2.145  -2.983%*x
D2 -1.879  -3.089%** -2.102  -2.950%**
D3 -0.950 -0.341 -1.057  -1.179
CAR? 7.169 2.070%
CAR*D1 -7.250  -2.098**
CAR*D2 -8.216  -2.377*
CAR**D3 14.925 0.757
Goodness of Fit:
R? 0.698 0.131 0.141
Adj. R? 0.694 0.115 0.121

¥, x* ek sig at 10%, 5%, 1%

The first equation provides composite index of oogpe governance. In

general, the results provide better estimation a#fficients of parameters and
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relatively high goodness of fit with the numberR3fof 69%. The first equation in

Table 4.2 can be expressed as follows:

CAR = 0.132 + 0.657CR + 0.003CCC + 0.22 SRR 85LOR + 0.833LLP
t (8.167) (13.385) (0.087)  5®4) (-6.373) (7.916)

+ 0.003FAI — 0.0090WN
(0.531)  (-0.61)

The second equation estimates four coefficientgparfameters of risk
management variables. Two variables represent dyipess of risk management
besides value of risk (VAR) as instrument variablese variable is return on
equity (ROE), and the other is CAR. In this regi@ssthree dummy variables of
type of bank ownership are included in the equafidre type of bank ownership
moderates the effect of CAR on VAR. Dummy variable$, D2, and D3
represent joint-venture-owned banks, private doievestned banks, and state-
owned banks, respectively. Another type of bankserghip, foreign-owned
banks, is not represented by dummy variable.

The table shows that nonperforming loan (NPL) andirkess risk (BR)
have significant effect on VAR at 1% level of alptidoth NPL and BR have
positive effect on VAR. Furthermore, ROE has sigaifit effect on VAR at 1%
level of alpha. ROE has negative effect on VAR.sTil@sult confirms the second
hypothesis (b)), which states that there is negative inter-refeghip between
bank performance and risk management.

The second equation in Table 4.2 can be expresstdlaws:

VAR = 1.942 — 0.719ROE + 2.149NPL + 22.402BR — 8GAR + 3.839CAR*D1
t  (3.294) (-3.994)  (4.655)  (6.018) 3.670) (2.656)

+ 4.892CAR*D2 + 24.656CAR*D3 — 2.245D1 — 1.88DD.95D3
(3.087) (1.456) (-3.974) (-3.09) (-0.341)

The equation shows that CAR has negative effecVAR for foreign-
owned banks, joint-venture-owned-banks, and privddenestic-owned-banks.

However, CAR has positive effect on VAR for statered banks. In addition,
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CAR has significant effect on VAR at 1% level opla for all types of ownership
except for state-owned banks. These findings pigrtiaonfirm the third
hypothesis (H), which states that better corporate governanaddiead to better
risk management.

The table shows that the effect of CAR on VAR isssive to different
types of bank ownership. Coefficients of parametdr€AR are -5.569, -1.730,
-0.677, and 19.087 for foreign-owned banks, jomtture-owned banks, private
domestic-owned-banks, and state-owned banks, résglgc The results indicate
that the relationship between corporate governamckerisk management is more
sensitive for foreign-owned banks than for othgrety of bank ownership, while
the state-owned banks are placed in the last ooflesensitivity. The results
confirm the fifth hypothesis ( and Hy), which predicts that there is particular
sensitivity order of the relationship due to diéfet types of bank ownership.

The third equation estimates four coefficients @afrgmeters of bank
performance variables. One variable represents ttpes of profitability besides
ROE as instrument variables: one variable is VAR @vo variables are CAR and
CAR? In this regression, CAR may have nonlinear effectROE subject to
central bank regulation. The types of bank ownershoderate the effect of CAR
on ROE. Dummy variables D1, D2, and D3 represeant-jenture-owned banks,
private domestic-owned banks, and state-owned baeggectively. Another type
of banks ownership, foreign-owned banks, is notasgnted by dummy variable.

Table 4.2 shows that net profit margin (NPM) andR/Aave significant
effect on ROE at 1% level of alpha. NPM has positieffect on ROE.
Furthermore, VAR has negative effect on VAR. Thasuit confirms the second
hypothesis (b)), which states that there is negative inter-refeghip between

bank performance and risk management.

! The CAR coefficient of parameter for foreign-ownleahks is -5.569. The CAR coefficient of
parameter for joint-venture-owned banks is -5.56833. The CAR coefficient of parameter for
private domestic-owned-banks is -5.569+4.892. TAR coefficient of parameter for state-
owned banks is -5.569+24.856.

41



The third equation in Table 4.2 can be expressddllasvs:

ROE = 2.049 — 0.061VAR + 0.758NPM — 9.929CAR 888CAR*D1
t (2.866) (-3.092) (5.543) (-2.459)  (2.463)

+ 10.515CAR*D2 + 2.165CAR*D3 — 2.15D1 — 2.1D2 —@DB
(2.206) (0.277) 2.08) (-2.95) (-1.18)

+ 7.169CAR - 7.25CAR*D1 — 8.216 CAR*D2 + 14.925CAR*D3
(2.07) (-2.098) (-2.377 (0.757)

Table 4.2 shows that the effect of CAR on ROE issié®&ve to different
types of bank ownership. The equation shows thaR @as negative effect on
ROE for foreign-owned banks, joint-venture ownedKsa and state-owned banks.
However, CAR has positive effect on ROE for privaitemestic-owned-banks.
Coefficients of parameters of CAR are -9.929, -8,08.586, and -7.764 for
foreign-owned banks, joint-venture-owned banksygie domestic-owned-banks,
and state-owned banks, respectivelin addition, CAR has significant effect on
ROE for all types of ownership except for state-editbanks. The negative effect
suggests that better CAR would lead to lower RO&wéver, the effect CAR on
ROE is not linear. This pattern may occur subjeatentral bank regulation. The
central bank determines that banks should mairiteit CAR at least 8%. The
purpose of the CAR minimum requirement is to prbtdepositors’ interest.
Hence, it can be predicted that negative effecCAR on ROE will turn to be
positive when CAR exceeds the particular CAR numbemhich depositors
perceive and believe that bank will be concerneduabmplementing good
corporate governance. Based on this argument, hihg model uses nonlinear
regression for CAR variable.

The equation shows that CARas positive effect on ROE for foreign-
owned banks and state-owned banks. However, ‘Cid® negative effect on

ROE for joint-venture-owned banks and private ddioesvned banks. Table

2 The CAR coefficient of parameter for foreign owned-banks9.929. The CAR coefficient of
parameter for joint-venture owned-banks is -9.92989. The CAR coefficient of parameter for
private-domestic owned-banks is -9.929+10.515. TR coefficient of parameter for state
owned-banks is -9.929+2.165.
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4.2 shows that the effect of CARn ROE is sensitive to different types of bank
ownership. Coefficients of parameters of CA&e 7.169, -0.081, -1.047, and
22.094 for foreign-owned banks, joint-venture-owrmhks, private domestic-
owned banks, and state-owned banks, respectively. addition, CAR has
significant effect on ROE at 5% level of alpha &rtypes of ownership except
for state-owned banks. Table 4.3 summarises th#iceats of parameters of
CAR and CAR.

Table 4.3 Summary of the Coefficients of Parameters of CAR and CAR?
in Bank Performance Equation based on Each Type of Owner ship

Variable Foreign-  Joint-Venture Private-Domestic- State-owned

Exogenous owned bank -owned bank owned bank banks
CAR, -9.929** -0.044** 0.586*** -7.764
CAR? 7.169** -0.081** -1.047** 22.094

* kR gig at 10%, 5%, 1%

Table 4.3 shows that nonlinear relationship betw@AR and ROE occurs
in all types of bank ownership except joint-ventarened banks. However, the
nonlinear patterns for foreign-owned banks andestatned banks are different
from that of private domestic-owned banks. Privdtenestic-owned banks have
inverse pattern, which is irrelevant with nonlineagument, while state-owned
banks have insignificant nonlinear relationshiptgrat Thus, the results indicate
that only foreign-owned banks have nonlinear retethip pattern as theory
predicts, while the other types of ownership do shbw strong pattern of
nonlinear relationship. These findings partiallynfion the third hypothesis @)
which states that better corporate governance wdakt to better risk

management.

® The CAR coefficient of parameter for foreign-owned banks7i169. The CARcoefficient of
parameter for joint-venture-owned banks is 7.16%7The CAR coefficient of parameter for
private-domestic-owned banks is 7.169-8.216. Th&kEevefficient of parameter for state-owned
banks is 7.169+14.925.
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CHAPTER 5
RESEARCH METHOD
(Primary Data)

Data and Samples

This chapter presents survey research method lmesedmary data. The
data were collected from Indonesian bankers (cosionsrs, directors, and
managers) with cooperation with Risk Management t€enndonesia. The
primary data were collected by asking respondentslfil a set of questionnaires
sent by postal mail or e-mail. We sent 700 quesaames through mail and direct
method of delivery; Direct approach method was conducted when CeBank
and Risk Management Center Indonesia held regatairgar and discussion with
Indonesian bankers. The questionnaires’ low retwate becomes our major
problem in conducting survey research. Only 94 tioesaires were collected
from such an approach. Table 5.1 shows the dethilssponse rate and methods
of delivery of survey research.

Table 5.1. Methods of Delivery and Collection Rate
700 questionnaires through direct and mail appreacih with cooperation of
Risk Management Center Indonesia

Approach
Mail Direct Total
Delivered 550 150 700
Collected 63 31 94
Response rate 11.45% 20.67% 13.43%

Bootstrap Method

We have conducted data collection activities asvshin Table 5.1. The
collection rate is only 94 respondents (13.43%)e Tlumber of observation is
relatively small and it leads to bias statistiestt(type Il error). After eliminating
several questionnaires that contained missing vahe unreliable answers, the

final data are 66 questioners. Bootstrap is usealrasthod to eliminate bias type

! Other data collection methods such as phone erttatace interviews may be employed when
there are quite low response rate.



[l error in statistical test due to small numberobfervation as the result of low
response rate.

Bootstrap method is a method, which allows the aet®er to take a
random unit sample by a replacement sample metheddbon the given sample
size. Random unit samples are run until 5000 ufotsservations). Random
numbers between 1 until 66 observations are gertbiato 5,000 samples. This

study uses computer programs to generate the randarbers.

Operational Definition and Measurement of Variables

This section attempts to derive the seven constintb specific attributes
that can be operationally defined and measuredodate governance consists of
five constructs: shareholders’ rights and respalit#éls, corporate governance
policies, corporate governance practices, discéogwolicies and practices, and
audit. Some corporate governance items of questioemare developed and used
by Forum of Corporate Governance Indonesia (FC&Hralyse Indonesian firm
in conducting their self-assessment on corporatemance. These items are also
validated and in line with good corporate govermamgles for general banks
issued by Central Bank (Rule No. 8/4/PBI/2006). sTtsurvey uses the
guestionnaires with several modifications as casdass in Appendix Al.

Bank performance comprises four items. Those itbawscally represent
qualitative return on equity and return on assehefbanks during last three years,
and compare the performance to their benchmarlsk Ranagement consists of
three constructs: capital risk, diversificatiorkriand reliability risk. Subsequently,
each construct consists of several items.

All items are measured by five Likert scales. Thers ranges from 1 for
disagree to 5 for agree with the statement. Thaildatf each item are presented
in Appendix Al.

This study uses three endogenous variables, thaose @orporate
governance practice, capital risk, and bank perdmoe. Especially for bank
performance, the endogenous variable is based @nowement of return on

equity (ROE) in the last three years. Other cowttriare treated as exogenous
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variables. This study also uses two dummy varialidds-1 for private domestic-
owned bank, 0 for other types of ownership, and Dfr state-owned banks, 0

for other types of ownership.

Shareholders’ Rights and Responsibilities (SRR)

The construct of shareholders’ rights and respdit@b is based on
several items viewing shareholders as the ownertheffirm. As the owners,
shareholders have several rights and respongbilttiat should be induced and
justified. Managers as people in charge of dailsidbaperations have to fulfil
each right of shareholders and maintain the leveblbedience that will affect
shareholders’ value. Managers’ responsibilities | wihduce management
performance to increase the firm value (and shadens wealth). Table 5.2
shows 16 items representing the measurement ofefsblders’ rights and
responsibilities. Details of questionnaires arespn¢éed in Appendix Al.

Table 5.2. Description of Shareholders’ Rights an@&Responsibilities
SRR = Shareholders’ Rights and Responsibilitieshwli6 questions that use Likert scale 1
(disagree) to 5 (agree).

Item Description of ltem

SRR_1 The annual meeting of shareholders afteadbeunting year-end.

SRR _2 Notice before the annual shareholder meeting

SRR_3 Shareholders are encouraged to attend a@dwohg the annual shareholder
meeting.

SRR 4 Shareholders are encouraged to attend aadiwohg the special shareholder
meeting.

SRR 5 Shareholders are given right to subscribenwheeboard of company increases
its share capital by less than 5%.

SRR_6: Rate the way financial information is pr@ddo all shareholders to assist

investment decisions, especially in terms of:
SRR_6a a. Highly reliable and accurate information
SRR_6b b. Speed transmitted on time
SRR_6¢ c. Clarity of presentation to show compasso
SRR _7: Rate the way non-financial information (éndprmation on the Board of
Directors (BoD) and Board of Commissioners (BoG)priovided to all
shareholders, especially in terms of:
SRR_7a a. Highly reliable and accurate information
SRR_7b b. Speed transmitted on time
SRR_7c¢ c. Includes important non-financial inforimato explain performance
SRR_8 There are adequate opportunities for shatetsto receive and review the
financial reports in order to ask for questionbéoput on the Agenda at the
annual shareholder meeting.
SRR 9 Is there adequate time given during the drsmaaeholder meeting for
shareholders to ask questions?
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SRR_10: The annual meeting of shareholders dettide®llowing items:
SRR_10a a. Appointment of BoC and BoD
SRR_10b b. Compensation of BoD and BoC
SRR_10c c. Appointment of external auditors

Corporate Governance Policies (CGPO)

Corporate governance policiegepresent the intention of banks to
implement corporate governance. This study usesrakitems to measure the
corporate governance policies. These items asseyeral issues regarding
corporate governance policies. Table 5.3 shows téihs that represent the
measurement of corporate governance policies. Betdi questionnaires are
described in Appendix Al.

Table 5.3. Description of Corporate Governance Pdalies (CGPO)
CGPO = Corporate Governance Policies with 17 goestthat use Likert scale 1 (disagree) to 5
(agree). The questions also concern ethics anda¢tandard to justify governance policies.

Iltem Description of Item
CGPO_1: The company has a written code of corporate govemwahich covers
the specification of:
CGPO_1a a. the rights of shareholders
CGPO_1b b. duties of the Boards
CGPO_1c c. the rules of disclosure
CGPO_2: The policies of the company are easilylalvi to:
CGPO_2a a. Regulator
CGPO_2b b. Employees
CGPO_2c c. Public
CGPO_3 Compliance officer’s competence to ensdfredmpliance of the
company with existing laws and regulations
CGPO_4 The Board of Commissioners, to the extemhigsible under the law, is
specifically made responsible for ensuring adhes¢ache codes of
corporate governance
CGPO_5 The company has revealed a code of conétlutcs clearly
CGPO_6: The company distributes the code of condeittics to:
CGPO_6a a. All employees
CGPO_6b b. Shareholders
CGPO_T7: The code of conduct takes into accounfiolf@ving issues
CGPO_7a a. Ethical standards in dealing with customeradees and other relevant
parties
CGPO_7b b. Company expectations of management and employees
CGPO_7c c. The privacy of information about outsider compan
CGPO_7d d. The privacy of information about employees
CGPO_7e e. The importance of compliance with laws and rajoihs
CGPO_8 All employees required to confirm periodichly writing that they have
complied with the code of conduct
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Corporate Governance Practices (CGPR)

Corporate governance practices represent thelaftaes (behaviours) of
banks in implementing good corporate governances €hnstruct consists of
several attributes, focusing on the rules of badrdommissioners’ and directors’
practices. Table 5.4 shows 41 items representiagntbasurement of corporate
governance practices. Details of questionnairesleseribed in Appendix Al.

Table 5.4. Description of Corporate Governance Praices (CGPR)
CGPR = Corporate Governance Practices with 41 punssthat use Likert scale 1 (disagree) to 5
(agree).

Item Description of Item

CGPR_1 BoD has regular meetings with the BoC

CGPR_2 There are any potential conflict of intesdstween the company and the
members of BoC and BoD.

CGPR_3: The company has an unequivocal list oftlzaees owned by:

CGPR_3a a. the members of BoD and BoC.
CGPR_3b b. the families of the members of \BoD Ba@.

CGPR_4: Internal written policy:

CGPR_4a a. The company has an internal written policy réuay BoD members
having concurrent positions as directors in theotdompanies

CGPR_4b b. The company has an internal written policy rdgay BoC members
having concurrent positions as directors in theotdompanies

CGPR_5: The following committees are actively fumaing in the company

CGPR_5a a. Audit committee (for supervising the external amernal auditors)

CGPR_5b b. Compensation committee (for reviewin@ B®oD, and management
compensation).

CGPR_5c¢ c. Nomination committee (for selecting BoD and Bo€mbers)

CGPR_5d d. Compliance committee (for adherencavis nd regulations)

CGPR_5e e. Risk management committee

CGPR_5f f. Executive committee

CGPR_5g g. Insurance committee

CGPR_6 The company provides formal performance appraeaéw of the BoD
regularly.

