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Abstract

The present study analyzed the influence of implementing Rural Bank governance on the
financial performance of Rural Banks in Central Java and the Special Region of Yogyakarta. The increase
of Rural Bank's business followed by expansion of services might increase the risk in performing Rural
Bank's activities. Thus, the implementation of governance is assumed to be essential to improve the
performance of Rural Banks, protect stakeholders, increase compliance with provisions and ethical values
that generally apply in banking. The research sample involved 305 Rural Banks in Central Java and
Yogyakarta. The data analysis technique employed multiple linear regression. The results of the study
included: First, in the 2017-2019 period, as the implementation of Rural Bank governance, the Board of
Directors has a positive influence on Rural Bank's financial performance, but in the 2020-2021 period the
Board of Directors has a negative influence on Rural Bank's financial performance. Second, as an
implementation of Rural Bank governance, the composition of the Independent Board of Commissioners
has a negative influence on Rural Bank's financial performance in the 2017-2019 period as well as the
2020-2021 period. Research limitations include: First, this study had an adjusted R? value below 35%.
Future research should add other Rural Bank governance implementation variables such as the number of
directors. Second, this study involved a limited sample of only Rural Banks in Central Java and the
Special Region of Yogyakarta. Future research should expand the scope of Rural Banks outside Central
Java and the Special Region of Yogyakarta. Third, this study was still limited to Rural Banks and does
not yet cover other financial institutions in the regions. Future research should consider other financial
institutions such as commercial banks.
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Introduction

As a form of microfinance, Rural Bank is one of the important strategies in efforts to improve
people's welfare. Rural Bank is a business entity that collects funds from the public in the form of savings
and distributes them in the form of credit or other forms as an effort to improve the standard of living of
the general public conventionally or according to sharia principles whose activities do not provide
payment traffic services (Arslan & Algatan, 2020; Galal, 2017). Based on Indonesian Banking Statistics
released by the Financial Services Authority on December 31 2021, the number of Rural Banks and Rural
Islamic Banks in Indonesia was 1,632 Rural Banks/Sharia Rural Banks with details of: 1,468 Rural
Conventional Banks and 164 Rural Islamic Banks.

Despite the development of Rural Bank from year to year, it still leaves several problems that
need to be fixed. In the midst of intense competition in the financial services industry, Rural Bank grew
with various problems including limited Human Resources (HR), limited capital, and increased
competition between the financial services industries (Mandala et al., 2018; Tunay & Yuksel, 2017).
Internal factors such as capital and human resources greatly influence the development and improvement
of Rural Bank's financial performance (Firmansyah et al, 2021; Sapci & Miles2019; Donou-Adonsou &
Sylwester, 2017).

The sustainability of Rural Banks in Indonesia is determined by internal factors consisting of
governance, business models, capital, infrastructure and human resources as well as external factors such
as the business environment, competition and macroeconomics (Trinugroho et al, 2018). Hamada's
research (2010) involving 1,104 Rural Banks stated that based on empirical results, bank loans from other
commercial banks (linkage programs) made a positive contribution to credit expansion and increased
Rural Bank ROA. Based on core capital ownership, Conventional Rural Banks are grouped into 3 (three)
BPRKU (Rural Banks based on Business Activities) consisting of: BPRKU 1 which is Rural Bank with
core capital of less than IDR 15 billion, BPRKU 2 which is Rural Bank with core capital at least IDR 15
billion to IDR 50 billion, and BPRKU 3 which is a Rural Bank with core capital of at least IDR 50 billion.
The Rural Bank grouping influences the business activities that can be carried out or developed by a
Rural Bank.

Increasing the Rural Bank's business followed by expansion of services can increase the risk of
Rural Bank's performance. Thus, the implementation of governance is assumed to be crucial to improve
the performance of Rural Banks, protect stakeholders, increase compliance with provisions and ethical
values that apply in banking generally (Nuraeni, 2018). To strengthen Rural Banks, the Financial Services
Authority issued OJK Regulation (POJK) No: 4/POJK.03/2015 dated 31 March 2015 concerning
Implementation of Governance for Rural Banks. The impact of OJK Regulations related to governance is
that Rural Banks must fulfill human resources in their respective organizational structures. BPRKU 1 and
BPRKU 2 must have 2 (two) members of the Board of Directors and 2 (two) members of the Board of
Commissioners. BPRKU 3 is required to have 3 (three) members of the Board of Directors and 3 (three)
members of the Board of Commissioners. In addition to this, Rural Bank is required to appoint a member
of the Board of Directors who oversees the compliance function.

