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Abstract

This study aimed at investigating the effect of corporate governance mechanisms on firm 

performance in Indonesia’s State-Owned Enterprises (SOE’s). The units of analysis are  

31 SOEs for period of 2003 – 2006. Mainly employing linear regression,  The study found 

that:  (1) in contrast with previous researches, partially it is found that there is a positive  

significant influence of board of commissioner’s size on firm performance. (2)  There is  

no significant influence of Board of Commissioners’ Composition to firm performance.  

(3)  The  government  ownership  has  negative  significant  impact  on  corporate  

performance.  The  study  shed  lights  on  the  importance  on  corporate  governance  

mechanisms  in  SOEs  to  improve  its  corporate  performance.  More  optimal  corporate 

governance mechanisms system  are needed  that could encourage the company to have  

efficient  governance  in  order  to  increase  the  firm’s  performance.  Generally,  it  is  

concluded that  Indonesian  SOEs still  has to design  an effective  corporate governance 

mechanisms.  

Keywords: corporate governance, board structure, government ownership, return on 
assets, return on equity, sales - employee ratio.
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1. INTRODUCTION

Modern  corporate  finance  literature  focuses  on  two  important  issues  that 

govern the management activities and their behavior; those are ownership and 

control  mechanisms that  ensure  that  the  placement  good  governance 

mechanisms may  have  positive  impact  on  company  value.  Therefore,  the 

relation between ownership structure and company performance has been an 

issue of interest among academics, investors and policy makers alike because 

of  the  importance  of  alternative  governance  system  in  which  government 

ownership serve as a control mechanism.

Corporate governance is a concept to increase company performance through 

supervising  or  monitoring  management  performance  and  guarantee 

management  accountability  to  stakeholder  based on rule’s  framework.  The 

main  objective  is  to  achieve  a  company management  transparency for  the 

users of financial statement. If the company could implement this concept so 

the  economics  growth  could  keep  on  going  well  together  with  company 

management transparency which is also going well and give benefit for many 

sides. 

State-owned enterprises  (SOEs) has  to  be aware  on the implementation  of 

Good Corporate Governance since the weaknesses of corporate governance in 

a company could affect the company performance. How is the role of board of 

management  and  board  of  commissioner?  Board  of  Commissioners  has 

responsible in monitoring and supervising the efficiency of management.
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Despite the importance and in some instances impressive statistics on the SOE 

sector as a whole, there remains concern over its performance and contribution 

to the economy. This concern has been expressed over many years. McCawley 

(1978)  found  that  a  low  level  of  profitability  and  rampantly  inefficient 

management  occurred  in the state  electricity  company (Perusahaan Listrik  

Negara-PLN) and the state oil company (Pertamina). Another detailed case 

study showed that the state aircraft  company (IPTN) had an extremely low 

level of profitability (McKendrick, 1989, 1992). Furthermore, Funkhouser and 

MacAvoy (1979) compared 100 Indonesian public and private companies in 

the early 1970s to examine the comparative price. The findings showed that 

public corporations recorded lower margins. The margins were ‘squeezed by 

costs rather than price reductions’. Public enterprise prices were no lower than 

private enterprises. 

This  study  examines  the  relationships between  corporate  governance 

mechanisms and firm performance in Indonesian  SOEs after the economics 

crisis  of  1997.  The  purpose  of  this  research  are  to  observe  the  effect  of 

corporate  governance  mechanism  such  as,  Board  of  Commissioners’  size, 

Board  of  Commissioners’  composition  and Government  ownership to  firm 

performance  in  Indonesia’s  SOEs,  measured  by  Return  on  Assets  (ROA), 

Return on Equity (ROE) and efficiency approach (Sales-Employee Ratio).

2. LITERATURE SURVEY

2.1 Concept of Corporate Governance
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Indonesian  SOE’s Ministerial  Decree  No.  117/2002  defines  Corporate 

Governance as follow:

“Corporate governance is a process and structure that BUMN used  

for increasing organization efficiency and accountability in order to  

achieve all stakeholders’ values for long term prospect,  accordance 

with government regulation and ethic principle.”

Shleifer  and  Vishny  (1997)  explain  that  governance  mechanisms  used  as 

important part in corporate governance framework. Because it can ensure that 

investors will gain the return of their investment. Governance mechanism can 

be broadly characterized as being internal or external to the firm. The internal 

mechanism of primary interest are the Board of Directors and the managerial 

incentive schemes, while the external mechanism rely on the effectiveness of 

the market in providing discipline over a company and the legal/regulatory 

system. Based on such disciplinary mechanisms, one could expect different 

corporate  governance system to arise  as result  of  varied  financial  systems, 

legal and regulatory framework (Lukviarman, 2004).

