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ABSTRACT

This studv includes Independent T-test and Multiple Regressions to analyze the
relationship between board characteristics and financial performance of Indonesian
Islamic  Banks, specifically consist of hoard of commissioners’ size, bhoard
independence, board tenure, and board age as independent variable. In measure
Sfinancial performance, this study use return on equity and BOPQO as efficiency ratio.
The result indicates that generally the board characteristics insignificance influence
toward financial performance of Indonesian Islamic banks according fo the

correlation between variables in measure the relationship is weak.

Keywords: board characteristics, financial performance, Islamic banks, board of
commissioners ' size, board independence, board tenure, board age, return on eguity,

BOPO



CHAPTER I

INTRODUCTION

1.1 Background

Indonesia was deeply altected by the 1997-1998 crises. more than others
East Asian country. Its economic contraction was deeper and more prolonged, the
only one to experience a (temporary) loss of macroeconomie control. and also
suffered “twin crises™, in the sense that its serious economic and financial
problems were accompanied by Soeharto’s regime collapse (Hill & Shirashi,
2007). The recovery was slowly and complex process, as new institutions had to
be created, and old ones reformed under successive short-lived administrations.
Over the last decade, much has been discussed on how to stimulate cconomic
growth on the continent within the context of a rapidly evolving global economy.

Banks play very important role in the economic life of the nation. The
health of the economic is closely related to the soundness of its banking system.
Greuning and Igbal (2007) argued that the growth international financial markets
and greater diversity of financial instruments have provided large banks with
wider access to fund. Banks have responded to the new challenges by going to
hew arena. So that, Indonesia is very eager to concern in banking industry in order
Lo recovery its nation economic life,

In developing economic growth, Indonesia adopts several systems of
banking; there are conventional system and sharia banking system. Presently there
are full-fledged Islamic Bank. Sharia Business Units and Sharia Rural Bank.

Indonesia, with the world’s largest population of Muslims, has come to Islamic or



sharia banking fairly late. Many of Indonesia’s Muslim leaders do not believe that
commercial interest in its modern form is prohibited, although others do. After
some false starts, Islamic financial institutions are developing rapidly and have
the enthusiastic support of many young people and intellectuals. The work of the
Sharia Burcau of Bank Indonesia demonstrates that Indonesia, especially in
particular parts of the country, has considerable unmet demand for Islamic
banking (The Blueprint of Islamic Banking Development in Indonesia cited in
Timberg, 2003).

Applications of corporate  governance in sharia  banking become
uncomplain certainty. Moreover, sharia banks must be step forward as a leader to
implement corporate governance conceptual framework. Sturdy by Islamic
Financial Service Board (IFSB) launch Exposure Draft of good corporate
governance for Sharia Financing Institution. The diflerence of corporate
governance between sharia and conventional stated at sharia compliance,
obedience to shariah it self. Whereas Corporate Governance Principle as we know
as fairness, transparency, accountability, responsibility, morality, commitment.
and independent, become important principle at activity and existence of a
Moslem.

Corporate governance supposed to be implemented in institutions and
corporations from whole sectors. Although corporate governance 1s essential to
the success of firms in many industries, the banking sector deserves special
attention (UFIT & FCGI, 2005). The banking sector is mainly responsible for the
allocation of financial resources to all other sectors of an economy. whose

efficiency very much determines the performance of the economy. The



CHAPTER YV

CONCLUSION

The preceding chapter has presented the empirical results and this chapter
provides conclusions drawn from the findings and discussions presented in the
previous chapter, followed by an assessment of the potential limitations present in

this study and possible future directions for research.

.1 Research Conclusions

th

This purpose of this research is to get statistical data that shows whether board
characteristics which represent by Board of Commissioners’ Size. Board
Indepencence, Board Tenure, and Board Age have significant relationship toward

financial performance measure by ROE and BOPO.

This research investigates hypotheses states that there are insignificant
influences  of the board characteristic variables towards banking financial
performance of Indonesian Islamic banks which covers five vears data, the results
dre:

I. There is no significant influence between Board of Commissioners’ Size
toward financial performance measure by ROE and BOPO.
2. There is no significant influence between Board Independence toward

financial performance measure by ROE and BOPO.
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