Research conducted by Spong & Sullivan (2007) found that the governance process in banking is
a complex framework. The governance framework involves shareholders, board of directors, managers
and other employees. Share ownership by the Board of Directors and the managers employed have a
positive influence on bank performance. Adams & Mehran (2012), who conducted research on 35 bank
holding companies, held a different opinion by suggesting that the number and composition of members
of the Board of Directors had no significant relationship with company value as measured through Tobin's
Q. Research by Rahman & Islam (2018) conducted on 17 Commercial Banks in Bangladesh revealed that
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the Board of Directors has a positive and significant influence on ROA, ROE and EPS. The objective of
this study is to examine whether the Board of Directors and the composition of the Board have a
significant influence on Rural Bank's financial performance. This research is expected to contribute to the
development of Rural Bank management through its evaluation regarding the implementation of
governance provisions and their impact on Rural Bank financial performance. Thus, regulation by the
authorities and management of Rural Bank by management can complement each other to create a
healthy and competitive microfinance industry.

Conceptual Framework

The conceptual framework and research hypotheses are presented in Figure 1 below:

Governance

Board of Directors HA
Rural Bank
Financial Performance

Composition H2

[ size || Capital |
[ [ mRrR_]

Figure 1. Conceptual Framework

The Board of Directors is part of the executive management of a company that is assigned and
responsible for formulating policies, establishing strategies, and overseeing the company's operational
activities (Hoque et al, 2013). Previous research related to governance conducted by Utama & Musa
(2011) found that Corporate Governance practices have a positive influence on bank performance.
Evidence from another study conducted by Andres & Vallelado (2008) regarding the influence of the size
of the Board of Directors, which is a governance proxy for bank performance, shows that the size of the
Board of Directors has a positive influence on bank performance.

Hoque et al (2013) conducted a study of 25 banks in Bangladesh listed on the Dhaka Stock
Exchange (DSE) and found that board members have a positive and significant influence on bank
performance as measured by ROA. In line with this research, Rahman & Islam (2018) argued that the
number of the board of director members has a positive and significant influence on ROA, ROE and EPS.

H1: In implementing the provisions of Rural Banks governance, the Board of Directors has a positive
influence on the Rural Bank's financial performance

The implementation of governance provisions for Rural Banks also regulates the fulfillment of
Independent Commissioners in the organizational structure. Independent Commissioners for Rural Banks
with a minimum core capital of IDR 50 billion are required to have at least 1 (one) Independent
Commissioner. Meanwhile, Rural Banks with core capital of over IDR 80 billion are required to have
Independent Commissioners of at least 50% of the total number of members of the Board of
Commissioners. Share ownership by executive management may influence the development policy
direction of Rural Bank, so that the Independent Board of Commissioners is expected to carry out more
objective oversight.

An independent Board of Commissioners who has no financial and family relationship is
considered to have a more effective influence in supervising Rural Bank's operational activities. This
principle requires the management of Rural Bank to act independently according to their roles and
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functions without pressure from any party that is not in accordance with applicable regulations or benefits
certain parties. Rahman & Islam (2018) found that the composition of the board as indicated by the
number of independent and non-independent directors can affect bank performance.

H2: In implementing the provisions of Rural Bank governance, the composition of the Board has a
positive influence on the Rural Bank's financial performance

Research Methodology

This was an empirical quantitative study using secondary data in the form of historical reports of
the financial performance of Rural Banks which had its head office in Central Java and the Special
Region of Yogyakarta. The data was obtained from the publication of financial reports recorded on the
websites of Bank Indonesia and the Financial Services Authority. The periodization of data used the
Publication of Financial Statements from December 2017 to December 2021. Data processing was
divided into 2 (two) periods, namely 2017 to 2019 and 2020 to 2021.