CGPR_7 The company provides formal performance appraeaéw of the BoC
regularly.

CGPR_8 The company provides an internal nomination protasthe BoC
(including fit-and-proper test).

CGPR_9 The company provides an internal nomination protasthe BoD
(including fit-and-proper test, and has at leage&r work experience as
an executive officer).

CGPR_10 All candidates are given a written appoémintietter as commissioners.

CGPR_11 All candidates are given a written appoéminfietter as directors.

CGPR_12: The following types of compensation are sufficienDirectors:

CGPR_12a a. Salary independent of performance
CGPR_12b b. Bonus dependent on performance
CGPR_12c c. Stock options
CGPR_13:  The following types of compensation afécent to Commissioners:
CGPR_13a a. Salary independent of performance
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CGPR_13b b. Bonus dependent on performance
CGPR_13c c. Stock options
CGPR_14:  The roles, responsibilities, and delegatidorities:
CGPR_14a a. The roles, responsibilities, and delegated aitité® of the BoC are
clearly mentioned in writing.
CGPR_14b b. The roles, responsibilities, and désegauthorities of the BoD are
clearly mentioned in writing.
CGPR_15 The BoD has effective meeting procedumeseffample, are meeting
agendas and board papers distributed in advance?)
CGPR_16 The BoC has effective meeting proceducesiample, are meeting
agendas and board papers distributed in advance?)
CGPR_17: BoD and BoC meetings:
CGPR_17a a. The BoD meetings are minuted.
CGPR_17b b. The BoC meetings are minuted.
CGPR_18 The BoD actively monitors the results ohthty business.
CGPR_19 The BoC gives sufficient inputs to the Bolthe matter of strategy.
CGPR_20 The BoC gives sufficient inputs to the BoDthe matter of company
performance.
CGPR_21 The BoD is responsible to the vision argsion, business plan and
strategic plan.
CGPR_22 The BoD identifies and selects externatiahgts when needed expertise
is not possessed by existing directors or staff.
CGPR_23: Introductory training for BoD, and BoC:
CGPR_23a a. Members of BoD are given introductory training.
CGPR_23b b. Members of BoC are given introductm@ining.
CGPR_24:  Ongoing training for BoD, and BoC.:
CGPR_24a a. Members of BoD are provided with the opportunitpngoing

training.
CGPR_24b b. Members of BoC are provided with thgoofoinity of ongoing
training.
CGPR_25 The company regularly does self-assessmgobd corporate
governance

Disclosure Policies and Practices (DPP)

Disclosure policies and practices try to measweam disclosure level
especially from manager's perspective. A survey RncewaterhouseCoopers
(1999Y, in which the respondents were institutional ingesin Singapore, shows
that amongst a dozen countries in Asia-Pacificargindonesia is ranked very

low in the perceived standard of disclosure andsparency According to the

2 PricewaterhouseCoopers (in collaboration with theg&ore Exchange), 1999 Survey of
Institutional Investors.

% Determined by a range of factors: disclosure obrimfation in a timely manner, avoidance of
selective disclosure during meeting with major stees, broad market disclosure to transnational
investors, disclosure levels are above home couatyyirements, etc.
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survey, Indonesia is also ranked very low in otlmeras such as accountability to
shareholders, board processes and auditing andliemecg Table 5.5 shows 18
items representing the measurement of disclosureiggoand practices. Detailed
guestionnaires are described in Appendix Al.

Table 5.5. Description of Disclosure Policies andr&ctices (DPP)
DPP = Disclosure Policies and Practices with 18stijoes that use Likert scale 1 (disagree) to 5
(agree).
ltem Description of Item

DPP_1 Your company provides equal access to infooméor shareholders and
investment analysts.

DPP_2 The company publishes and distributes ignfital results and management
analysis for analysts.

DPP_3 The company posts its financial results aadagement analysis on the
internet.

DPP_4 How frequently does the company conduct ahbhefings?

DPP_5 The reports prepared for the annual sharehoideting contain only basic
information of sufficient details to enable investmanalysts to assess the
financial and non-financial performance of the avgpion

DPP_6: The annual reports clearly describe theviaiig:

DPP_6a a. Risk management systems

DPP_6b b. Business goals and strategies

DPP_6¢ c. Cross-shareholding and cross-debt guarantees

DPP_6d d. Management assessment on business climatesind ri

DPP_6e e. Names of Commissioners and Directors

DPP_6f f. Commissioners’ and Directors’ compensation rates

DPP_6g g. Principal external jobs held by the Commissisner

DPP_6h h. Corporate governance practices of the company

DPP_6i i. Material claims and court cases

DPP_6j j. Related parties’ transactions

DPP_6k k. Existing and potential conflict of interests

DPP_6! I. Shareholding of Commissioners, Directors orrtfemnily members in the
company or its related companies

DPP_7 The company tracks changes in its ownershiptsre so that any and all
voting blocks are known

Audit (AUD)

Audit reveals the quality of financial reports agnkures that users of the
reports can make financial decision based on deliatformation. Table 5.6
shows nine items representing audit. Details ofsgjaenaires are described in
Appendix Al. Audit also forces independency. Indejence is defined here as
having no financial interest in the company or gigant relationships with major

shareholders, management, suppliers or customers
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Table 5.6. Description of Audit (AUD)
AUD = Audit with 9 questions that use Likert scdlgdisagree) to 5 (agree). Audit will reveal
quality of financial reports and information relittly.

Item Description of Item

AUD_1: Please rate the quality of:
AUD_1a a. Internal Audit
AUD_1b b. Audit Committee
AUD_1c c. External Audit
AUD_3 How many members does your Audit CommitteeeRa
AUD_4 How many of these members are independent?
AUD 5 The Audit Committee have regular meetings
AUD_6 The Audit Committee reports regularly to 8eC
AUD_7:  The Audit Committee has regular meetingdwtiite external auditors:
AUD_7a a. The BoC responds to audit findings from inteealitors, external
auditors, and regulator.
AUD_7b b. The BoC responds to recommendations from intewnditors, external
auditors, and regulators.

Bank Performance (BP)

Bank performance represents the financial perfoo@aimprovement.
Bank performance also can be seen in comparisdm tivé related industry as
benchmark. Table 5.7 shows four items that reptds@nk performance. BP_1 is
used as an endogenous variable for 3-state leastrex)regression. Details of
guestionnaires are described in Appendix Al.

Table 5.7. Description of Bank Performance (BP)
BP = Bank Performance with 4 questions that useertikcale 1 (disagree) to 5 (agree). The
guestions concern managers’ judgment on returnquityeand its benchmarks, and return on
assets and its benchmarks.

ltem Description of Item

BP_1 The company has good improvement of return on yquithe last three years.
BP_2 The company has good improvement of return on aigséhe last three years.
BP_3 The company has better return on equity than ingasterage (benchmark).
BP_ 4 The company has better return on assets than mydustrage (benchmark).

Risk Management

Risk management represents the bank practicesamagmng their risk.
Risk management is divided into three constructschvare: capital risk (CAPR),
diversification risk (DIVER), and reliability risRELI). Table 5.8 shows 11
items representing risk management. Details of tqpresaires are described in
Appendix Al.
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Table 5.8. Description of Risk Management
Risk Management items are divided into three categoThe categories are: CAPR = capital risk;
DIVER = diversification risk; and RELI = reliabilitrisk.

Item Description of Item

CAPR_1 The company maintains a liquidity assebraigher than the minimum
ratio set by the central bank (overshooting).

CAPR_2 The company provides buffer reserves target.

CAPR_3  The company prefers individual investormsiitutional investors.

CAPR_4 Besides deposit insurance mandatory, thegpaoynalso provides other
liability guarantees.

DIVER_1 The company maintains a capital adequaiiy hégher than the minimum
ratio set by the central bank.

DIVER_2 The company offers a wide variety of promuas its competitive advantage.

DIVER_3 The company has domestic branch officemastly major cities.

DIVER_4 The company has international branch officemost countries.

RELI_1 The company hedges their risk through déxeanstruments

RELI_2 The company uses marking-to-market apprdacidaily basis) for their
current position in most derivative instruments

RELI 3 The company has stable net interest margthe last three years.

Type of Bank Ownership

The type of bank ownership represents the statasapdrity shareholders.
Survey method uses three main types of ownerstage-swned banks, domestic
private-owned banks, and foreign-owned banks. Bhigly uses two dummy
variables for classifying the type of ownership:=l2lfor domestic private-owned
banks and O for other types of ownership, D2=1state-owned banks and O for

other types of ownership.

Validity and Reliability Tests
This study uses Pearson's correlation coeffidemest the items’ validity.

This method measures the relationship between gachand total score of all
items from the particular constructs. Item that hasignificant correlation at 5%
level will be excluded in the regression model. Apgix A3 presents Pearson’s
correlation test for the relationship between edem and relevant constructs.
Based on these results in Appendix A3, five iterheutd be excluded in the
regression model. Those variables are: CGPR_2, CG®RCGPR_3b, and
AUD_2.
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The reliability analysis procedure calculates a bhenof commonly used
measures of scale reliability and provides infoioratabout the relationships
between individual items in the scale. Intra-clasgrelation coefficients can be
used to compute inter-rater reliability estimatesing reliability analysis, this
survey can determine the extent to which the itentke questionnaire are related
to each other, we can get an overall index of tbpeatability or internal
consistency of the scale as a whole, and we canifigg@roblem items that should
be excluded from the scale. The reliability is aflu estimated from the
consistency of all items in the sum scales, thialvgity coefficient computed in
this manner is also referred to as the internakisbtency reliability. This survey
uses Alpha (Cronbach), the model of internal caestsy, based on the average
inter-item correlation. Appendix A3 presents reilliép test using Cronbach’s
Alpha. All reliability tests have Cronbach’s Alphaé higher than 0.70. The
results suggest that all items have higher thanmum requirement of Alpha
(less than 0.60).

Technique Analysis
a. Factor Analysis: Data Reduction

There are a lot of items that should be considerezhch main construct.
Hence, this study uses factor analysis to redudet af items, except bank
performance item (BP). There are two common app@sto reducing the data in
factor analysis. First, one can select a surrogateble based on the highest
factor loading for each factor. If there is a higirrelation between one item and
another item in a particular factor, a surrogatdabde as the representation of
other items is more efficient than using all iteimghe factor. Unfortunately, this
approach may reduce the data variance when fagtatirigs of other items are
relatively low. Second, one can use score facteeth@n score coefficient matrix.
This approach covers all items’ variances in thetdis, which are weighted by
score coefficient. Hence, it reduces variance pgs¢he data.

Based on this condition, this study uses scorefaetther than surrogate

variable for further analysis. Score factors of posite index are based on new
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factors, which have Eigen value more than 1.00. él@s, especially for CGPR,
this study extracts the items only for single fa@s an endogenous variable of
corporate governance model.

This section provides summary results of factodyaisfor each construct
in the questionnaires. Principal Component analysml varimax rotation
techniques are used to run the data reduction. @gipeé4 provides the details of
factor analysis results for each construct.

Factor Score of Shareholders’ Rights and Responsities (SRR).
Factor analysis reduces fifteen SRR items into ffaators. The correlations
between each item and the factor called factoritapdre presented in Table 5.9.
Contribution of each factor for the total varian€&.373%) is provided by
FS_SRR1, FS SRR2, FS SRR3, and FS _SRR4 are 21.5BR%©1%, and
11.833%, respectively. These factors generate stamtors based on score
coefficient (see Appendix A4) used in the corpogdeernance practices (CGPR)
equation as exogenous variables.

Table 5.9. Factor Loading for Shareholders’ Rightand Responsibilities
Factor loading is correlation between each item tliedfactor. SRR = shareholders’
rights and responsibilities, and FS = factor score.

Factor Loading
Items (Total Variance is 72.373%)
FS SRR1| FS_ SRRZ2 FS SRRB FS_SRR4
Variance (%) 21.890 21.589 17.06[L 11.833
SRR_13 0.714
SRR_12 0.707
SRR_10 0.701
SRR_11 0.688
SRR_9 0.685
SRR _4 0.680
SRR_5 *)
SRR_7 0.936
SRR_8 0.874
SRR_6 0.694
SRR_16 0.619
SRR_1 0.812
SRR_3 0.774
SRR_2 0.772
SRR_14 0.832
SRR_15 0.804
") Factor loading of the item less than 0.60.
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Factor Score of Corporate Governance Policies (CGPO Factor
analysis reduces seventeen CGPO items into fivéorac The correlations
between each item and the factor called factorihgadre presented in Table 5.10.
Contribution of each factor for the total varian€gs.21%) is provided by
FS _CGPO1, FS_CGPO2, FS_CGPO3, FS_CGPO4, and FS @&PQ6.783%,
15.452%, 12.078%, 10.5%, and 10.396%, respectivEigse factors generate
score factors based on score coefficient (see Apipedd) used in the corporate
governance practices (CGPR) equation as exogeroiabies.

Table 5.10. Factor Loading for Corporate Governancéolicies
Factor loading is correlations between each iteuh the factor. CGPO = corporate governance
policies, and FS = factor score.

Factor Loading
Items (Total Variance is 75.21%)

FS_CGPO1l| FS_CGPO2| FS_CGPO3| FS CGPO4| FS_CGPO5
Variance (%) 26.783 15.452 12.078 10.50D 10.396
CGPO_14 0.855
CGPO_3 0.813
CGPO_16 0.786
CGPO_13 0.734
CGPO_1 0.709
CGPO_12 0.682
CGPO_15 0.678
CGPO_4 0.855
CGPO_8 0.743
CGPO_5 0.742
CGPO_11 0.799
CGPO_17 0.743
CGPO_6 0.695
CGPO_7 0.913
CGPO_2 0.848
CGPO_9 0.718
CGPO_10 0.707

Factor Score of Corporate Governance Practices (CA®. Factor
analysis reduces thirty seven CGPR items into séaetors. This construct is
selected as an endogenous variable. Hence, itlysaosingle factor that will be
held in further analysis. Table 5.11 shows elevems contributing to the factor.
Factor loading of the first factoF$_CGPR)provides variance of 24.389%. The
factor generates score factor based on score ciegtfi(see Appendix A4) used in

the corporate governance practices (CGPR) equati@n endogenous variable.
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Table 5.11. Factor Loading for Corporate Governancédractices
Factor loading is correlation between each item #re factor. CGPR =
corporate governance practices, and FS = factoesco

ltems Factor Loading of FS_CGPR
(Total Variance is 75.21%)
Variance (%) 24.389%
CGPR_24 0.725
CGPR_26 0.703
CGPR_17 0.701
CGPR_21 0.697
CGPR_14 0.654
CGPR_32 0.640
CGPR_41 0.636
CGPR_15 0.626
CGPR_12 0.620
CGPR_33 0.610
CGPR_16 0.607

Factor Score of Disclosure Policies and PracticesDPP). Factor

analysis reduces eighteen DPP items into four facithe factor loading of each

item is presented in Table 5.12. The total variaa@5.226%.

Table 5.12. Factor Loading for Disclosure Policieand Practices
Factor loading is correlation between each itemtaedactor. DPP = disclosure
policies and practices, and FS = factor score.

Factor Loading
ltems (Total Variance is 65.226%)

FS DPP1| FS DPP2| FS DPP3| FS DPP4
Variance (%) 27.161 17.970 10.829 9.266
DPP_14 0.894
DPP_16 0.860
DPP_17 0.814
DPP_12 0.803
DPP_11 0.762
DPP_15 0.702
DPP_13 0.657,
DPP_6 0.848
DPP_9 0.770
DPP_7 0.648
DPP_8 *)
DPP_1 )
DPP_10 0.779
DPP_5 0.624
DPP_18 *)
DPP_4 -0.730
DPP_2 0.625
DPP_3 *)

") Factor loading of the item less than 0.60.
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Contribution of each factor for the total varian€®.226%) provided by
FS_DPP1, FS_DPP2, FS_DPP3, and FS_DPP4 are 27.1619%%, 10.829%,
and 9.266%, respectively. These factors generaige dactors based on score
coefficient (see Appendix A4) used in the corpogaeernance practices (CGPR)
equation as exogenous variables.

Factor Score of Audit (AUD). Factor analysis reduces eight AUD items
into four factors. The factor loading of each itésnpresented in Table 5.13.
Contribution of each factor to the total variancg5.226%) provided by
FS_AUD1 and FS_ AUD?2 are 43.222% and 24.972%, otispedy. These factors
generate score factors based on score coeffigentAppendix A4) utilised in the
corporate governance practices (CGPR) equatiorageaous variables.

Table 5.13. Factor Loading for Audit
Factor loading is correlation between each itemtaedactor. AUD
is audit, and FS_AUD is factor score for Audit.

Factor Loading
ltems (Total Variance is 65.226%)
FS_AUD1 FS_AUD2
Variance (%) 43.222 24972
AUD_9 0.841
AUD_10 0.831
AUD_1 0.781
AUD_3 0.711
AUD_8 0.619
AUD_5 0.746
AUD_6 0.728
AUD_7 0.704

Factor Score of Capital Risk (CAPR) Factor analysis reduces three
capital risk items into one factor. The factor lwadof each item is presented in
Table 5.14.

Table 5.14. Factor Loading for Capital Risk
Factor loading is correlation between each item #edfactor.
CAPR is capital risk, and FS_CAPR is factor scaye dapital

risk.
ltem Factor Loading of FS_CAPR
(Total Variance is 59.815%)
CAPR_1 0.869
CAPR_2 0.894
CAPR_3 0.490
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Contribution of the factor (FS_CAPR) for the totariance is 59.815%.
This factor generates score factor based on samfficient (see Appendix A4)
used in the capital risk (CAPR) equation as an gedous variable.

