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Abstract: This study aims to examine the effect of CEO power, foreign ownership, independence,
and voting rights on financial performance in banks with risk-taking as a moderating variable after
the financial crisis in 2007-2008. The method used is quantitative using secondary data. The research
data source uses the financial statements of Indonesian companies listed on the Indonesia Stock
Exchange (IDX) from 2019 to 2022. Sample collection used a purposive sampling approach. Data
was obtained from the company’s financial reports on IDX and official websites. Data analysis uses
panel data regression. The author found that CEO power, independence, and bank risk taking had a
significant negative effect on the financial performance of banks, while foreign ownership and voting
rights did not have an effect on financial performance of banks. This study contributes to the literature
on bank governance and risk-taking. The purpose of this empirical analysis is to examine in detail the
subject and the dynamics among these variables in the macroeconomic environment of the financial
system, particularly with regard to the regulatory and supervisory framework after the financial crisis

in 2007-2008.
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1. Introduction
Economic development is the primary goal of every country in its efforts to improve
public welfare. Furthermore, macroeconomic stability and economic growth are also
priorities in every country [1]. The role of banks and financial institutions cannot be ignored
in achieving these goals.(Setiawan, 2020)Banks as financial intermediaries have a vital role in
economic growth and are responsible for the country's financial stability [2]. As a financial

institution that supports economic activity, banking not only plays a vital role in facilitating
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the flow of funds, but also has a significant impact on the stability of the financial system as
a whole [3].

The development of the banking industry in Indonesia has undergone significant
transformation along with advances in digital technology. One of the main impacts of this
transformation is the emergence of digital banks offering a variety of technology-based
tinancial services, such as mobile apps.mobile banking, Online loans and digital payments.
Transactions using digital banking increased in 2010 and continue to increase today. [4] This
transformation provides efficient solutions and easier access for customers and can
improvefinancial performance |5] However, digital banks are not immune to challenges such as
operational risks and cyber risks. In this regard, corporate governance is key to determining
the company's future performance and sustainability.

Corporate governance plays an important role in achieving quality economic
development and sustainable corporate development [6]. Governance practices are
influenced by various parties involved in the company's management system, such as
shareholders, investors, creditors, employees, and the government.(Supriyanto & Soe, 2021).
The role of corporate governance is to ensure that institutions operate in accordance with
established operational and strategic objectives, namely to improvefinancial performance. In
addition, corporate governance contributes to the financial stability, accountability,
transparency, and trust necessary for long-term investment [7].

Every company faces risks, including those in the banking sector. The more banking
activities and processes develop, the greater the business risks they face. [8] defines this
asbank risk taking is a crucial factor for a bank's survival, therefore, it is necessary to consider
several factors that can influence a bank's risk-taking decisions. Five banks went bankrupt in
2023, one of which wasS#/icon Valley Bank (SVB) which is experiencing a liquidity crisis [9]
This situation demonstrates that even though good corporate governance has been
implemented, the risk of poor investment and financial management decisions can still occur.

The relationship between corporate governance andfinancial performance has been
widely studied with varying findings [10]. Many researchersfinancial performanceidentified that
weak implementation of corporate governance was one of the main causes of the financial
crisis [11]. The global financial crisis caused by COVID-19 has highlighted the need to
strengthen corporate governance mechanisms. Corporate governance in banking companies
also played a significant role in the financial turmoil of 2007-2008.[1]. In addition, good
corporate governance practices provide a framework for accountability, risk management,
and ethical behavior [12].

Although this issue is very important, the influence between governance andfinancial
performanceThe findings from several studies remain inconsistent. Furthermore, the
moderating factors influencing bank decision-making have not been thoroughly examined.
Therefore, this study is expected to contribute to the existing literature and the corporate
decision-making process. This study aims to address the gap in research that has shown
inconsistent results, necessitating further research. These inconsistent results are evident in
research by [13] shows that corporate governance does not have a significant effect
onfinancial performance, and work environment, social and corporate governance factors do

not have an influence onbank risk taking [14]. Bank risk takinghas the potential to moderate
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the relationship between governance structure andfinancial performance (Shatnawi et al., 2019).
Research by [15] shows that the governance structure has an impact onbank risk taking And
financial performancehas a moderating effect. In line with research by [16] show that bank risk
takinghave an impact onfinancial performance, and acts as an intervening variable in the

relationship between corporate governance andfinancial performance.