2.1.1 Board of commissioners

Corporations in countries of the world have board of directors, although they 

have  some  differences  in  practices,  such  as  position  and  composition 

(Moerland 1995, cited in Ningsih, 2006). In general, the practices of Board of 

Directors within the corporate governance framework could be classified as 

one-tier (unitary board model) or two-tier board model (Lukviarman, 2004).
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Indonesia adopted two-tier  system of board.  Companies incorporated under 

the Indonesia Company Law (2007) must have two boards, Supervisory Board 

that performs the monitoring role and Management Board that perform the 

executive  role.  The  Supervisory  Board  is  clearly  separated  from  and 

independent  of  the  executive  or  Management  Board,  consistent  with  the 

characteristic of Continental European governance model. The two-tier Board 

makes  a  clear  separation  between  Board  of  Management  and  Board  of 

Commissioners. Board of Management charged with the management of the 

company and Board of Commissioners is responsible to supervise the Board 

of  Directors.  This  system  enhances  the  check  and  balances  required  for 

corporate governance (Tumbuan 2005).

The  Board  of  Commissioners  has  very  important  roles  in  the  company 

especially in the implementation of sound corporate governance. The Board of 

Commissioners lies at the core of corporate governance-charged with ensuring 

strategic guidance mechanism. Since management is responsible for the firm’s 

efficiency and  competitiveness  and Board  of  Commissioners  is  the  proper 

focal  point  of  the  corporation’s  perpetuation  and  success  (Indonesian 

Ministerial Decree No. 117/2002).

Board  of  commissioners  has  responsibility  to  supervise  the  quality  of 

information in financial statement. This is important to consider management 

need  on  doing  earning  management  which  could  affect  the  decreasing  of 

investor belief. In order to overcome this problem, Board of Commissioners 

has  permit  to  have  an  access  on  company  information.  Board  of 

commissioners  does  not  have  authority  in  the  company,  so  Board  of 
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Management  responsible  to  deliver  the  information  that  related  to  the 

company  (NCCG,  2001 cited  in  Igra,  2008).  Additionally,  the  function  of 

Board  of  Commissioners  is  to  make  sure  a  company  have  done  social 

responsibility and consider the stakeholder need as good as monitoring the 

effectively  of  corporate  governance  practice  (National  Code  for  Good 

Corporate Governance, 2001 cited in Igra, 2008)

The Board  of  Commissioners  should  be  composed  in  such  a  way that  its 

members  act  independently  and critically  in  relation  to  each other  and the 

Board  of  Management,  in  order  to  increase  the  effectiveness  of  its 

management role, and the transparency of its deliberations (ICCG, 2001 cited 

in  Igra  2008).  The  Indonesian  Ministry  decreed  the  requirement  for 

independent  commissioners  through  the  Indonesian  BUMN  Ministerial 

Decree No. 117/2002; in the fourth section. It remarks that BUMN companies 

are obliged to have independent  commissioners proportionally equal  to the 

shares owned by the non-controlling shareholders. In this rule the minimum 

requirement for the independent commissioners is 20 percent of the Board of 

Commissioners  membership.  The  independent  commissioner(s)  must  be 

appointed by the General Meeting of Shareholders from among persons who 

are not affiliated with the majority shareholder, any member of the Board of 

Directors and the other members of the Board of Commissioners (Tumbuan, 

2005 cited in Igra, 2008).

2.1.2 Ownership structure
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LaPorta (1999) investigated the ultimate ownership control in company.  He 

divided into five types of ultimate owners: (1) a family or an individual, (2) 

the State, (3) a widely held financial institution such as a bank or an insurance 

company,  (4)  a  widely  held  corporation,  or  (5)  miscellaneous,  such  as  a 

corporative,  a voting trust,  or  a group with no single controlling investors. 

State  control  is  a  separate  category  because  it  is  a  form of  concentrated 

ownership in which the State uses companies to pursue political objectives, 

while the public pays for losses.

Government  ownership  has  an  advantage  of  serving  as  an  institutional 

alternative  to  regulation.  This  ownership  type’s  objectives  is  not  only  in 

maximizing  shareholder  value.  In  fact,  Hart,  Shleifer  and  Vishny  (1997) 

suggest  they  are  more  interested  in  welfare  economics  like  low prices  for 

outputs, higher employment goals and other objectives that drain profitability. 