Factor Score of Diversification Risk (DIVER). Factor analysis reduces
four diversification risk items into one factor. dffactor loading of each item is
presented in Table 5.15. Contribution of the face DIVER) to the total
variance is 49.757%. This factor generates scat@ifdased on score coefficient
(see Appendix A4) utilised in the capital risk (CRPequation as an exogenous
variable.

Table 5.15. Factor Loading for Diversification Risk
Factor loading is correlation between each item #edfactor.
DIVER is diversification risk, and FS_DIVER is factscore for
diversification risk.

ltem Factor Loagiing of FS_DIVER
(Total Variance is 49.757%)
DIVER_2 0.805
DIVER_3 0.767
DIVER_1 0.651
DIVER_4 *)
?) Factor loading of the item less than 0.60.

Factor Score of Reliability Risk (RELI). Factor analysis reduces three
reliability risk items into one factor. The factmading of each item is presented
in Table 5.16. Contribution of the factor (FS_REILY the total variance is
55.895%. This factor generates score factor basedsaore coefficient (see
Appendix A4) utilised in the capital risk (CAPR) w&ion as an exogenous
variable.

Table 5.16. Factor Loading for Reliability Risk
Factor loading is correlation between each itemthedactor. RELI
is reliability risk, and FS_RELI is factor score feliability risk.

ltem Factor Loading of FS_RELI
(Total Variance is 55.895%)
RELI_1 0.839
RELI_2 0.735
RELI_3 0.658
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b. Simultaneous Equation Model
The next step is to analyse data using inferemtiatistics. This study
employs simultaneous equation model using thregedtast squares (3SLS). The

3SLS can be expressed as follows:

FS_CGPR =u10 + B11FS_SRR1 $1, FS_SRR2 13 FS_SRR3 $14 FS_SRR4
+ P15 FS_CGPO1 P15 FS_CGPO2 B17;FS_CGPO3 Pug
FS_CGPO4 19 FS_CGPO5 $110FS_DPP1 $11: FS_DPP2 +
Bi12 FS_DPP3 $113FS_DPP4 $114FS_AUD1 +B11s
FS_AUD2 +g;

FS_CAPR =0 t+ [321FS_CGPR ‘iBzzBP_l‘l‘stSFDlV"' Bz4SFREL| +
B25(D1)(FS_CGPR) B2s(D2)(FS_CGPR) B27D1+ [3,8D2 +¢;

BP 1 =030t leFS_CGPR ‘BstS_CAPR +B3sB P_2 +Bs4 BP_3 +
BasBP_4+PB3s(D1)(FS_CGPR) B37(D2)(FS_CGPR) B3gD1+
B3oD2 +¢&3

Where;

CGPR = Score factor of corporate governance pextic

SF_SRR1 = Score factor 1 of shareholders’ rightsrasponsibilities.

SF_SRR2 = Score factor 2 of shareholders’ rightsrasponsibilities.

SF_SRR3 = Score factor 3 of shareholders’ rightsrasponsibilities.

SF_SRR4 = Score factor 4 of shareholders’ rightsrasponsibilities.

SF_CGPO1 = Score factor 1 of corporate governanbeigs.

SF_CGPO2 = Score factor 2 of corporate governanbieigs.

SF_CGPO3 = Score factor 3 of corporate governanbieigs.

SF_CGPO4 = Score factor 4 of corporate governaobeigs.

SF_CGPO5 = Score factor 5 of corporate governaobeigs.

SF_DPP1 = Score factor 1 of disclosure policiesymadtices.

SF_DPP2 = Score factor 2 of disclosure policiesymadtices.

SF_DPP3 = Score factor 3 of disclosure policiesadtices.

SF_DPP4 = Score factor 4 of disclosure policieszmadtices.

SF_AUD1 = Score factor 1 of audit.

SF_AUD2 = Score factor 2 of audit.

SF_CAPR = Score factor of capital risk.

SF_DIVER = Score factor of diversifiable risk.

SF_RELI = Score factor of reliable risk.

SF_CAPR = Score factor of capital risk.

BP_1 = Improvement of ROE in the last three years

BP_2 = Improvement of ROA in the last three years

BP_3 = Company’s ROE relative to average industRGE

BP_4 = Company’s ROA relative to average industRGA

D, = 1 for private domestic-owned bank, and 0 foecsh

D, = 1 for state-owned bank, and O for others.

o = Intercept

B = Coefficient of parameters

€ = Residual error
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CHAPTER 6

RESULTS
(Primary Data)

This chapter discusses the descriptive statistiu$ @egression results
based on primary data. The descriptive statisgp®nt the original items’ means
and standard deviations. This study excludes fiums owing to unmet validity
and reliability tests. The regression results reploe three-stage least squares
(3SLS) of the three equations of corporate govereammactices: risk management,
and bank performance.

Summary Statistics

Shareholders’ rights and responsibilities (SRR)

Table 6.1 reports samples’ means and standard tiesaof items that
represent shareholders’ rights and responsibil#RR). The table shows that
item scores have range from 3.5 (SRR_2) to 4.6 (SRR he score ranges of the
items’ means for all types of ownership are quiteilar.

Table 6.1 Descriptive Statistics of Shareholders’ ights and Responsibilities Items

This table presents samples’ means and standardtideg (SD) of shareholders’ rights and
responsibilities items. Each item refers to iteregjionnaire number in appendix Al.

Foreign Private Domestic State Aggregate Sample

Variable Mean  Std Dev. Mean  Std Dev. Mean  Std DevMean  Std Dev.
SRR_1 4.1 1.0 45 0.9 4.4 0.8 4.3 0.9
SRR_2 35 1.3 4.3 1.1 4.3 0.7 4.0 1.1
SRR_3 3.7 1.3 4.2 1.2 4.3 1.0 4.0 1.2
SRR_4 4.2 1.0 4.6 0.8 4.3 0.9 4.3 0.9
SRR_5 3.7 1.0 4.2 1.0 4.0 0.9 3.9 1.0
SRR_6a 4.1 1.1 4.4 0.6 3.9 1.0 4.0 1.0
SRR_6b 3.7 1.3 4.2 1.2 3.7 1.0 3.8 1.2
SRR_6¢c 3.8 1.2 4.2 0.9 3.8 0.9 3.9 1.0
SRR_7a 4.4 1.0 43 0.6 3.9 0.9 4.2 0.9
SRR_7b 4.2 11 4.2 1.0 3.8 0.9 4.0 1.0
SRR_7c 4.2 1.0 4.1 0.7 3.9 0.8 4.1 0.9
SRR_8 3.6 11 4.4 0.8 4.0 0.7 3.9 0.9
SRR_9 3.9 11 4.2 0.8 4.1 0.8 4.0 0.9
SRR_10a 4.4 0.6 45 0.7 4.0 1.0 4.3 0.8
SRR_10b 4.3 0.8 4.1 1.2 4.0 1.0 4.1 1.0

SRR_10c 3.7 1.2 4.1 1.0 4.0 0.9 3.9 11




Corporate Governance Policies (CGPO)

Table 6.2 shows the descriptive statistics of om@fe governance policies.
The score ranges from 3.4 (CGPO_3) to 4.7 (CGPOaid)CGPO_2a). These
results also show the same results as those of d&R&iptive results. In general,
different types of ownerships have indifferent ig@rmean scores of corporate
governance policies.

Table 6.2 Descriptive Statistics of Corporate Goverance Policies Items
This table presents samples’ means and standar@tides (SD) of Corporate Governance
Policies Items. Each item refers to item questimenaumber in appendix Al.

Foreign Bank Private Domestic State Aggregateam

Variable Mean Std Dev. Mean  Std Dev. Mean Std.De Mean Std Dev.

CGPO_1la 4.6 0.6 4.6 0.5 4.6 0.6 4.6 0.6
CGPO_1b 42 1.3 47 0.6 4.6 0.6 4.4 1.0
CGPO_1c 4.6 0.7 4.6 0.8 4.5 0.7 45 0.7
CGPO_2a 3.9 0.8 47 0.5 45 0.6 4.3 0.7
CGPO_2b 4.0 0.9 4.4 0.8 4.2 0.8 4.2 0.9
CGPO_2c 3.5 1.1 4.0 0.9 3.2 0.9 3.5 1.0
CGPO_3 3.4 1.1 4.5 0.7 4.2 0.8 4.0 1.0
CGPO_4 3.9 0.7 4.2 0.7 4.2 0.7 4.1 0.7
CGPO_5 4.3 0.7 4.4 0.8 4.3 0.7 4.3 0.7
CGPO_6a 4.8 0.6 4.6 0.8 4.6 0.7 4.7 0.7
CGPO_6b 4.6 0.8 4.0 0.9 3.6 1.1 41 1.0
CGPO_7a 4.8 0.5 4.6 0.7 4.5 0.5 4.6 0.5
CGPO_7b 47 0.6 4.6 0.6 4.3 0.5 45 0.6
CGPO_T7c 45 0.7 45 0.8 4.2 0.9 4.4 0.8
CGPO_7d 47 0.7 42 0.8 4.2 0.9 4.4 0.8
CGPO_7e 45 0.7 47 0.6 45 0.6 4.6 0.7
CGPO_8 41 1.2 4.2 1.0 3.8 1.4 4.0 1.3

Corporate Governance Practices (CGPR)

Table 6.3 shows the descriptive statistics of omf® governance
practices. The highest score is 4.8 (CGPR_1) whiédowest is 2.5 (CGPR_50Q).
In Chapter 5, validity test shows that CGPR_2, CGRR and CGPR_3b are not
valid items. Hence, the three items are excludewh flurther analysis. Descriptive
results for corporate governance practices showttieaitems’ mean scores of

different types of ownership are indeed different.
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Table 6.3 Descriptive Statistics of Corporate Goverance Practices Iltems
This table presents samples’ means and standarictideg (SD) of Corporate Governance
Practices Items. Each item refers to item questisamumber in appendix Al.

Foreign Bank Private Domestic State Aggregate@am

Variable Mean StdDev. Mean StdDev. Mean Std.De Mean Std Dev.

CGPR_1 4.4 0.7 4.8 0.4 45 0.6 45 0.6
CGPR_4a 3.7 14 4.3 1.2 3.9 11 3.9 1.3
CGPR_4b 3.8 1.3 4.3 12 35 14 3.7 14
CGPR_ba 4.1 1.3 4.6 0.6 4.5 0.9 4.4 11
CGPR_5b 3.9 11 4.0 1.0 3.3 14 3.7 1.3
CGPR_5c 3.8 14 4.2 11 3.2 12 3.6 1.3
CGPR_5d 4.2 11 4.7 0.6 4.2 0.9 4.3 0.9
CGPR_5e 47 0.7 4.7 0.5 45 0.7 4.6 0.7
CGPR_5f 41 11 4.6 0.6 34 15 3.9 1.3
CGPR_5g 3.9 1.3 3.1 1.6 2.5 13 3.2 15
CGPR_6 4.1 11 4.1 0.8 3.2 15 3.7 1.3
CGPR_7 4.0 11 3.8 1.0 3.0 15 3.6 1.3
CGPR_8 3.6 0.8 3.8 1.0 3.0 14 34 1.2
CGPR_9 35 0.9 3.8 1.0 3.3 1.3 35 11
CGPR_10 3.3 1.2 4.1 0.9 3.8 11 3.7 1.2
CGPR_11 35 11 4.1 0.9 3.7 12 3.7 11
CGPR_12a 3.2 1.6 4.2 1.2 4.2 11 3.8 14
CGPR_12b 4.4 0.8 4.6 0.9 4.1 1.2 4.3 1.0
CGPR_12c 43 0.7 3.9 0.8 3.4 14 3.8 1.2
CGPR_13a 2.9 1.7 4.1 1.3 4.1 1.0 3.6 15
CGPR_13b 4.0 1.3 4.3 1.0 3.8 1.2 4.0 1.2
CGPR_13c 3.8 14 35 1.2 3.1 15 34 14
CGPR_14a 45 0.7 45 0.8 4.1 0.7 4.3 0.8
CGPR_14b 4.4 4.7 45 0.8 4.1 0.7 47 3.1
CGPR_15 35 1.0 4.3 0.8 4.2 0.7 3.9 0.9
CGPR_16 3.7 0.8 4.2 0.8 4.2 0.6 4.0 0.8
CGPR_17a 4.0 0.9 4.4 0.8 4.5 0.8 4.3 0.8
CGPR_17b 3.9 0.8 4.4 0.8 45 0.7 4.2 0.8
CGPR_18 4.3 0.7 4.6 0.6 4.4 0.7 4.4 0.7
CGPR_19 4.1 0.7 4.3 0.7 4.4 0.7 4.3 0.7
CGPR_20 4.3 0.6 4.2 0.7 4.6 0.6 4.4 0.6
CGPR_21 4.5 0.7 4.7 0.4 4.5 0.6 4.5 0.6
CGPR_22 4.2 1.0 4.4 0.6 4.2 0.8 4.2 0.9
CGPR_23a 3.2 11 4.1 0.9 34 11 34 11
CGPR_23b 3.2 1.0 3.6 1.3 3.2 1.2 3.3 11
CGPR_24a 35 1.0 4.3 0.8 4.1 0.9 3.9 1.0
CGPR_24b 3.3 1.0 3.7 1.2 3.9 0.9 3.6 1.0
CGPR_25 4.4 0.7 4.2 0.9 3.8 11 4.1 1.0
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Disclosure Policies and Practices (DPP)

Table 6.4 shows the descriptive statistics of Id®sae policies and
practices. The mean items scores ranges from 3PP (B) to 4.7 (DPP_6e).
These findings are parallel to the above resuliewing that the items’ mean
scores of different types of ownership are indéfer

Table 6.4 Descriptive Statistics of Disclosure Pglies and Practices Iltems
This table presents samples’ means and standarndtideg (SD) of Disclosure Policies and
Practices Items. Each item refers to item questisamumber in appendix Al.

Foreign Bank Private Domestic State Aggregate@am

Variable Mean StdDev. Mean StdDev. Mean Std.De Mean Std Dev.

DPP_1 4.3 0.8 4.7 0.6 4.0 0.8 4.2 0.8
DPP_2 4.2 0.8 4.6 0.6 4.1 0.9 4.2 0.8
DPP_3 3.3 11 3.9 1.2 4.1 0.8 3.7 11
DPP_4 3.1 0.8 35 1.2 3.6 11 34 1.0
DPP_5 3.8 0.9 3.7 1.2 3.6 1.2 3.7 11
DPP_6a 4.0 0.9 4.1 0.8 4.0 0.7 4.0 0.8
DPP_6b 4.4 0.7 4.6 0.6 4.4 0.6 4.5 0.7
DPP_6c 4.0 0.7 4.3 0.6 3.7 11 3.9 0.9
DPP_6d 4.1 0.7 4.3 0.6 4.2 0.7 4.2 0.7
DPP_6e 4.5 1.0 4.6 0.6 4.7 0.5 4.6 0.8
DPP_6f 3.6 1.2 4.3 0.7 3.0 14 3.4 1.3
DPP_6g 3.7 1.2 4.1 0.8 35 1.0 3.7 11
DPP_6h 4.2 11 4.4 0.9 4.2 0.7 4.2 0.9
DPP_6i 3.7 14 4.2 11 3.5 12 3.7 1.3
DPP_6j 43 0.9 4.2 11 3.8 0.9 4.1 1.0
DPP_6k 3.6 1.3 3.9 1.3 3.4 1.3 3.6 13
DPP_6l 34 1.2 3.8 1.2 3.1 1.2 3.3 1.2
DPP_7 3.7 1.0 3.9 0.9 3.9 0.9 3.8 0.9

Audit (AUD)

Table 6.5 shows the descriptive statistics of auwait one of the
components for transparency and reliable infornmatiéalidity test examined in
Chapter 5 shows that question number 2 (AUD_2ptsarvalid item. This item is
excluded from the item of audit. The score rangesnf2.2 (AUD_1c) to 4.4
(AUD_3, AUD_6, and AUD_7). Although there is a widap between minimum

and maximum items’ mean scores, the items’ mearesare basically similar.
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Table 6.5 Descriptive Statistics of Audit Items
This table presents samples’ means and standaratioes (SD) of Audit ltems. Each item refers
to item questionnaire number in appendix Al.

Foreign Bank Private Domestic State Aggregate@am

Variable Mean StdDev. Mean StdDev. Mean Std.De Mean Std Dev.

AUD_1la 3.8 0.8 4.2 0.7 3.8 0.8 3.9 0.8
AUD_1b 4.0 0.7 4.1 0.7 4.1 0.7 4.1 0.7
AUD_1c 2.2 1.3 2.9 12 3.1 1.3 2.7 14
AUD_3 3.7 0.9 4.3 0.7 4.4 0.7 4.1 0.9
AUD_4 3.7 1.0 4.1 1.0 4.2 0.8 4.0 1.0
AUD_5 35 0.9 3.9 1.2 3.8 0.9 3.7 1.0
AUD_6 4.1 0.7 4.3 0.7 4.4 0.7 43 0.7
AUD_7 4.1 0.7 4.2 0.9 4.4 0.7 4.3 0.7

Bank Performance (BP)

Table 6.6 shows the descriptive statistics of baertormance of foreign-,
private domestic-owned banks, and state-owned bdtiesscore ranges from 3.0
(BP_3) to 4.2 (BP_1). The result shows that thekhaerformance of the three
types of ownership is not varied. However, statex@dvbanks persistently have
the lowest bank performance.

