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ABSTRACT

HWlile most erature in Corporate Governance has heen dealed with agency theory,
this stuedv includes resonree dépendence perpective to loek af e relationship between
hoard povernance, specifically convist of board size and proporiion of ndependent
Compissioners and firm s leverage av a part of capital strecture decision in Real
Estaie and Progerty Hsted companies in Jakavta Stock Exchange (85X, Resulty show
feverage ar meastred by total debt te fotal assers indicates positive insignificoar
influence with beard size and proportion of Tedependemt Commissioners, These
results suggest that i agency perspeciive; the choive move leverage in i
agency problem is not really relevant, while resource dependence perspective is more

profrounced.

Keywards: corperate governunce, apeney theory, resaurce dependence theory, hoard

Fize, Imdegerdenl Comanissioners, (everage,



CHAPTER 1
INTRODUCTION
[-1 Biackeround

Owver the last several decades, the issuc ol corporate governance has heen
srowing arca ol management research especially among larpe and listed firms.
Partecularly, singe the economic crisis have oceumed o both developed  and
developing conmtries. The increasing volume of research oo corpurate pevernanes s
alse due 1o the Anancial erisis o Asiain 1997, which was partly blamed on commorate
governance issues and led o urgent analysis 10 help 1o guide corperute povermance
reforms. The Asion Development Bank (ADB} and the Imemational Monetary Fund
tlentibied  structural weaknesses o corporate governance as one ol the major
resources ol the coonomic meltdown in these countries,

The Asian economic crisis which was devasisting for lndonesia, exert 1o
implement economic and institational reform by infusing hetter  management
practices,  ellective  conlrel - and  accounting  svstems, stringent  monitoring,
cificctive regulatory mechanism  and - efficlent wilization of firm's resources @
achieve good corporate govemance. If sound comparate govemance implemented in o
proper and continuous manner, subscquently resulling in an improved performance
anud sustamahle growth of the firms.

Corporate governance is the process amd structure used o direct and manage

the business affairs of the company towards enhancing business prosperity and
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corporale  accouwntability with the wltimate  abjective ol sealizing  long-lenn
shavehalder valuee, whilst taking into account the interest ol other stakeholders
(Ministry of Finance Smgapore 20010 [t s also defined by Keasey el al {1997
o mclude the structures. processes. cultures and  svstems that engender the
successtial operaticn of  the organzations.  The Cadbury  Committce  on the
Financial Aspects of Corporate Governance in its Gnal report described corporate
movernance s ‘the swvstem by which companics are directed and  controlled”
(Machhllan & Dowming 1999, po 18) Comorate governance  describes  how
companies ought 1o be run, dirceted and controlled, 1 is about  supervising  wnd
holding to account those who direet and contral the management.

Corporale gevernanee mechamisms can be broadly charactenzed as being
intermal or cxtermal to the firm. The intemal mechanism include manazenal incentives
schemes, boand of directons monitoring mole aml accountahibity reinlorced by credible
extermal auditing procedores [Patnck 2001 ) while the external mechanisms which
commonly called market for comorle control relv on the effectiveness aof the market
providing discipline over a company and the legal regulalory svstem. Based on such
disciplinary mechanisms, ane coukl expect dillerenl corporale governance system o
arise a3 the result of vaned financial swvstem, legal ond regulatory frameseork, and the
market for capital mohilization across counlmes {Lukviamman 20043,

In the case ol Indonesia, as in most developing cconomics, some ol the
control devices mayv not work as well as in countrics with fully develop financial

systems. For instance, the market for corporate control through take-over processes is
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CHAPTER YV

CONCLUSION

This chapter provides the conclusions drawn from the findings and discussion
presented in the previeus rescarch, followed by an assessment ol the potential

[imitations present in this study and possible future directions for research.

=H | Conclusion

The purpoese of this rescarch is to ool statistical data that shows whether Board
governance: large hoard size and  large preportion of Dudependent Boanl of
Commissioners lead (o higher leverage.

This research wse independent sample t-fest 10 measure the differences
hetween Independent variable proups toward levernpe, These resulls give indication:
{1 Onoaversge, there 15 posilive relationship between board size and leverage
However this result is not sigmifcantly show that leverage, as measured by total debt
1o total agset, 35 higher in large boarcd of director size. This Anding 1s also suppeorted
by the result From multiple regressions which show insignificant relationship between
baard of director size toward leverzee. On the other hand. alter contrelling vanable
with frms size, in large firm there is negative significanily show that leverage, as
measured by total debt to total asset, i= higher in gmall board of commissioner size.

This fnding is alse supported by the resull from multiple regressions which show
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