BULETIN STUDI EKONOMI

Available online at https://ojs.unud.ac.id/index.php/bse/index
Vol. 26 No. 2, Agustus 2021, pages: 276-285

ISSN: 1410-4628

e-1SSN: 2580-5312

RISK MANAGEMENT AND BANKING PERFORMANCE
WITH CORPORATE GOVERNANCE AS MODERATING VARIABLE

Santi Hikmawati! Sutrisno?

Article history:

Abstract

Submitted:

7 Agustus 2021
Revised:

29 Agustus 2021
Accepted:

30 Agustus 2021

Keywords:

Risk Management;
Financial Performance;
Corporate Governance;
Firm Size.

This research aims to analyze the effect of risk management on bank financial
performance with corporate governance as a moderating variable. The
independent variables used in this research are risk management, consist of
credit risk (NPL), liquidity risk (LDR), and operating risk (OEIR). The
dependent variable used is financial performance (ROA). Meanwhile,
corporate governance as a moderating variable and firm size as a control
variable. The regression model used are multiple linear regression analysis
and moderated regression analysis. The sample was selected through
purposive sampling method and 43 banks were selected as research sample.
The result of this research showed that NPL and OEIR have a negative and
significant impact on financial performance. Meanwhile, LDR has not
significant effect on financial performance. Corporate governance was able
to moderate the relationship between NPL and OEIR on financial
performance, but unable to moderate the relationship between LDR on
financial performance.
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Penelitian ini bertujuan menganalisis pengaruh manajemen risiko terhadap
kinerja keuangan bank dengan Good Corporste Governance sebagai variabel
moderasinya. Variabel independen yang digunakan dalam penelitian ini
yakni manajemen risiko yang terdiri dari risiko kredit, risiko likuidtas, dan
risiko biaya operasi. Variabel dependen dalam penelitiann adalah kinerja
keuangan. Sedangkan Good Corporste Governance sebagai variabel
moderasi dan ukuran perusahaan sebagai variabel kontrol. Model regresi
yang digunakan adalah analisis regresi linier berganda dan analisis regresi
moderasi. Pemilihan sampel melalui metode purposive sampling dan 43
bank terpilih sebagai sampel penelitian. Hasil dari penelitian ini
menunjukkan bahwa risiko kredit yang diukur dengan NPL dan risiko
operasional yang diukur dengan BOPO berpengurh negatif dan signifikan
terhadap kinerja keuangan. Sedangkan risiko likuiditas yang diukur dengan
LDR tidak berpengaruh terhadap kinerja keuangan. Good Corporate
Governance mampu memoderasi hubungan antara NPL dan BOPO terhadap
kinerja keuangan, namun GCG tidak mampu memoderasi hubungan antara
LDR terhadap kinerja keuangan.
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INTRODUCTION

In this era of globalization,
competition between companies is very tight,
change is very fast, and uncertainty is very
high. Increasingly tighter competition has
made many companies competing to be able
to improve their company performance. The
company improves its performance in order
to achieve company goals and maintain the
company's survival. Where the main objective
of the company, including the bank, is to
increase the value of the company, maximize
profits for the welfare of shareholders,
improve the welfare of its stakeholders and
maintain the welfare of the community as a
corporate social responsibility.

Factors that can be used to determine
the effectiveness and efficiency of an
organization in achieving its company goals
are by assessing the company's performance
(Bidhari et al., 2013). According to Soares &
Yunanto (2018), through assessment and
analysis of financial performance, companies
will obtain information about their financial
position and past financial performance.
Efforts to improve performance that
companies can do are through the
implementation of risk management and good
corporate governance mechanisms
(Cahyaningtyas & Sasanti, 2019).

Risk management is a series of
methodologies and procedures used to
identify, measure, monitor and control risks
arising from all bank business activities
(POJK Number 18 / POJK.03 / 2016). Risk
management is needed by companies in line
with increasing competition and the
complexity of the external environment that

brings various opportunities and threats for
the company. There are eight risks that need
to be managed by banks, including credit risk,
market risk, liquidity risk, operational risk,
compliance risk, legal risk, reputation risk,
and strategic risk (POJK Number 18 /
POJK.03/2016).