Table 6.6 Descriptive Statistics of Bank Performare Items
This table presents samples’ means and standaidtideg (SD) of Bank Performance Items.
Each item refers to item questionnaire number peadix Al.

Foreign Bank Private Domestic State Aggregateam
Variable Mean Std Dev. Mean Std Dev. Mean Std.De Mean Std Dev.
BP_1 4.2 0.5 4.1 0.8 3.4 1.0 3.8 0.9
BP_2 4.0 0.6 4.1 0.8 3.4 1.0 3.8 0.9
BP_3 3.9 0.6 4.0 0.7 3.0 0.9 35 0.9
BP 4 3.9 0.7 3.9 0.7 3.1 1.0 3.5 0.9

Risk Management

Risk management is divided into three constructsickvare: capital risk
(CAPR), diversification risk (DIVER), and relialyi risk (RELI). Table 6.7
shows the descriptive statistics of risk managentenis. Mean score of capital
risk ranges from 3.8 (CAPR_1 and CAPR_2), and €BRR_3 for foreign-
owned and private domestic owned banks). Mean sobmiversification risk
ranges from 3.4 (RELI_3) to 4.3 (RELI_2). Table &fows capital risk and
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diversification risk quite similar between types @mfnership. In general, mean
score items is similar for different type of bamksnership.

Table 6.7 Descriptive Statistics of Risk Managemerntems
This table presents samples’ means and standaratideg (SD) of Risk Management Items. Each

item refers to item questionnaire number in Appridi.

Foreign Bank Private Domestic State Aggregate@am

Variable Mean Std Dev. Mean Std Dev. Mean Std.De Mean Std Dev.

CAPR_1 3.8 0.8 4.2 0.9 4.0 1.0 3.9 0.9
CAPR_2 3.8 0.6 4.4 0.6 4.1 1.0 4.0 0.9
CAPR_3 4.6 0.6 4.6 0.6 4.5 0.7 4.6 0.7
CAPR_4 4.0 0.5 4.4 0.6 4.2 0.7 4.2 0.6
DIVER_1 3.6 1.2 2.8 12 3.0 1.2 3.2 1.2
DIVER_2 43 1.0 4.0 11 45 0.6 43 0.9
DIVER_3 4.7 0.7 4.4 0.9 4.7 0.4 47 0.7
DIVER_4 2.6 1.2 15 0.9 3.1 1.2 2.6 1.3
RELI_1 3.8 11 3.6 14 3.8 0.8 3.8 11
RELI_2 3.7 0.9 43 0.7 4.3 0.7 4.1 0.8
RELI_3 3.8 0.7 3.9 0.8 3.4 1.0 3.7 0.9

Regression Results
Table 6.8 presents simultaneous regression refsultsiangle gap model

of corporate governance using three-stages leasaresq(3SLS). The table
provides three equations analysis including thrhessdied samples, those are:
foreign-owned bank, private domestic-owned bankk)(@nd state-owned banks
(D2). The first equation uses composite index opooate governance practices
(FS_CGPR) as the endogenous variable. This varigbtepresented by score
factor of corporate governance policies items. T¢erond equation uses
composite index of capital risk as the endogencaisalle. This variable is
represented by score factor of capital risk iteribe third equation uses
gualitative ROE (return on equity) as the endogenwariable. This variable

represents the main proxy for bank performance.(BP)
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Table 6.8 Regression Results for Triangle Gap Modelf Corporate Governance
Three-Stage Least Squares (3SLS) in a system ofitaineous equations estimate the triangle gap
model of corporate governance. Three endogenouahbl@s are: corporate governance practices
(FS_CGPR) as proxy for corporate governance), aapisk (FS_CAPR) as proxy for risk
management, and bank performance (BP) as proXyafiok performance. Exogenous variables are
shareholders’ rights and responsibilities (FS_SRRyporate governance polices (FS_CGPO),
disclosure policies and practices, audit (FS_AUlyersifiable risk (FS_DIVER), reliability risk
(FS_RELI), three instrument variables of bank pemiance (BP_2, BP_3, and BP_4). Types of
bank ownership are represented by three dummy blasaD1=1 for private domestic-owned
banks and 0 for the others, D2=1 for state-owneak®aand O for the others. The regression
analysis is based on primary data of research g208€6.

Endogenous Variable

Corporate Governance

Variable Practices Ris(l:zg/l agzge;{r?ent Bank(l;le;rfcir)mance
(FS_CGPR) - —
Coef. t-value Coef. t-value Coef. t-value
Constant 0.001 0.079 0.088 0.943 0.756 21.445 ***
FS_SRR1 -0.176  -15.228 ***
FS_SRR2 -0.053 -5.733  **
FS_SRR3 0.031 3.300 ***
FS _SRR4 0.073 9.861 ***
FS_CGPO1 0.249 25551 ***
FS_CGPO2 -0.018 -1.569
FS _CGPO3 0.282  30.004 ***
FS _CGPO4 0.070 8.240 ***
FS _CGPO5 0.196  23.781 ***
FS DPP1 0.354  33.544 ***
FS DPP2 0.446  38.453 ***
FS_DPP3 0.013 1.491
FS DPP4 -0.035 -3.755 ***
FS _AUD1 0.140 16.697 ***
FS_AUD2 0.224  26.709 ***
BP_1 -0.075 -3.531 ***
FS_DIVER 0.083 4551 **
FS_RELI 0.188 11.047 ***
FS_CAPR -0.281 -30.342 ***
BP_2 0.629 64.608 ***
BP_3 0.612 58.997 ***
BP_4 -0.398 -35.803 ***
FS _CGPR 0.352 12.614 *** 0.243 22.834 ***
D1* FS_CGPR -0.013 -0.366 -0.133 -8.777 ***
D2* FS_CGPR -0.378 -11.436 *** -0.211 -14.848 ***
D1 0.558 13.202 *** -0.073 -4.483 ¥
D2 0.287 8.080 *** -0.167 -11.578 ***
Goodness of Fit:
R? 0.769 0.203 0.822
Adj. R? 0.769 0.202 0.822

*** gignificant at 1%
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The first equation estimates seventeen coefficieftsparameters of
corporate governance variables. Four variablesesgmt composite indices of
shareholders’ rights and responsibilities (FS_SRR)e variables represent
composite indices of corporate governance poli¢iss CGPO), four variables
represent composite indices of disclosure polieied practices (FS_DPP), and
two variables represent composite indices of gi#@t AUD).

The table shows that most exogenous variables $ignéficant influence
on FS_CGPR at 1% level of alpha. Only FS_CGPO2 R8dDPP3 have no
significant effect on FS_CGPR. The results sugdiest corporate governance
practices are related to stakeholders’ interestspazate governance policies,
management transparencies, and monitoring mechanism

The second equation estimates eight coefficientpavameters of risk
management variables. Two variables represent dyipess of risk management
besides capital risk (FS_CAPR) as instrument véggbone variable is bank
performance (BP_1) and the other is FS_CGPR.

In this regression, two dummy variables of typesahk ownership are
included in the equation. The type of bank owngrahioderates the effect of
FS CGPR on FS_CAPR. Dummy variables D1 and D2 septe private
domestic-owned banks, and state-owned banks, resggc Another type of
bank ownership, foreign-owned banks, is not represkby dummy variable.

The table shows that FS_DIVER and FS_RELI haveifstgnt effect on
FS_CAPR at 1% level of alpha. Both FS_DIVER and RSLI have positive
effect on FS_CAPR. Furthermore, BP_1 has signifiedfect on FS_CAPR at
1% level of alpha. BP_1 has negative effect on FE?R. These results
substantiate the second hypothesis),(Mhich states that there is negative inter-
relationship between bank performance and risk gemant. This finding
confirms the regression analysis using secondaey(@ae Chapter 4).

The equation shows that FS_CGPR has positive efiedtS_CAPR for
foreign-owned banks and private domestic-owned warlowever, FS_CGPR
has negative effect on FS_CAPR for state-owned $almkaddition, FS_CGPR
has significant effect on FS_CAPR at 1% level ghalfor all types of ownership
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except for private-owned banks. These findings i@irt confirm the third
hypothesis (H), which states that better corporate governanaddiead to better
risk management.

The table shows that the effect of FS_CGPR on FRRA sensitive to
different types of bank ownership. Coefficientspairameters of FS_CGPR are
0.352, 0.339, and -0.026 for foreign-owned banksape domestic-owned banks,
and state-owned banks, respectiveljhe results indicate that the relationship
between corporate governance and risk managemarudres sensitive for foreign-
owned banks than for the other types of bank ovimgrsvhile the state-owned
banks are placed in the last order of sensitivitlge results confirm the fifth
hypothesis (B and Hy,), which predicts that there is particular sengitierder of
the relationship due to different types of bank evship. This finding confirms
the regression analysis using secondary data (kapt€r 4). Different signs of
coefficients of parameters between primary data seabndary data results are
due to different operational variables for the t@search methods.

The third equation estimates nine coefficients afameters of bank
performance variables. Three variables represéetr aypes of bank performance
as instrument variables, two endogenous variable$8 CAPR and FS_CGPR.
This equation is quite different from the nonlineguation in the model based on
secondary data due to different variable measurem&he type of bank
ownership moderates the effect of FS_CGPR on BButnmy variables D1 and
D2 represent private domestic-owned banks and-stated banks, respectively.
Another type of banks ownership, foreign-owned Isarik not represented by
dummy variable.

Table 6.2 shows that three instrument variabldsaok performance have
significant effect on BP_1 at 1% level of alpha._BPand BP_3 have positive
effect on BP_1, however BP_4 has negative effedBBnl. The results suggest

that there is different target performance withdléeade-off between return on

! The FS_CGPR coefficient of parameter for foreigmed banks is 0.352. The FS_CGPR
coefficient of parameter for private domestic-ownbdnks is 0.352-0.013. The FS_CGPR
coefficient of parameter for state-owned banks3&2-0.378.
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equity and return on assets based on industry gweperformance as the
benchmark.

FS_CAPR has significant effect on BP_1. Furtherméi® CAPR has
negative effect on BP_1. This result substantidites second hypothesis i
which states that there is negative inter-relatigndetween bank performance
and risk management. This result also confirms arede finding based on
secondary data (see Chapter 4).

FS_CGPR has significant effect on BP_1. FS_CGPRpbsisive effect on
BP_1. The table shows that the effect of FS_CGPRBBn1l is sensitive to
different types of bank ownership. Coefficientspairameters of FS_CGPR are
0.243, 0.110, and 0.032, for foreign-owned banksape domestic-owned-banks,
and state-owned banks, respectivelyThus, these findings confirm the fourth
hypothesis (&), which states that better corporate governanaddiead to better
performance. The results also indicate that thaticglship between corporate
governance and bank performance is more sensdivi@feign-owned banks than
for the other types of bank ownership, while thetesbwned banks are placed in
the last order of sensitivity. The results confiira sixth hypothesis @dand Hy),
which predicts that there is particular sensitivatgler of the relationship due to

different types of bank ownership.

2 FS_CGPR coefficient of parameter for foreign-owbedks is 0.243. The FS_CGPR coefficient
of parameter for private domestic-owned banks B48.0.113. The FS_CGPR coefficient of
parameter for state-owned banks is 0.243-0.211.
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CHAPTER 7
DISCUSSION

The concept of triangle gap model of corporateegoance provides a new
approach to investigating the degree of corporateeignance implementation.
This study builds three equations simultaneouslyrparate governance, risk
management, and bank performance. Firstly, thidystovestigates the effect of
corporate governance on risk management and bafdrmpance. Secondly, this
study examines interrelationship between risk mamsmt and bank performance.
Thirdly, this study analyses the degree of sensijtnf these relationships due to
different types of bank ownership. The sensitiifferences represent existing
gap of interests due to different types of owngrsBiecondary data and primary
data are used separately to test these relatianship

This study finds that foreign-owned banks havdebgterformance than
the performance of the other types of bank ownprshiney are also concerned
about capital ratios, which represent better olmedietowards the central bank
regulation. The results are consistent with previstudies, which also find that
foreign-owned banks outperform private domestic-esvibanks (Koeva 2003;
Havrylchyk 2003).

The Ownership Control asa Key Deter minant
of Corporate Governance

This study uses ownership structure (for secondatg) and shareholders’
rights and responsibilities (for primary data) asxes for ownership control.
This study finds different results for the two ras# methods.

The study for secondary data finds that ownershipctire has no
significant effect on corporate governance. Theultedoes not confirm the
hypothesis, which states that there is a positdlationship between ownership
structure (OS) and corporate governance. This dipdiontradicts Shleifer and
Vishny’s (1997) study who suggest that the conediatn level of ownership is a



significant factor attracting shareholders to cointmanagers and to perform
corporate governance mechanism.

There are two possible rational explanations @nitisignificant findings.
First, ultimate shareholders do not inform expljcin Indonesian financial and
banking report systems. Most financial and bankimegorts only inform
institutional shareholders rather than ultimatershalders. Thus, the reports can
not clearly identify the actual dispersion of owstep structure. Second, as shown
in the descriptive statistics, the aggregate sasngleow that the ownership
dispersion is very low, with more than 70% contngllshareholders. It suggests
that most ownership structure has monotonic distioin towards concentrated
ownership.

The study for primary data finds that variableslo&reholders’ rights and
responsibilities (SRR) have significant effect mrporate governance practices.
This result may provide more accurate informatiobowt the ultimate
shareholders’ role to direct management in impldimgn the corporate
governance practices. Hence, this study confirmeshypothesis that ownership
control plays an important role as a key deterntirincorporate governance
practices.

Interrelationship between Bank Performance and Risk M anagement

The study for secondary data finds that there isa&larelationship between
bank performance and risk management. Bank perfozenhas negative effect on
risk management; likewise, risk management has tivegaeffect on bank
performance. This result supports previous studyCmpenoyan and Strahan
(2004). Banks with suitable and reliable risk mamagnt mechanism show an
increase in performance, and vice versa. Interoglship between the two
represents a risk and return trade-off.

The study for primary data provides parallel reswith secondary data
study that there is negative causal relationshigvéen bank performance and risk
management. These findings confirm the hypothesisch states that there is

inter-relationship between bank performance anll nmnagement. Statistical
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results robustly support the hypothesis and prdwa good risk management

mechanism increase bank performance.

Relationship between Corporate Governance and Risk M anagement

The study for secondary data finds that there isegative relationship
between corporate governance and risk managemenglfotypes of bank
ownership, except state-owned banks. This resultigfig confirms the
hypothesis that better corporate governance leadketter risk management.
Negative relationship between corporate governaand risk management
indicates that good corporate governance may reithecesk of bank.

The primary data study finds that there is a pasitelationship between
corporate governance practices and risk manageinethis study, both corporate
governance practices and risk management are neebbased on Likert scale.
Especially for risk management, higher score of nsanagement mean banks
have better implementation in managing their ribk.other words, positive
relationship between corporate governance and makagement indicates that

good corporate governance may reduce the riskrdf.ba

Relationship between Corporate Governance and Bank Performance

This secondary data study finds that as predictbdre is nonlinear
relationship between corporate governance and parfermance. The nonlinear
relationship refers to the measurement of corpogateernance proxy based on
composite value of CAR equation. Central bank a&srégulator determines the
minimum CAR of 8%. Other capital and asset ratibputd also meet the
regulator's stipulations. Customers and stakehsldeitl be less interested in
banks which can not meet these stipulations. Inddethkes the banks into
unhealthy category and then reduces their reputafie long as the banks do not
fulfil the stipulations, public may perceive thdietbanks have no concern on
implementing good corporate governance. Banks niay difficulties getting

more funds at lower cost. In this situation, anfpi$ to improve the ratios will

72



need more costs than benefits. Thus, in this sfatature, there is negative effect
of corporate governance on bank performance.

Furthermore when the capital and asset ratidsaoks have fulfilled the
stipulations, it will turn the status of bank irtiealthy banks category. This effort
will attract public and customers to deposit theirds into the banks. In this state
of nature, the negative effect of corporate goveceaon bank performance will
turn to be positive effect. Hence, based on thgsi@ent, it can be predicted that
there is nonlinear relationship between corporavegiance and bank
performance.

The primary data study finds that there is a pasitelationship between
corporate governance practices and bank performdrtae result supports the
finding the secondary data analysis. Both secondklta and primary data
analyses confirm hypothesis 4 that better corpogaiernance leads to better

bank performance.

The Sensitivity of Triangle Gap Model Relationships
to the Type of Bank Owner ship

Triangle gap model attempts to explain the efédaxternal forces on risk
management and bank performance. These externadsfare represented by
composite value of capital ratios and ownershipcstire. Higher composite value
indicates higher obedience of the bank towardsrtites. The objective of the
rules is to protect public and minority interedtigher banks’ capabilities of
meeting the regulation stipulation are expectedhdave better risk management
and bank performance. Hence, better implementirgd gmorporate governance
would be represented by these better relationgiaipheer than by the composite
value of corporate governance per se.

Different types of bank ownership may have difféardntention in
implementing good corporate governance. The imdentiifferences lead to
different effect of corporate governance on risk nagement and bank
performance. Wider spread of differences indicateder gap in implementing

good corporate governance amongst the differemistyb bank ownership.
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a. The Senditivity of Relationship between Corporate Governance Practices and
Risk Management to the Type of Bank Ownership

Secondary data analysis provides mixed resultsleTalh summarises the
estimation of CAR coefficients of parameters (cosif value of corporate
governance) from VAR equation (risk management) R@E equation (bank
performance). The table indicates that the relatign between corporate
governance and risk management is sensitive terdifit types of bank ownership.
The results clearly show that there are gap oraesngst different types of bank
ownership. The table shows that foreign-owned bardke better implemented
good corporate governance, joint-venture-owned $ankhe second order, and
private domestic-owned banks in the third ordeiisTimding parallel with Unite
and Sullivan (2003) who find foreign competitionngoels domestic banks to be
more efficient on account of increased risk, ancdbécome less dependent on
relationship-based banking practices.