The research population, which was the source of the data, was Rural Banks whose head offices
were in Central Java and the Special Region of Yogyakarta, totaling 305 Rural Banks. The research
sample was determined using the purposive sampling method, in which the sample selection technique
was based on certain criteria with the aim of providing maximum information (Sekaran & Bougie, 2020).
The targets in this study was Rural Bank with the following criteria:

a. Conventional Rural Banks that have been registered with the Financial Services Authority since
January 2017;

b. In order to avoid bias, this study eliminated Rural Banks that carried out merger and/or
consolidation during the study period;

c. The Rural Bank is not in the process of restructuring (high risk, Bank Under Intensive
Supervision (BDPI) or Bank Under Special Supervision (BDPK));

d. The Rural Bank is not in the process of Revoking its Business License (CIU);

The Rural Bank is not in the process of self-liquidation;

f.  The Rural Bank is not being subject to a Cease and Desist Order (CDO) sanction.

@

This study examined the effect of applying provisions of Rural Bank governance on financial
performance. The method of analysis for this model was using Multiple Linear Regression Analysis and
OLS (Ordinary Least Square) analysis tools. The regression model equation in this study is as follows:

ROA.: - a + B1 BOD; + f2 CBCit + B3 BSMit + B4 CAPi+ Bs CARj: + Bs LDRit +e€it
ROEii= o+ 1 BODit + B2 CBCit+ B3 BSMit + B4 CAP;: + Bs CARit+ B LDRj: +eit

Description: ROA = Return on Assets, ROE = Return on Equity, BOD = Directors in charge of the
compliance function, CBC = Number of Independent Commissioners, BSM = Total of Rural Bank
Assets, CAP = Rural Bank Capital, CAR = Capital Adequacy Ratio, LDR = Loan to Deposit Ratio, o =
constant, 3 = determinant coefficient explaining the variable, ; = number of banks, ; = time interval, and €
= error.

As a basis for decision making in hypothesis testing, regression analysis first requires that the
research data must meet the classic assumption test which includes the Normality Test, Heteroscedasticity
Test, Multicollinearity Test, Autocorrelation Test data (Ghozali, 2016). Furthermore, the research data
was processed through the Statistical Test (t-test), F Test and Determinant Coefficient Test (R?).
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Results and Discussion

The research population, which was the source of data, were Rural Banks whose head offices in
Central Java and the Special Region of Yogyakarta totaling 305 Rural Banks. The research sample was
determined using the purposive sampling method, in which the sample selection technique was based on
certain criteria with the aim of providing maximum information (Sekaran & Bougie, 2020). The target in
this research is Rural Banks with certain criteria.

Table 1. Research Sample

Number of Rural

No Description Banks Number of Observation
1. Rural Bank in 2017 — 2019 305 915
2. Rural Bank that is established after January 2017 (1) 3
3 Rural _ Ba_nks that carried out merger and/l (5) (15)

consolidation
4. Rural Bank in High Risk, BDPI, BDPK (30) (90)
5. Rural Bank which is in the process of CIU @ 3
5 Rural Bank which is in the process of self- i
' liquidation and CDO
7. Extreme data - 184
Research sample 2017 — 2019 268 620
. Rural Bank in 2020 — 2021 268 538
10. Extreme data - (136)
Research sample 2020 — 2021 268 400

Descriptive statistics are an overview of the characteristics of each variable in a study to get an
overview of the condition of the sample companies. The data processing was divided into 2 (two) periods,
namely 2017 to 2019 and 2020 to 2021. This took into account the ongoing CoronaVirus Disease 2019
(Covid-19) pandemic and the implementation of policies from the Financial Services Authority regarding
the relaxation of provisions as a result of the spread of CoronaVirus Disease 2019 (Covid-19) in Rural
Bank's financial statements for 2020 to 2021.

1. Descriptive Statistics for the 2017-2019 Period

The research sample for 2017-2019 was 804 company data with 620 normal data and 184
extreme data removed. The following is a descriptive statistic of 620 normal data.

