IPB International Convention Center (11ICcC)
Botani Square, Bogor, West Java - Indonesia

Wednesday - Thursday
October9-10, 2013

Organized by :

Faculty of Economics and Management
Bogor Agricultural University

)

.

Uin

it
UNPAD M lSU UNIMAL UNLAM  UIN SHI

UGM UPLYAI UNIMED UNTAN  UNIA STIEYAL  UNS  UNSOED  ONSRI




ISBN: 978-602-70200-0-9

PROCEEDING

The 14™ MITCEMA Conference (Malaysia-Indonesia International Conference on Economics. Management and
Accounting), ASEAN Economic Community 2015: Issues and Challenges
October 9-10". 2013. Bogor, Indonesia

147 MUCEMA Cong Z015: Issues and Challenges
FTOTE T Picvesn Fod

e



TABLE OF CONTENTS

MESSAGE FROM DEAN OF FACULTY OF ECONOMICS AND MANAGEMENT BOGOR

iii
AGRICULTURAL UNIVERSITY
vii
Table of Contents
Economic and Trade 1
The Macroeconomic Cause of Stock Market Volatility: Empirical Study Based on Malaysian and Indonesian 3
Data. Lida Nikmanesh, Abu Hassan Shaari Md Nor and Tamat Sarmidi
Resource Curse, Economic Freedom and Economic Development. Tamar Sarmidi, Abu Hassan Shaari Md 8
Noor and Yaagob Jaafari
The Investigation of Fundamental Effects, Interest Rate, Exchange Rate and Inflation on Stock Return of 57
Banking Sector in Indonesia Stock Exchange. Ridwan Nurazi
The Economic Growth Convergence Analysis of ASEAN+3 Countries and the Factors that Influence the 67
Economic Growth. Manda Khairatul Aulia, Wiwick Rindayati
Analysis of the Sragen Local Government Organizational Capacity. Agung Riyard, Widojono, Muzakar Isa 74
Volatility of Food Price and its Influencing Factors in Indonesia. Arini Hardjanto, Yusman Syvaukat, Bonar M. 83
Sinaga
A Study of Sumatra Corridor Development to Implement “Masterplan for Acceleration and Expansion of 92
Indonesia Economic Development” and AFTA 2015. Ma mun Sarma, Sugeng Budiharsono, Ahmad Yani
The Impact of Asean Economic Community (AEC) on Foreign Direct Investment. Darma Rika Swaramarinda, 101
{chmad Fauzi
Hong Kong's Accession to ACFTA: Will it Benefits ASEAN?. Jamal Othman 110
Surfing the Waves of Asean Economic Community: Spillover Effect of Financial and Commodity Markets 125
Aamong Asean Countries. Hawati Janor, Ruzita Abdul Rahim. Ahmad Raflis, Ehsan Hossenidoust, Roslan
laafar
The Analysis on Education Inequality and Its Impact on The Economic Growth of Riau Province. M. O. Br 137
Tambunan, Sri Mulatsih, Sahara
The Impact of Technological Growth on Economic Performance in Indonesia. Hery Ferdinan 144
Analysis of the Leading Sectors and the Factors Influencing Employment in East Kalimantan. Farah Meiska 151
Wijava, Yeti Lis Purnamadewi
Anomaly of Capital Market: Public Holidays and Religious Holidays. Danang Adi Putra, Eddy Suranta, Rini 163
Indriani
The Influences of Expenditure Development and Labor Force to the Economics Growth in Bengkulu Province. 176
Handoko Hadiyanto
Foreign Shocks, Monetary Policy, and Macroeconomic Fluctuations in a Small Open Economy: A SVAR Study 181
of Malaysia. Zulkefty Abdul Karim
The Effect of Social Security Income and Saving on Labor Supply of Elderly in Indonesia. Ratu Eva Febriani 195
Sharia Economic and Finance 203
The Contribution of Classical Muslim Scholars on the Theories of Economic Growth. Tubagus Thresna 205
Irijanto, Mohd. Azlan Shah Zaidi, Abdul Ghafar Ismail
The Applicability of Islamic Commercial Law in Activating Idle Agricultural Land in Malaysia. Muhammad 222
Hakimi Bin Mohd Shafiai
Islamic Discretionary Funds and Conventional Discretionary Funds. Sulaeman Rahman Nidar I[snaeni 231

Zulkarnaen

Tawarruq Deposit with Wakalah Principle: An option That Triggers New Issues. A4bdul Ghafar Ismail, Nik 235
4bdul Rahim, Nik Abdul Ghani, Mat Nor Mat Zain

147" MIICEMA Conference, ASEAN Economic Community 2015: Issues and Challenges v
her 9-10% 2013, Bogor, Indonesia




The impact of Displaced Commercial Risk on Financial stability in Islamic Banking Institutions. Noraziah Che
Arshad, Roza Hazli Zakaria, Ahmad Azam Sulaiman @ Mohamad

Market structure, Competitiveness and Challenges to develop Halal Industry in Malaysia. Mohd Ali Mohd
Noor

The Perception of Tax Payers on Tax Knowledge and Tax Education with Level of Tax Compliance: A Study
the Influences of Religiosity. Mohd Rizal Palil, Mohd Rusyidi Md Akir, Wan Fadillah Bin Wan Ahmad

