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ABSTRACT

This research aimed to examine the Influence of Good Corporate Governance (GCG) Mechanism and Firm Size of
Corporation toward Finance Performance. This research’s objects were conventional banking corporations registered at
the Indonesian Stock Exchange from 2015 to 2018. The research used 98 samples; the sampling technique employed
purposive sampling with specific criteria determined. The data analysis technique utilized was a double linear regression
analysis using SPSS. Based on the research’s result conducted, the Board of Director had a significant positive influence
toward ROA, the Board of Commissioner had a significant positive influence toward ROA, the Institutional Ownership
had an insignificant influence toward ROA, the Independent Commissioner had a significant positive influence toward
ROA, and the Corporation Size had significant positive influence toward ROA.
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1. INTRODUCTION

The economy is developing rapidly in both
manufacturing and services. Economic development
makes business competition tougher. Banking is one of the
sectors affected by economic growth. Banks are an
industry that relies on public trust. Therefore, banks must
pay attention to their health and image; then, investors
believe in investing their money. Dalwai et al. [1]. stated
that for the free market to work efficiently, it is important
to have elements of accountability, ethics, responsibility,
and transparency. According to Bank Indonesia Regulation
No. 13/1/PBI/2011 concerning Rating of Commercial
Banks, one factor is the implementation of Good Corporate
Governance (GCG). The application of GCG is essential in
building public or investor confidence. The organization
for Economic Co-operation and Development (OECD)
defined Corporate Governance (CG) as “a set of
relationships between a company’s management, its board,
its shareholders, and other stakeholders™ [2].

The application of GCG can eliminate the banking
industry’s bad image and protect the public’s interests. The
implementation of corporate governance has a role in
increasing and maximizing banks’ value, creating public
trust in banks because of bank governance’s accountability,
openness, fairness, and independence [3]. The mechanism
of ownership, supervision, control, and disclosure in
corporate governance can reduce conflicts that usually
occur, i.e., the company’s agency conflicts. Corporate
governance refers to the mechanism, processes, and

relations by which corporations are controlled and directed
[4]. Therefore, companies must implement good corporate
governance as an effort to improve company performance
and value. Good corporate governance will reduce
conflicts between owners and managers and, thus, will lead
to improved company performance. The implementation of
Good Corporate Governance (GCG) contributes to
improved control and management of the company, which
can improve company performance. The implementation
of GCG is expected to improve the performance because it
can make decisions run more effectively and efficiently,
the application of GCG can improve services to
shareholders. Bachiller [5] GCG can attract investors to
invest in the company [6], increase shareholder satisfaction
on the company performance, reduce risk [7], and reduce
probability financial distress [8].

2. LITERATURE REVIEW

The Good Corporate Governance Principles build on
four essentials articulated by the OECD (Organization for
Economic Co-operation and Development) Business
Sector Advisory Group. The four principles of corporate
governance articulated in the Millstein Report -- fairness,
transparency, accountability, and responsibility [9].

1. Fairness: The OECD Principles expand on the concept
of “fairness” with two separate principles. (1) “The
corporate governance framework should protect
shareholders’ rights.” (2) “The corporate governance
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framework should ensure the equitable treatment of all
shareholders.”

2. Transparency: “The corporate governance framework
should ensure that timely and accurate disclosure is
made on all material matters regarding the
corporation.”

3. Accountability: “The corporate governance framework
should ensure the strategic guidance of the company,
the effective monitoring of management by the board,
and the board’s accountability to the company and the
shareholders.”

4. Responsibility: “The corporate governance framework
should recognize the rights of stakeholders.”

GCG is a structure used by companies to regulate
company management to increase shareholder value in the
long term. In fact, the implementation of GCG in Indonesia
is still weak. The application of GCG is needed by
companies to survive in the increasingly fierce competition
in the globalization era. The company also needs to follow
business rules and business ethics well to establish a
transparent, healthy, efficient, and conducive business.
GCG can make a company better in terms of relationships
among owners or shareholders, management, employees,
and others.