The state-owned banks show insignificant of CARfficient of parameter.
This finding supports the previous study by Aruml durner (2003). They argue
that in terms of regulators exerting governances ¢overnment is virtually
removed as an effective monitor in the case of gowent-owned banks. If the
government acts as both the owner and regulateretiwill be a conflict of
interests in its two roles. These arguments sugipestthe operations of state-
owned banks tend to be inefficient by nature, egfigcthe banks which no
longer serve the special missions of public pddicie

Table 7.1. Gap Effect of Corporate Gover nance (CAR) on Risk Management
and Bank Performance

Type of Bank Ownership  Risk Management Bank Performance
CAR CAR CAR
Foreign-owned banks -5.569** -9.929 ** 7.169 **
Joint-venture-owned banks -1.73* -0.044 ** -0.081 **
Private domestic-owned banks -0.677* 0.586 *** -1.047 **
State-owned banks 19.087 -7.764 22.094

* *% k%% sig at 10%, 5%, 1%
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Primary data analysis provides clearer reshds tlo secondary data results.
This study finds that there are particular patteofisorder sensitivity of the
relationship to type of bank ownership. This stumhbustly confirms the
hypothesis 5a that the relationship between cotpogovernance and risk
management is more sensitive for foreign-owned sahén for private domestic-
owned banks; and the hypothesis 5b that the rektiip between corporate
governance and risk management is more sensitiv@rigate domestic-owned

banks than for state-owned banks.

b. The Senditivity of Relationship between Corporate Governance Practices and
Bank Performanceto the Type of Bank Ownership

Secondary data analysis yields mixed results. efabl shows that the
relationship between corporate governance and parormance is sensitive to
different types of bank ownership. The results shinat there is nonlinear
relationship between corporate governance and Ipenformance for foreign-
owned banks, private domestic-owned banks, and-stahed banks. There is a
U-shape relationship between corporate governandebank performance for
foreign-owned banks. These results are paralleltcarguments in the discussion
section about the relationship between corporateem@ance and bank
performance.

This study also finds an inverse U-shape relalign®etween corporate
governance and bank performance for private domestned banks. The result
indicates that lower level of CAR (as the main prdar corporate governance)
leads to bank performance deterioration in the fektionship, and vice versa for
the second relationship. There is a possible emplam for this finding. Since
financial crisis in 1997, many Indonesian banks ehaween experiencing
deteriorated financial performance. Central Barikrapts to revive the financial
banking systems by classifying the health of bardsed on minimum CAR level.
On account of these circumstances, customers perdbat higher CAR will
improve the status of the banks towards healthyn@p banks. An increasing

CAR may attract the customers to deposit their moimo the banks. As a
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consequence, it will reduce the cost of funds ef blanks. On the other hand,
higher CAR may require higher cost of funds boryehe shareholders. Hence,
the relationship between CAR and corporate govexmas not linear. First, the
effect of CAR on bank performance is positive upatparticular level. Second,
the effect of CAR on bank performance turns to legative. This argument
suggests that there is a cost trade-off burdendpgsitors and owners.

Primary data analysis provides clearer result: tlaes secondary data
analysis. This study finds that there are particpktterns of order sensitivity of
the relationship to the type of bank ownership.sT$tudy robustly confirms the
hypothesis I that the relationship between corporate governaamue bank
performance is more sensitive for foreign-ownedkisathan for private domestic-
owned banks; hypothesissgthat the relationship between corporate governance
and bank performance is more sensitive for priviimestic-owned banks than
for state-owned banks.

The results indicate that foreign-owned banks hbetder implemented
good corporate governance. It suggests that oyfpestof bank ownership have
yet to show high intention to implement good cogtergovernance. Empirical
findings support previous study by Douma, Georgel ldabir (2003). They also
document positive effect of foreign ownership amfperformance, and the effect
is substantially attributable to foreign corporasathat have, on average, larger
shareholding, higher commitment and longer-ternolvement. Furthermore, this
study is also consistent with Goldberg, Dages,Kindey (2000) and Havrylchyk,
(2003) who find that foreign-owned banks outperfatomestic-owned banks in
developing countries. The results suggest thattadyel foreign-owned banks be
able to implement good corporate governance béfi@n do domestic-owned
banks.

Joint venture-owned banks show significant nonlineegative effect of
corporate governance on bank performance. Theretvawe possible rational
explanations about the result. Firstly, joint-veaetowned banks have unique
characteristics. The banks mostly operate onlakatta and commonly serve the

multinational companies related with their own cdoies, especially in import-
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export transactions. Secondly, the banks are moreerned about business
customers than about retail customers, represdétéukir highest CAR and other
capital ratios. In this state of nature, higherelesf CAR leads to more cost of
funds and makes it less efficient whilst they da take more benefits for the
higher level of CAR due to their unique characterss

Private domestic-owned banks show that there igifgigntly inverse
nonlinear relationship between corporate governamcebank performance. This
result suggests that the banks are only concerbedtaninimum CAR. In this
state of nature, higher level of CAR leads to nmmwst of funds and makes it less
efficient. The banks’ customers also believe trategnment implicitly provides
bailout guarantee for their deposits in domesticv@tv banks. Thus, domestic-
owned banks may focus on maintaining their levelCéR to be closer to the
minimum level.

Financial literatures provide rational explanatioabout insignificant
finding for state-owned banks in implementing gamporate governance. As
explained in the hypothesis development, theretlamee perspectives that can
explain the roles of state-owned banks in the imriahip between corporate
governance and their performance. Those perspectire political perspective,
agency perspective, and social welfare perspective.

Political perspective suggests that state-owned pamies may be
intervened by the regime to increase their popwylamd political voting (Shapiro
and Willig 1990; Shleifer and Vishny 1994). Agenpgrspective suggests that
state-owned banks have no principals who have déngagver to control the
banks. Social welfare perspective suggests thae-etened companies serve
special mission to support the government policlesseems that state-owned
banks are faced with many problems in implemengjogd corporate governance
more than are domestic-owned banks. It supportatpement that state-owned
banks underperform domestic-owned banks (Boninl.eR@03; Cornett, Guo,
Khaksari, and Tehranian 2000).
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CHAPTER 8
CONCLUSIONSAND IMPLICATIONS

Conclusions

This study provides a new approach to explainingp@@te governance

mechanism called triangle gap model. The model istn®f three constructs,

those are corporate governance, risk managemedtpank performance. The

model also includes type of bank ownership as naiohey variable, and

ownership structure as a key determinant of cotpogmvernance. The model

suggests that implementing good corporate govemamcurs when there are

interrelationships amongst the three constructs.

The model uses simultaneous equation model, wthikstcoefficients of

parameters are estimated by generalised methodoofemt. The results can be

concluded as follows:

1.

Ownership structure has no significant effect omporate governance.
The result does not confirm the first hypothesis.

There is significant negative inter-relationshigvieen risk management
and bank performance. The result confirms the skbgpothesis.
Corporate governance has significant and negatiffecte on risk
management. The result confirms the third hypothesi

Corporate governance has nonlinear effect on barkoqmance. The
result confirms the fourth hypothesis.

Relationship between corporate governance and msiagement is
sensitive to type of bank ownership. The resukéssaatistically robust for
all types of bank ownership, except state-ownedks®anhe result strongly
confirms the fifth hypothesis.

Relationship between corporate governance and lparformance is
sensitive to different types of bank ownership. Shely finds the U-shape
relationship for foreign-owned banks and the ingddsshape relationship

for private owned-banks. The result partially con the sixth hypothesis.



The model for primary data also uses three-statst Isquares (3SLS) with

combination of factor analysis to increase the stiess of results. Type of

ownership plays major differences in shareholdeights and responsibility,

corporate governance policies, corporate governapractices, disclosures

policies and practices, audit, banks performancel ask management. The

results of primary data analysis can be concluddoliows:

1.

The effects of shareholder rights and responséslifas representation of
ownership control) on corporate governance pragstiaee statistically
significant. This finding supports the first hypesis.

There is negative interrelationship between risknagement and bank
performance. This finding confirms the second higpsis.

Corporate governance practices have significanteceffon risk
management. There is positive relationship betweeporate governance
practices and risk management. This result supguetghird hypothesis.
Corporate governance practices have significanteceffon bank
performance. There is positive relationship betweamorate governance
practices and bank performance. This result cosfitme fourth hypothesis.
The relationships between corporate governanceaiskananagement are
sensitive to different type of ownership. The mage of sensitivity
follows particular order as theory predicted. Foneiowned-bank has
highest coefficient of parameter, follows by prevalomestic-owned banks,
and state-owned banks. The results support theHyfpothesis.

The relationships between corporate governancéank performance are
sensitive to different type of ownership. The mage of sensitivity
follows particular order as theory predicted. Foneiowned-bank has
highest coefficient of parameter, follows by prevalomestic-owned banks,

and state-owned banks. The results support thie lspothesis.

In general, the findings for both secondary dath ammary data analyses are

parallel. Primary data analyses shows support amehgthen findings for

secondary data analysis.
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I mplications

Empirical research findings provide several imglmas. Managers should
know that in order to implement good corporate goaace, they should be
concerned about inter-relationships among the threastructs, those are
corporate governance, risk management, and barforpemce. The findings
robustly confirm that banks that implement goodpooate governance have
higher advantage of increasing their performanckraducing their risk.

The findings provide shareholders with informatithat they have an
important role to force the banks’ management tplément good corporate
governance. In order to control the managers tolement good corporate
governance, they should establish certain contemlhanism.

Empirical findings indicate that different typesaM/nership have different
concerns on implementing good corporate governahie.findings inform the
government that it has to be more concerned oveksavith worse corporate
governance practices. In addition, the governmdwulsl also promote and
socialize corporate governance and its relationghperformance.

Indonesian Central Bank has to encourage bankmptement corporate
governance practices through enacting rules andulaggns. Corporate
governance practices will ensure that banks mairttze level of risk they can
handle and give depositors sufficiently safe lefaheir savings and investments.
Several regulations encouraging corporate govemanactices are: legal lending
limits, the quality of assets, knowledge of youstamers’ rules, protection rules

against money laundering, etc.
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A INTRODUCTION

Dear Respondent,

We have been doing research about the interrelationship amongst corporate governance, risk
management, and bank performance (three constructs). The purposes of this study are to analyze
and to identify relevant factors of corporate governance and risk management which are in line with
bank performance. The results of this study provide important information for both bankers and
regulator to cope with potential multi-conflict in banking sector.

This research attempts to cover both secondary data and primary data. In order to get high quality
research results, we need high quality data. Therefore, we make a request for your support to fill in
all the answers of the following statements/questions.

This research is funded by East Asian Development Network (EADN). The completed research
study will be published on-line as EADN working paper. EADN also encourages researchers to
submit their research for publication and to disseminate their research results to policy makers in
their countries. In case where the research findings are judged to have particularly important topical
policy implications, EADN may provide additional funding for the organisation of a dissemination
seminar to policy makers, academia, and other interested parties.

We are grateful for your enthusiastic supports. We hope this research helps build the foundation for
the debate on the interrelationship amongst the three constructs in banking sector.

Yogyakarta, 1 March 2006.
Yours sincerely,

Prof.Dr. Eduardus Tandelilin, MBA.
(Researcher team leader)

Please, append V sign(s) to box(es) when you want result of the completed research:
|:| Yes, | want to get the completed research report

|:| Yes, | want to know further information about the research result through a seminar.
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General Information about the Company

The following questions are facts about your corporation and its ownership that are required to
classify the respondents in the survey. The information, which you provide, will be held
confidentially, and will not be disclosed without prior permission from you.

Name of the company:

Name of person who completed/authorized
this questionnaire:

Position in the company:

Your e-mail address or other contact details:

Is your company a listed company? L] Yes 1 No
Please focus on the present controlling shareholders of your corporation (if any):

a. State Owned Enterprise? ] Yes L1 No
b. family controlled company? [ ] Yes ] No
c. Subsidiary of multinational company? [] Yes ] No
d. Joint venture [] Yes ] No

How many directors in the Board represent this controlling group? | |

Are the Chairman of The Commissions and The President Director either affiliated with or
appointed by the controlling shareholders?

] Yes
] No
] CEO only
] Chairman only
] NA
General Guidance | | | r r

Append an X or v sign to a box of particular score, which is suitable to your agreement about
following statements. The range scores are 1 for disagree unto 5 for agree with the statement.
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| I. Shareholder Right and Responsibility

1. The annual meetings of shareholders conducted within 6 months after

the accounting year-end. OO dn
2. Shareholders given at least 28 days notice of the annual

shareholders’ meetings OdQOdanod
3. Shareholders are encouraged to attend and vote during the annual

shareholders meetings. OO0Odn
4. Shareholders are encouraged to attend and vote during the special

shareholders meetings. OO0t
5. Shareholders are given right to subscribe when the board of company

increases its share capital by less than 5%. OdOOdn

6. Rate the way financial information is provided to all shareholders to
assist investment decisions, especially in terms of:

a. High reliable and accurate information g Qgd
b. Speed transmitted on time AdOgogg
c. Clarity of the presented to show comparisons OO0OoQOoQg
7. Rate the way non-financial information (e.g. Information on the Board
of Directors (BoD) and Board of Commissioners (BoC)) is provided to
all shareholders, especially in terms of:
a. High reliable and accurate information HINIEEEEE
b. Speed transmitted on time HEEEEENEN
¢. Includes important non-financial information to explain performance
8. There is adequate opportunity for shareholders to receive and review [ ] [] [] ][]
the financial reports in order to ask for questions to be put on the
Agenda at the annual shareholders' meeting. OO0O04dd
9. Isthere adequate time given during the annual shareholders' meeting
for shareholders to ask questions? Qg
10.  The annual meeting of shareholders decide the following items:
a. appointment of BoC and BoD OO Og
b. compensation of BoD and BoC HEEEEEEN
c. appointment of external auditors OOOOnOg
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| Il. Corporate Governance Polices

1. The company have a written code of corporate governance which
covers the specification of;

a. the rights of shareholders ooggd

b. duties of the Boards ooggd

c. the rules of disclosure Ooggd
2. The policies of the company are easily available to:

a. Regulators HEEYERE

b. Employee OO0 00

¢. Public g Qgd
3. Compliance officer competence to ensure full compliance of the

company with existing laws and regulations OO0On0On
4. The Board of Commissioners, to the extent permissible under the law,

specifically made responsible for ensuring adherence to the code of

corporate governance OO0
5. The company have revealed a code of conduct / ethics clearly AdOogogd
6.  The company distributes code of conduct / ethics to:

a. All employee OO Oad

b. Shareholders OOOOoOod
7. The code of conduct takes into account the following issues

a. Ethical standards in dealing with customers, vendors and other

relevant parties OOO0Od

b. Company expectations of management and employees OO0 0M0O0

¢. The privacy of information about outsider companies g

d. The privacy of information about employees g ogd

e. The importance of compliance with laws and regulations g
8. All employees required to confirm periodically in writing that they have

complied with the code of conduct OO0 dn
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| lll. Corporate Governance Practices

N —

10.

1.
12.

13.

BoD have regular meetings with the BoC

There are any potential conflicts of interest between the company

and the member of its BoC and BoD.

The company has an unequivocal list of the share owned by:

a. the members of the BoD and BoC.

b. the families of the members of the BoD and BoC.

a. The company has an internal written policy regarding BoD
members having concurrent positions as directors in the other
companies

b. The company has an internal written policy regarding BoC
members having concurrent positions as directors in the other
companies

The following committees are actively functioning in the company

a. Audit committee (for supervising the external and internal

auditors)

b. Compensation committee (For reviewing BoC, BoD, and

management compensation).

c. Nomination committee (for selecting BoD, and BoC members)

d. Compliance committee (for adherence to laws, and regulations)

e. Risk management committee

f. Executive committee

g. Insurance committee

The company provides formal performance appraisal review of the

BoD regularly.

The company provides formal performance appraisal review of the

BoC regularly.

The company provides an internal nomination process for the

BoC (including fit and proper test).

The company provides an internal nomination process for the

BoD (including fit and proper test, and has at least 5 years work

experience as executive officer).

All candidates are given a written appointment letter as

commissioners.

All candidates are given a written appointment letter as directors.

The following type of compensation are sufficient to Directors:

a. Salary independent of performance

b. Bonus dependent on performance

c. Stock options

The following type of compensation are sufficient to

Commissioners:

a. Salary independent of performance

b. Bonus dependent on performance

c. Stock options

ooy
oddd
LOodog
OO on
oogg
OoOoon
oo
ooy
odog
ool
oddd
oo
ogddg
oo
oo
ooy
oo
oo
ooog
oodg

o
oo
oo
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14.

15.
16.
17.
18.

19.
20.

21

22.

23.

24.

25.

a. The roles, responsibilities, and delegated authority of the BoC
are clearly spelled out in writing.

b. The roles, responsibilities, and delegated authority of the BoD
are clearly spelled out in writing.

The BoD has effective meeting procedures (for example, are

meeting agendas and board papers distributed in advance?)