2. Theoretical Review

Agency Theory developed by Coase (1960), Jensen and Meckling (1976), Fama and
Jensen (1983). This theory states the relationship between shareholders and agents such as
senior management of the company. This theory attempts to overcome agency problems
where there is a conflict of interest between company management and shareholders. Since
the global financial crisis that occurred, several studies have focused on analyzing the causes
of the shock. Previous literature states that there is a relationship betweenfinancial performance
And bank risk taking [17]. Considering that banks have a crucial role in the country's economy,
increasingbanfk risk takingcan cause economic vulnerability.

Application of principlesagency theorycreating efficient corporate governance, aligning
interests between agents and principals, reducing conflicts of interest and improving the
performance of an organization or company [18]. According to [3] When dealing with
diverse business ownership, a flexible and personalized management approach is crucial.
This approach ensures that the company considers the interests of all stakeholders in a way

that meets their individual needs and expectations, thus paving the way for long-term growth.

CEO Power And Financial Performance

Getting stronger CEO Power, for financial performance will be even better because it is
considered to have a deeper understanding of the business processes within the company so
that they can make good decisions|2]. Research results by Cao et al., (2021) And Alifah &
Harto (2021)revealed that there is a significant positive influence between CEO Power with
financial performance. In line with research byAllgood & Farrell (2000)which concludes that this
positive significant effect can be strengthened when CEOs receive higher cash compensation
ot have more stock ownership. On the other hand, it can be weakened when CEOs receive
higher long-term incentives or when the companies receiving the incentives have more
independent boards of directors. Meanwhile, the research results Siregar & Khomsiyah (2023)
And Ngo et al., (2023)show that CEO Powerhas no influence onfinancial performance. Therefore,
the following hypothesis can be derived:

H1: CEO Powerhas a significant positive effect onFinancial Performance.

Foreign Ownership And Financial Performance

According to Agency Theory, shares owned by foreign parties can minimize the
occurrence of Agency Conflicfin the company. Foreign investors can completeAgency Conflictby
applying standards to interest management so that management can improvefinancial
performance |8] Foreign investors are better able to manage companies through the use of
advanced technology, business experience, and innovative ideas they have for company

development[9].



International Journal of Economics and Management Research 2024 (December), vol. 3 no. 3, Jesslyn et al. 567 of 575

Research byCarney et al., (2019)show that foreign ownershiphas a significant positive
influence onfinancial performance. In line with research by Musallam (2015) which shows
thatforeion ownershiphas a significant positive influence onfinancial performance. According to
researchBalagobei & Velnampy (2017), foreign ownershipbesides being able to improvefinancial
performance, can also reduce operational costs. Meanwhile, according to research results by
Hundary & Tarigan (2017), there is a significant negative influence between foreion ownership
to financial performance. Therefore, the following hypothesis can be derived:

H2: Foreign Ownershiphas a significant positive effect onFinancial Performance.

Independence And Financial Performance

Quality independence the bad tends to showfinancial performance the bad one [4].
Presence independenceprovide assurance that the interests of both majority and minority
shareholders are not neglected[14]. Improvementindependencecan achieve the company's goals,
namely maximizing shareholder wealth and stock market efficiency [6].

Research by Puni & Anlesinya (2020) And Suhadak et al, (2019) prove
thatindependencehas a significant positive etfect onfinancial performance. In line with the research
results byPaulina et al, (2020)which shows that the proportionindependencecan
improvefinancial performance. Meanwhile, according to researchlsmail & Rahmawati (2016)
And Ngo et al., (2023), independencehas a significant negative impact onfinancial performance.
Therefore, the following hypothesis can be derived:

H3: Independence has a significant positive effect onFinancial Performance.

Voting Rights And Financial Performance

Voting Rights is one of the keys to corporate governance, because it can give power
to its holders to participate in making important decisions in the company [7]. The higher it
is voting rights, for financial performance will also increase.lVoting rightsallows shareholders to
influence the company's strategic decision-making, such as mergers, acquisitions,
restructuring which can then have a direct impact onfinancial performance.