In terms of financial profitability, government-owned firms are argued to be 

the worst performers. 

2.2 Firm’s Performance

The result of the firm’s performance could be seen from how far the company 

can  achieve  the  objective  that  has  been  made.  The  firm  that  can  achieve 

almost of all objectives that has been made, usually as a profit, we can say that 

company has a good performance.

Financial report basically is the result from the accounting process that can be 

used as communication tools between financial data or firm’s activities with 

the parties that concern and interest with that data and that firm’s activities. 
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Based on evaluation  and interpretation  from the financial  data,  the analyst 

could see or evaluate the firm’s performance in creating the value added into 

the basic value of the firm. This research use three financial ratios to measure 

firm performance,  those are Return on Asset,  Return on Equity and Sales-

Employee Ratio. A simple reason of choosing the ROA is because it is well 

known  that  the  ROA  is  one  of  the  most  useful  measures  of  the  firm’s 

efficiency  and  profitability.  ROE  indicates  the  company’s  capability  in 

managing the available capital to get net profit. The higher the ratio is better, 

because the company can add the retained earnings and able to pay higher 

dividend.  And  the  sales-employee  ratio  could  probably  reflect  the 

effectiveness of management in utilizing the employees of the firm to the sales 

revenues and sales also are less affected from manipulation by management.

2.3 Impact  of  Board  of  Commissioner  Characteristics  on  Firm’s 

Performance and Hypothesis Development

Limiting  board  size  is  believed  to  improve  firm performance  because  the 

benefits  by  larger  boards  of  increased  monitoring  are  outweighed  by  the 

poorer  communication  and  decision-making  of  larger  groups  (Lipton  and 

Lorsch  1992;  Jensen  1993).  Consistent  with  this  notion,  Yermack  (1996) 

documents  an  inverse  relation  between  board  size  and  profitability,  asset 

utilization, and Tobin’s Q. Anderson et al. (2004) show that the cost of debt is 

lower  for  larger  boards,  presumably  because  creditors  view these  firms  as 

having more effective monitors of their financial accounting processes.
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It  is  often  alleged  that  boards  of  directors  are  more  independent  as  the 

proportion of their outsider directors increases (John and Senbet 1998). Coles 

and Terry (1994) find a positive relation between the proportion of outside 

directors  and  the  stock  market  reaction  to  poison  pill  adoptions;  and 

Anderson, Mansi and Reeb (2004) show that the cost of debt, as proxied by 

bond  yield  spreads,  is  inversely  related  to  board  independence.  However, 

Fosberg (1989) finds no relation between the proportion of outside directors 

and various performance measures  (i.e.,  SG&A expenses,  sales, number  of 

employees,  and  return  on  equity);  Hermalin  and Weisbach (1991)  find  no 

association between the proportion of outside directors and Tobin’s Q; and 

Bhagat and Black (2002) find no linkage between the proportion of outside 

directors and Tobin’s Q, return on assets, asset turnover and stock returns.

Based on the abovementioned discussion, the researchers expect the first and 

second hypothesis are:

H1: There is significant negative effect of Board of Commissioners’ Size  

to Firm’s Performance.

H2: There is significant  positive  influence of Board of Commissioners’  

Composition to firm’s Performance.

2.4 Impact  of  Government  Ownership  on  Firm’s  Performance  and 

Hypothesis Development

The relationship between ownership structure and company performance has 

been  an  important  research  topic  during  the  last  decades,  and  produced 

ongoing debate  in  the  literature  of  corporate  finance.  Cited  in  Yonnedi,  E 
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(2007),  theoretical  and  empirical  research  on  the  relationship  between 

ownership structure and company performance was originally motivated by 

the separation of ownership from control and currently by three theories, such 

as:  agency  theory (Jensen  and  Meckling,  1976;  Fama  and  Jensen,  1983), 

property  rights  theory (Lindlom,  1977)  and  public  choice  theory  (Hughes, 

1998). 

• In  agency  theory,  shareholders  of 

company  wish  to  maximize  value  while  managers  prefer  self-

interested  strategies  which  are  far  from  maximizing  company 

value,  and  in  the  absence  of  either  appropriate  incentives  or 

sufficient monitoring, managers can exercise their discretion to the 

detriment of owners.