Previous research examining the effect of Good
Corporate Governance showed different results. The result
of [10], showed that Good Corporate Governance had a
positive and significant effect on financial performance, as
measured by Earning Per Share (EPS) and Return on
Assets (ROA). These results are consistent with the
statement of [20], that good corporate governance, as
measured by the number of boards of directors, showed the
greater the size of the directors, the better the organization
performance. The results of [12], [13] revealed that GCG
influenced performance. Besides, [14] uncovered that
GCG affected operational efficiency. These studies’ results
are different from the results of Narwal and Shweta’s
(2016) research, which delivered that governance variables
had no significant effect on productivity. Likewise, [15]
disclosed that good corporate governance did not
significantly affect performance. The study’s results of
[16] indicated that the GCG mechanism did not
significantly influence performance; it was because GCG
was only a formality. Further, the research conducted by
[15] found that Corporate Governance quality had no
significant impact on performance.

Based on the research mentioned above, the results are
inconsistent, so this study reexamined how good corporate
governance  mechanisms affects bank financial
performance. The hypothesis in this study is provided as
follows:

H1: The Board of Directors has a significant positive
effect on financial performance.
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H2: The Board of Commissioners has a significant
positive effect on financial performance.

H3: Institutional ownership has a significant positive
effect on financial performance.

H4: The independent commissioners have a significant
positive effect on financial performance.

H5: The size of a corporation has a significant positive
effect on the level of financial performance.

3. RESEARCH MODEL
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Figure 1. Research Model

4. METHODOLOGY

The research objects were the conventional banking
companies listed on the Indonesia Stock Exchange (IDX)
during the 2015-2018 period. The research samples were
98 samples. The dependent variable of financial
performance in this study was measured by the ratio of
Return on Assets [4]. The Board of Directors was based
on the number of directors, the Board of Commissioners
was based on the number of the board of commissioners,
and Institutional Ownership was based on the percentage
of institutional share ownership. The Independent
commissioners were based on the percentage of
independent commissioners, and the company size was
based on the number of assets measured by Ln’s total assets

[4].

This research employed multiple linear regression
analysis model. The regression equation in this study is as
follows:
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FP =a+ bi:BD + b,CB + b3l0 + b4IC + bsSIZE +e

Description:

FF = Financial Performance

BD = Board Director

CB = Commissioner Board

10 = Institutional ownership

IC= Independent Commissioner

SIZE = bank size

a = Constanta

b1, b2, b3, b4, b5= Regression Coefficient
e = Error

5. RESULTS & ANALYSIS
Table 1. Statistical Descriptive

N Min Max Mean Std.
Deviation
Board of 98 2 12 6,71 2,504
Director
Board of 98 2 9 4,9 2,008
ICommissioner
Institutional 98 0.86 100.00 | 60.8624 | 24.91704
pwnership
Independent 98 0.33 0.75 0.5753 0.09998
ICommissioner
Size 98 22.40 | 34.35 30.3775 | 2.85323
Financial 98 0.10 16.20 1.2633 2.12847
Performance
Hypothesis Test
Table 2. t-Test
Variable Unstandardized T Sig. Description
Coefficients
B
(Constant) -11.276 -2.974 | 0.004
Board of 0.663 2.394 | 0.019 Significant
Director
Board of 0.591 2.161 | 0.033 | Significant
Commissioner
Institutional 0.079 0.709 | 0.480 Not
ownership Significant
Independent 1.261 2.387 | 0.019 Significant
Commission
er
Company size 2.728 2.388 | 0.019 Significant
F test 11.522
Sig 0,00

Based on table 2, the board of directors, the Board of
Commissioners, independent  commissioners, and
company size positively and significantly affected
financial performance.
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6. DISCUSSION

The Board of Directors positively and significantly
influenced Financial Performance. This research’s result is
also supported by the agency theory, stating that the
monitoring process will decrease the errors often happened
in managing the company’s financial statement, which can
be detrimental to various parties in the company. Good
monitoring can reduce agency problems, which can help
companies achieve their goals and improve the company’s
financial performance [17]. Thus, the more the number of
the board of directors’ members in a company, the better
the management and control of the company carried out by
managers to act according to company goals. It means that
with a large number of boards of directors, managers can
determine the right strategy for the company to improve the
company’s financial performance. It is supported by the
study by [20].