According to research by [9], voting rightshas a significant positive effect onfinancial
performance, whete a sustainable and consistent dividend policy can increase the company's
value andfinancial performance. In line with research [13], which shows thatwoting rights high
levels of control provide crucial decision-making. Meanwhile, according to [14], voting
rightshas a significant negative effect onfinancial performance. Therefore, the following
hypothesis can be derived:

H4: Voting Rights has a significant positive effect onFinancial Performance.

Bank Risk Taking to the relationship between CEO Power And Financial
Performance

CEO Powercan influence the decisions taken, such asbank risk takingand investment
decisions [8]. CEO Power the strong can pushbank risk faking which is more careful so that it
can improve financial performance.According to research by [2], bank with CEO Power the tall
ones havebank risk taking high, and vice versa. CEO Powerhigh tends to increasefree cash flow
in the company [5].
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Research by(Ali et al., 2022)prove thatbank risk takinghas a significant positive
influence on the relationship betweenCEO power And financial performancein Jordan. In line
with research by which highlights the importance of strengtheningbank risk takingto improve
relations betweenCEQ power to financial performance [12]. Meanwhile, according to research by
[11], application bank risk takinghas a significant negative effect onfinancial performanceand
corporate governance.

H5:Bank Risk Takingcan moderate the relationship betweenCEO Power to Financial

Performance.

Bank Risk Taking on the Relationship between Foreign Ownership and Financial
Performance

High-risk banks can attract more adventurous foreign investors, or conversely,
experienced foreign investors can influence strategy.bank risk faking. So that, Foreign
ownershipcan improve the company's ability to grow and compete globally [3]. Bank risk taking
well-managed can strengthen the relationship betweenforeign ownership And financial performance.

Research by [5] show that bank risk taking significantly positively moderates the
relationship betweenforeign ownership to financial performance. The higher the levelforeign
ownershipthen it can reduce the negative impact ofbank risk fakingwhich will lead to an
increasefinancial performance |4]. Meanwhile, according to[1], vatriablesbank risk tfakinghas a
significant negative influence on the relationship betweenforeign ownership to financial
performance.
Ho6:Bank Risk Taking can moderate the relationship betweenloreign Ownership to financial

performance.

Bank Risk Taking to the relationship between Independence And Financial
Performance

Level independencecan influence how effective strategic decisions are made, which in
turn can influencefinancial performance |9]. In situations where banks take riskier decisions,
independencecan have a greater impact onfinancial performance, as tighter controls are required to
manage these higher risks.

According to research by [10], bank risk takinghas a significant positive effect on the
relationship betweenlndependence And financial performancecompanies. greater risk taking can
trigger innovation and diversification so thatiudependenceprovide ideas and perspectives to
seize new opportunities and improvefinancial performance. Meanwhile, according to [12], bank
risk takinghas a significant negative effect on the relationship betweenzndependence And financial
performance.

H7:Bank Risk Takingcan moderate the relationship betweenlndependence And Financial

Performance.

Bank Risk Taking to the relationship between Voting Rights And Financial
Performance
Shareholders with voting rights greater control in determining the level ofbank risk

taking, which in turn can influencefinancial performance. Bank risk taking has a significant
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positive effect on the relationship betweenwoting rights And financial performance, because the
shareholders who havewoting rights taller tend to be more careful inbank risk taking which will
improvefinancial performance [12]. Meanwhile, according to [13], bank risk takinghas a
significant negative effect on the relationship betweenwoting rights And financial performance. This
happens because shareholders withwozing rights high decision-making potential bank risk taking
which is high risk, which will then be detrimental financial performance.

H8: Bank risk takingcan moderate the relationship betweenvozing rights And financial performance.

3. Method

This study uses a quantitative approach that examines the influence of independent
variables (CEO Power, Foreign Ownership, Independence, And Voting Rights) on the dependent
variable (Financial Performance) with moderating variables (Bank Risk TakingThe secondary
data used are the annual reports of banking companies listed on the IDX for 2019-2022. The
research population includes all banking companies listed on the IDX, and the sample used
uses the random sampling method.purposive samplingwith the following criteria: (1) banking
companies that have been registered on the IDX in the 2019-2022 period, and (2) banking
companies that have complete data for 2019-2022 consecutively.

