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ABSTRACT

This study aims to examine the effect of the implementation of corporate governance, capital structure, and
firm size on the financial performance of banking companies. The implementation of good corporate
governance is an obligation that must be carried out by companies which already have guidelines from the
Financial Services Authority and other institutions. In fact, not all companies have applied good
governance even though it can improve the performance of the company so it becomes interesting to study
the impact of good governance implementation in Indonesia. This study uses panel data regression analysis
with research samples from banking companies listed on the Indonesia Stock Exchange (IDX) from 2017
to 2019. The results of the study as overall show that corporate governance, capital structure and firm size
have a positive effect on the company's financial performance. Managerial ownership as corporate
governance proxy has a significant positive impact on financial performance partially.
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1. INTRODUCTION

1.1. Background

Every company basically has a goal to
increase the value of its company by
doing the best possible performance. This
is continuously done because the value of
the company can reflect the quality of the
company and these points are highly
considered by the shareholders as owners
of the company. Company shareholders
as company owners want managers as
agents or their extensions to work well
and as much as possible in order to
prosper their principals, but agents also
have a desire to fulfill their respective
interests according to agency theory in
research conducted by Jensen and
Meckling (1976) along with their efforts
to prosper the company.

Performance measurement of a
company can be monitored based on the
company's strategy, implementation, and
execution that contribute to increasing
company profits according to Kaplan and
Norton (2005). The financial
performance of a company can also be
measured using financial ratios or other
approaches such as the market value of
the company's stock, profitability ratios,
liquidity ratios, and solvency ratios.
Investors can also assess the company in
terms of Good Corporate Governance.
Good corporate governance will provide
a sense of security to creditors and
shareholders and have an impact on
increasing the trust of creditors and
shareholders for their investments in the
company (Nugroho and Suhendro, 2021).
The application of the principles of Good
Corporate  Governance  within  the
company also makes it possible to
prevent fraud and abuse of authority from
the management and directors within the
company.

Based on research conducted by
Mahiswari and Nugroho (2016), Enda
and Tenaya (2017), Yuniarti and Syaichu
(2018), Lisandri and Hayati (2019), Dika
and Wirawati (2020), Churniawati et al
(2020), Machmud et al (2020), Ali et al
(2021), there are several -corporate
governance proxies that can be used in
research to examine the principles or

characteristics of Good Corporate
Governance. These proxies include
managerial  ownership, institutional

ownership, size of the board of directors,
size of the board of commissioners,
duality of CEO and audit committee.

The financing decision of a
company will involve various company
policy issues. Financing decisions will
refer to other company policies related to
investment and company value because
the optimal capital structure and
representing the level of company
financing can basically maximize the
market share price and company value.
The management of the company will
always strive for an optimal rate of return
or return in order to maintain the interests
of shareholders as stakeholders in order to
always obtain profits, so that the company
will always be projected to have an
optimal capital structure. A company can
be assessed as an insolvable company if
there is a possibility that the assets owned
by the company cannot pay all the debts
and obligations of the company
(Churniawati et al, 2020). According to
Foyeke et al (2015), the size of the
company can determine the shareholder
base as well as the business capital base
which informs the level of stewardship
expected of the company's managers and
the board of directors.

According to the report which be
held by the CG Watch in 2018 and 2020,
the assessment of scores for the country
of Indonesia from 2018 to 2020
experienced anomalies. When comparing
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the scores of Indonesia with the
assessment scores of eleven other
countries that were also assessed, only
Indonesia that experienced a decline in
scores during that period. Based on a
report from CG Watch in 2018, the score
for Indonesia in 2018 was 34 points (CG
Watch, 2018). Indonesia was in the
lowest position that year. In the 2020 CG
Watch report, the assessment score for
Indonesia in 2020 dropped to 33.6 points
(CG Watch, 2020). This indicates that
there has been a decline in the level of
Good Corporate Governance in Indonesia
during that period.

Based on this phenomenon, this
study was conducted to determine the
effect of corporate governance in banking
companies with managerial ownership
and institutional ownership as a proxy
approach and also associated with the
effect of firm size and capital structure.

1.2. Literature Review and Hypothesis
Development

According to agency theory,
shareholders in a public company will act
as principals, while the agent who is
delegated authority by the principal is the
Executive Director. Shareholders in this
case employ the Executive Director to act
in accordance with the interests of the
principal (Mahiswari and Nugroho, 2016)
even though the agent does not always
carry out his duties exactly as expected by
the shareholders. Company owners or
company shareholders want managers as
agents to work well and as much as
possible in order to prosper their
principals, but agents also have a desire to
fulfill their personal interests humanely.
(Yuniarti and Syaichu, 2018). Kaplan and
Norton (2005) explain that the
measurement of financial performance
can be indicated based on the level of

strategy, implementation, and execution
of the company that contributes to
increasing  company  profits.  The
definition of IAI (2007) for financial
performance is the ability of a corporation
or company to manage and control its
resources.