Table 2. Descriptive Statistics for the 2017-2019 Period

Continuous Variables

N Minimum Maximum Mean Std. Deviation
ROA 620 0.0014 0.0585 0.030783 0.0115202
ROE 620 0.0012 0.4656 0.158806 0.0708976
CBC 620 0.0000 0.6600 0.016855 0.0905785
BSM* 620 6.6730 9.4570 7.887827 0.5134138
CAP* 620 6.0021 8.5337 7.057325 0.4691191
CAR* 620 9.5400 99.5300 26.757694 14.1868235
LDR* 620 40.1900 99.7800 78.133661 9.9869834

Categorical Variables

N Dik. 1 % Dik.0 %

BOD 620 557 89.8 63 10.2
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Based on Table 2. Above, Return on Assets (ROA) has a lower standard deviation than the
average. It means that the ROA data is homogeneous. The dependent variable Return on Equity (ROE)
has a minimum value of 0.0012 and a maximum value of 0.4656. The average return on capital used to
measure the return to owners on their investment is 15.8806% of total equity. Independent Variable of the
Board of Directors (BOD), the number of data for Rural Banks that already have Directors in charge of
the compliance function is 557 out of a total of 620 data (89.8%). The average Board Composition score
(CBC) is 0.016855. It means that the average number of independent commissioners who have no
financial connection or share ownership and kinship is 1.6855% of the total commissioners. The control
variable of Rural Bank Size (Bank Size Measure/BSM) has a minimum value of 6.6730 and a maximum
value of 9.4570. The control variable of Rural Bank Capital (Capital/CAP) has a minimum value of
6.0021 and a maximum value of 8.5337. The control variable of Capital Adequacy Ratio (CAR) has a
minimum value of 9.5400 and a maximum value of 99.5300. The control variable of Rural Bank
Liquidity (Loan to Deposit Ratio/LDR) has a minimum value of 40.1900 and a maximum value of
99.7800.

2. Descriptive Statistics for the 2020-2021 Period
Descriptive statistics of 400 normal data in the period 2020 to 2021 are as follows:

Table 3. Descriptive Statistics for the 2020-2021 Period

Variabel Kontinyu

N Minimum Maximum Mean Std. Deviation
ROA 400 0.0020 0.0479 0.022282 0.0107099
ROE 400 0.0112 0.3298 0.126835 0.0651681
CBC 400 0.0000 0.6600 0.045975 0.1474157
BSM* 400 7.1934 9.4645 8.009005 0.4814452
CAP* 400 6.4959 8.5944 7.172665 0.4280662
CAR* 400 14.1400 77.4500 35.011750 14.7364576
LDR* 400 41.5300 96.6200 76.423675 10.2143948
Categorical Variables
N Dik. 1 % Dik.0 %
BOD 400 351 87.8 49 12.3

Based on table 3 above, the dependent variable of Return on Assets (ROA) shows a minimum
value of 0.0020 and a maximum value of 0.0479. The average ROA value is 0.022282. It means that the
average amount of profit earned by Rural Bank by utilizing the assets they have is 2.2282% of total
assets. The dependent variable of Return on Equity (ROE) has a minimum value of 0.0112 and a
maximum value of 0.3298. The average return on investment used to measure the return to owners on
investment is 12.6835% of total equity. In the independent variable of the Board of Directors (BOD), the
total data for Rural Banks that already have Directors in charge of the compliance function are 351 out of
a total of 400 data (87.8%). It indicates that most of the Rural Banks whose head offices are in Central
Java and the Special Region of Yogyakarta already have a Board of Directors in charge of the compliance
function. The independent variable of Composition of the Board of Commissioners (CBC) has a
minimum value of 0.0000 and a maximum value of 0.6600. The average number of independent
commissioners who are not related financially or share ownership and kinship is 4.5975% of the total
number of commissioners. The control variable of Rural Bank Size (Bank Size Measure/BSM) has a
minimum value of 7.1934 and a maximum value of 9.4645. The control variable of Rural Bank Capital
(Capital/CAP) has a minimum value of 6.4959 and a maximum value of 8.5944. The control variable of
Capital Adequacy Ratio (CAR) has a minimum value of 14.1400 and a maximum value of 77.4500. CAR
has a lower standard deviation than the average, which means that the CAR data is homogeneous. The
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control variable of Rural Bank Liquidity (Loan to Deposit Ratio/LDR) has a minimum value of 41.5300
and a maximum value of 96.6200. LDR has a lower standard deviation than the average, which means
that the LDR data is homogeneous.