There are 34 banking companies that meet the criteria, while the other companies
do not have complete data and published financial reports in the period 2019 to 2022. Figure

1 shows the conceptual framework in this study.

Moderating

Bank Risk Taking

Independent

CEO Power Dependent

Foreign Ownership Financial Performance

Y

Independence

Voting Rights

Figure 1. Conceptual Framework
This study uses descriptive statistical methods for minimum, median, maximum,
average, and standard deviation values for measuring dependent and independent variables

tested using the Eviews application.
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Table 1. Variable Measurement

Variable Name Variable Measurement
Types
Financial — Performance They LENGTH = Net Income | Total Assets
(FP) depend
CEO Power (PWR) Independe Number of years of term of office of the
nt board of directors
Foreign Ownership  Independe Number of foreign ownership shares /
(FOWN) nt Outstanding Shares x 100%
Independence (BIND) Independe Independent Directors / Total Directors
nt
Voting Rights (VR) Independe  Direct control rights + Indirect control rights
nt
Bank Risk Taking (ZS) Moderatio  Zscore = (ROA + Capital Adequacy Ratio) /
n Std Dev ROA

Financial Performance

Financial performance is defined as the financial condition in a specified period
including the collection and allocation of funds measured by several indicators of capital
adequacy ratio, liquidity, leverage, solvency and profitability.(Shenurti et al., 2022)Financial
petformance is a company's ability to manage and control its resources [13]. States that Retum
On Assets (ROA) is a type of profitability ratio that measutres a company's ability to generate
profits using its assets in carrying out business operations. Meanwhile, according to Sugiyono
and Untung (2016), Return on Assets (ROA) is a ratio used to measure the return on assets
of a business, or to indicate the efficiency of a company's use of funds. In this study, financial
performance was measured using the formulaRemrn On Assets (ROA), which has the
following formula:

Net Income

R A LONG) = —— x 1009
eturn On Assets (LONG) TotalAssetsx 00%

CEO Power

CEO tenure is the length of the CEO's tenure in a company, a long tenure is
considered to be able to control the company's activities better [11]. CEO tenute can be
measured using the following formula:

TNR = Number of years of board of directors’ term of office

Foreign Ownership
Foreign ownership is shares owned by individuals or foreign companies in a country
[14]. Foreign ownership can be measured using the following formula:
Number of foreign ownership shares

F = 1009
own Outstanding shares x %
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Independence

Role Independence can ensure that they carry out their duties and avoid corrupt
practicesmoral hazard [16]. In addition to carrying out good supervision and control, the role
of independent commissioners is very important because it can influence the decision-
making process by the board of commissioners [17]. Independent commissioners can be
measured using the following formula:

[ Number of independent directors
n=

Total number of directors

Voting Rights

Voting Rights Voting rights can be referred to as control rights. Excessive control
rights can mean that shareholders with controlling rights use these rights to achieve their
own interests [8]. Shareholder voting rights serve as the foundation for protecting company
management. Shareholders have voting rights to make decisions such as electing directors
and making acquisition and merger decisions. Voting rights can be measured using the
following formula:

Voting Rights = Direct control rights + Indirect control rights

Bank Risk Taking

Banks act as financial intermediaries, providing funding for businesses and
individuals. Appropriate risk-taking enables banks to offer a variety of financial products and
services that meet financing needs across various economic sectors.Moral Hazardregarding
the relationship between government protection and bank risk-taking is based on two
premises: (1) that bank exposure to government protection weakens market discipline and
(2) that weakening market discipline is the primary or main cause of excessive bank risk-
taking. Bank risk-taking can be measured using the following formula:

(ROA + CAR)
Zscore = T GROA

4. Results and Discussion

Descriptive analysis shows the number of studies, lowest, highest, average, and
standard deviation values for each study variable. [2] Table 2 shows 172 observations from
43 companies from 2019 to 2022.CEO Power have valuemean of 3.73, with a value ofstandard
deviationof 2.90, the valuemininum as big as 1, valuemaximumof 12. Valuemean which is greater
than the valuestandard deviationindicates that CEOs in Indonesian banking hold a high level
of power within the company.Financial performancehave valuemean of 0.01 with a value
ofstandard deviation of 0.02, the valueminimumof -0.03 and the valuemaximum of 0.04. The
valuemean which is close to zero indicates that most banking companies in Indonesia have
stable financial performance, but the valuestandard deviation shows that there is considerable

variation in performance.
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Table 2. Descriptive Statistical Test Results

N Mea Standard Minimu Maximum
n Deviation m

PWR 172 3,73 2,90 1 12,00
FOWN 172 0,29 0,3 0,00 0,99
BIND 172 0,18 0,07 0,08 0,33
VR 172 0,83 0,39 0,05 1,87
TBQ 172 0,01 0,02 -0,03 0,04
7S 172 0,54 0,33 -0,35 1,44
PWR*ZS 172 1,81 1,44 -0,35 6,05
FOWN*ZS 172 0,12 0,14 -0,21 0,43
BIND*ZS 172 0,10 0,08 -0,12 0,30
VR*ZS 172 0,40 0,30 -0,36 1,17

The best regression model based on the results of the LM test isfixed effect model
(FEM). The classical assumption test shows that the model is affected by autocorrelation
and heteroscedasticity, but the model passes the multicollinearity and normality tests. Table
4 shows the results of the multiple linear regression analysis consisting of the F test, the
coefficient of determination test, and the t test. The F test results have a value of 1010.840
with a probability value of 0.000000 (<0.05).). With these results, it indicates that the
variableforeign ownership, independence, voting rights And bank risk taking in a stimulating manner
has an influence onfinancial performance. In other words, the overall regression model is
significant. The coefficient of determination test shows that the vatiableforeign ownership,
independence, voting rights And bank risk taking able to desctibefinancial performance of 99.76%.
The remaining 0.24% is explained by factors outside the model. This indicates the model has

excellent predictive ability.

Table 3. Multiple Linear Analysis Results

Coefficie

Variables ot t Prob. Conclusion
Constant -0,05 -0,03 0,98
CEO Power (PWR) -0,44 -1,20 0,05  significant negative
Foreign Ownership (FOWN) 0,05 0,34 0,74  insignificant
Independence (BIND ) -16,19 -3,21 0,01  significant negative
Voting rights (VR) 0,06 0,75 0,46  insignificant
Bank Risk Taking (S ) -0,48 -4,40 0,00  significant negative
PWR_ZS 0,02 3,88 0,00  significant
FOWN_ZS 0,03 3,17 0,01  significant
BIND_ZS 7,38 11,47 0,00  significant
VR_ZS -0,03 -8,19 0,00  significant

F test 1010,840
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Coefficie
Variables t Prob. Conclusion
nt
Significance of F 0,000000
R Square 0,997678
Adjusted R-square 0,996691

The results of the hypothesis testing explain that CEO Power has a significant
negative impact onlbinancial Performance, then H1 is accepted. This shows that the
increaseCEO Power had a small, but significant impact on the declineFinancial Performance.
These results are supported by research [3] who found thatCEO Power with higher power
will prioritize personal income over company income, which can then have a significantly
negative impact onfinancial performance company.

Research shows thatForeign Ownership does not have a significant influence
onFinancial Performance, then H2 is rejected. In line with research [5], which explains that with
the existence offoreign ownership in the company does not always have a positive impact that
can improvefinancial performanceHowever, according to research [7], foreign ownership plays a
significant role as a corporate governance mechanism in improvingfinancial performance. In
addition, the higher the concentrationforeign ownership in the company, thenfinancial performance
will increase further.

Research has found thatlndependence has a significant negative impact onfinancial
performance, then H3 is accepted. This means that the increaselndependence related to the
declinefinancial performanceThe results of this study are in accordance with research conducted
by [11] which explains that the numbetindependence increases, then it causes a decrease
infinancial performanceHowever, according to research [12], level Independence high can
reduceagency conflict which can then improvefinancial performance.