The Board of Commissioners had a positive and
significant effect on financial performance. This opinion is
also supported by agency theory, which states that the
monitoring process will prevent errors that often occur in
managing the company’s financial statements that can be
detrimental to various parties. Good monitoring can reduce
agency problems that can help companies achieve
company goals so that it can help to achieve company goals
that can improve company financial performance [17].
Thus, the more the number of the board of commissioners,
the better the board of directors’ supervision so that
managers are more careful and more active in improving
performance. Therefore, better management performance
can reduce the occurrence of agency problems that can
harm various parties to improve the company’s financial
performance. The board of commissioners has a role in
supervisory activities. This study’s results are in line with
those studies, stating that the board of commissioners had
a significant positive influence on financial performance.

Institutional ownership did not have a significant
impact on financial performance. Based on this research’s
result, the higher the percentage of institutional ownership
would not affect financial performance improvement as
measured by ROA. It was because institutional ownership
was not effective in conducting supervision and
institutional ownership, consisting of several investment
companies with different objectives, whether long or short
term. Besides, most institutional ownership only carried
out its duties as a transit investor (temporary shareholding),
focusing on the profits earned in the short term.

Independent Commissioners positively affected
performance. The existence of an independent
commissioner would prevent errors that often occurred in
managing the company’s financial statements, which could
harm various parties. Good monitoring could reduce
agency problems to help the company to achieve company
goals improving its financial performance. Therefore, the
more the number of independent directors, the tighter the
supervision conducted on the board of directors, and the
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more just the manager applies shareholders or other
stakeholders and the more obedient the company to the
rules set. Thus, it will affect the board of directors’ decision
to achieve company goals that can improve the company’s
financial performance properly. It is in accordance with the
research by [18] which stated that the independent
commissioner significantly and positively impacted
performance.

Company size had a positive influence on financial
performance. Large companies had large assets, usually
had more attractiveness and got the community’s attention
because the greater the assets owned, the more capital
would be invested. Besides, there was a great deal of
money circulation, generating more profits than small
companies. Therefore, the funds or profits generated could
improve the company’s welfare to improve its quality,
which can improve its financial performance. This research
supports the study conducted by [4], [18], [19] that
revealed that company size had a positive and significant
effect on ROA.

7. CONCLUSION AND RECOMMENDATION

This research was conducted to determine the effect of
Good Corporate Governance(GCG), consisting of Board
of Directors, Board of Commissioners, Institutional
Ownership, Independent Commissioners, and Company
Size on Financial Performance (ROA) in conventional
banking companies listed on the Indonesia Stock Exchange
in 2015-2018. The data analysis tool used was multiple
linear regression, with a total sample of 98 research
samples. Based on the analysis results, the Board of
Directors, Board of Commissioners, Independent
Commissioners, and company size positively and
significantly affected financial performance. Meanwhile,
Institutional ownership did not significantly affect
financial performance. Institutional ownership did not
affect company performance because institutional
ownership might not effectively conduct supervision since
it consisted of several companies with different goals. It
was also possible that institutional ownership only carried
out its role as a transit investor (temporary shareholding),
which focused on profits earned in the short term.

For investors, this research is expected to be used as
material for consideration in investing in selected banking
companies. It was done by considering published
information, including the number of members of the board
of directors, the board of commissioners, independent
commissioners, and company size.
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