• The property rights theory focuses on 

the ownership effect of private shareholders (Lindblom, 1977). The 

basic  premise  of  the  property  rights  is  that  they  encourage  the 

property holders to develop the property or assets, generate wealth, 

and  efficiently  allocate  resource  based  on  the  operation  of  the 

market (Lindblom, 1977; Vickers and Yarrow, 1998; and Martin 

and Parker, 1997). 

• Public  choice  is  a  sub-branch  of 

economic  thought  concerned  with  the  application  of 

microeconomics to political and social areas (Hughes, 1998). The 

behavioural  assumption  is  that  people  are  selfish-rationalist. 

Individuals generally prefer to seek their interests in rents. Public 
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choice theorists claim that the root of the problem lies in the state, 

and argue that the best outcome would involve a maximum role for 

market forces and a minimal role for government (Hughes, 1998).

Based  on  three  theories  above,  it  has  argued  that  government  ownership 

mostly  give  negative  impact  to  firm  performance. Orden  and  Garmendia 

(2005) examined the relationship between ownership structure and corporate 

performance in Spanish companies. Ownership structure has been analyzed in 

terms of concentration of control and the type of investor exerting control. 

Company performances which used in research were return on assets (ROA) 

and return on equity (ROE). One of the findings is companies which under 

controlled government showed negative impact and have worse performance 

that  other  ownership  structures.  More  recently,  Zeitun  and  Tian  (2007) 

examined the impact of ownership structure mix on company performance and 

the default risk of a sample of 59 publicly listed companies in Jordan from 

1989 to 2002. They documented that the ownership structure has significant 

impact on performance based on accounting measure however, government 

involvement are significantly negative related to the company’s performance 

based on ROA and ROE (return on equity)  but shows positively related to 

market performance based on Tobin’s Q.

According to the explanation above, so the third hypothesis in this research is 

as follow:

H3:  There  is  significant  negative  effect  of  Government  Ownership  to  

Firm’s Performance
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3. RESEARCH METHOD

3.1 Research Object & Data Collection Method

Research  population  is  the  BUMN Company,  listed  in  Indonesian  BUMN 

Ministry in 2003-2006. The data collection method is purposive sampling in 

order to get representative sample which is appropriate with the criteria. The 

criteria to choose the sample are:

1. BUMN Companies listed on Indonesian BUMN Ministry in 

2003 – 2006

2. The  company  publish  the  annual  financial  statement  for 

December 31st 2003-2006 state in Rupiahs (Rp)

3. Data available is complete (all of data is available in period 

of December 31st  2003-2006 publication), data related to corporate 

governance of company and data  needed to  detect  the company 

financial performance.

3.2 Firm Research Sample Profile

This research includes 4 consecutive years by gathering some data as financial 

statement  of  BUMN  companies  which  are  listed  on  Indonesia  BUMN 

Ministry from 2003-2006, consist of many kind of industries sector such as 

banking,  property,  plantation,  transportation,  telecommunication  and  other 

various industries. Based on the research sample’s criteria above, the number 

of sample in this research uses 31 BUMN in each year. It means that the total 

number of samples is 124 from year 2003 – 2006.
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3.3 Variable and Measurement

This research focused on the Board of Commissioners’ composition, Board of 

Commissioners’ size and the Government Ownership to Company’s Financial 

Performance  (ROA,  ROE  and  Efficiency  Ratio)  practice  in  Indonesian 

BUMN. The research framework can design as follow:

3.3.1 Independent variable

1. Board of Commissioners’ size, it is defined as the number of Board of 

Commissioners in the company

2. Board of Commissioners’ composition, it is defined as the proportion of 

independent  commissioners  to  total  number  of  commissioners  on  the 

board.

3.  Government  Ownership.  It  is  measured  by  the  total  percentage  of 

government ownership in a company.

3.3.2 Dependent variable

1. ROA (Return on Assets), is measured from the profit before taxes divided 

by average total assets.

2. ROE (Return on Equity), is measured from the profit before taxes divided 

by average total equities.
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3. Sales/  Employee  ratio,  is  measured  from  the  total  sales  divided  by 

average total employees.