Agribusiness and Entrepreneurship

The Impacts of Increasing Soybean Price on Tempeh Industries Performance at Citeureup Village. Bogor. Tita
Nursiah, Nunung Kusnacdi

Competitiveness of Indonesian Sweet Potatoes in International Market. Netti Tinaprilla, Riana Avu
Wulandari

The Relationship Between Goal Attainment and Intention to Remain in a Franchise System in Malaysia: A
Discovery of Entrepreneur’s Goal Attainment Theory. Mohd Hizam Hanafiah

The Structural Model of Entrepreneurial Intention among Economic Students. Mumuh Mulvana, Yulia
Nurendah

Corporate Social Responsibility: A Study of Indonesian Consumer. Maryono, Jun-Yen Lee
Are We Ready to Strengthening the Supply Chain Security? A Case Study in Port Klang. Najmi Mohd Radzi

Does Social Capital Influence Empowerment? Evidence from Passion Fruit Farmers. Kustoro Budiarta,
Thamrin, Andri Zainal

“Why Don’t We Implement the ‘Getting Price Right’ for Horticulture and Beef C ommodity Price? (An Idea for
Food Products Price Act)”. Dina Nurul Fitria, Harianto

Optimization and Risk Management Model Analysis in Distribution Channels Highlands Vegetables Supply
Chain in Agam regency, West Sumatra. Yuviani Kusumawardhani, Alim Setiawan, Lindawati Kartika, M
Syamsun, Anggraini Sukmawati

The Institutional Roles in Improving Farmer’s Creativity and Innovation in the System of Integrated Farming
in Gapoktan Silih Asih, West Java. Diana Lestari Ningsih, Amzul Rifin

Management of Household Food Security in Rural Poverty. Ahmad Mardalis, Imron Rosyadi

Autonomous Empowerment Model for Farmers to Actualize Regional Food Security. Didit Purnomo,
Maulidyah Indira Hasmarini, Zainal Arifin

An overview of Development and Obstacles of Small and Medium Enterprises (SMEs) in Bengkulu Province.
Muhamad Abduh, Benardin, Effed Darta

Subjective Risk Expectations, Risk Attitude and Investment Plan: The Case of Oil Palm Smallholders in
Indonesia. £ko Ruddy Cahyadi

Business Development of Papaya by Cultivating on Sub-optimal Field in Indonesia: A Solution to Fruit-import
Restriction. Anna Fariyanti, M. Firdaus, Yayah K. Wagiono, Heri Harti, Endang Gunawan

The Relationship Between Innovation, Competitiveness, Risk, Policies. and Economic Growth in Broiler
Farms. Burhanuddin, Harianto, Rita Nurmalina, Rachmat Pambucdy

An Innovation Model in New Institutional Economics Perspective in Plantation Agribusiness. Dina Nurul
Fitria, Harianto

Superior Farmer Competence Model in Forming the Capacity Building of Highland Vegetable Farming in Karo

District, North Sumatra. Raysah Yunita Rahma, Alim Setiawan, Lindavwati Kartika M Svamsun, Anggraini
Sukmawati

Family Entrepreneurship as a Solution to Face the Challenges of Economic Hardship of Indonesia. Megawati
Simanjuntak

Transforming Entrepreneurs Into Social Entrepreneurs: The Case of Turk ey. Mohammed Zain Bin Yusof,

Mohamad Abdul Hamid, Ibnor Azli Bin [brahim

Analysis of Spatial Consentration and Agglomeration Factor of Manufacturine Ind siry in Western Region of
Indonesia. Meilani Putri, Wiwiek Rindayati

Agro Industry Downstreaming through Tax Export and Product t¥ Increment Policies on Primary Export
Commodities. Lestari Agusalim, Rina Oktaviani, Lukyianar 4nes

267

317

365

372
380

402

410

Vi

4 354N Sconomic Community 2015: Issues and Challenges

= s -




Factors Influencing E-Commerce Use by Micro and Small Enterprises of Agribusiness in Indonesia. Fitri, 480
Heny K Daryanto

Enterprise Resource Planning. dnton Arisman 488

Competitiveness Analysis of Indonesian Herbal Products in Dealing ASEAN Economic Community. Eka Intan 492
Kumala Putri, Amzul Rifin, Novindra, Asti Istiqomah

Accounting and Finance 503

Analysis of Corporate Governance Mechanism and Earnings Management: Short Term and Long Term Accrual 505
Models. Wiyadi, Sutanta

Corporate Governance Mechanism and Earning Management with Integrated Model. Rina Trisnawati, Suleksi 516
Ekawati

The Effect of Earning Management on Corporate Social Responsibility and Going Concern Opinion. Suwandi 526
Ng, Sam Ronald

Supervisory Board and Audit Quality Post Revised Code of Corporate Governance: The Case of Indonesia’s 540
Listed Companies. Zaitul

The Effect of Social Security Incom and Saving on Labor Supply of Elderly in Indonesia. Ratu Eva Febriani 547
The Impact Corporate Governance Quality, Institutional Ownership on Firm Value and Risk Taking Behavior. 554
Trivono