Normality Test
The normality test tests whether a regression model, the independent variable and the dependent
variable or both have a normal distribution or not. Testing was carried out using the Kolmogorov-

Smirnov test. If the significance value is > 0.05, the data is considered normal (Ghozali, 2016).

Table 4. Normality Test for the 2017-2019 Period

Model Before the Normal Data After the Normal Data
ode Statistic __df ___ Sig. Statistic _df ___ Sig.
ROAi:=a + p.BOD;+ B, CBCii+
B3 BSMit + B4 CAP;t + Bs CARit+ Pe 0.091 804 0.000 0.035 620 0.067
LDRj +eit
ROEj; =a + P1BODi+ B2 CBCit+
B3 BSMi: + Ba CAP;: + Bs CARit + Pe 0.050 804 0.000 0.030 620 0.200"
LDRj +eit

The Kolmogorov-Smirnov significance value for the initial data for both models is 0.000 < 0.05
so it is concluded that the data is not normal. Normality occurs after eliminating 184 extreme research
data from 804 to 620 data with a Kolmogorov-Smirnov significance value of >0.05 for both models so
that the data can be considered as normal data.

Table 5. Normality Test for the 2020-2021 Period
Before the Normal Data After the Normal Data
Statistic df Sig. Statistic df Sig.

Model

ROAi=a + B1BODi+ B2, CBCit+ B3

BSMit + B4 CAP;; + Bs CARjt+ Bs LDRit 0.184 536 0.000 0.042 400 0.095
teit

ROEi =a + B1BOD; + 2 CBCit+ B3

BSMit + B4 CAP;; + Bs CARjt+ Bs LDRit 0.123 536 0.000 0.035 400  0.200"

+€jt

In the period from 2020 to 2021, the Kolmogorov-Smirnov significance value for the initial data
for both models is 0.000 < 0.05, so it is concluded that the data is not normal. Normality occurs after
eliminating 136 extreme research data from 536 to 400 data with a Kolmogorov-Smirnov significance
value of > 0.05 for both models so that they can be considered as normal data.

Heteroscedasticity Test
The heteroscedasticity test is intended to test whether there are circumstances where a constant

variance error occurs. The testing was carried out using the Glejser Test. If the significant value of each
independent variable is > 0.05, heteroscedasticity does not occur (Ghozali, 2016).
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Table 6. Heteroscedasticity Test for the 2017-2019 Period

ROAi=a + p1BOD;+ B2 CBCit+ B3 ROEjt =a + P1BODit+ B2 CBCit+ B3
Variables BSMit + B4 CAPit + Bs CARit+ Bs LDRit +eit ~ BSMit + B4 CAPit + Bs CARit + Bs LDRit ~eit
Sig. Sig.
BOD 0.588 0.131
CBC 0.121 0.675
BSM* 0.586 0.053
CAP* 0.836 0.051
CAR* 0.757 0.330
LDR* 0.083 0.227

All independent and control variables for both models each provide a significance value of >0.05.
So, it is concluded that the variable does not experience heteroscedasticity.

Table 7. Heteroscedasticity Test for the 2020-2021 Period
ROAi=a + [31 BOD;; + Bz CBCii+ Bg ROEi=a + Bl BOD;; + Bz CBCit+ B3 BSMi

Variables BSMit + Ba CAP;: + Bs CARit+ Bs LDR;; +eit + B4 CAPit + Bs CARit+ Be LDRit +eit
Sig. Sig.
BOD 0.219 0.065
CBC 0.870 0.606
BSM* 0.330 0.058
CAP* 0.240 0.051
CAR* 0.968 0.580
LDR* 0.326 0.821

In the 2020-2021 period, all independent and control variables for the two models each provide a
significance value of >0.05. So, it is concluded that the variable does not experience heteroscedasticity.

Multicollinearity Test
The multicollinearity test is intended to test whether a correlation occurs between the independent
variables. Testing is carried out using the tolerance value and VIF (Variant Inflation Factor). If the

tolerance value is > 0.1 and the VIF value is < 10, then multicollinearity does not occur (Ghozali, 2016).