3.4 Data Analysis Method and Hypothesis

Analyses method that is used to examine the research hypothesis is doubled 

regression model.  Based on the hypothesis  previously stated,  the model  to 

examine  the  influence  of  Board  of  Commissioners’  size,  Board  of 

Commissioners’  composition  and  Government  Ownership  to  Company’s 

Financial Performance is as follow:

Y1 = a + b1x1 + b2x2 + b3x3 + e………… (1)

Y2 = a + b1x1 + b2x2 + b3x3 + e………… (2)

Y3 = a + b1x1 + b2x2 + b3x3 + e………… (3)

Where: Y1 = Return on Asset

Y2 = Return on Equity

Y3 = Sales-Employee Ratio

x1 = Board of Commissioner’s Size

x2 = Boards of Commissioner’s Composition

x3 = Percentage of Government Ownership

a = constant b = coefficient regression e = coefficient error 
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4. RESULT AND DISCUSSION

4.1 Description of the Sample

The samples in this research are Indonesian companies; consist of many kind 

of  industry  sector  such  as  manufacture,  banking,  property,  plantation, 

transportation,  telecommunication  and  other  various  industries.  From  the 

result table we can find out that more than 75% of the firms are fully owned 

by the Indonesian Government. The table above also shows that all company 

samples follow the Indonesian Company Law (2007) that stated every listed 

company  in  Indonesia  should  have  a  minimum  of  two  Board  of 

Commissioners  members  and  headed  by  the  President  Commissioner. 

Averagely, number of BOC member for each firm is 4.52. But unfortunately, 

there is a crucial fact happens, only public listed companies that follow the 

Ministerial Decree No. 117/2002. This rule state the minimum requirement for 

the  independent  commissioners  is  20% of  the  BOC  membership.  In  fact, 

almost all companies that this research used do not have independent director, 

except public listed companies.  

4.2 Hypothesis Test

 Hypothesis Independent 
variable

Dependent 
variable

Result

H1 There is significant 
negative effect of 
Board of 
Commissioners’ Size 
to Firm’s Performance

Board of 
Commissioners’ 
size

ROA Significant 
Positive

(H1 Rejected)

ROE Significant 
Positive

(H1 Rejected)
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SER Significant 
Negative

(H1 
Accepted)

H2 There is significant 
positive influence of 
Board of 
Commissioners’ 
Composition to firm’s 
Performance

Board of 
Commissioners’ 
Composition

ROA Significant 
Negative

(H2 Rejected)

ROE Not 
Significant

(H2 Rejected)

SER Not 
Significant

(H2 Rejected)

H3 There is significant 
negative effect of 
Government 
Ownership to Firm’s 
Performance

Government 
Ownership

ROA Significant 
Negative

(H3 
Accepted)

ROE Significant 
Negative

(H3 
Accepted)

SER Not 
Significant

(H3 Rejected)

The first hypothesis is;  there is a negative significant influence of Board of  

Commissioners’ size on Firm Performance which is measured by ROA, ROE 

and Sales-Employee Ratio (SER). Based on result table we get the sig’s value 

of BOC Size to ROA, ROE and SER are smaller than alpha. BOC Size has 

significant positive impact to ROA and ROE, then significant negative impact 

to Sales- employee Ratio. Those results mean that the first hypothesis (H1) for 

ROA and ROE approaches are rejected, but hypothesis for SER approach is 

accepted. In the other word, company who has more Board of Commissioners 
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can increase the Return on Asset, Return on Equity, but in oppositely decrease 

the Sales-Employee Ratio.

This  result  a  little  bit  contrast  with  previous  researches,  such as  Yermack 

(1996) documents  an inverse relation  between board size and profitability, 

asset  utilization,  and Tobin’s  Q and Lorderer  and Peyer  (2002)  found that 

bigger  board  size  would  result  smaller  firm value.  Significant  relationship 

between independent  variable  and dependent  variable  in  this  research  also 

contrast  with  Beiner  et  al  (2003)  that  found  no  significant  relationship 

between  board  size  of  Swiss  companies  (one  tier  board  system) and  firm 

value. This contrast might be caused by the different board system that are 

adopted, where this research is using Indonesian BUMN as sample that adopt 

two  tier  board  system,  while  the  previous  researchers  used  sample  from 

countries  that  adopt  one  tier  board  system. The  different  company 

characteristic,  regulation  factor,  and  macroeconomic  factor  also  could  be 

considered as the reasons of this different result.