[nfluences of Risk Management to Firm Value. Ariane Satri Andina, Rini Indriani. Eddy Suranta 563
The Analysis of Bearish and Bullish by Using Candlestick Analysis Evidence of Jakarta Composite Index 575
(1997-2013). Berto Usman

Leverage and Corporate Demand for Insurance in Malaysia. Mohamad Abdul Hamid 583
Effect of Profitability and Investment Opportunity Set of Cash Dividend Policy with the Liquidity and Leverage. 589

Avu Martazela, Fenny Marietza, Pratana Puspa Midiastuty

The Effect of Understanding of Tax Accounting, Service Quality of Tax Officers, Awareness of Taxpayers 601
and Transparency in Taxation toward Obedience of Corporate Taxpayers in Bengkulu City. Sriwidharmanely,
Darman Usman, Emilda Sulastri

Does Income Gap Matters for The Household Debt Accumulation?. Mohd Afzanizam Abdul Rashid, Tamat 611
Sarmidi,Nor Ghani Md Nor, Abu Hassan Shaari Md Noor

Financial Performance of Local Government, LKPD Obtaining WTP Opinion, and Cause Controversy Decision 617
in the Province Bengkulu. Kamaludin, Fachruzaman

The Effect of Reputation, Ethics and Self Esteem on Budgetary Slack with Locus of Control as a Moderating 626
Variable. Lisa Martiah Nila Puspita, Etika Yessianti

The Effect of Firm Size, Debt to Equity Ratio to Profitability with Earnings Growth as Moderating Variable 634
on The Firm of Real Estate Listed in Indonesia Stock Exchange. Danang Adi Putra. Madani Haita, Pratana

Puspa Midiastuty

The Role of Management Accounting and Control Systems for Manufacturing Companies. Lukluk Fuadah 644
Sense-making in Content Analysis: A Research Note on Narrative Intellectual Capital Information Disclosure 650

in Annual Reports. Mara Ridhuan Che Abdul Rahman

Human Resources Management 659
The Influences of Leadership Role, Motivation and Employees Commitment Toward Employee’s Performance 661
at the Department of Mines and the Energy of North Bengkulu District. Praningrum, Melva Hero, Syaiful
imwar
The Relationship between Transformational Leadership Characteristic, Organizational Commitment, and Job 673

Satisfaction of The Employees of Four State-Owned Banks in Pontianak, West Kalimantan. //zar Daud

Comprehensive Performance Measurement Systems as a Process of Role Clarity and Psychological 680
Empowerment: How They Can Reduce Job Tension and Improve Managerial Performance. Fransiskus E.
Daromes

A Model of SMEs Performance Improvement Through the Development of Human Capital and Social Capital. 699

inggraini Sukmawati, Lindawati Kartika, M Svamsun, Fauzan Zamahsyarie

MIHCEMA Conference, ASEAN Economic Community 2015: Issues and Challenges Vil
107, 2013, Bogor, Indonesia


MA
Rectangle


THE IMPACT CORPORATE GOVERNANCE QUALITY, INSTITUTIBAL OWNERSHIP
ON FIRM VALUE AND RISK TAKING BEHAVIOR

Triyono
Muhammadiyah University of Surakarta
Email: triyonomajid@yahoo.com atau triyono@umsdic.i
Abstract

The study aims to analyze the effect of corpogateernance quality and institutional
ownership on value of firm and risk taking behavio€orporate governance quality is the
ranking of good corporate governance by Indonelsiatitute for Corporate Governance (lICG).
The firm value is measured by price to book valBB\() and risk taking behavior (RISK) is
measured by stadard deviation of monthly stockepric

The sample of firm is obtained from the annual re@d good corporate governance
rating by IICG for the year 2008-2012. The datzafiected use pooled data from Indonesian
Capital Market Directory and Yahoo Finance. Thdtipke regressions models are applied to
test the effect of corporate governance qualitstitutional ownership and various financial ratio
on firm value and risk taking behavior.

The result showed the quality of good corporateegoance has a positive effect on firm
firm value and negative effect on risk taking bebavimplication of this study indicates that
guality of good corporate governance is importagtedninants to firm value and risk taking-
behavior, and good signal for potensial investaoe. Tinstitutional ownership has not effect on
firm value and risk taking behavior. Implicationt tbese findings support the hypothesis of
strategic alignment and conflict interest hyphoibes
Keywords. Corporate governance quality, firm performance, firmvalue, financial risk.

1. INTRODUCTION

Corporate Governance has become an interesting issued¢gahvch. Corporate governance
can be defined as an arrangement of rules that défaeelationship between shareholders,
managers, creditors, government, employees, and ihtrdaxternal stakeholders to another in
accordance with the rights and responsibilities (FCGI320Reasey and Wright (1993) argued
that corporate governance has two major dimensions. Hmehitoring of management
performance and assure accountability of managementhaoel®lders that emphasized
accountability. Second, the corporate governance #si@use, governance mechanisms and
processes motivated the behavior of managers to iradsaginess prosperity and corporate.
The effectiveness of corporate governance should \evaistitutional investors, insider and
outsider board of directors, executives with incentivesbasalaries, board committees, auditing,
market for corporate control and others. The effecégenof corporate governance can
encourage managers to invest in projects that have idvposet present value. Brown and
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Caylor, (2006) provided evidence that the betteregoed companies have better operational
performance.