The BoC have effective meeting procedures (for example, are

meeting agendas and board papers distributed in advance?)

a. The BoD meetings are minuted.

b. The BoC meetings are minuted.

The BoD actively monitors the results of the monthly business.

The BoC gives sufficient input to the BoD on matters of strategy.

The BoC gives sufficient input to the BoD on matters concerning

company performance.

The BoD is responsible to the vision and mission, business plan

and strategic plan.

The BoD identifies and selects external specialists when needed

expertise is not possessed by existing directors or staff.

a. Members of BoD are given introduction training.

b. Members of BoC are given introduction training.

a. Members of BoD are provided with the opportunity of ongoing
training.

b. Members of BoC are provided with the opportunity of ongoing
training.

The company regularly held self assessment of good corporate

governance

odog
oggg

[
[
[
[
[

000 O o obdod
OUud O o obdod

Oug 0O o oboood
Oug O o obood

OO0 O O Oooodo

ogog

ogog
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| IV. Disclosures Policies and Practices

1. Your company provides equal access to information for shareholders

and investment analysts. HENEEREEEN
2. The company publishes and distributes its financial results and

management analysis for analysts. oo
3. The company posts its financial results and management analysis on

the internet. OOOdd
4. How frequently does the company conduct analyst briefings? (If 1=1

points, 2=2points, 3=3 points, 4=4points, 5 or more=>5 points) OOo0Odt

5. The reports prepared for the annual shareholders meeting contain
only basic information of sufficient details to enable investment
analysts to assess the financial and non-financial performance of the
corporation

6. The annual report clearly describe the following:

a. Risk management system

b. Business goals and strategies

c. Cross-shareholdings and cross debt guarantees

d. Management assessment of business climate and risks

e. Names of Commissioners and Directors

f. Commissioners and Directors compensation rates

g. Principal external jobs held by the Commissioners

h. Corporate governance practices of the company

i. Material claims and court cases

j- Related party transactions

k. Existing and potential conflicts of interest

|. Shareholding of Commissioners, Directors or their family members
in the company or its related companies

7. The company track changes in its ownership structure so that any and

all voting blocks are known OO dn

O OOhooooood o
O DDOOoooooog O
O ODDOOooooood O
O DDooooood O
O DDOOoooooog O
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| V. Audit

1. Please rate the quality of:

a. Internal Audit RN

b. Audit Committee RN

c. External Audit HEEEN
2. How many members does your Audit Committee have? (If 1=1

points, 2=2points, 3=3 points, 4=4points, 5 or more=5 points) RN
3. How many of these members are independent? (If 1=1 points,

2=2points, 3=3 points, 4=4points, 5 or more=>5 points

Independence is defined here as having no financial interest in the

company or significant relationships with major shareholders,

management, suppliers or customers Doooo

L Ood
L dod

4. The Audit Committee have regular meetings g Qgd
5. The Audit Committee report regularly to the BoC NN
6. The Audit Committee have regular meetings with the external

auditors HIEIEENEE

7. a. The BoC responds to audit findings from internal auditors,
external auditors, and regulators.
b. The BoC responds to recommendations from internal auditors, [ [ ] [] [] ]
external auditors, and regulators. HEEEEENEN

| VI. Bank Performance

1. The company has good improvement of return on equity in the

last three years. HEEIEA NN
2. The company has good improvement of return on assets in the

last three years. OOt
3. The company has better return on equity than industry average

(benchmarks). OOt
4. The company has better return on assets than industry average

(benchmarks). Doodd
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| VI, Risk Management

No. ltem 1 2 3 4 5
1. The company maintains a liquidity asset ratio higher than
minimum ratio set by the central bank (overshooting). OOt
2. The company provides buffer reserves target. NN
3. The company prefers to individual investors than institutional
investors. OO0On0n
4. Beside deposit insurance mandatory, the company also provides
other liability guarantees. OOddn
5. The company maintains a capital adequacy ratio higher than
minimum ratio set by the central bank. OOt
6. The company offers a wide variety of product as his competitive
advantage. Ooodaog
7. The company has domestic branch office in most of major city. OO0 On
8. The company has international branch office in most of country.  [] [ ] [[] [] [
9. The company hedge their risk through derivative instruments g nogd
10.  The company uses marking to market approach (on daily basis)
for their current position in most derivative instruments OOodnOd
11. The company has stable net interest margin in the last three
years. OO0Odn
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System: EADN1
Estimation Method: Generalized Method of Moments
Date: 06/10/06 Time: 01:25
Sample: 1 606
Instruments: CR GWM RCS LDR PPAPT ATIM MAYOR SDROA NPL2 NPM D4 D7 D3
D4*CAR D7*CAR D3*CAR CAR"2*D4 CAR"2*D7 CARM2*D3 C

White Covariance

Coefficient Std. Error t-Statistic Prob.
Constant C(10) 0.1324 0.0162 8.1670 0.0000
CR C(11) 0.6570 0.0491 13.3847 0.0000
CcccC C(12) 0.0029 0.0329 0.0867 0.9309
SRR C(13) 0.2196 0.0335 6.5544 0.0000
LDR C(14) -0.0848 0.0133 -6.3730 0.0000
LLP C(15) 0.8328 0.1052 7.9160 0.0000
FAI C(16) 0.0032 0.0060 0.5305 0.5958
OWN Cc(7) -0.0087 0.0142 -0.6097 0.5422
Constant C(20) 1.9419 0.5894 3.2944 0.0010
ROE C(21) -0.7186 0.1799 -3.9937 0.0001
NPL C(22) 2.1492 0.4617 4.6554 0.0000
BR C(23) 22.4015 3.7222 6.0184 0.0000
CAR C(24) -5.5689 1.5186 -3.6672 0.0003
CAR*D1 C(25) 3.8394 1.4455 2.6560 0.0080
CAR*D2 C(26) 4.8919 1.5847 3.0869 0.0021
CAR*D3 C(27) 24.6560 16.9322 1.4562 0.1455
D1 C(28) -2.2451 0.5649 -3.9745 0.0001
D2 C(29) -1.8794 0.6085 -3.0887 0.0020
D3 C(210) -0.9497 2.7818 -0.3414 0.7329
Constant C(30) 2.0487 0.7148 2.8659 0.0042
VAR C(31) -0.0610 0.0197 -3.0925 0.0020
NPM C(32) 0.7578 0.1367 5.5432 0.0000
CAR C(33) -9.9292 4.0384 -2.4587 0.0140
CAR*D1 C(34) 9.8847 4.0129 2.4632 0.0139
CAR*D2 C(35) 10.5149 4.0346 2.6062 0.0092
CAR*D3 C(36) 2.1654 7.8086 0.2773 0.7816
D1 C(37) -2.1447 0.7189 -2.9834 0.0029
D2 C(38) -2.1017 0.7126 -2.9496 0.0032
D3 C(39) -1.0573 0.8969 -1.1789 0.2386
CARN2 C(310) 7.1692 3.4639 2.0697 0.0386
CARMN2*D1 C(311) -7.2501 3.4554 -2.0982 0.0360
CARMN2*D2 C(312) -8.2157 3.4566 -2.3768 0.0176
CAR"2*D3 C(313) 14.9251 19.7122 0.7572 0.4491
Determinant residual covariance 0.121244
J-statistic 0.414051

Equation: CAR=C(10)+C(11)*CR+ C(12)*GWM+ C(13)*RCS+ C(14)*LDR+ C(15)*PPAPT
+C(16)*ATIM+C(17)*MAYOR
Observations: 550

R-squared 0.698284 Mean dependent var 0.293432
Adjusted R-squared 0.694388 S.D. dependent var 0.287369
S.E. of regression 0.158864 Sum squared resid 13.67886
Durbin-Watson stat 1.530274
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Equation: VAR_MEAN = C(20)+C(21)*ROE+ C(22)*NPL2+ C(23)*SDROA+ C(24)*CAR +
C(25)*CAR*D4+ C(26)*CAR*D7+ C(27)*CAR*D3+C(28)*D4+C(29)*D7+C(210)*D3
Observations: 550

R-squared 0.130708 Mean dependent var 0.867834
Adjusted R-squared 0.114580 S.D. dependent var 3.756109
S.E. of regression 3.534376  Sum squared resid 6733.087
Durbin-Watson stat 1.955055

Equation: ROE= C(30)+C(31)* VAR_MEAN + C(32)*NPM + C(33)*CAR+C(34)*CAR*D4+
C(35)*CAR*D7+ C(36)*CAR*D3+C(37)*D4+C(38)*D7+C(39)*D3+C(310)*(CAR"2)
+C(311)*(CARM2)*D4+ C(312)*(CARM2)*D7+ C(313)*(CAR"2)*D3

Observations: 550

R-squared 0.141466 Mean dependent var 0.190162
Adjusted R-squared 0.120644  S.D. dependent var 0.749009
S.E. of regression 0.702376  Sum squared resid 264.4261
Durbin-Watson stat 1.487508
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Validity Analysis
Shareholders Right and Responsibility

Correlations

X1.1 Pearson Correlation
Sig. (2-tailed)
N

X1.2 Pearson Correlation
Sig. (2-tailed)
N

X1.3 Pearson Correlation
Sig. (2-tailed)
N

X1.4 Pearson Correlation
Sig. (2-tailed)
N

X1.5 Pearson Correlation
Sig. (2-tailed)
N

X1.6 Pearson Correlation
Sig. (2-tailed)
N

X1.7 Pearson Correlation
Sig. (2-tailed)
N

X1.8 Pearson Correlation
Sig. (2-tailed)
N

X1.9 Pearson Correlation
Sig. (2-tailed)
N

X1.10 Pearson Correlation
Sig. (2-tailed)
N

X1.11 Pearson Correlation
Sig. (2-tailed)
N

X1.12 Pearson Correlation
Sig. (2-tailed)
N

X1.13 Pearson Correlation
Sig. (2-tailed)
N

X1.14 Pearson Correlation
Sig. (2-tailed)
N

X1.15 Pearson Correlation

SUMSRR
0.505
0.000

66.000
0.604
0.000

66.000
0.573
0.000

66.000
0.577
0.000

66.000
0.528
0.000

64.000
0.660
0.000

66.000
0.641
0.000

66.000
0.647
0.000

66.000
0.659
0.000

66.000
0.715
0.000

66.000
0.681
0.000

66.000
0.556
0.000

66.000
0.646
0.000

65.000
0.623
0.000

66.000
0.696
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X1.16

SUMSRR

*%*

Corporate Governance Policies

Correlations

X2.1

X2.2

X2.3

X2.4

X2.5

X2.6

X2.7

X2.8

X2.9

X2.10

X2.11

Sig. (2-tailed)

N

Pearson Correlation
Sig. (2-tailed)

N

Pearson Correlation
Sig. (2-tailed)

N

0.000
66.000
0.525
0.000
66.000
1.000

66

Correlation is significant at the 0.01 level (2-

tailed).

Correlation is significant at the 0.05 level (2-

tailed).

Pearson Correlation
Sig. (2-tailed)

N

Pearson Correlation
Sig. (2-tailed)

N

Pearson Correlation
Sig. (2-tailed)

N

Pearson Correlation
Sig. (2-tailed)

N

Pearson Correlation
Sig. (2-tailed)

N

Pearson Correlation
Sig. (2-tailed)

N

Pearson Correlation
Sig. (2-tailed)

N

Pearson Correlation
Sig. (2-tailed)

N

Pearson Correlation
Sig. (2-tailed)

N

Pearson Correlation
Sig. (2-tailed)

N

Pearson Correlation
Sig. (2-tailed)

SUMCGP
0.690
0.000

65.000
0.318
0.010

65.000
0.726
0.000

65.000
0.429
0.000

66.000
0.630
0.000

66.000
0.383
0.001

66.000
0.226
0.073

64.000
0.602
0.000

65.000
0.582
0.000

66.000
0.578
0.000

66.000
0.538
0.000
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X2.12

X2.13

X2.14

X2.15

X2.16

X2.17

SUMCGP

*%*

Corporate Governance Practices

Correlations

X3.1

X3.2

X3.3

X3.4

X3.5

X3.6

X3.7

N

Pearson Correlation
Sig. (2-tailed)

N

Pearson Correlation
Sig. (2-tailed)

N

Pearson Correlation
Sig. (2-tailed)

N

Pearson Correlation
Sig. (2-tailed)

N

Pearson Correlation
Sig. (2-tailed)

N

Pearson Correlation
Sig. (2-tailed)

N

Sig. (2-tailed)

N

Correlation is significant at the 0.01 level (2-

tailed).

Correlation is significant at the 0.05 level (2-tailed).

Pearson Correlation
Sig. (2-tailed)

N

Pearson Correlation
Sig. (2-tailed)

N

Pearson Correlation
Sig. (2-tailed)

N

Pearson Correlation
Sig. (2-tailed)

N

Pearson Correlation
Sig. (2-tailed)

N

Pearson Correlation
Sig. (2-tailed)

N

Pearson Correlation
Sig. (2-tailed)

SUMCGPR

0.273
0.029
64.000
-0.101
0.421
66.000
0.067
0.605
62.000
0.034
0.802
57.000
0.358
0.003
66.000
0.424
0.000
65.000
0.278
0.024

66.000

0.750
0.000

66.000

0.740
0.000

66.000

0.720
0.000

65.000

0.730
0.000

66.000

0.680
0.000

66.000

0.587
0.000

66.000

66
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X3.8

X3.9

X3.10

X3.11

X3.12

X3.13

X3.14

X3.15

X3.16

X3.17

X3.18

X3.19

X3.20

X3.21

X3.22

X3.23

X3.24

N

Pearson Correlation
Sig. (2-tailed)

N

Pearson Correlation
Sig. (2-tailed)

N

Pearson Correlation
Sig. (2-tailed)

N

Pearson Correlation
Sig. (2-tailed)

N

Pearson Correlation
Sig. (2-tailed)

N

Pearson Correlation
Sig. (2-tailed)

N

Pearson Correlation
Sig. (2-tailed)

N

Pearson Correlation
Sig. (2-tailed)

N

Pearson Correlation
Sig. (2-tailed)

N

Pearson Correlation
Sig. (2-tailed)

N

Pearson Correlation
Sig. (2-tailed)

N

Pearson Correlation
Sig. (2-tailed)

N

Pearson Correlation
Sig. (2-tailed)

N

Pearson Correlation
Sig. (2-tailed)

N

Pearson Correlation
Sig. (2-tailed)

N

Pearson Correlation
Sig. (2-tailed)

N

Pearson Correlation

66.000
0.456
0.000

66.000
0.442
0.000

65.000
0.460
0.000

66.000
0.363
0.003

66.000
0.546
0.000

65.000
0.232
0.067

63.000
0.591
0.000

66.000
0.576
0.000

66.000
0.591
0.000

65.000
0.665
0.000

65.000
0.470
0.000

65.000
0.351
0.004

66.000
0.444
0.000

64.000
0.650
0.000

66.000
0.453
0.000

66.000
0.416
0.001

66.000
0.663
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X3.25

X3.26

X3.27

X3.28

X3.29

X3.30

X3.31

X3.32

X3.33

X3.34

X3.35

X3.36

X3.37

X3.38

X3.39

X3.40

Sig. (2-tailed)

N

Pearson Correlation
Sig. (2-tailed)

N

Pearson Correlation
Sig. (2-tailed)

N

Pearson Correlation
Sig. (2-tailed)

N

Pearson Correlation
Sig. (2-tailed)

N

Pearson Correlation
Sig. (2-tailed)

N

Pearson Correlation
Sig. (2-tailed)

N

Pearson Correlation
Sig. (2-tailed)

N

Pearson Correlation
Sig. (2-tailed)

N

Pearson Correlation
Sig. (2-tailed)

N

Pearson Correlation
Sig. (2-tailed)

N

Pearson Correlation
Sig. (2-tailed)

N

Pearson Correlation
Sig. (2-tailed)

N

Pearson Correlation
Sig. (2-tailed)

N

Pearson Correlation
Sig. (2-tailed)

N

Pearson Correlation
Sig. (2-tailed)

N

Pearson Correlation
Sig. (2-tailed)

N

0.000
66.000
0.447
0.000
66.000
0.627
0.000
66.000
0.190
0.127
66.000
0.453
0.000
66.000
0.452
0.000
66.000
0.182
0.143
66.000
0.214
0.084
66.000
0.598
0.000
66.000
0.561
0.000
66.000
0.555
0.000
65.000
0.463
0.000
66.000
0.474
0.000
65.000
0.456
0.000
66.000
0.414
0.001
66.000
0.489
0.000
66.000
0.300
0.014
66.000
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X3.41

SUMCGPR

*%*

Pearson Correlation 0.565

Sig. (2-tailed) 0.000
N 66.000
Pearson Correlation 1.000
Sig. (2-tailed)

N 66.000
Correlation is significant at the 0.01 level (2-

tailed).
Correlation is significant at the 0.05 level (2-
tailed).