Credit risk can be analyzed through
the NPL ratio. According to research
conducted by Fadun & Oye (2020) NPL has a
negative and significant effect on financial
performance. On the other hand, research by
Aruwa & Musa (2014) shows that NPL has a
positive and significant effect on ROA.
Liquidity risk can be analyzed using the LDR
ratio. According to research conducted by
Kusmayadi (2018) LDR has a positive effect
on ROA. Meanwhile, research by Al-
Rdaydeh et al., (2017) shows that liquidity
risk has a negative effect on ROA.
Operational risk can be analyzed through the
OEIR ratio. According to research conducted
by Widajatun & Ichsani (2019) OEIR has a
negative and significant effect on ROA. In
contrast to research conducted by Onsongo et
al., (2020) where the results of OEIR have a
positive effect on ROA.

Efforts that companies can do to
improve performance in addition to using risk
management are by implementing corporate
governance mechanisms. According to
Cahyaningtyas & Sasanti (2019), the
implementation of corporate governance in
companies is considered very important to
improve performance, maintain company
image, and it is hoped that through this
mechanism every company is able to face any
challenges from externals, and for the
creation of a more transparent company
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management for stakeholders. Many studies
have been conducted on the analysis of the
effect of good corporate governance in
moderating the relationship between risk
management and financial performance.
Research conducted by Laeli & Yulianto
(2016) shows that GCG can moderate the
relationship between NPF and FDR on ROA.
Meanwhile, the research of lzdihar et al.,
(2017) shows that GCG is only able to
moderate the relationship between NPL and
ROA, but cannot moderate the relationship
between LDR and OEIR on ROA. Akbar &
Lanjarsih (2019) shows that GCG is only able
to moderate OEIR against ROA, but is unable
to moderate the relationship between NPL
and LDR on ROA.

This difference in results indicates a
research gap, which means that there is no
clear relationship between credit risk,
liquidity risk and operational risk on financial
performance and the ability of corporate
governance to moderate the relationship
between risk and financial performance. This
inconsistent  research result  creates
opportunities for further research, which is
my reason for doing this research.

Company performance is a description
of the company's financial condition which is
analyzed with financial analysis tools, so that
it can be seen about the good and bad
financial condition of a company that reflects
the work performance in a certain period. In
general, the bank's financial performance
describes the bank's achievements in carrying
out business activities and its objectives
(Cahyaningtyas & Sasanti, 2019).
Meanwhile, according to Sutrisno (2007:212)
financial ratios are used to determine

company profits. Profits obtained by a
company can be assessed from its
profitability ratio, namely the ROA ratio
(Sutrisno, 2007:213).

Risk is the possibility of obtaining a
loss as a result of a certain event. The point is
that there is a possibility that an unwanted
result will occur and can cause losses if it is
not properly anticipated and managed
(Rustam, 2018: 5). Risk management is a
collection of methodologies and procedures
used to identify, measure, monitor, and
control risks arising from all bank business
activities, including credit risk, market risk,
liquidity risk, operational risk and other risks
in the company's efforts to increase and
maximizing the value of the company
(Rustam, 2018: 12).

According to the Indonesian Bankers
Association (2015:8), credit risk is the result
of the failure of the debtor or other party to
meet the obligation to pay off credit at the
bank. The higher the bank faces credit risk,
the higher the bank will experience a financial
crisis, and vice versa (Gadzo et al., 2019).
Credit risk, which is proxied by NPL (non-
performing loans), indicates a condition in
which customers are unable to pay part or all
of their loans to the bank (Soares & Yunanto,
2018). Research conducted by Yudha et al.,
(2017); Buchory (2015) results show that
credit risk proxied by NPL has a negative
effect on financial performance.

Hi: Credit risk (NPL) has a negative effect
on bank financial performance.

Liquidity risk is a risk due to the
inability of the Bank to meet maturing
obligations originating from cash flow
funding or from high quality collateralized
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liquid assets without disrupting the Bank's
activities and financial condition (POJK
Number 18 / POJK.03 / 2016). Liquidity risk
management is complex, this is because most
of the funds managed by the bank come from
short-term public funds so they can be
withdrawn at any time (Cahyaningtyas &
Sasanti, 2019). Liquidity risk, which is
proxied by LDR (loan to deposit ratio),
indicates the ability of banks to channel their
funds into credit (Widajatun, 2019). Research
conducted by Siregar et al., (2019); Fadun &
Oye (2020) shows that LDR has a positive
effect on bank financial performance.

H>: Liquidity risk (LDR) has a positive effect
on bank financial performance.