Based on Jensen (1993), when board members are more than seven or eight, 

board function effectiveness would be reduce. Researcher measures  average 

number of board member  of sample companies in order to see the effect of 

board of commissioners’ size to board effectiveness. The average number is 

4,363.  So  it  is  still  significant  below  Jensen’s  critical  number.  This  fact 

indicates that, averagely, board of commissioners’ size in Indonesian BUMN 

is not the reason of ineffectiveness function of that board.  Based on the result 

of this research,  researcher found that bigger board of commissioners’  size 

effect to increasing of ROA. Researcher concludes that, averagely, board of 
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commissioners’  function  in  Indonesian  BUMN  could  be  effective  by 

increasing board size, as long as that increasing still below critical number (7 

or 8 members).

The second hypothesis in this study is; there is a significant positive influence  

of Board of Commissioners’ composition on Firm Performance. Based on the 

result of regression test, we get the sig’s value of BOC composition to ROA is 

smaller than alpha but shows negative significant relationship. In other side, 

BOC composition has no significant impact to ROE and SER.  Therefore, the 

second hypothesis (H2) is rejected.

The result of this study is contrast with the many previous researches, such as 

done by Hermalin and Weisbach (1991) and Bhagat and Black (2002) which 

found that firms with independent boards have higher returns on asset, higher 

returns  on  equity,  higher  profit  margins,  larger  dividend  yields  and  larger 

stock  repurchases,  and  also  Dulewitzc  (2004)  that  found  number  of  non-

executive directors have positive relationship in Cash Flow return on Total 

Assets and sales Turnover. But this result is consistent with Brown and Caylor 

opinion  (2004),  that  researches  about  measuring  the  relationship  between 

board  independence  and  firm  performance  by  using  financial  report  data 

would find negative relationship, while researches which using stock return 

and yield spread data would find positive result. 

Corporate  governance  implementations  in  Indonesian  Ministerial  context 

incline to unite bureaucracy and corporation activities. In this implementation, 

the rove directors and commissioners changes mostly follow the political and 
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government recycle that go on every five years. This biased groove absolutely 

gives  influence  to  the  changes  of  BUMN Minister,  the  primary  holder  in 

Shareholders General Meeting. As the result, the BUMN organizer inclines to 

walk straight with the tides of winner parties in election. So, the changes of 

the BUMN board members will be happen consistent with the up and down of 

the political parties after the election. In other word, it can be conclude that 

BUMN directors and commissioners are still not resistant to political parties’ 

interferences.

The third hypothesis in this study is; there is a significant negative influence 

of the Government Ownership on Firm Performance; measured by ROA, ROE 

and SER.  Regression result in table 4.7 shows there is a negative significant 

influence of Government Ownership on ROA and ROE in Indonesian BUMN, 

but the relationship of Government Ownership on Sales-Employee Ratio is 

not significant. In other word, the third hypothesis (H3) is accepted for ROA 

and ROE but rejected for SER indicator. 

This result consistent with Zeitun and Tian (2007) that examined the impact of 

ownership structure mix on company performance and the default risk of a 

sample of 59 publicly listed companies in Jordan from 1989 to 2002. They 

documented  that  the  ownership  structure  has  significant  impact  on 

performance based on accounting measure however, government involvement 

are  significantly  negative  related  to  the  company’s  performance  based  on 

ROA  and  ROE (return  on  equity)  but  shows  positively  related  to  market 

performance  based  on  Tobin’s  Q.  Similar  study  was  done  Gursoy  and 

Aydogan (2000) on Turkish Market which address on main characteristics of 
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ownership  structure  of  the  Turkish  non-financial  companies  listed  on  the 

Istanbul Stock Exchange (ISE) and examine the impact of ownership structure 

on  performance  and  risk-taking  behavior.  They  describe  form  ownership 

structure  into  foreign  ownership  (FRGN),  government  ownership  (GOV), 

cross  ownership  (CROSS),  family  ownership  (FAM)  and  affiliation  to  a 

conglomerate  (CONG). The results  exhibit  a  negative  relationship  between 

government ownership and company performance based on (ROA and ROE).

5. CONCLUSION

5.1 Conclusion

The purpose of this research  was to examine the  relationships of  corporate 

governance  mechanisms and  firm  performance  in  Indonesia’s  SOEs.  n 

BUMN.  The  population  of  this  research  is  Indonesian  BUMN  listed  in 

Indonesia BUMN Ministry in 2003-2006.  The study found: :

1. Bboard size cannot  be associated with the Board of Commissioners’ 

ineffectiveness.   Contrast with many previous researches, this study 

also found that there is significant positive relationship between BOC 

Size and Firm Performance, as long as that increasing still below the 

critical number (7 or 8 member).