McKinsey and Co. (2002) conducted a survey and shdh&dinvestors tend to avoid
companies with poor predicate in corporate governahoeestor give attention to good
corporate governance (GCG) as great as the intergbieofompany's financial performance.
Investors believe that companies that implement good catggovernance practices attempted
to minimize the risk, thus improving the performance of games and ultimately maximize the
value of the company. Therefore, the purpose of catpogovernance is not only the
implementation of good corporate governance practicésalso increase the value of the
company. (BPK Team, 2003).

Many studies have documented that there are a positatoonship between corporate
governance and company performance (Brown and €2§09; Chen et al., 2008; Chalhoub
2009; Humera et al. 2011). Research on the effectbgeokcorporate governance has also been
carried out in Indonesia, examples: Midiastuty and Maad#d@003), Veronica and Bachtiar
(2004), Wedari (2004), and Wilopo (2004), Boedion@0®), Veronica and Utama (2005) .

Pound (1988) examined the effect of institutional ownersimpcorporate performance
and proposed three hypotheses about the relationshipdreimstitutional shareholders and firm
performance, namely: The Efficient Monitoring Hypotheékhe Strategic Alignment and The
Conflict of Interest Hypothesis. The efficient monitoring hiyy@sis reveal that individual
investor or an insider with a minority of share owngrdrave a tendency to use or borrow the
voting power held by the majority of institutional shadeleos to oversee management
performance. In this case the majority of institutional esship will be in favor of the interests
of minority shareholders because of a common interespecially in terms of economic
incentives either long-term (dividends), and short-ternndainal stock returns). This action
resulted in an increase firm value, demonstrated by thenrgere prices in the capital market.

The second hypothesis is the Strategic Alignment Hypothesisontrast to the first
hypothesis, the hypothesis states that the majority otutishial ownership has a tendency to
compromise with the management and ignored the inter@sinofity shareholders. Assumption
that management often take actions or policies are niomalpand leads to personal interests,
resulting in a strategic alliance between the majority dftutenal investors with management,
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responded negatively by the market. This resultimgsact on decrease of stock price in the
capital market.

The third hypothesis is a Conflict of Interest Hifpesis. This hypothesis basically has
the same concept with the second hypothesis, theritgeof institutional investors' tendency to
reduce conflict through compromise and alliancehwitanagement. In line with the second
hypothesis, the hypothesis predicts a negativaioakhip between institutional ownership on
firm value. The third hypothesis gives instructicseparately the positive and negative effect
between institutional ownership and corporate parémnce.

Some studies focus on the effect of institutionalnership on firm performance.
McConnell and Servaes (1990) find that the proparbf institutional ownership is positively
associated with the firm Tobin Q. Several othedigtsi found similar results (eg, Cornett et al
2007;. Elyasiani and Jia 2008). Institutional irtees are often considered to have the ability to
actively monitor for maximizing the value of equityvestments in companies (Chen et al.,
2007)

The purpose of this study was to analyze the efiéthe quality of corporate governance,
institutional ownership with the value of firms,dathe risk of stock investing. This article is
organized as follows: The first section is the adtiction that later literature review in section
two. Research design is described in the third@®cResults and discussion sections are shown

in the fourth and final section is the conclusilimjtations and rekomendation of the study.

2. LITERATURE REVIEW AND HYPHOTHESISDEVELOPMENT
Corporate Governance at | ndonesia.

The corporate governance is a tool, mechanismsuacktures that are used to check the
behavior of managerial self-serving, limiting opjmistic behavior of managers, improve the
quality of information companies and managing tekatrons between all parties so that their
interests can be accommodated in a balanced wal¢ [Bfam, 2005). IICG defines corporate
governance as the processes and structures dredajpprunning an enterprise with the main
aims of increasing shareholder value over the kemgn by taking into account the interests of
other stakeholders. Nine dimensions of corporateg@nce were the reference to assessments

by IICG includes a commitment to corporate goveceanboard governance, functional
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committees, boards of directors, transparencyirret of shareholders, role of other interested
parties, the integrity and independence (Swa sembad05).

There are several regulations relating to the implementationGodd Corporate
Governance issued by Bank Indonesia (Bl), the Cagditaket Supervisory Agency (Bapepam),
as well as Minister of State Owned Enterprises. Bank Indofeegailation No. 8/14/PBI/2006
concerning Amendment to Bank Indonesia Regulation Nu@déPB1/2006 on Implementation
of Good Corporate Governance for Banks and Lettel9N®/DPNP dated May 30, 2007 on the
Implementation of Good Corporate Governance for BaBlsk is obliged to implement the
principles of good corporate governance in all its bessnactivities at all levels of the
organization. Capital Market Supervisory Agency (Bapepang) the Jakarta Stock Exchange
(JSX) also require the existence of independent cosiomers and audit committees for all
listed companies. The Minister of State Owned Enterprides 117/2002 already requires the
same thing for the state enteprises. References abdogsheractices already widely available.
For example, through FCGI to reference best practicesskf management and the audit
committee as well as through the Indonesian Society @pkldent Commissioners (ISICOM)
to best practices for function and the role of independiesxttors.