Operational risk is the risk that results
from the inadequacy or malfunction of an
internal process, human error, system failure,
or caused by external events that affect the
operations of the Bank (POJK Number 18 /
POJK.03 / 2016). Operational risk is known
to cause financial loss directly or indirectly to
the company. Operational risk, which is
proxied by OEIR, indicates the efficiency
ratio of the bank which is used to measure the
ability of bank management to manage
operating costs against operating income
(Kusmayadi, 2018). Research conducted by
Kusmayadi (2018); Saiful & Ayu (2019)
shows that OEIR has a negative effect on
ROA.

Hs: Operating risik (OEIR) has a negative
effect on bank financial performance (ROA).

Corporate governance creates a
structure that helps the company set goals,
manage daily business activities, pay
attention to stakeholder needs, ensure the
company runs safely and healthily, comply

with laws and regulations, and protect
customer interests (Rustam, 2018: 294). The
implementation of GCG can increase
operational effectiveness, minimize
differences in interests, and create synergies
between supervisory activities and strategies
that can reduce scandals, chaos and internal
corruption (Bastomi et al., 2017). Banks that
implement risk management accompanied by
the application of GCG principles can
minimize all risks and losses that may be
faced. The point is that risks that have a bad
impact on the health of the Bank can be
minimized by implementing GCG in the
Bank (Chaniago & Widyantoro, 2017).
Research conducted by Laeli & Yulianto
(2016) shows that GCG is able to moderate
the relationship between NPL and LDR on
financial performance. Meanwhile, research
conducted by Akbar & Lanjarsih (2019);
Mardiana et al., (2018) showed that GCG was
able to moderate the relationship between
OEIR to bank financial performance.

Has: GCG is able to moderate the relationship
between NPL and financial performance

Hs: GCG is able to moderate the relationship
between LDR and financial performance

He: GCG is able to moderate the relationship
between OEIR and financial performance

Credit Risk

Liquidity Risk

Firm Size

L Self Assessment GCG J

Figure 1.
Reserch Concept Framework
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Based on the background, study of
theories and hypotheses, a conceptual
framework for the research can be made as
shown in Figure 1.

RESEARCH METHODS

The population in this study were all
banks listed on the Indonesia Stock
Exchange. The time period used is the 2017-
2019 period. The sampling method used in
this study was purposive sampling. The
requirements for sampling are banks that are
listed on the IDX, have annual reports for the
2017-2019 period, and annual reports provide
information on the composite values of GCG
Self Assessment, ROA, NPL, LDR, OEIR
and company assets. Based on the data
obtained, it shows that the bank entities that
are listed on the Indonesia Stock Exchange
and meet the requirements to be the sample in
this study are 43 banks.

In this study, using ROA as the
dependent variable, NPL, LDR, and OEIR as
independent variables, GCG Self Assessment
as a moderating variable, and company size
as a control variable. The following is a table
of variables used in research and how to

measure them:

Table 1.
Variables and Measurement

Variable Pengukuran

EAT/Total Assets

Non perform loan/Total Loan
Total Loan/Third Party Fund
Operating
Expenses/Operating Income
Rank of Self Assessment GCG

Financial Performance
Non Performing Loan
Loan ti Deposit Ratio
Operating Expenses to
Income Ratio (OEIR)
Good Corporate
Governance

Firm Size (SIZE) Ln Total Assets

The analytical tool used to test the
hypothesis is using multiple linear regression
analysis and moderated regression analysis.
According to Ghozali (2005:81) multiple
linear regression analysis is used to determine
whether or not there is an influence or
relationship between the independent variable
and the dependent variable. The regression
equation is as follows:

ROA = o + BINPL + B2LDR + B3OEIR +
BASIZE + €. (1)

Meanwhile, the Interaction Test or
Moderated Regression Analysis is a special
application of multiple linear regression in
which the regression equation contains an
element of interaction, also known as the
multiplication of two or more independent
variables  (Ghozali, 2005: 150). The
regression equation is as follows:

ROA = o + BINPL + B2LDR + B3OEIR +
BAGCG + €., (2)

RESULTS AND DISCUSSION

Descriptive statistical analysis is used
to describe the research variables. In
descriptive statistical analysis, information
about the lowest value, highest value,
average, and standard deviation is known.

Table 2.
Descriptive Statistics

Std.