The definition of good corporate
governance according to the British
Cadbury Committee in the Cadbury
Report (1992) is a set of rules that
determine the relationship between
stakeholders, managers, creditors,
government, employees and other
stakeholders both external and internal
parties with regard to rights and
responsibilities, or the system by which
the company is controlled and directed.
According to UNESCAP (2004), there
are eight principles of good governance,
namely Participatory, Rule of Law,

Transparency, Responsiveness,
Consensus  Oriented, Equity and
Inclusiveness, Effectiveness and

Efficiency, and Accountability. Referring
to the Financial Services Authority
Regulation Number 55/POJK.03/2016
concerning the Implementation of
Governance for Commercial Banks,
Good Corporate Governance applies five
principles, namely the principle of
transparency, the principle of
accountability,  the  principle  of
responsibility,  the  principle  of
independence, and the principle of
fairness.

Weston and Copeland (1997)
explained that the definition of capital
structure is the ratio or level of proportion
between long-term debt and equity.
Capital structure can be interpreted as a
policy of determining the funding
structure of a company related to debt and
the company's own capital. Corporate
capital financing decisions involve a
variety of policy issues. These decisions
affect the capital structure, corporate
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governance and development of the
company (Green et al, 2002). According
to Titman et al (2014), capital structure is
a combination of long-term funding
sources used by the company. Companies
that have an optimal capital structure will
produce an optimal rate of return
(Brigham and Houston, 2006, cited in
Tambunan and Prabawani, 2018).

Jensen and Meckling (1976) state
that large companies tend to have higher
agency costs than small companies.
Foyeke et al (2015) also states that the
size of a company can affect customer
loyalty, supervision and responsiveness
to stakeholders. Suwito and Herawaty
(2005) explained that company size is the
grouping of a company into several
groups based on the total value of the
company's assets. Investors can assess the
size of a company by comparing the asset
value of a company with the asset value
of other similar companies.

Based on previous research
conducted by Dika and Wirawati (2020),
Yuniarti and Syaichu (2018), Enda and
Tenaya (2017) and Mahiswari and
Nugroho (2016), managerial ownership
has no effect on Return on Assets, while
research from Lisandri and Hayati (2019)
get results that have a positive effect.
Share ownership by managers can
minimize agency problems whose direct
impact is to reduce agency costs so that
there is an increase in the return obtained.
Based on this description, the first
hypothesis proposed is as follows:

H1: Managerial Ownership has a
significant effect on Return on Assets

According to Churniawati et al
(2020), Dika and Wirawati (2020) and
Situmorang and Simanjuntak (2019),
institutional ownership has no effect on
Return on Assets. Different results were
obtained from research conducted by Ali
et al (2021), Machmud et al (2020),
Lisandri and Hayati (2019), Mahiswari

and Nugroho (2016) whose test results
have a significant positive effect.
Research from Yuniarti and Syaichu
(2018) and Enda and Tenaya (2017) also
obtained different results, namely
institutional ownership has a negative
effect. Institutional ownership in a
company will have an impact on the
supervision of the company's operations
on the management of the institutional
shareholders. One of the impacts is
related to decision making which is
believed to be more effective so as to
improve company performance. Based on
this description, the second hypothesis
proposed is as follows:

H2: Institutional Ownership has a
significant effect on Return on Assets

Research from Machmud et al
(2020) and Kristianti (2018) obtained
research results that capital structure has
a positive influence, while different
results were obtained by Anthonie et al
(2018) which shows that the capital
structure has a negative effect. The results
of research from Tambunan and
Prabawani  (2018), Anggraini and
Ruzikna (2017) state that capital structure
has no effect on financial performance.
The capital structure shows the
proportion of debt used in financing or
financing investments, so that investors
can obtain information regarding the risk
and rate of return on investment by
knowing the structure. Based on this
description, the third hypothesis proposed
is as follows:

H3: Capital structure has a
significant effect on Return on Assets

Based on the results of research
conducted by Nugroho and Suhendro
(2021) and Enda and Tenaya (2017), firm
size has a positive effect, while research
conducted by Tambunan and Prabawani
(2018), Yuniarti and Syaichu (2018), and
Mahiswari and Nugroho (2016) get no
effect. Many or at least fraudulent
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practices  that damage  financial
performance and are carried out by
companies can be determined from the
size of the company because relatively
large companies are known for their
performance by the public more than
small companies so that the company will
try to publish its financial condition more
carefully. Based on this description, the
fourth hypothesis proposed is as follows:

H4: Firm size has a significant
effect on Return on Assets

2. METHODS

This research is a quantitative
method, using secondary data in the form
of reports published by the Indonesia
Stock Exchange. The research object as
well as the research population are all
banking sector companies listed on the
Indonesia Stock Exchange in 2017-2019.
The study used panel data regression
analysis and sample selection using
purposive sampling technique based on
specified criteria.