The research results found thatl ozing Rightsdoes not have a significant influence
onfinancial performancethen H4 is rejected. This is in line with research [16] which explains
that there is a possibility that shareholders with concentrated or dispersed ownership
structures are not long-term oriented and only think about maximizing short-term company
profits, which ultimately maximizes the value of their shares. This shows that there is no
asymmetric relationship betweenvozing rights And financial performanceHowever, according to
research [14] revealed thatvozing rights which can consistently improvefinancial performance,
because shareholders withwoting rights High can focus more on management supervision
before making decisions, so that it can encourage management to focus more on
improvement and development.financial performance company.

Research has found thatBank Risk Taking can strengthen the influence CEO Power
with Financial Performance, then H5 is accepted. These results are supported by research [11],
which shows thateeo power Those with more power tend to be more willing to take high-risk
decisions, and if the company has good risk management, these decisions can improve

financial performance. The higher it is CEO power, then the activitybank risk taking will get bigger,
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which can then increasefinancial performance [12]. Besides that, CEO power strong able to
influence decisions CEO other to pursue tisky policies.

The test results show thatBank Risk Takingcan strengthen the influenceForeign
Omwnership with Financial Performance, then H6 is accepted. In line with the research [15] who
found that the bank hadforeign ownership who is strong, then will be more open to bank risk
taking. So that, bank risk taking can strengthen the relationship betweenyforeign ownership And
financial performance. Bank with foreign ownership high tend to be more open to diversification
andbank risk taking larger ones, which can increasefinancial performanceander certain conditions
[7].

The results of the hypothesis testing stated thatBank Risk Taking can strengthen the
influencelndependence with Financial Performance, then H7 is accepted. In line with the research
[9] which indicates that the bank withindependence high can increasefinancial performance,
especially when the bank is willing to take more measured and strategic risks.independence high
level of expertise allows them to provide advice and counsel based on their expertise or
experience in risk taking which will improvefinancial performance company.

Research indicates thatBank Risk Taking can strengthen the influence lozing Rights
with Financial Performance, then H8 is accepted. In line with the research [18], a bank with a
number of shareholders withwozing rights the big ones have the potential to take bigger risks,
so they can increase financial performance in the long term. If shareholders havevoting rights Large
banks take higher risks, banks with strong risk management systems can manage those risks

better, which will lead to increased profitability.financial performance.

5. Conclusion

This research was conducted with the aim of testing the influence CEO Power, Foreign
Omwnership, Independence, And 1oting Rights to Financial Performance in banking companies in
Indonesia during the 2019-2022 period, as well as the roleBank Risk Taking in strengthening
the relationship. Based on the results of the t-test, CEO Power And Independence has a
significant negative impact onFznancial Performance. The greater it is CEO Power, then the lower
it isFinancial Performance achieved. This supports previous research which showsCEO Power
The strong tend to prioritize personal interests, which has a negative impact on the company.
In addition,Independence which increases can cause a decrease Financial Performance. Whereas,
Foreign Ownership And Voting Rights does not show a significant influence onFinancial
Performance. Bank Risk Taking proven to strengthen the influence CEO Power, Foreign Ownership,
Independence, And Voting Rights to Financial PerformancéThis study indicates that banking
companies that take greater risks tend to have a stronger relationship between these factors
andFinancial Performance.

These findings have important implications for bank governance policies and
practices, suggesting that CEOspower And board independencecan influence financial
performance through risk-related decisions taken by banks. In addition, these results indicate
that althoughyoreign ownership And voting rights\While they may play a role in bank management,
they do not directly affect financial performance, which may lead regulators and stakeholders

to focus more on risk control and internal bank policies to improve financial performance.
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A limitation of this study lies in the use of secondary data limited to companies listed
on the Indonesia Stock Exchange (IDX) between 2019 and 2022, so the generalizability of
the research results may be limited to the Indonesian context. Furthermore, the use of
secondary data is limited to companies listed on the Indonesia Stock Exchange (IDX)
between 2019 and 2022. purposive samplingBrrors in sample selection can influence the broader
representation of variables. Further research is recommended to expand the sample and use

more varied data to obtain more comprehensive results.
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