N Min. Max. Mean Deviation
NPL 129 0.06 15.75 3.6877 2.40412
LDR 129 47.54 163.1 87.6188 16.63889
OEIR 129 58.1  258.09 92.8501 26.52783
GCG 129 1.00 3.00 2.1163 0.46145
ROA 129 -15.89 13.6 0.9808 3.09671
Size 129 27.223 34.887 3.12E+01 1.786443

Source: Data Processed, 2021
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The t statistical test is used in this
study to determine how much influence the
independent variables individually have in
explaining the variation of the dependent
variable. So that the t test can be used to
determine whether or not there is a significant
influence on the dependent variable.

Table 3.
Hypothesis Test Result Model 1

Unstandardized
Coefficients

Std.
B Error t Sig.
1 (Constant) -0.804 1.376 0584 0.56
NPL -0.122  0.039 -3.167 0.002
LDR 0.003 0.004 0.753 0.453
OEIR -0.054 0.005  -11.404 0.000
SIZE 0.221  0.036 6.077  0.000

a. Dependent Variable: ROA

Source: Data Processed, 2021

The results of the hypothesis testing
using the t test show that the NPL regression
coefficient is -0.122 and a significance value
of 0.002. These results indicate that NPL has
a negative and significant effect on bank
financial performance. The first hypothesis is
accepted. Non-Performing Loan is the ratio
between the number of non-performing loans
(substandard credit, doubtful credit, and bad
credit) and the total credit extended by the
bank. A high NPL ratio reflects the poor
quality of bank credit. The higher the NPL
ratio, the more bad credit the bank bears.
Increasing bad credit will disrupt the turnover
of working capital which in turn can reduce
profits or reduce the financial performance of
the bank. The results of this study are in
accordance with research conducted by Fadun
& Oye (2020); Gadzo et al., (2019); Kaaya &
Pastory (2013); Widajatun & Ichsani (2019),

namely that credit risk proxied by NPL has a
negative effect. to the bank's financial
performance.

The results of hypothesis testing using
the t test show that the LDR regression
coefficient is 0.003 and a significance value
of 0.453. These results indicate that the LDR
has a positive but insignificant effect on bank
financial performance. The second hypothesis
IS rejected. The positive effect shows that the
higher the LDR ratio indicates the bank is
able to channel their funds well and will have
an effect on the higher the bank's profit and
performance. However, if seen from the
significance value, the effect of LDR on ROA
is not significant. This can occur because in
obtaining profit not only pay attention to the
amount or quantity of funds channeled in
credit, but also pay attention to the quality of
credit extended. If the amount of credit
extended by the bank is large, but the
payment for the credit is problematic, it will
cause losses for the bank itself. Banks cannot
utilize their funds effectively and cannot
obtain maximum profit. The results of this
study are in accordance with research
conducted by Dewi et al., (2016); Kusmayadi
(2018); Rusdiyanto et al., (2018); Widajatun
& Ichsani (2019), namely liquidity risk
proxied by an influential LDR. positive but
not significant to the bank's financial
performance.

The results of hypothesis testing using
the t test show that the OEIR regression
coefficient is -0.054 and a significance value
of 0.000. These results indicate that OEIR has
a negative and significant effect on bank
financial performance. The third hypothesis is
accepted. The OEIR ratio indicates the
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efficiency of a bank in managing its operating
costs against operating income. The higher
the OEIR ratio indicates the poor efficiency
of the bank in managing its operational costs.
So that the higher operational costs can
reduce the profit earned by the bank which
then has an impact on the decline in the
bank's financial performance. The results of
this study are consistent with research
conducted by Buchory (2015); Fadun & Oye
(2020); Kusmayadi (2018); Widajatun &
Ichsani (2019), namely that operational risk
proxied by OEIR has a negative effect on
bank financial performance.