2. There is a negative significant influence of Board of Commissioners’ 

Composition to Return on Asset and there is no significant influence 

of Board of Commissioners’  Composition to Return on Equity and 

Sales-Employee Ratio in Indonesian BUMN. The research presented 

in this paper implies that  Indonesian BUMN still has to design more 

optimal  board structure that  could encourage the company to  have 
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efficient  board  governance  in  order  to  increase  the  firm’s 

performance. This is so crucial because board of commissioner is one 

of  primary  element  in  corporate  governance,  and  corporate 

governance itself, is really needed to maximize firm’s value.

3. There  is  negative  a  negative  significant  impact  of  Government 

Ownership Percentage on ROA and ROE, but not significant impact 

to SER in Indonesian BUMN. There are many reasons may lead to 

why  government  ownership  results  in  poor  financial  performance. 

First, the government is guided by social altruism, which may not be 

in  line  with  the  profit  motive.  Second,  the  government  is  not  the 

ultimate owner, but the agent of the real owners – the citizens. And it 

is not the real owners who exercise governance, but the bureaucrats. 

There is no personal interest that bureaucrats have to ensure that an 

organization is run efficiently or governed well since they do not have 

any benefits from good governance.

5.2 Limitation and Areas for Further Research

Although  much  time  has  been  spent  in  collecting  and  cleaning  up  huge 

amount of the data, there are still limitations that might influence the result of 

this study.  This research only uses 31 sample of Indonesian BUMN in the 

period of four observation years. Future research may add total sample and 

expand the observation time in order to get optimum result. The variables of 

this  research are  not  enough to  detect  the  firm performance  in  Indonesian 

BUMN. Future research may expand the corporate  governance factors that 

could influence firm performance in Indonesian BUMN.
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Appendix 1.

Result of Classic Assumption Testing

Descriptive Statistics:

Descriptive Statistics

124 1.00 7.00 4.4113 1.34957
124 .00 5.00 .4839 1.05525
124 .18 1.00 .9135 .18872
124 -4.61 -1.05 -2.7302 .92079
124 -4.61 -.09 -1.7176 .85567
124 13.12 21.82 19.4828 1.38650
124

Size
Comp
Gov
ROA
ROE
SER
Valid N (listwise)

N Minimum Maximum Mean Std. Deviation

Normality Testing:

One-Sample Kolmogorov-Smirnov Test

124 124 124 124 124 124
4.4113 .4839 .9135 -2.7302 -1.7176 19.4828

1.34957 1.05525 .18872 .92079 .85567 1.38650
.249 .475 .451 .086 .128 .115
.210 .475 .323 .086 .055 .089

-.249 -.323 -.451 -.064 -.128 -.115
1.776 1.291 1.019 .956 1.424 1.284
.107 .258 .216 .321 .035 .074

N
Mean
Std. Deviation

Normal Parameters a,b

Absolute
Positive
Negative

Most Extreme
Differences

Kolmogorov-Smirnov Z
Asymp. Sig. (2-tailed)

Size Comp Gov ROA ROE SER

Test distribution is Normal.a. 

Calculated from data.b. 
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Dependent Variable: ROA

Normal P-P Plot of Regression Standardized Residual
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Dependent Variable: SER

Normal P-P Plot of Regression Standardized Residual

Autocorrelation Testing:

Model Summaryb

1.596
Model
1

Durbin-
Watson

Dependent Variable: ROAb. 

Model Summaryb

1.888
Model
1

Durbin-
Watson

Dependent Variable: ROEb. 

Model Summaryb

1.524
Model
1

Durbin-
Watson

Dependent Variable: SERb. 
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Multicollinearity Testing:

Coefficientsa

.740 1.352

.247 4.056

.268 3.737

Size
Comp
Gov

Model
1

Tolerance VIF
Collinearity Statistics

Dependent Variable: ROAa. 

Coefficientsa

.740 1.352

.247 4.056

.268 3.737

Size
Comp
Gov

Model
1

Tolerance VIF
Collinearity Statistics

Dependent Variable: ROEa. 

Coefficientsa

.740 1.352

.247 4.056

.268 3.737

Size
Comp
Gov

Model
1

Tolerance VIF
Collinearity Statistics

Dependent Variable: SERa. 

Heterokedasticity Testing:

Coefficientsa

.891 .202 4.418 .000
-.142 .142 -.095 -.997 .321
.046 .045 .093 1.024 .308

-.027 .180 -.015 -.153 .879

(Constant)
Size
Comp
Gov

Model
1

B Std. Error

Unstandardized
Coefficients

Beta

Standardized
Coefficients

t Sig.

