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Board Effectiveness and Firm’s Performance
The Case of Islamic Banks

ABSTRACT

The measuring of previous of firm's performances s one of the hest ways
forr afl parties thar are interesting to the fivm to predict its performance. The case of
this study is Board Effectivencss and ownership steucture, i point of view
corperate yovernarce, of Islamic Banks in Indonesia. This researcl use book value
approceh fo measure fivm's performance that is influenced by board compasition,
where hoard compusition of the firms consist of mumber of board of commissioners,
independent commisyioners, and differences between majority and non majority
sharafdders, Firm 'y peérformance i3 represented by Return om Asset (ROA), Refurn
on Equity (ROE] BOPOL and Netd fnterest margin (NTM),

Thiv reseqreh iy dexipmed ay dexeriptive analysiy for sample 2004 - 2007
The analvsis ouipu valldity fested oy weing coefficient of correlation amd ANCEFA
model. The rexult of the analvyis: 1) The number of hoard commistioners have
significant inffvence to the Ielamic Bank’s performance toweed ROA, ROE and
BOPC, excepr in NIM indicators 2) Propovtion of Independent Commissivenees
have significant influence towards ROA, ROE, BOPO, except NIM ndicaiors, 3)
Thers is significant differences hetween majority shavehelders toward ror-meajoriny
shareholders towards ROA, ROE, except in BOPO and MM indicarors

Keywords:  Corporate Goverrnanee,  boaed  effectiveness,  Independeni
canmissioners. board size, Islamic Banking



CHAFPTER I

INTRODUCTION

1.1 Backeround

Corporate governance is company key to success to prowth and hecome
profitable in long term penod and sustain in plobal competitive global. The
financial crisis of 1997-199% that swept through most of East Asia has hghligheed
the peed of financial and governance reforms in the region. The cause of
economic crisis that have happened in Asia and South America believe of taled in
applving Corporate {(Dameg, 2006} And it gives us deseription that pood corporate
povernance is useful for stakeholders and positive effect for wide scale of nalivnul
economic growtl.

since Indonesia bave been (2]l in crisis and known that time waste in
repairing process caused by weaknesses ol corporate povernance applicd by
company, s government and investor start 1o sivie 5iun':r'|ualnl, focues in corpormle
oovernance practices. In the case of Indonesia. capital markets are less developed
and theee 13 lack of iInformation avalable to the public on company’s performance
iPatrick 2001; Lokviarman 2004), Therefore, there are obstacles in the market for
corporate conlrol mechanism w ellectivelv work in Indonesia, Henee it can be
areue that the govemance implementation process within this country heavily lay

on the intermal governance mechanisms (Lukviarman 20047,



Corporate governance has known globally, especially in last 10 i:.ru;ar.q.
Corporate governance as system and mechanizm to operate the company, purpose
te cnhance the stakcholders” value and others side that becomes imporiant side
wilh company such as creditor, suppher, consumer, employee, sovernment, and
common peaple. The four standard principles to apply the good corporale
povernance in  company are fransparercy,  accouwntability,  fairness and
responsibifity.

Two iypes in applving corporate governance are Market Dased corporate
eovernance and Relationship Based corporate  governunee, The  exlernal
mechanisms which commonly called market for corporate conteol rely on the
effectivencss af the market in providing discipline over a company and the legal
eegulatory systerm (Lukviarman 2004) while the intemal mechanisms include
managerial incentives schemes, board of directors  monitoring role  and
aceountaiily reinforeed by credible external auditing procedures {Patrick 20017,

The dominant view of corporale governance hinges on the issue of
separation of ownership and control within the fism, which is modeled by “the
agency theory”™ (Keasey, Thompson & Wright 1997, Demirag 1998), Agency
theory is a perspective which clearly describe the potential conflicts anises by the
separation of cwnership and control, known as the agency prablem, as argued by
lensen and Meckling {1976), Problem arises when the agent (e.g. borrower) have
had different interest with the principal (provider of finance e.g. lender). Te avaid
such problems the companies have o implement the concept of control that wall

further develap as cood corporate mechanism ol control,
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CHAPTER V
CONCLUSION

The purpose of this research is to get the statistical dats that show the influence of
board composition toward the financial performance as a base o evaluate the company
performance as o whele, Accerding to the data analysis and discussion that have heen

explained in the previous chapter, the conclusion, implementation, and constraints of this

research will be explain as follow:

51 Conclusion

1. In this research, the significance influence between tolal amounts of Bosrd of
Commissioners and proportion of Independent Commissioners in Board of
Commissioners toward the company’™s Anancial performanee analveed in single
rogression analysis. Single mode] used o snalyre the significant influence of total
amounts  of Boand of Commissioners  and  proportion of  Independent
Commissioners in Board of Commissioners loward the financial performance, T-
test anaiysis used to pnalvee the influence and differences of toward the financial
performance.

2, According 1o the reselt of dats analysis, total amounis of Board of Commissioners
performance toward ROA (Return on Asset), ROE (Return of Equity), BOPD and
MNIM  as a measure of company book value According to the hypothesis testing

can be ennclude that:

T4
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