In Indonesia, there is also a non-governmental org#oiz that every year made the
corporate governance practices ranking for public congs, namely The Indonesian Institute
for Corporate Governance (IICG). Ranking is doneetlasn a survey of practices on GCG and
produce scores Corporate Governance Perception (@&RI). But the participating companies
are low and suggest the existence of a public compaealjstance to openly assessed its
corporate governance practices.

Thelmpact of GCG Quality on Firm Value and Risk Taking Behavior

The relationship between corporate governanddian performance is not something that
is universally acceptable, although at this time there is spidad recognition that the
establishment of corporate governance can substantialgt afhareholders. Short et al (1999)
stated that the absence of strong evidence of the relatidmstween corporate governance and
the success and it is important to be recognized, althoughitheonfidence in good governance

can improve the company's prospects.



With corporate governance practices can measusalati the enterprise level, many
studies had found a positive relationship betweemparate governance and company
performance (examples, Klapper and Love, 2002wBrand Caylor 2004; Balck et al, 2005,
and Darmawati, 2005) . These studies demonstratduectly the usefulness of the rating
practices of corporate governance at the compargy leas been carried out in several countries,
including Indonesia.

Klapper and Love (2002) examined the relationship betwegporate governance and
performance of the company's in emerging capital mark€hey use two performance
measures, namely Tobin's-Q as a measure of the malkettion of the company and return on
assets (ROA) as a measure of operating performaneerebults showed a significant positive
relationship between Tobin's-Q and governance indicaibies.companies with better corporate
governance have higher market valuation. Other resultsvesh a significant positive
relationship between corporate governance behavior with. RO

Brown and Caylor (2006) examined the Gov-Score oerainal performance, firm
value and payment to shareholders. Gov-Score is aumgea$ corporate governance that is
based on 51 factors provided by Institutional Investovi€es (11S) which includes 8 categories:
audit, board of directors, charter / bylaws, direcemucation, executive and director
compensation, ownership, progressive practices arel atatcorporation. The results show that
firms with better governance are relatively more profitabyiere valuable and make a payment
of cash to shareholders.

Black et al, (2005) reported evidence that corpgyaternance is an important factor in
explaining the market value of Korean public compan{ésrporate Governance index of
companies listed on Korea stock exchanges in economia agmificant correlation with the
market value of the company. Market value of firmsxgd by Tobin's Q.

Darmawati., (2005) found that corporate governaaféects on the performance of the
company's operations that proxied by ROE. But corpogatvernance have not been able to
influence the market performance of companies that pitdxyeTobin's q. This may be due to
market response to the implementation of corporate gaveenzan not direct (immediate), but it
takes time. The sample used 53 companies listed on kiaetalé&stock Exchange in 2001 and
2002, which is included in the ranking of the applicationarporate governance by IICG.



Sayidah (2007) conducted a study that aimed to maihe effect of the quality of
corporate governance with the performance of puldiderprises. Quality of corporate
governance is measured by a score CGPI (Corporaver@ance Perception Index) issued by
IICG (Indonesian Institute of Corporate Governan€&®rformance of the company proxied by
profit margin, ROA, ROE and ROI. The results shdweat the quality of corporate governance
does not affect the performance of both companiegigd by profit margin, ROA, ROE and
ROI.

Adjaoud et al.,, (2007) examined the relationshigween scores governance and
company performance. They found that in generaletle no significant relationship between
scores governance with financial performance measauch as ROIl, ROA, EPS. While the
relationship between governance scores with thekeharalue have significant relationship.
Humera et al., (2011) examined the relationshipvbeh corporate governance and company
performance. Analyzed the performance of corpogateernance through Tobin's Q, while the
company's performance is measured by return onsa@3@A) and return on equity (ROE). The
results showed that the growth and leverage haeéationship with Tobin's Q. This means that
companies with good corporate governance haverhetéormance than companies with poor
corporate governance practices. Based on argunaditge, the research hyphothesis is as

follows:

Ha.1l: Quality cor porate gover nance has a positive effect on firm value.

Interconnectedness of financial problems and tla cendition of the company is a
crucial issue of financial decision analysis. Fitiahdecisions cause problems of financial
agency sometimes (Bajeux et al, 2003). Agency probl can be mitigated through good
governance by giving control to the lender throagfinancial decision and give control to the
shareholders through operational decisions. Ba¢bntext, changes in stock prices are signaling
information for managers to alter or adjust itatstgy (Neffati et al, 2011).

Financial decisions used of debt when associatéll the the conservative operational
decisions will lead to a decrease in dividend paysiebecause the company's costs are rising.
Chen and Jian (2007) found that the principlessparency of good corporate governance give
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information to lowers the risk of default. PiotdaRiera (2007) also found that there was a
significant negative effect between the qualitycofporate governance with the cost of debt.
Neffati et al (2011) found that good governancecpicas tend to reduce risk. But his research
also concluded that good practice is to have differeffects on different types of risk.
Researches in Indonesia, for example Riananin@€i09) also provide evidence that corporate
governance has an influence on bond rating. Basedarguments above, the research
hyphothesis is as follows:

Ha.2: Quality cor porate gover nance has a negative effect on risk-taking behavior.