Dependent Variable: AbsUta. 
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Coefficientsa

.786 .216 3.640 .000
-.136 .152 -.085 -.890 .375
-.001 .048 -.002 -.021 .983
-.214 .192 -.107 -1.113 .268

(Constant)
Size
Comp
Gov

Model
1

B Std. Error

Unstandardized
Coefficients

Beta

Standardized
Coefficients

t Sig.

Dependent Variable: AbsUt2a. 

Coefficientsa

1.115 .350 3.185 .002
-.106 .247 -.041 -.429 .669
.098 .077 .115 1.263 .209

-.314 .312 -.096 -1.005 .317

(Constant)
Size
Comp
Gov

Model
1

B Std. Error

Unstandardized
Coefficients

Beta

Standardized
Coefficients

t Sig.

Dependent Variable: AbsUt3a. 
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Appendix 2. Result of Hypothesis Testing

Regression I:

Variables Entered/Removedb

Gov, Size,
Comp

a . Enter

Model
1

Variables
Entered

Variables
Removed Method

All requested variables entered.a. 

Dependent Variable: ROAb. 

Model Summaryb

.256a .065 .042 .90126 1.596
Model
1

R R Square
Adjusted
R Square

Std. Error of
the Estimate Durbin-Watson

Predictors: (Constant), Gov, Size, Compa. 

Dependent Variable: ROAb. 

ANOVAb

6.814 3 2.271 2.796 .043a

97.472 120 .812
104.286 123

Regression
Residual
Total

Model
1

Sum of
Squares df Mean Square F Sig.

Predictors: (Constant), Gov, Size, Compa. 

Dependent Variable: ROAb. 

Coefficientsa

-2.336 .880 -2.655 .009
.120 .070 .176 1.713 .039

-.365 .155 -.419 -2.356 .020
-.817 .832 -.168 -.982 .003

(Constant)
Size
Comp
Gov

Model
1

B Std. Error

Unstandardized
Coefficients

Beta

Standardized
Coefficients

t Sig.

Dependent Variable: ROAa. 
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Regression 2:

Variables Entered/Removedb

Gov, Size,
Comp

a . Enter

Model
1

Variables
Entered

Variables
Removed Method

All requested variables entered.a. 

Dependent Variable: ROEb. 

Model Summaryb

.386a .149 .128 .79911
Model
1

R R Square
Adjusted
R Square

Std. Error of
the Estimate

Predictors: (Constant), Gov, Size, Compa. 

Dependent Variable: ROEb. 

ANOVAb

13.428 3 4.476 7.010 .000a

76.629 120 .639
90.058 123

Regression
Residual
Total

Model
1

Sum of
Squares df Mean Square F Sig.

Predictors: (Constant), Gov, Size, Compa. 

Dependent Variable: ROEb. 

Coefficientsa

-.418 .780 -.535 .593
.145 .062 .229 2.337 .021

-.210 .138 -.259 -1.530 .129
-2.012 .738 -.444 -2.726 .007

(Constant)
Size
Comp
Gov

Model
1

B Std. Error

Unstandardized
Coefficients

Beta

Standardized
Coefficients

t Sig.

Dependent Variable: ROEa. 
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Regression 3:

Variables Entered/Removedb

Gov, Size,
Comp

a . Enter

Model
1

Variables
Entered

Variables
Removed Method

All requested variables entered.a. 

Dependent Variable: SERb. 

Model Summaryb

.295a .087 .064 1.34113
Model
1

R R Square
Adjusted
R Square

Std. Error of
the Estimate

Predictors: (Constant), Gov, Size, Compa. 

Dependent Variable: SERb. 

ANOVAb

20.617 3 6.872 3.821 .012a

215.835 120 1.799
236.452 123

Regression
Residual
Total

Model
1

Sum of
Squares df Mean Square F Sig.

Predictors: (Constant), Gov, Size, Compa. 

Dependent Variable: SERb. 

Coefficientsa

21.360 1.309 16.317 .000
-.337 .104 -.328 -3.238 .002
.240 .231 .182 1.038 .301

-.552 1.239 -.075 -.446 .656

(Constant)
Size
Comp
Gov

Model
1

B Std. Error

Unstandardized
Coefficients

Beta

Standardized
Coefficients

t Sig.

Dependent Variable: SERa. 
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