The independent variables used in
this study are Managerial Ownership,
Institutional Ownership, Debt to Equity
Ratio, and Company Size. Managerial
ownership is the portion of company
share ownership by managers in a
company. The proxy formula based on
research from Dika and Wirawati (2020)
is as follows:

Manager share ownership

Managerial Ownership = x 100%

Total Company's Share

Institutional ownership is defined
as the portion of company ownership by
another institution in a company. The
proxy formula based on research from
Dika and Wirawati (2020) is as follows:

. . . Institutional share ownership
Institutional Ownership = ——————————— x 100%
Total Company's Share

Capital structure is the ratio or
level of proportion between long-term
debt and capital (Weston and Copeland,
1997). The capital structure proxy used in
this study is the Debt to Equity Ratio
variable based on research from
Machmud et al. (2020) as follows:

Total Liabilities

Debt to Equity Ratio = ———————
ot to Squity Ratto Total Equity

Company size is the total asset
value of the company. The formula of the
proxy based on Mahiswari and Nugroho
(2016) is as follows:

Company Size = Ln x Total Assets

The dependent variable used in
this study is the company's financial
performance. The company's financial
performance is a description of the
financial condition of a company that
reflects work performance in a certain
period (Dika and Wirawati, 2020).
Financial performance in this study is
measured by one of the profitability
ratios, namely ROA (Return on Assets) as
used in research (Dika and Wirawati,
2020) as follows:

Net Profit after Tax
Total Assets

ROA =

This study examines the effect of
the independent variables proxied by
Managerial Ownership, Institutional
Ownership, Debt to Equity Ratio, and
Company Size on the company's financial
performance proxied by Return on Assets
as the dependent variable with the
following model:

ROA =a + BIMGR + 2INS + B3DER +
B4SIZE + e

Information:
ROA = Return on Assets
o = Constant
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B = Regression coefficient
MGR = Managerial Ownership
INS = Institutional Ownership
DER = Capital Structure

SIZE = Company Size

e = Residual variable (error rate)

3. RESULTS AND
DISCUSSION

Descriptive  statistics for all
variables used in the study are listed in

Table 1 as follows.

Table 1. Descriptive Statistics

Variable | Obs | Mean g‘e‘i" Min Max

ROA 120 | 0005182 | 0.017859 | -0.092324 | 0.031343
MGR 120 | 0006178 | 0.026067 | 0.000000 | 0.240000
INS 120 | 0722815 | 0.283428 | 0.000000 | 0.999997
DER 120 | 6169864 | 3.514651 | 0939368 | 30471150
SIZE 120 | 31242500 | 1.809249 | 27.222560 | 34,887150

Source: Processed by the author

The independent variable MGR or
managerial ownership in 2017 to 2019
has an average value of 0.0061. This
value indicates that the overall percentage
of share ownership owned by company
managers is 0.6% of the total shares. The
independent variable INS or institutional
ownership in 2017 to 2019 has an average
value of 0.72281. This value shows that
the overall percentage of share ownership
owned by an institution to the company is
72.28% of the total shares.

The independent variable DER or
debt to equity ratio in 2017 to 2019 has an
average value of 6.1698. This value
shows that the ratio between the value of
the company's debt to the company's
equity is 616.98% of the total equity. The
independent variable SIZE or company
size in 2017 to 2019 has an average value
of 31,242. The calculation of the value of

the SIZE variable uses the natural
logarithm so that the average value of the
variable does not show the actual size of
the company. The dependent variable
ROA or Return on Assets in 2017 to 2019
as a whole has an average value of
0.005182. This value shows that in
general the company earns a net profit
after tax of 0.5182% of total assets.

The results of the
Skewness/Kurtosis normality test show
that the Prob>chi2 value is below 0.05, so
the data distribution is not normally
distributed. According to Gujarati &
Porter (2009), if the number of samples
for a study has been above 30 samples or
the number of n>30, it can use the
assumption of the Central Limit Theorem
so that the assumption of normality can be
ignored.  The  results of the
multicollinearity test show that there is no
multicollinearity problem based on the
correlation value of each independent
variable that does not exceed 0.8 with the
lowest value -0.194 for the correlation of
managerial ownership and firm size and
the highest value of 0.06 for the Debt to
Equity Ratio correlation and size
company.