Disclosures Policies and Practices

Correlations

X4.1

X4.2

X4.3

X4.4

X4.5

X4.6

X4.7

X4.8

X4.9

X4.10

X4.11

X4.12

SUMDPP
Pearson Correlation 0.644
Sig. (2-tailed) 0.000
N 66.000
Pearson Correlation 0.519
Sig. (2-tailed) 0.000
N 66.000
Pearson Correlation 0.210
Sig. (2-tailed) 0.093
N 65.000
Pearson Correlation 0.297
Sig. (2-tailed) 0.019
N 62.000
Pearson Correlation 0.421
Sig. (2-tailed) 0.000
N 66.000
Pearson Correlation 0.332
Sig. (2-tailed) 0.006
N 66.000
Pearson Correlation 0.640
Sig. (2-tailed) 0.000
N 66.000
Pearson Correlation 0.601
Sig. (2-tailed) 0.000
N 65.000
Pearson Correlation 0.524
Sig. (2-tailed) 0.000
N 66.000
Pearson Correlation 0.350
Sig. (2-tailed) 0.004
N 66.000
Pearson Correlation 0.659
Sig. (2-tailed) 0.000
N 66.000
Pearson Correlation 0.767
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X4.13

X4.14

X4.15

X4.16

X4.17

X4.18

SUMDPP

*%*

Audit

Sig. (2-tailed)

N

Pearson Correlation
Sig. (2-tailed)

N

Pearson Correlation
Sig. (2-tailed)

N

Pearson Correlation
Sig. (2-tailed)

N

Pearson Correlation
Sig. (2-tailed)

N

Pearson Correlation
Sig. (2-tailed)

N

Pearson Correlation
Sig. (2-tailed)

N

Pearson Correlation
Sig. (2-tailed)

N

0.000
64.000
0.761
0.000
66.000
0.736
0.000
65.000
0.776
0.000
66.000
0.735
0.000
66.000
0.647
0.000
65.000
0.643
0.000
65.000
1.000

66.000

Correlation is significant at the 0.01 level (2-

tailed).

Correlation is significant at the 0.05 level (2-

tailed).

Correlations

X5.1

X5.2

X5.3

X5.4

X5.5

X5.6

Pearson Correlation
Sig. (2-tailed)

N

Pearson Correlation
Sig. (2-tailed)

N

Pearson Correlation
Sig. (2-tailed)

N

Pearson Correlation
Sig. (2-tailed)

N

Pearson Correlation
Sig. (2-tailed)

N

Pearson Correlation
Sig. (2-tailed)

SUMAU
0.473
0.000

65.000
0.722
0.000

65.000
0.506
0.000

65.000
0.204
0.105

64.000
0.226
0.077

62.000
0.565
0.000
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X5.7

X5.8

X5.9

X5.10

SUMAU

*%

N

Pearson Correlation
Sig. (2-tailed)

N

Pearson Correlation
Sig. (2-tailed)

N

Pearson Correlation
Sig. (2-tailed)

N

Pearson Correlation
Sig. (2-tailed)

N

Pearson Correlation
Sig. (2-tailed)

N

66.000
0.622
0.000

65.000
0.606
0.000

66.000
0.485
0.000

66.000
0.478
0.000

66.000
1.000

66.000

Correlation is significant at the 0.01 level (2-

tailed).

Correlation is significant at the 0.05 level (2-

tailed).

Bank Performance

Correlations

BP1

BP2

BP3

BP4

SUMBP

**

Pearson Correlation
Sig. (2-tailed)

N

Pearson Correlation
Sig. (2-tailed)

N

Pearson Correlation
Sig. (2-tailed)

N

Pearson Correlation
Sig. (2-tailed)

N

Pearson Correlation
Sig. (2-tailed)

N

SUMBP
0.883
0.000
66.000
0.894
0.000
66.000
0.905
0.000
65.000
0.891
0.000
65.000
1.000

66.000

Correlation is significant at the 0.01 level (2-

tailed).

Correlation is significant at the 0.05 level (2-

tailed).
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Risk Management

Correlations

RM1

RM2

RM3

RM4

RM5

RM6

RM7

RM8

RM9

RM10

RM11

SUMRM

*%*

Pearson Correlation
Sig. (2-tailed)

N

Pearson Correlation
Sig. (2-tailed)

N

Pearson Correlation
Sig. (2-tailed)

N

Pearson Correlation
Sig. (2-tailed)

N

Pearson Correlation
Sig. (2-tailed)

N

Pearson Correlation
Sig. (2-tailed)

N

Pearson Correlation
Sig. (2-tailed)

N

Pearson Correlation
Sig. (2-tailed)

N

Pearson Correlation
Sig. (2-tailed)

N

Pearson Correlation
Sig. (2-tailed)

N

Pearson Correlation
Sig. (2-tailed)

N

Pearson Correlation
Sig. (2-tailed)

N

SUMRM
0.505
0.000

66.000
0.637
0.000

66.000
0.560
0.000

65.000
0.159
0.204

65.000
0.285
0.020

66.000
0.590
0.000

66.000
0.496
0.000

66.000
0.619
0.000

66.000
0.758
0.000

65.000
0.434
0.000

65.000
0.519
0.000

66.000
1.000

66.000

Correlation is significant at the 0.01 level (2-

tailed).

Correlation is significant at the 0.05 level (2-

tailed).
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Reliability Analysis — Scale (Aplha)

Shareholders Right and Responsibility

Iltemtotal Statistics

Scal e Scal e Correct ed

Mean Vari ance Item Al pha

if Item if ltem Tot al if Iltem

Del et ed Del et ed Correl ation Del et ed
CGl. 1 60. 1918 88. 1785 .4162 . 8856
CGl. 2 60. 5264 84. 2230 . 5069 . 8828
CGl. 3 60. 4481 84. 5633 . 4662 . 8849
CGl. 4 60. 2289 85. 9874 . 5180 . 8820
CGl. 5 60. 5728 86. 4147 . 4769 . 8836
CGl. 6 60. 4745 84. 2720 . 5897 . 8793
CGl. 7 60. 7462 82. 6150 . 5579 . 8807
CGl. 8 60. 6619 83. 6856 . 5789 . 8796
CGlL. 9 60. 3259 84. 8847 . 6232 . 8784
CGlL. 10 60. 4893 82.2261 . 6803 . 8755
CGl. 11 60. 4297 84. 7096 . 6224 . 8783
CGl. 12 60. 5724 86. 4942 . 4853 . 8832
CGlL. 13 60. 4923 85. 2272 . 5814 . 8798
CGl. 14 60. 2190 86. 4486 . 5580 . 8809
CGlL. 15 60. 3584 83. 6767 . 6359 . 8775
CGl. 16 60. 5866 86. 0618 L4227 . 8863

Reliability Coefficients
N of Cases = 4780.0 N of Itenms = 16

Al pha = . 8878

Appendix A3: 10



Reliability Analysis — Scale (Aplha)

Corporate Governance Policies

Iltemtotal Statistics

Scal e Scal e Correct ed
Mean Vari ance Item Al pha
if Item if ltem Tot al if Iltem
Del et ed Del et ed Correl ation Del et ed

Cx.1 68. 5123 56. 6089 . 6826 . 8491
CR2. 2 68. 6985 58. 8632 . 2227 . 8688
Ck. 3 68. 5561 55. 3337 . 6807 . 8471
CR. 4 68. 7987 58. 6341 . 3502 . 8603
CR.5 68. 9113 55. 4717 . 5448 . 8519
CR. 6 69. 6833 57. 5003 . 2999 . 8654
CRx.7 69. 1732 59. 9237 . 1452 . 8732
CRk2. 8 69. 0273 55. 9564 . 6174 . 8497
CR.9 68. 7729 56. 9199 . 5288 . 8532
C&. 10 68. 4154 57.9961 . 5073 . 8547
Cx. 11 69. 0030 56. 8543 . 3732 . 8608
Cx. 12 68. 4641 56. 8970 . 7429 . 8487
Cx. 13 68. 6080 56. 0288 . 7564 . 8467
CR2. 14 68. 7013 54. 8638 . 6470 . 8476
C&x2. 15 68. 6842 55. 1349 . 6266 . 8486
CRX2. 16 68. 5532 56. 1368 . 6702 . 8486
Cx. 17 69. 1619 52.2422 . 5008 . 8574

Reliability Coefficients
N of Cases = 4620.0 N of Itens = 17

Al pha = . 8623
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Reliability Analysis — Scale (Aplha)

Corporate Governance Practices

Iltemtotal Statistics

Scal e Scal e Correct ed

Mean Vari ance Item Al pha

if Item if ltem Tot al if Iltem

Del et ed Del et ed Correl ation Del et ed
C&. 1 145. 3755 414. 0266 . 2283 . 8912
C&. 5 146. 0644 403. 3202 . 3143 . 8904
C&. 6 146. 2016 398. 2980 . 3816 . 8893
C&.7 145. 5670 410. 6815 . 1899 . 8922
C&. 8 146. 1619 396. 4217 . 4388 . 8883
C&. 9 146. 3973 395. 5526 . 4454 . 8882
CG&3. 10 145. 5508 399. 8983 . 5766 . 8871
C&. 11 145. 2914 409. 8458 . 3660 . 8899
C&. 12 145. 9940 385. 7933 . 6566 . 8844
C&3. 13 146. 6853 401. 6111 . 2976 . 8910
C&. 14 146. 2167 382. 2852 . 6724 . 8838
C&. 15 146. 3135 384. 8519 . 6192 . 8848
C&. 16 146. 3937 388. 6359 . 6383 . 8850
C&. 17 146. 3420 386. 4320 . 6890 . 8841
C&3. 18 146. 2268 400. 0916 . 3956 . 8890
C&. 19 146. 1291 408. 0013 . 2504 . 8912
C&3. 20 146. 0225 396. 0809 .4210 . 8886
C&. 21 145. 6272 390. 9845 . 6803 . 8849
C&. 22 145. 9672 399. 5872 . 4419 . 8883
C&. 23 146. 1664 395. 7368 . 4150 . 8888
C&. 24 146. 0127 383. 6767 . 6993 . 8836
C&. 25 146. 4914 393. 7010 . 4414 . 8883
CG&3. 26 145. 6176 400. 4451 . 6614 . 8868
C&3. 27 145. 1152 404. 8924 . 0303 . 9165
C&3. 28 145. 9076 403. 5503 . 4281 . 8888
CG&3. 29 145. 8087 407. 7193 . 4092 . 8894
CG3. 30 145. 5591 415. 0413 . 1494 . 8921
C&. 31 145. 5793 414. 0708 . 1918 . 8916
CG&3. 32 145. 4799 401. 7601 . 6083 . 8873
CG&3. 33 145. 5896 404. 6186 . 5226 . 8883
C&3. 34 145. 4217 407. 2298 . 5155 . 8888
CG&3. 35 145. 3927 407. 3265 . 4830 . 8889
C&3. 36 145. 5790 404. 0014 . 5117 . 8882
CG&3. 37 146. 2641 399. 4615 . 4769 . 8879
CG3. 38 146. 3731 399. 9992 . 4558 . 8882
C&3. 39 145. 9476 401. 1735 . 4955 . 8879
CG3. 40 146. 1329 407. 3431 . 3207 . 8901
C&. 41 145. 7708 396. 4838 . 5867 . 8865

Reliability Coefficients
N of Cases = 4176.0 N of Itens = 38

Al pha = . 8916
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Reliability Analysis — Scale (Aplha)

Disclosures Policies and Practices

Iltemtotal Statistics

©Co~NOULhWNE

BREEERANE

Reliability Coefficients

N of Cases =

Scal e
Mean

i f

Item

Del et ed

65.
65.
66.
66.
65.
65.
65.
65.
65.
65.
66.
66.
65.
66.
65.
66.
66.
65.

4716
4889
0259
4347
9779
7027
2357
8062
5221
0812
3585
0721
4629
1017
6692
2052
4675
9274

4396. 0

Al pha = . 8781

Scal e
Vari ance

i f

Item

Del et ed

99.
102.
107.
106.
100.
105.
101.

99.
102.
106.

92.

93.

96.

91.

94.

90.

94.

99.

3623
2991
6130
1034
7934
4809
9627
4864
6805
0951
9386
3880
7042
2654
9577
0362
6481
0293

Correct ed
ltem
Tot al

Correl ation

. 5903
. 4448
. 0657
. 1592
. 3999
. 2470
. 5836
. 5554
. 4665
. 2230
. 6030
. 7298
. 7001
. 6790
. 7480
. 7253
. 5930
. 5630

N of Itens

Al pha
if Iltem
Del et ed

. 8692
. 8739
. 8888
. 8838
. 8756
. 8797
. 8709
. 8701
. 8734
. 8802
. 8678
. 8623
. 8650
. 8639
. 8627
. 8616
. 8680
. 8697

= 18
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Reliability Analysis — Scale (Aplha)

Audit

Iltemtotal Statistics

Scal e Scal e Correct ed

Mean Vari ance Item Al pha

if Item if ltem Tot al if Iltem

Del et ed Del et ed Correl ation Del et ed
C&h. 1 27.1742 20. 6158 . 4555 . 8272
CG&b. 3 26. 9530 20. 5543 . 5766 . 8156
CG&b. 5 28. 3396 20. 2993 . 1967 . 8934
CGb. 6 26. 9683 17. 9699 . 7790 . 7856
C&b. 7 27.0200 17.9193 . 7332 . 7905
CGb. 8 27.3613 18. 1142 . 7139 . 7935
CGb. 9 26. 7785 19. 6585 . 7236 . 8003
CG&b. 10 26. 7790 19. 5052 . 6994 . 8011

Reliability Coefficients
N of Cases = 4511.0 N of Itenms = 8

Al pha = . 8339
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Reliability Analysis — Scale (Aplha)

Bank Performance

Iltemtotal Statistics

Scal e Scal e Correct ed
Mean Vari ance I tem
if Item if ltem Tot al
Del et ed Del et ed Correl ation
BP1 10. 8350 6. 2825 . 8199
BP2 10. 8712 6.1159 . 8373
BP3 11. 1164 6.1281 . 8323
BP4 11. 1436 6. 2454 . 8046

Reliability Coefficients
N of Cases = 4922.0 N of Itens

Al pha = . 9240

Al pha
if Iltem
Del et ed

. 9024
. 8964
. 8981
. 9074
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Reliability Analysis — Scale (Aplha)

Risk Management

Iltemtotal Statistics

CAPR1
CAPR2
CAPR3
Dl VERS1
DI VERS2
Dl VERS3
Dl VERS4
RELI 1
RELI 2
RELI 3

Reliability Coefficients

N of Cases =

Scal e
Mean

i f

Item

Del et ed

34.
34.
34.
35.
34.
34.
36.
35.
34.
35.

9103
8197
2309
5777
4704
1667
1849
0468
7662
1164

4847.0

Al pha = . 7678

Scal e

i f

Vari ance

Item

Del et ed

25.
24.
27.
22.
23.
25.
21.
21.
25.
25.

3256
1532
3646
8210
9888
9937
9043
0129
8576
0554

Correct ed
ltem
Tot al

Correl ation

. 3329
. 5310
. 2181
. 4164
. 5238
. 4255
. 4890
. 7183
. 3296
. 3774

N of Itens

Al pha
if Iltem
Del et ed

. 7612
. 7369
. 7707
. 71547
. 7370
. 7521
. 7423
. 7029
. 7607
. 7554

= 10
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Share Holder Right and Responsibility (SRR)

KMO and Bartlett's Test

Kaiser-Meyer-Olkin Measure of Sampling Adequacy. 0.762
Bartlett's Test of Sphericity Approx. Chi-Square 59848.48
df 120
Sig. 0.000
Total Variance Explained
Initial Rotation Sums of Squared
Component . ;
Eigenvalues Loadings
% of Cumulative % of Cumulative
Total Variance % Total Variance %
1 6.139 38.369 38.369 3.502 21.890 21.890
2 2.498 15.610 53.979 3.454 21.589 43.479
3 1.912 11.952 65.932 2.730 17.061 60.540
4 1.031 6.441 72.373 1.893 11.833 72.373
5 0.926 5.791 78.163
6 0.734 4.588 82.751
7 0.688 4.298 87.049
8 0.475 2.970 90.019
9 0.345 2.159 92.178
10 0.326 2.036 94.214
11 0.292 1.827 96.041
12 0.238 1.488 97.530
13 0.156 0.977 98.507
14 0.111 0.693 99.200
15 0.077 0.482 99.681
16 0.051 0.319 100.000

Extraction Method: Principal Component Analysis.

Rotated Component Matrix
Component

SRR_13 0.714
SRR_12 0.707

SRR_10 0.701

SRR_11 0.688

SRR_9 0.685

SRR_4 0.680

SRR_5

SRR_7 0.936

SRR_8 0.874

SRR_6 0.694

SRR_16 0.619

SRR_1 0.812

SRR_3 0.774

SRR_2 0.772

SRR_14 0.832
SRR_15 0.804
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Extraction Method: Principal Component Analysis.

Rotation Method: Varimax with Kaiser Normalization.

a Rotation converged in 13 iterations.

Component Score Coefficient Matrix

Component

SRR_1
SRR _2
SRR_3
SRR_4
SRR_5
SRR_6
SRR_7
SRR_8
SRR_9
SRR_10
SRR_11
SRR_12
SRR_13
SRR_14
SRR_15
SRR_16

Extraction Method: Principal Component Analysis.

1
-0.066
-0.033
-0.009

0.237
0.194
-0.021
-0.113
-0.043
0.196
0.192
0.191
0.254
0.228
-0.057
-0.059
-0.205

2
0.045
-0.001
0.009
-0.020
-0.061
0.221
0.367
0.333
0.089
0.079
0.060
-0.108
-0.112
-0.133
-0.076
0.197

3
0.337
0.286
0.304
0.114
0.186
0.033
0.073
0.057

-0.166
-0.160
-0.188
0.039
0.049
-0.051
-0.054
0.043

Rotation Method: Varimax with Kaiser Normalization.