The Effect of Institutional Owner ship on Firm Value and Risk Taking Behavior

The research related to institutional ownershipplessis on monitoring hypothesis. The
reason is that because of the high cost of mongoonly large shareholders such as institutional
investors have an incentive to monitor (Shleifed afishny, 1986). In addition, institutional
investors have the opportunity, resources, andtyalbd monitor and influence managers. Del
Guercio and Hawkins (1999) has found evidence stersi with the hypothesis that institutional
investors can force managers to focus more on trapany's performance and reduce
opportunistic behavior of managers.

McConnell and Servaes (1990) find that the propartbf institutional ownership
positively associated with the Tobin Q. Severakostudies found similar results (eg, Cornett et
al 2007;. Elyasiani and Jia 2008). Institutionalastors is often regarded as an active monitor
that seek to maximize the value of equity investimen companies (Chen, Harford, and Li
2007).

Relationship institutional ownership and corponageformance can be explained by the
hypothesis efficiency argumentation (Sundaramughgl., 2005). This hypothesis is sparated
into two arguments: the hypothesis superior inusstand active investors hypothesis.
Hypothesis superior said institutional investorsthwiarge holdings and are majority or
blockholder, generally have superior informationd aery active in monitoring activities. Even
this type of investor usually has a representatitie sits in the board of directors for the direct
oversight of management performance (Sundaramughwl., 2005). Investment orientation

leads to long-term incentives in the form of divids, so that institutional investors in this
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category are very concerned with the long-termgpedi of the company. Agreeing with superior
hypothesis, the magnitude of ownership providés@enonitoring more widespread, so as to
force the management to act in the best interdssbareholders (Sundaramurthy et al., 2005).
Superior hypothesis directly gives a positive imgdanstitutional ownership on firm value.
However, active monitoring actions will turn int@agsive and opportunistic at a greater
level of ownership. Greater voting power is oftesed to force management policies that take the
interests of investors majority and ignore the migoshareholders and ultimately ignore the
value of firm. The phenomenon shows similaritiegshwthe entrenchment hypothesis on
managerial ownership, and support the hypotheswstrategic alignment. Based on the above

description and  argumentation, the research  hypwthe is as  follows:

H3. Institutional owner ship has a effect on firm value.

Shleifer and Vishny (1997) argue that institutiomafestors, who acts as a fiduciary, has
a greater incentive to monitor management and catpopolicies. Effective monitoring of
institutional investors can reduce opportunistibideor management which leads to reduced
agency costs and lower cost of equity. This statemsesupported by Collins and Huang (2010)
who find that institutional ownership have a negatimpact on the cost of equity companies.
Roberts and Yuan (2009) find that institutional enship can reduce the cost of corporate debt.
This is due to effective monitoring by institutidnparties may encourage management to
improve company performance.

Fidyati (2004) explains that institutional investéo spend more time to conduct investment
analysis and they have access to information thaba costly acquisition for other investors.
Institutional investors play an active role in corgte governance by reducing the level of risk of
the portfolio companies in which they invest thrbugffective management oversight. Roberts
and Yuan (2009) indicate that institutional owngrstan reduce the cost of borrowing due to the
large institutional ownership provides incentivesonduct surveillance or stricter monitoring of
the management that encourages management to ienph@ company's performance, thus
making the risk of company becomes smaller. Basedhese argumentation, the research

hyphothesis is as follow:



H4. Institutional owner ship has a effect on risk-taking behavior.

3. RESEARCH DESIGN

Sample and Data Collection

The sample in this study used all companies ¢ém&¢r CGPI score ratings by IICG. The
samples in this study were 96 who entered ratingCGil 2008-2012. While financial data is
taken from ICMD and yahoo finance. Data collectizas done by using documentation.

Variables of research and ooer ational definitions.

1. The dependent variable in this study is the valuéhe company and the risks taking
behavior. Firm value is measured by price-to-boalu® (PBV). Risk taking behavior
variables used market risk as measured by stamigadtion of monthly stock returns.

2. Independent variable in this study is the qualitgarporate governance and institutional
ownership. Quality of corporate governance is @dxby scores CGPI (Corporate
Governance Perception Index) developed by IICG. IC&fRle score used is 0-100.
institutional ownership is measured by proposrsi sbares outstanding owned by
institutions.

3. Control variables are used the growth of the camgp amount of assets, and
profitability. The company's growth is measuredshies growth, the amount of assets is
measured by natural log of total assets, (LnTA} wariable profitability is measured
by the ratio of profits to total assets (ROA).

The AnalysisMethod

The analysis techniques in this study used multgdgession models. Regression equation is
used as follows:

Model 1 : PBVi =a + B1IGCG; + B2INST i + B3GSALE + B4 SIZE; + B5SROA ¢t + Uit
Model 2 : RISKj; = a + B1IGCGj; + B2INST i + B3GSALE + B4 SIZE; + B5ROA: + Wit
where :

PBV = price to book value to firmi at time t.



RISK i = Standar deviation of monthly stock return tditm i at time t.
CGPI;y = good corporate governance index to firnt tirae t.

INST; = proportion of institutional ownership torfii at time t.
GSALE; = sales groth to firmi at time t.

SIZE; = Log natural total asset to firm i attimet
ROA =Return on asset ratio to firmi attime t.
M it = error term to firm i at time t.