Table 8. Multicollinearity Test for the 2017-2019 Period

ROAi =0 + [31 BOD;: + Bz CBCit+ Bs ROEit =0 + Bl BOD;: + Bz CBCit+ Bs
Variables BSMit + B4 CAPit + Bs CARit+ Bs LDRit +€ir =~ BSMit + B4 CAPit + Bs CAR;t+ Bs LDRit +e€it
Tolerance VIF Tolerance VIF
BOD 0.969 1.032 0.969 1.032
CBC 0.876 1.142 0.876 1.142
BSM* 0.033 30.676 0.033 30.676
CAP* 0.037 27.330 0.037 27.330
CAR* 0.306 3.264 0.306 3.264
LDR* 0.909 1.100 0.909 1.100

For all independent and control variables (CAR*; LDR¥*), the two models each provide a
tolerance value of > 0.1 and a VIF value < 10. So, it is concluded that these variables do not experience
multicollinearity. There are two control variables (BSM*; CAP*) that experience multicollinearity
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because the tolerance value is < 0.1 and the VIF value is > 10. However, since it happens to the control
variable, if this test does not meet the requirements, it can still be continued to the next stage. Control
variables (BSM*; CAP*) have a relationship between variables because the proxies of each variable are
similar where BSM is taken from the logarithm of total assets while CAP is taken from the logarithm of
total capital.

Table 9. Multicollinearity Test for the 2020-2021 Period
ROAi=a + B1 BOD; + B2 CBCit+ B3 BSM; ROEj; =a + B1 BOD; + B2 CBCit+ Bs
Variables + B4 CAPit + Bs CARit + Bs LDRit +eit BSMit + B4 CAPit + Bs CARit+ Bs LDR;: +eit

Tolerance VIF Tolerance VIF
BOD 0.979 1.022 0.979 1.022
CBC 0.577 1.733 0.577 1.733
BSM* 0.022 45.898 0.022 45.898
CAP* 0.027 37.242 0.027 37.242
CAR* 0.198 5.045 0.198 5.045
LDR* 0.892 1.121 0.892 1.121

In the 2020-2021 period, all independent and control variables (CAR*; LDR¥*) for the two models
each provide a tolerance value > 0.1 and a VIF value <10. So, it is concluded that the variable does not
experience multicollinearity. There are two control variables (BSM*; CAP*) that experience
multicollinearity problems because the tolerance value is <0.1 and the VIF value is >10. However,
because it occurs on the control variable, if this test does not qualify, it can still proceed to the next stage.
Control variables (BSM*; CAP*) have a relationship between variables because the proxies of each
variable are similar where BSM is taken from the logarithm of total assets while CAP is taken from the
logarithm of total capital.

Autocorrelation Test

The autocorrelation test is intended to test whether in the linear regression model there is a
correlation between the confounding errors in the previous period (t-1). The test was carried out by
comparing the Durbin-Watson values from the regression results and the values in the Durbin-Watson
table. If the Durbin-Watson value is between du and 4-du, autocorrelation does not occur (Ghozali, 2016).

Table 10. Autocorrelation Test for the 2017-2019 Period
Model du DW 4-du
ROAi=a + Bl BOD;: + Bz CBCii+ B3 BSM;; + B4 CAP; + [35 CARit 1,831 1,903 2,169
+ Bs LDRjt +eit
ROEi=a + Bl BOD;; + Bz CBCit+ B3 BSM;; + B4 CAP;t + [35 CARit
+ Bs LDRj: +eit

1,831 1956 2,169

The Durbin-Watson value for the ROA model is 1.903 and for the ROE model is 1.956. The
value is between 1.831 (du) and 2.169 (4-du). Thus, it is concluded that autocorrelation does not occur in
the two models in the research data.
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Table 11. Autocorrelation Test for the 2020-2021 Period

Model du DW 4-du
Bs LDRit +€it

ROEii =0 + B1 BOD; + Bz CBCit+ Bs BSMi: + B4 CAP;: + B5 CAR;t + 1,831 1,890 2169
Bs LDR;t +€it

In the 2020-2021 period, the Durbin-Watson value for the ROA model is 1.868 and for the ROE
model it is 1.890. The value is between 1.831 (du) and 2.169 (4-du). Thus it is concluded that
autocorrelation does not occur in both models in the research data.