-0.079
0.023
-0.060
-0.199
-0.160
-0.046
-0.167
-0.204
0.010
0.047
0.088
-0.051
0.037
0.580
0.532
0.189
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Corpor ate Gover nance Palicies (CGPO)

KMO and Bartlett's Test
Kaiser-Meyer-Olkin Measure of Sampling

Adequacy. 0.799
Bartlett's Test of Sphericity ~ Approx. Chi-Square  52953.67
df 136
Sig. 0.000

Total Variance Explained
Component Initial Eigenvalues

% of Cumulative
Total Variance % Total

1 6.647 39.097 39.097 4,553

2 2.092 12.306 51.404 2.627

3 1.935 11.381 62.785 2.053

4 1.092 6.425 69.211 1.785

5 1.020 6.000 75.210 1.767
6 0.767 4510 79.720
7 0.586 3.448 83.168
8 0.523 3.076 86.244
9 0.456 2.680 88.924
10 0.387 2.275 91.199
11 0.347 2.039 93.239
12 0.295 1.733 94.972
13 0.247 1.452 96.424
14 0.219 1.286 97.710
15 0.156 0.917 98.627
16 0.130 0.763 99.390
17 0.104 0.610 100.000

Extraction Method: Principal Component Analysis.

Rotated Component Matrix

Component

1 2 3 4
CGPO_14 0.855
CGPO_3 0.813
CGPO_16 0.786
CGPO_13 0.734
CGPO_1 0.709
CGPO_12 0.682
CGPO_15 0.678
CGPO_4 0.855
CGPO_8 0.743
CGPO_5 0.742
CGPO_11 0.799
CGPO_17 0.743
CGPO_6 0.695
CGPO_7 0.913
CGPO_2 0.848

% of
Variance
26.783
15.452
12.078
10.500
10.396

Rotation Sums of Squared Loadings

Cumulative
%
26.783
42.236
54.314
64.814
75.210
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CGPO_9

CGPO_10

Extraction Method: Principal Component Analysis.

Rotation Method: Varimax with Kaiser Normalization.
Rotation converged in 6

a iterations.

Component Transformation

Matrix

Component 1 2 3 4
1 0771 0.398 0.324 0.116
2 0183 -0.011 -0.583 0.784
3 -0.390 0.884 -0.233 -0.058
4 -0.437 0.001 0.646 0.604
5 0169 0.244 0.289 0.052

Extraction Method: Principal Component Analysis.
Rotation Method: Varimax with Kaiser Normalization.

Component Score Coefficient Matrix

Component

1 2 3 4
CGPO_1 0.195 0.106 0.013 0.085
CGPO_2 0.065 -0.046 0.021 0.471
CGPO_3 0.252 0.061 -0.109 -0.001
CGPO_4 0.005 0.406 -0.130 -0.035
CGPO_5 -0.078 0.288 -0.017 -0.024
CGPO_6 -0.103 0.261 0.445 -0.027
CGPO_7 -0.186 0.023 0.126 0.584
CGPO_8 -0.045 0.300 0.011 0.032
CGPO_9 -0.161 0.113 -0.033 0.002
CGPO_10 -0.021 -0.105 -0.085 -0.020
CGPO_11 -0.044 -0.111 0.451 0.011
CGPO_12 0.102 -0.076 0.031 0.033
CGPO_13 0.147 -0.049 -0.006 -0.025
CGPO_14 0.293 -0.053 -0.070 -0.123
CGPO_15 0.165 -0.089 0.052 -0.116
CGPO_16 0.222 -0.050 -0.124 -0.055
CGPO_17 -0.079 -0.071 0.437 0.164

Extraction Method: Principal Component Analysis.
Rotation Method: Varimax with Kaiser Normalization.
Component Scores.

0.718
0.707

0.359
-0.109
0.087
0.159
-0.909

-0.267
-0.151
-0.180
-0.163
0.127
-0.320
0.126
0.007
0.500
0.506
-0.008
0.175
0.106
-0.151
0.039
0.036
0.042
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Corporate Gover nance Practices (CGPR)

KMO and Bartlett's Test
Kaiser-Meyer-Olkin Measure of Sampling Adequacy.

Bartlett's Test of Sphericity

Total Variance Explained

Component

©O© oo ~NOOULhh WN P
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12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38

Total

9.268
6.985
3.735
2.270
1.948
1.747
1.416
1.196
1.074
0.962
0.821
0.771
0.695
0.618
0.548
0.515
0.431
0.408
0.331
0.314
0.290
0.252
0.204
0.196
0.173
0.137
0.125
0.110
0.099
0.072
0.067
0.057
0.054
0.043
0.034
0.015
0.014
0.005

Approx. Chi-Square

df
Sig.

Initial Eigenvalues

% of Variance

24.389
18.381
9.828
5.973
5.126
4.599
3.727
3.147
2.827
2.531
2.161
2.029
1.828
1.626
1.441
1.354
1.135
1.073
0.872
0.826
0.762
0.663
0.537
0.516
0.455
0.360
0.330
0.290
0.261
0.190
0.175
0.151
0.141
0.113
0.090
0.039
0.037
0.014

Cumulative

24.389
42.771
52.599
58.572
63.698
68.296
72.023
75.170
77.997
80.529
82.690
84.720
86.548
88.174
89.615
90.970
92.104
93.177
94.049
94.875
95.637
96.300
96.837
97.353
97.809
98.168
98.498
98.788
99.049
99.240
99.415
99.566
99.707
99.820
99.910
99.949
99.986
100.000
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0.626
212565
703
0.000
Extraction Sums of Squared
Loadings
% of Cumulative
Total Variance %
9.268 24.389 24.389



Extraction Method: Principal Component Analysis.

Component Matrix

Component
1

CGPR_24 0.725

CGPR_26 0.703

CGPR_17 0.701

CGPR_21 0.697

CGPR_14 0.654

CGPR_32 0.640

CGPR_41 0.636

CGPR_15 0.626

CGPR_12 0.620

CGPR_33 0.610

CGPR_16 0.607

CGPR_35

CGPR_34

CGPR_10

CGPR_11

CGPR_36

CGPR_8

CGPR_28

CGPR_25

CGPR_9

CGPR_39

CGPR_22

CGPR_29

CGPR_37

CGPR_18

CGPR_23

CGPR_20

CGPR_6

CGPR_38

CGPR_5

CGPR_13

CGPR_1

CGPR_40

CGPR_19

CGPR_7

CGPR_31

CGPR_30

CGPR_27

Component Score Coefficient Matrix

Component
1
CGPR_1 0.031
CGPR_5 0.034
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CGPR_6
CGPR_7
CGPR_8
CGPR_9
CGPR_10
CGPR_11
CGPR_12
CGPR_13
CGPR_14
CGPR_15
CGPR_16
CGPR_17
CGPR_18
CGPR_19
CGPR_20
CGPR_21
CGPR_22
CGPR_23
CGPR_24
CGPR_25
CGPR_26
CGPR_27
CGPR_28
CGPR_29
CGPR_30
CGPR_31
CGPR_32
CGPR_33
CGPR_34
CGPR_35
CGPR_36
CGPR_37
CGPR_38
CGPR_39
CGPR_40
CGPR_41
Extraction Method: Principal
Component Analysis.
Component Scores.

0.041
0.027
0.054
0.052
0.059
0.055
0.067
0.032
0.071
0.068
0.066
0.076
0.045
0.029
0.041
0.075
0.049
0.043
0.078
0.052
0.076
0.003
0.053
0.047
0.018
0.024
0.069
0.066
0.059
0.064
0.055
0.045
0.039
0.050
0.029
0.069
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Disclosure Policies and Practices (DPP)

KMO and Bartlett's Test
Kaiser-Meyer-Olkin Measure of Sampling Adequacy.

Bartlett's Test of Sphericity

df
Sig.

Total Variance Explained
Component

Extraction Method: Principal Component Analysis.

©O© oo ~NOO O~ WNPRE
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12
13
14
15
16
17
18

Initial Eigenvalues

Total

6.515
2.273
1.606
1.346
1.118
0.935
0.842
0.707
0.529
0.461
0.357
0.322
0.270
0.216
0.176
0.139
0.100
0.085

% of
Variance
36.196
12.628
8.923
7.479
6.212
5.194
4678
3.926
2.942
2.563
1.984
1.790
1.501
1.198
0.980
0.775
0.558
0.474

Rotated Component Matrix
Component

DPP_14
DPP_16
DPP_17
DPP_12
DPP_11
DPP_15
DPP_13
DPP_6
DPP_9
DPP_7
DPP_8
DPP_1
DPP_10
DPP_5
DPP_18

1
0.894
0.860
0.814
0.803
0.762
0.702
0.657

0.848
0.770
0.648

Approx. Chi-Square

Cumulative
%
36.196
48.824
57.747
65.226
71.438
76.632
81.310
85.237
88.178
90.741
92.725
94.515
96.016
97.214
98.194
98.968
99.526
100.000

0.779
0.624

0.727

54106.69

153
0

Rotation Sums of Squared Loadings

Total
4.889
3.235
1.949
1.668

% of Cumulative

Variance %
27.161 27.161
17.970 45,131
10.829 55.960
9.266 65.226

Appendix A4: 8



DPP_4
DPP_2
DPP_3

-0.730
0.625

Extraction Method: Principal Component Analysis.

Rotation Method: Varimax with Kaiser Normalization.
a Rotation converged in 9 iterations.

Component Score Coefficient Matrix

Component

1
DPP_1 -0.037
DPP_2 -0.044
DPP_3 0.032
DPP_4 0.072
DPP_5 -0.054
DPP_6 -0.071
DPP_7 -0.044
DPP_8 -0.009
DPP_9 -0.066
DPP_10 -0.075
DPP_11 0.185
DPP_12 0.189
DPP_13 0.127
DPP_14 0.227
DPP_15 0.129
DPP_16 0.205
DPP_17 0.205
DPP_18 0.026

2
0.106
0.175
0.034
0.125
0.000
0.376
0.180
0.163
0.286

-0.130
0.015
0.046
0.058

-0.115
0.048

-0.098

-0.147

-0.017

3
0.157
-0.047
-0.160
-0.099
0.365
-0.180
0.149
0.055
-0.066
0.511
-0.196
-0.135
-0.024
-0.013
-0.026
0.028
0.062
0.285

4
0.254
0.363
0.267

-0.467

-0.135

-0.238

-0.058
0.035
0.082
0.040
0.146

-0.081

-0.074

-0.020
0.052

-0.034

-0.040

-0.067

Extraction Method: Principal Component Analysis.
Rotation Method: Varimax with Kaiser

Normalization.

Component Scores.
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Audit (AUD)

KMO and Bartlett's Test

Kaiser-Meyer-Olkin Measure of Sampling Adequacy. 0.752
Bartlett's Test of Sphericity ~ Approx. Chi-Square 30755.76
df 28
Sig. 0.000

Total Variance Explained

Component Initial Eigenvalues Rotation Sums of Squared Loadings
% of Cumulative % of Cumulative
Total Variance % Total Variance %

1 4.295 53.693 53.693 3.458 43.222 43.222

2 1.160 14.501 68.194 1.998 24.972 68.194

3 0.879 10.990 79.184

4 0.827 10.343 89.527

5 0.384 4.806 94.333

6 0.297 3.707 98.040

7 0.135 1.689 99.729

8 0.022 0.271 100.000

Extraction Method: Principal Component Analysis.

Rotated Component Matrix

Component
1 2
AUD_9 0.841
AUD_10 0.831
AUD_1 0.781
AUD_3 0.711
AUD_8 0.619
AUD_5 0.746
AUD_6 0.728
AUD_7 0.704

Extraction Method: Principal Component Analysis.
Rotation Method: Varimax with Kaiser
Normalization.

a Rotation converged in 3 iterations.

Component Score Coefficient Matrix

Component

1 2
AUD_1 0.330 -0.259
AUD_3 0.244 -0.095
AUD_5 -0.276 0.565
AUD_6 0.007 0.360
AUD_7 0.008 0.346
AUD_8 0.101 0.195
AUD_9 0.273 -0.074
AUD_10 0.268 -0.068

Extraction Method: Principal Component Analysis.
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Rotation Method: Varimax with Kaiser
Normalization.
Component Scores.
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Capital Risk (CAPR)

KMO and Bartlett's Test
Kaiser-Meyer-Olkin Measure of Sampling

Adequacy. 0.542
Bartlett's Test of Sphericity ~ Approx. Chi-Square 3344.764
df 3
Sig. 0.000

Total Variance Explained

Extraction Sums of Squared

Initial Eigenvalues Loadings
% of Cumulative % of Cumulative
Component Total Variance % Total Variance %
1 1794 59.815 59.815 1.794 59.815 59.815
2 0.882 29.4 89.216
3 0.324 10.784 100

Extraction Method: Principal Component Analysis.

Component Matrix

Component

1
CAPR_1 0.869
CAPR_2 0.894
CAPR_3 0.490
Extraction Method: Principal Component
Analysis.
a 1 components extracted.
Component Score Coefficient Matrix

Component
1

CAPR_1 0.484
CAPR_2 0.498
CAPR_3 0.273

Extraction Method: Principal Component Analysis.
Rotation Method: Varimax with Kaiser
Normalization.
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Diversification Risk (DIVER)

KMO and Bartlett's Test
Kaiser-Meyer-Olkin Measure of Sampling
Adequacy.

Bartlett's Test of Sphericity ~ Approx. Chi-Square

df
Sig.

Total Variance Explained

Component Initial Eigenvalues
% of Cumulative
Total Variance %
1 1.990 49.757 49.757
2 0.826 20.656 70.413
3 0.747 18.685 89.098
4 0.436 10.902 100.000

Extraction Method: Principal Component Analysis.

Component Matrix

Component

1
DIVER_2 0.805
DIVER_3 0.767
DIVER_1 0.651
DIVER_4
Extraction Method: Principal Component
Analysis.
a 1 components extracted.
Component Score Coefficient Matrix

Component

1
DIVER_1 0.327
DIVER_2 0.404
DIVER_3 0.385
DIVER_4 0.289

Extraction Method: Principal Component
Analysis.

0.655
3069.669

6

0.000

Extraction Sums of Squared

Loadings

Total
1.990

% of Cumulative
Variance %
49.757 49.757
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Reliability Risk (RELI)

KMO and Bartlett's Test
Kaiser-Meyer-Olkin Measure of Sampling

Adequacy. 0.574
Bartlett's Test of Sphericity ~ Approx. Chi-Square  1795.821
df 3
Sig. 0.000

Total Variance Explained
Extraction Sums of Squared

Component Initial Eigenvalues Loadings
% of Cumulative % of Cumulative
Total Variance % Total Variance %
1 1.677 55.895 55.895 1.677 55.895 55.895
2 0.816 27.187 83.082
3 0.508 16.918 100.000

Extraction Method: Principal Component Analysis.

Component Matrix

Component

1
RELI_1 0.839
RELI_2 0.735
RELI_3 0.658
Extraction Method: Principal Component
Analysis.
a 1 components extracted.
Component Score Coefficient Matrix

Component

1
RELI_1 0.500
RELI_2 0.438
RELI_3 0.392
Extraction Method: Principal Component

Analysis.
Component Scores.
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Variable
constant
sfcgll
sfcgl2
sfcgl3
sfcgld
sfcg3l
sfcg32
sfcg33
sfcg34
sfcg35s
sfcg36
sfcg37
sfcgdl
sfcgd2
sfcgd3
sfcgdd
sfcgbl
sfcgb2
constant
bpl
divrisk
relirisk
sfcg2
di*sfcg2
d2*sfcg2
di

d2
sfcapr
bp2

bp3

bp4

Coef t Coef

0.009 1.202 0.739
-0.078 -5679 ***
0.143 13.459 ***
0.140 11.942 **x*
0.057 6.481 ***

-0.013  -0.951
0.229 23.173 ***
0.155 16.061 ***
0.365 36.971 ***
0.054 5.178 ***
0.072 8550 ***
0.138 16.102 ***
0.084 6.665 ***
0.359 27.822 ***
0.229 25489 ***
0.030 2859 *x**
0.098 10.497 ***
-0.010 -1.055

-0.238

0.099

0.091

0.487

-0.279

0.165

0.612

0.221

0.749 0.334

0.748 0.333

t

9.250

-12.942
6.269
6.003

24.733
-9.001
5.845
17.074
6.926

*k*

* k%

* k%

*k*

* %k *

* k%

* k%

*k*

* k%

Coef
0.630

0.080
-0.065
0.010
-0.005
-0.111
-0.283
0.617
0.641
-0.389

0.815
0.815

t

19.059

7.999
-4.366
0.779
-0.317
-7.936
-31.066
63.407
62.291
-34.384

*k*

*k*k

* k%

* k%

* k%

*k*

* k%

* %%
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Constant
sfegl
sfcg3
sfcgd
sfcgb
bpl
sfdiv,sfreli
sfcg2
d1*sfcg2
d2*sfeg2
di

d2
sfcapr
bp2,3,4

0.005
0.052
0.162
0.194
-0.001

0.608
0.608

0.593
9.510
38.482
31.000
-0.190

* k%

* k%

* k%

0.936

-0.285
0.116
0.476

-0.293
0.147
0.625
0.162

0.335
0.334

11.816

-15.590
15.131
24.390
-9.450

5.248
18.386
5.106

* k%

* k%

*k*

*k %

*k*

*k*

*k*

*k*

1.054 25.189

0.052 4.061
0.146 7.918
0.105 6.385
-0.078 -3.741
-0.249 -13.980
-0.263 -22.294
0.265 76.708

0.700
0.700
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*k*
*k*
*k*
*k*
*k*
* k%

*k*
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