Before use interpretation, the model will be testedn the classical regression
assumptions which include, normality test to K-Sstte autocorrelation test to Durb
autocorrelation in Watson test, multicollinearigst to tolerance value and variance inflation
(VIF) test, and heteroscedasticity test with @Gejest (Ghozali, 2005)

4., RESULT AND DISCUSSION

Table 1 shows the descriptive statistics of theéa.dBhe results showed that the average
score of CGPIl is of 80.27, which means corpogateernance in good category. The average
PBV is of 2.67 which indicates that the market @rilse is above of the stock book value, but a
high standard deviation. This shows that the PBMmanies as sample are varied. The average
variable risk taking behavior (RISK) is of 13.9@iah indicate that the average company's stock
price increase of 13.96%, but the variation in lst@turns fluctuate with a standard deviation of
9.09%. Average institutional ownership (INST) i§68.72 which means that on average 63.72%
of outstanding shares owned by institutions. Avera§ growth companies (GSALE) is of
21.30, which means that the company's sales grimtdithe sample average of 21:30%, but the
standard deviation is uneven due to sales growth2d5 exceeds the average. Asset size is
almost the same, ie the average of 17.02 with adatd deviation of 1.82. Profitability as
measured by ROA shows an average 7.59 with a sthreviation of 8.19. This means, the

company's profitability as samples are very vaaitil uneven.
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Table 1. Descriptive Statistics

Std.

N Minimum | Maximum Mean Deviation
PBV 96 .32 11.02 2.6770 1.85929
RISK 96 .57 67.07 13.9637 9.09294
CGPI 96 57.73 91.91 80.2684 7.36142
INST 96 5.26 100.00 63.7195 19.21083
GSALES 96 -26.44 97.96 21.2974 22.65403
SIZE 96 11.79 20.13 17.0159 1.81873
ROA 96 .08 36.87 7.5909 8.18578
Valid N (listwise) 96

Assumption Regression Test

Normality test

One way , the normality test of the distributiontbé data used the K-S test technique on
unstandardized residuals. Results of the analgsghawn in table 2 below. Based on the value
of the Kolmogorov-Smirnov that the two models wagemal distribution. It is evident that the
value of both models asymp sig above 5%.

Table 2. One-Sample K olmogor ov-Smirnov Test

Unstandardized| Unstandardized
Residual Model 1 Residual Model 4

N 96 96
Kolmogorov-Smirnov Z .783 1.180
Asymp. Sig. (2-tailed) 572 123

a. Test distribution is Normal

Autocorrelation test
Autocorrelation occurs when potentially confounduagiables correlated over time. The
occurrence of an event correlation for a periotmé may affect the incidence in the next time
period. One of the famous the autocorrelation teed widely use was the Durbin-Watson test
(d). Durbin-Watson test results with a 95% confrokelevel are presented in Table 3.

Tabel 3. Result of Autocorrelation Test

Model D-W test d 4-du Conclussion
Model 1 1.798 1.721 2.279 No autocorrelation
Model 2 1.825 1.771 2.229 No autocorrelation




Multicollinearity test
Multicollinearity occurs when explanatory variablkesongly correlated with each other.

Multicollinearity can be tested by calculating tieéerance and variance inflation factor (VIF). If
the tolerance value is more than 0.1 and VIF leas L0, then there are no multicollinearity. The
calculations show that the both models are used fflom multicollinearity problems.

Table 4. Result of Multicollinearity Test

Model 1 Model 2
Variable
Tolerance VIF Tolerancel VIF
CGPI .664 1.505 .664 1.50b
INST .852 1.174 .852 1.174
GSALES .904 1.106 .904 1.106
SIZE .704 1.420 .704 1.420
ROA 924 1.082 .924 1.082

Heter ocedastisity Test
Assumptions of linear regression states that teeror term variable in the regression
equation is a constant variance. One techniqueestoheteroscedasticity is a Glejser test. If the
independent variable significantly affects the @it®o residual is indication of
heteroscedasticity. Based on the results in tabthat there were no heteroskedasticity for both
models at the 5% significance.
Table 5. Result of Heter ocedastisity Test

Variable Model 1 Model 2
B Sig B Sig

(Constant) 2.279 521 22.446 .054
CGPI -.047| .564 -.225 207
INST -001| .260 .067 .502
GSALES .005| .070 .00 779
SIZE 119 170 -.262 511
ROA .069 | .835 .067 169
F-test 727 1.220
Sig. F-test .607 122
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Resear ch Finding and Discussion

The results analysis based on both models aremezsin table 6 below. The results of
F test of 9,980 for model 1 and sig F test of BisTmean that and the independent variables
CGPI, INST, GSALE, SIZE and ROA explain the dependariable PBV are statistically fit.
This result is supported by the value of Adjusteddgrare at 0.321 although low. The variation
of change variable dependent (PBV) can be expldnyevariation of changes five independent
variables as 32.1% and the remaining is explaimedther variables not included in the model.
This suggests that the statistical model 1 cansled tor interpretation.