Hypothesis Testing

This study examines the influence of implementing the provisions of Rural Banks governance on
the financial performance of Rural Banks in Central Java and the Special Region of Yogyakarta.

Table 12. Hypothesis Testing for the 2017-2019 Period
ROAii=a + Bl BOD;; + ﬁz CBCii+ ﬁg ROEii =a + Bl BOD;; + Bz CBCit+ Bg
BSMit + B2 CAPit + Bs CARit+ Ps LDRit  BSMit + Ba CAP;: + Bs CARit+ Bs LDRit

Variables

+eit +e€it
B Sig. B Sig.

(Constant) -0.023 0.013 -0.353 0.000
BOD 0.005 0.001 0.026 0.001
CBC -0.010 0.044 -0.060 0.031
BSM* -0.023 0.000 0.215 0.000
CAP* 0.029 0.000 -0.192 0.000
CAR* -3.470E-6 0.947 0.000 0.194
LDR* 0.000 0.000 0.002 0.000

Sig. F 0.000 0.000

F 30.487 47.985

Adjusted R? 0.222 0.313

The model fit test aims to determine whether the model is appropriate or fit in predicting the
dependent variable. Statistical calculations are considered significant if the statistical test value is <0.05
(Ghozali, 2016). The sig.F value of 0.000 <0.05 means that the independent and control variables can
simultaneously explain the dependent variable. The regression model can be used to predict financial
performance (ROA and ROE) or the regression model can be used to carry out the required tests and the
results are able to explain the problems under research.

Table 13. Hypothesis Testing for the 2020-2021 Period
ROAi=a + [31 BOD;: + ﬁz CBCit+ ROEji=a + B1 BOD; + Bz CBCit+
Bs BSMit + B4 CAPit + Bs CARit+ s B3 BSMic + Ba CAPit + Bs CARit+ e

Variables LDR; +¢i LDR; +¢i
B Sig. B Sig.
(Constant) -0.072 0.000 -0.555 0.000
BOD -0.003 0.052 -0.008 0.329
CBC -0.007 0.136 -0.022 0.370
BSM* 0.004 0.594 0.302 0.000
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ROAi:=a + Bl BOD;: + Bz CBCii+ ROEii=a + Bl BOD; + Bz CBCit+
Bs BSMit + B4 CAPit + Bs CARit+ Bs B3 BSMit + B4 CAPit + Bs CARit+ Ps

Variables LDR; +ei LDR; +¢;

B Sig. B Sig.
CAP* 0.006 0.434 -0.263 0.000
CAR* 0.000 0.002 0.001 0.001
LDR* 0.000 0.000 0.001 0.000

Sig. F 0.000 0.000

F 12.396 30.088

Adjusted R? 0.146 0.304

The regression model can be used to predict financial performance (ROA and ROE) or the
regression model can be used to carry out the required tests and the results are able to explain the things
being studied.

Influence of the Board of Directors on Rural Bank Financial Performance

1. The 2017-2019 Period

Based on the t-test of the ROA model, the significance value of f1 of BOD is 0.001 < 0.05 and 1
is 0.005 > 0. Meanwhile from the t-test of the ROE model, the significance value of ;1 of BOD is 0.001 <
0.05 and B1 is 0.026 > 0. Thus, it is concluded that in implementing the governance provisions of Rural
Bank, the Board of Directors has a positive influence on Rural Bank's financial performance. In other
words, the more the Board of Directors implements the governance provisions of Rural Bank, the better
the financial performance of Rural Bank. Based on the description above, H1's statement which states that
in implementing the governance provisions of Rural Banks the Board of Directors has a positive influence
on the financial performance of Rural Banks is accepted in this study. The Board of Directors is part of
the executive management of a company that is assigned and responsible for formulating policies, setting
strategies and overseeing company operations (Ahmed et al, 2013). Previous research related to
governance conducted by Utama (2011) found that Corporate Governance practices have a positive
influence on bank performance. Other research evidence conducted by Andres and Vallelado (2008)
related to the effect of the size of the Board of Directors which is a governance proxy for bank
performance shows that the size of the Board of Directors has a positive influence on bank performance.