The results of the autocorrelation
test show the results of Prob>F of 0.3164
so that the regression model is free from
autocorrelation problems. The test results
from the heteroscedasticity test show the
Prob>chi2 value of 0.0000 so that the
regression model is not free from
heteroscedasticity. Based on this, the
estimation of robust standard errors is
used in the following model in Table 2.

Table 2. Regression Model Results

Variable Coefficient t P>t
MGR 0.1492258 3.33 0.002
INS 0.0071957 0.87 0.392
DER -0.0003078 -13 0.201
SIZE -0.026601 -1.95 0.058

Source: Processed using STATA
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The  managerial  ownership
variable (MGR) has a coefficient value of
0.1492258 and a probability value of
0.002. Based on these results, the
hypothesis HO is rejected and HI is
accepted. Thus, the MGR variable
positively has a significant effect on
ROA. The institutional ownership
variable (INS) has a coefficient value of
0.0071957, and a probability value of
0.392. Based on these results, the
hypothesis HO is accepted and HI is
rejected. Thus, the INS variable partially
has no significant effect on ROA.

The variable debt to equity ratio
(DER) has a coefficient value of -
0.0003078, and a probability value of
0.201. Based on these results, the
hypothesis HO is accepted and HI1 is
rejected. Thus, the DER variable partially
does not have a significant effect on
ROA. Institutional ownership variable
(SIZE) has a coefficient value of -
0.02661, and a probability value of 0.058.
Based on these results, it is known that the
value of P>[t| greater than the significance
value of 0.05 so that HO is accepted and
H1 is rejected. Thus, the SIZE variable
partially does not have a significant effect
on ROA.

Providing opportunities from
companies to managers to participate in
share ownership has the aim of providing
a sense of equality between managers and
shareholders in the company so that
companies can reduce agency conflicts
which will also reduce agency costs. The
findings of this study support the results
of Lisandri and Hayati's research (2019)
but contradict the results of research by
Mabhiswari and Nugroho (2016), Yuniarti
and Syaichu (2018) and Enda and Tenaya
(2017). The portion of managerial
ownership is believed to be a form of
reward for the manager's performance as

well as a cheap agency fee to reduce
conflicts of interest.

Institutional ownership does not
have a significant relationship to the
company's financial performance in this
study. This finding is in line with the
research of Churniawati et al (2020), Dika
and Wirawati (2020) and Situmorang and
Simanjuntak (2019) but contrary to the
research of Ali et al (2021), Machmud et
al (2020), Lisandri and Hayati (2019),
Mahiswari and Nugroho (2016), Yuniarti
and Syaichu (2018) and Enda and Tenaya
(2017).

Capital structure also does not
have a significant relationship to the
company's financial performance in this
study. This finding is in line with the
research of Tambunan and Prabawani
(2018) and Anggraini and Ruzikna
(2017) but these results contradict the
results of the research of Machmud et al
(2020), Kristianti (2018) and Anthonie et
al (2018).

Company size is known to have
no significant effect on the company's
financial performance. The findings are
in line with research by Tambunan and
Prabawani (2018) and Mahiswari and
Nugroho (2016) but contradict the results
of research by Nugroho and Suhendro
(2021) and Enda and Tenaya (2017).

4. CONCLUSION

This study aims to determine the
effect of  corporate  governance
represented by managerial ownership and
institutional ownership, capital structure,
and firm size on the financial
performance of companies in the banking
sector. The results showed that
Managerial Ownership had a significant
positive effect on Return on Assets.
Giving the proportion of company shares
to company managers can reduce
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opportunistic behavior by having equal
interests in the company. This is in line
with the agency theory by Jensen and
Meckling (1976).

Institutional Ownership does not
have a significant effect based on
statistical data but has a positive direction
of change as its value increases. Debt to
Equity Ratio also has no significant effect
and has a statistically negative direction
of change. Firm size has no significant
effect and also has a statistically negative
direction of change.

Suggestions that can be given
from the results of this study for
companies are related to  the
implementation of Corporate
Governance, especially = managerial
ownership in banking companies, which
are believed to increase net income. This
can be a trigger to reduce conflicts of
interest and reduce the company's agency
costs so that the company can reach the
point of maximum performance. For
corporate investors, companies that are
recommended to invest are companies
whose managerial ownership level is
above zero. For relevant Government
Agencies, the results of the research can
be a reference for what kind of companies
are believed to have good performance.

Further research expected to
conduct research with a longer time span
and add variables such as company age
(Age), Return on Equity (ROE), number
of boards of directors, and Corporate
Social Responsibility (CSR).
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