The t-test results of model 1 as shown in Tablegh@t the partial variable CGPI has
positive effect on PBV at 10% significance levehis means that the first hypothesis of the
study supported, so the quality of corporate gomece has a positive effect on firm value.
Variable institutional ownership (INST) has no stiatally significant effect on firm value. This
means that the second hypothesis could not be geppo

Table 6. Result Regression

Model 1 Model 2

Variable

B t Sig B t Sig
Constant 2.320 1.162 248  41.459 3.716  .000
CGPI .049| 1.880 .063 -.465 -3.177  .002
INST .002 .270 .787 .024 48b  .629
GSALES .005 .718 475 .018 440 661
SIZE .209| 2.026 .046 .370 .643 522
ROA 135| 6.752 .00Q 214 1.919 .05%8
Adjusted R

321 114
Square
F test 9.980 3.434
Sig. F test .000 .007

All the control variables have effect the valuetloé firm, unless the company's growth

variable but has the right direction. The SIZEiafale with a positive and significant sign,
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means the greater SIZE will enhance firm valuee TROA variable is also significant positive
effect on firm value, mean the higher ratio ofpmrate profits will increase firm value.

The results of F test model 2 as 3.434 and s@anfie at 0.007, mean the model 2 with
the dependent variable RISK and the independenéblas CGPI, INST, GSALE, SIZE and
ROA are statistically fit. However, the Adjusted dquare relatively small value of 0.114,
meaning that the change variations variable RIS& de explained by the five independent
variables and the remaining 11.4% is explainedthgrovariables not included in the model.

The t-test results for model 2 as shown in tableT®e variable CGPI has a negative
effect on the RISK at 5% significance level withcaefficient of -0.465. This means that
successfully supported the third hypothesis, thatduality of corporate governance negative
effect on risk-taking behavior. The variable INB3s no statistically significant effect on RISK,
so the fourth hypothesis that istitusional owhgrsias effect on risk-taking behavior could not
be supported. All the control variables are diaafly no effect on risk-taking behavior, except
ROA variable positively influences risk-taking beta at 10% significance level.

Based on the test results found that the qualityooporate governance affects the value
of the firm and the results of this study consisigtin previous research, eg. Klapper and Love,
(2002); Balck et al, (2005), Brown and Caylor (2p0O6ut also inconsistent, for example by
studies Darnawati (2005). The results support fiats with better corporate governance have
better corporate performance (Brown and Caylor,620Besides, the results of this study also
indirectly demonstrates the usefulness of the gatiof corporate governance practices at the
company level has been done in some countries.

When the quality of corporate governance associattdrisk-taking behavior was found
also had a negative effect. The results are camtistith Chen and Jian (2007), Riananingsih
(2009) and Neffati et al (2011). The results oSthtudy provide evidence that the quality of
corporate governance can reduce the risk. The ¢atpdn of these findings that investors
perceive the firms with good governance has redstilow on the stock price volatility.

The institutional ownership has no effect on thek-taking behavior. These findings
support the possibility of strategic alignment hymsis proposed by Pound (1998). This
hypothesis states that the majority of institutidngestors have a tendency to compromise with

the management and ignored the interest of minatiareholders. Management often take
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actions or policies that are non-optimal and lemdpersonal interests, resulting in a strategic
alliance between the majority of institutional ist@s with management responded negatively
by the market. The third and four hypothesis atesapported and may be because the majority
of the public companies in Indonesia are still milg owned company so that the monitoring by

institutional parties have not an influence orestor decisions.

5. CONCLUSIONS, IMPLICATIONSAND LIMITATIONS.

This study aimed to examine the effect of the dquadf corporate governance and
institutional ownership with the company and th&ugeof risk-taking behavior. The test results
showed that the quality of corporate governancecssffirm value and risk-taking behavior.
Results of this study contribute to the companyékeholders that the quality of corporate
governance provides a signal to the performanceiaksl of the company.

Implications from the findings that the quality@dod corporate governance will provide
a signal to stakeholders and potential investaake®iolders and potential investors to reduce
the investment risk can immediately adjust thertfplios with the signal from quality of
governance. Implications for managers is to alwegyprove the quality of governance to
influence market perceptions associated with tmepany's performance and risks

Institutional ownership has not been able to erice the value of the company as well as
risk-taking behavior. It can be caused due to tregonty of types of public companies in
Indonesia is still a family owned company that thenitoring by the institutional investors are
less likely to affect the decision. Implicationgsle findings is support the hypothesis of strategic
alignment and conflict hyphothesis interest. Beeausstitutional ownership belongs to the
family then has a tendency to compromise and redoodict with management, resulting in
less impact on the market.

This study has several limitations : 1) the sanusked in this study are less representative
because it only includes companies that have a guerhge score of GCG, 2) the results of this
study can not be generalized due to the samleteldrsample and not random, 3) this study did
not include influence of type of industry that neffect the implementation of GCG.

For further research is recommended to add thelsasopas to distinguish the effect of

quality corporate governance on firm value as \asllthe risk taking behavior for companies
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with good corporate governance score of high, rmacind low. The effect of control variables
on the firm value and risk taking behavior were nohsistent, then for future research may
consider other variables, such as type of industng, the level of liquidity of the company. In
addition to further studies need to consider theeafsvariable of value firms with Tobin's g and
variable risk use of the various types of risk, efm financial risk, operational risk, or
systematic risk.
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