2. The 2020-2021 Period

For the 2020-2021 period, based on the t-test of the ROA model, the B1 significance value of
BOD is 0.052 > 0.05. Meanwhile, based on the t-test of the ROE model, the significance value of 1 of
BOD is 0.329 > 0.05. Thus, it is concluded that in implementing Rural Bank governance provisions, the
Board of Directors has no influence on Rural Bank's financial performance. Based on the description
above, H1's statement stating that in implementing governance provisions of Rural Banks the Board of
Directors has a positive influence on the financial performance of Rural Banks is rejected in this study.

The Influence of Board Composition on Rural Bank's Financial Performance

1. The 2017-2019 Period

Based on the t-test of the ROA model, the significance value of . from CBC was 0.044 < 0.05
and B2 was -0.010 < 0. Meanwhile, based on the t-test of the ROE model the significance value of 32 from
CBC was 0.031 < 0.05 and B2 is -0.060 < 0. Thus, it is concluded that implementing the provisions of
Rural Bank governance, the composition of the Board has a negative influence on the financial
performance of Rural Bank. In other words, the fewer the Board Composition in implementing the
provision of Rural Bank's governance, the better the Rural Bank's financial performance. Based on the
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description above, the H2 statement which states that in implementing the provisions of Rural Bank
governance, the Board of Directors has a positive influence on the financial performance of Rural Banks,
is rejected in this study.

2. The 2020-2021 Period

In the 2020-2021 period, based on the t-test of the ROA model, the significance value of . from
CBC is 0.136 > 0.05. Meanwhile, based on the t-test of the ROE model, the significance value of 3, from
CBC is 0.370 > 0.05. Thus, it is concluded that in implementing the provisions of Rural Bank
governance, the composition of the Board has no influence on the financial performance of Rural Banks.
Thus, the statement H2 which states that implementing the provisions of Rural Bank governance, the
composition of the board has a positive influence on the financial performance of Rural Banks, is rejected
in this study.

The implementation of the provisions for Rural Bank governance also regulates the fulfillment of
independent commissioners in the organizational structure. The provisions stipulate that Rural Banks with
a minimum core capital of IDR 50 billion are required to have at least 1 (one) Independent Commissioner.
Meanwhile, Rural Banks with core capital of over IDR 80 billion are required to have Independent
Commissioners of at least 50% of the total number of members of the Board of Commissioners. As a
result, Rural Banks with core capital below IDR 50 billion can have a Board of Commissioners but not
necessarily an Independent Commissioner.

Conclusion

In implementing the provisions of Rural Bank governance, the Board of Directors had a positive
influence on Rural Bank's financial performance in the 2017-2019 period. In other words, the more the
Board of Directors implements the provisions of Rural Bank governance, the better the financial
performance of Rural Bank. However, in the 2020-2021 period, in implementing the provisions of Rural
Bank governance, the Board of Directors has no influence on Rural Bank's financial performance.

In implementing the provisions of Rural Bank governance, the composition of the Board has a
negative influence on Rural Bank's financial performance in the 2017-2019 period as well as in the 2020-
2021 period. In other words, the fewer the Board Composition in implementing the provisions of Rural
Bank's governance, the better the Rural Bank's financial performance.

Limitation and Future Research

This study has an adjusted R? value of 0.222 for model 1 and 0.313 for model 2. It means that the
explanatory strength of all the controlled independent variables toward the dependent variable: financial
performance is 22.2% for model 1 (ROA) and is 31.3% for model 2 (ROE) while the rest is explained by
other factors outside the model. Subsequent research can add to the independent variables that affect
financial performance which are still part of corporate governance practices, for instance the number of
directors. This study employed a sample of Rural Banks which was limited to head offices in Central Java
and the Special Region of Yogyakarta. In order to increase the generalizability of the research results,
further research can expand the scope of the Rural Banks outside Central Java and the Special Region of
Yogyakarta. Then, this study was limited to Rural Banks and had not taken into account other financial
institutions in the region. In order to increase the generalizability of the research results, further research
may consider other financial institutions in the region.
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