Table 4.
Hypothesis Result Model 2

Unstandardized

Coefficients
B Std. Error t Sig.
1 (Constant) 7.511 0.604 12435  0.00
NPL -0.110 0.044 -2519  0.013
LDR 0.005 0.005 1.044  0.299
OEIR -0.063 0.005 -12.383  0.000
GCG -0.385 0.156 -2473  0.015
a. Dependent Variable:
ROA

Source: Data Processed, 2021

The results of hypothesis testing using
the t test show that the regression coefficient
is -0.110 and a significance value of 0.013.
These results indicate that NPL has a negative
and significant effect on bank financial
performance as moderated by the GCG
variable. The fourth hypothesis is accepted.
The implementation of GCG at banks can
indirectly minimize the increase in NPL ratios
and can affect the increase in bank financial
performance. The better the moderate GCG
rating, the lower the level of bad credit and
improve the bank's financial performance,

which is reflected in the increase in the ROA
ratio and vice versa. The results of this study
are consistent with research conducted by
Laeli & Yulianto (2016); lzdihar et al., (2017)
which show that good corporate governance
is able to moderate the relationship between
proxied credit risk and NPL on bank financial
performance.

The results of hypothesis testing using
the t test show that the regression coefficient
is 0.005 and a significance value of 0.299.
These results indicate that the LDR has a
positive but insignificant effect on bank
financial performance as moderated by the
GCG variable. The fifth hypothesis is
rejected. The positive effect shows that the
better the moderating GCG rating, the better
the bank's liquidity and the bank's financial
performance. However, if seen from the
significance value, it shows that the effect of
GCG in moderating the relationship between
LDR and ROA is not significant. This can
occur because according to Bank Indonesia
Regulation (PBI No. 17/11 / PBI / 2015) the
limit for the amount of the LDR ratio for
commercial banks is 78-92%, while in the
study sample there is still an LDR ratio that is
below 78%. Based on these results, it shows
that there are still banks in the sample that
have not been able to channel their funds
effectively and their credit quality is not yet
good. This indicates that the implementation
of GCG in banks has not been able to
moderate the relationship between liquidity
risk as proxied by LDR on financial
performance. The results of this study are
consistent with research conducted by Akbar
& Lanjarsih (2019); lzdihar et al., (2017);
Bangun & Bakar (2018) which show that
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good corporate governance is unable to
moderate the relationship between liquidity
risk proxied by LDR. to the bank's financial
performance.

The results of hypothesis testing using
the t test indicate that the regression
coefficient is -0.063 and a significance value
of 0.000. These results indicate that OEIR has
a negative and significant effect on bank
financial performance as moderated by the
GCG variable. The sixth hypothesis is
accepted. The implementation of GCG Self
Assessment at banks can indirectly minimize
the increase in the OEIR ratio and can affect
the increase in bank financial performance.
The better the moderate GCG rating, the less
operating expenses, managing operating
expenses efficiently, and improving the
bank's financial performance, which is
reflected in the increase in the ROA ratio and
vice versa. The results of this study are
consistent with research conducted by Akbar
& Lanjarsih (2019); Mardiana et al., (2018)
showing that good corporate governance is
able to moderate the relationship between
operational risk proxied by OEIR on financial
performance.

CONCLUSSION AND SUGGESTION

Based on the analysis and discussion
of risk management on banking financial
performance with GCG Self Assessment as a
moderating variable, it can be concluded that
credit risk which is proxied by NPL (Non
Performing Loan) has a negative and
significant effect on financial performance
(ROA). Liquidity risk, which is proxied by

LDR (Loan to Deposit Ratio), has a positive
but insignificant effect on financial
performance (ROA). Operational risk which
is proxied by OEIR (Operational Cost to
Operating Income) has a negative and
significant effect on financial performance as
proxied by ROA. Credit risk which is proxied
by NPL (Non Performing Loan) has a
negative and significant effect on financial
performance as proxied by ROA. Liquidity
risk, which is proxied by LDR (Loan to
Deposit  Ratio), has a positive but
insignificant effect on financial performance
as moderated by GCG Self Assessment.
Operational risk which is proxied by OEIR
(Operational Cost to Operating Income) has a
negative and significant effect on financial
performance which is moderated by GCG
Self Assessment.

The following research limitations are
obtained: (1) the research carried out only
includes banks listed on the IDX with a time
period of three years, namely 2017-2019, it is
hoped that further research can increase the
number of samples and the time period of the
study. (2) The results of the determination
coefficient test (adjusted R?) are not maximal,
so there are other variables that can explain
the effect of risk management on financial
performance. It is hoped that further research
can add variables that are not in the study. (3)
Liquidity risk calculated using the LDR ratio
has not had a significant effect. It is hoped
that further research can use other liquidity
ratios to obtain different results. (4) GCG
assessment used in this study uses GCG self-
assessment. In order to increase objectivity, it
is hoped that further research can use GCG
assessments from other parties.
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