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Abstract

This study examines the governance structures and mechanisms influencing the performance of Indonesia’s regional development banks
(BPDs) during and beyond the COVID-19 pandemic. By analyzing financial and annual reports from 27 regional development
banks across Indonesia, the study explores both the immediate and lasting impacts of governance elements, including board size, board
independence, and committee structures, on bank performance. Using a two-stage least squares (251.8) regression model, findings reveal
that certain governance elements, such as the risk monitoring committee size, positively impacted performance during the pandenric,
whereas larger board sizes and higher board independence were associated with negative outcomes. Additionally, other governance factors,
such as board meeting frequency and andit committee size, did not significantly influence performance during the crisis. The research
highlights that the stability observed in BPDs during the pandemic was primarily driven by external factors, including regional economic
growth and credit expansion, rather than governance mechanisms alone. These findings suggest that while crisis-era governance structures
were adequate during the pandemic, post-pandemic recovery and resilience will require more adaptable governance frameworks. As
BPD:s face evolving challenges in the financial sector, this study underscores the importance of enhancing strategic oversight and adjusting
governance practices to foster long-term stability. This research contributes to the literature on governance and crisis management in
regional banks, offering insights for regulators and practitioners seeking to reinforce governance frameworks that support sustainable
performance in the face of new economic realities.
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Introduction

The Covid-19 pandemic, which began in 2020, dramatically impacted the Indonesian economy, including
the banking sector. While the performance of many banks declined during this period, Indonesia's regional
development banks (BPD) showed notable resilience. The present study not only investigates BPD
performance during the pandemic but extends the analysis to assess factors that may support their
continued stability and growth in the post-pandemic era. Understanding how governance structures can
adapt to both crisis and post-crisis conditions is essential as BPDs face new economic pressures and
opportunities in the evolving financial landscape. They tend to be stable, while other banks are just the
opposite. In general, the average return on assets (ROA) of banking before the pandemic was 2.47%, and
when the pandemic hit, it was 1.72%. Specifically, state-owned and private banks fell deeper than BPDs.
The average ROA of state-owned banks fell from 2.81% to 1.80% and private banks from 2.11% to 1.58%.
Meanwhile, BPD only fell slightly, from 2.15% to 2.04%.

The positive performance of BPD during the pandemic has received much public attention, especially from
regulators. It is because, before the pandemic, they experienced several problems. One of the crucial
problems in BPD is related to its governance. The results of the audit of the Supreme Audit Agency of the
Republic of Indonesia revealed that there were 117 findings containing 165 problems with BPD in 2019.
Most of them are related to governance, especially the weaknesses of the internal control system and its
non-compliance. In addition, the Financial Services Authority (hence shortened as OJK in Indonesian) also
considers that the integrity and professionalism of its human resources are still low. Thus, it can potentially
threaten the sustainability of their business in the future (Ulya, 2020). In line with that statement, the
Research Director of the Center of Reform on Economics, Piter Abdullah, also assessed that their capital
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and governance are still low and not optimal (Anggraeni, 2022). Why are they even better off during the
pandemic?

It is undeniable that governance plays an essential role in company performance, especially in the financial
sector, such as banks. Since first introduced until now, the concept of governance has been believed to be
positively correlated with company performance. Good governance will drive good performance and vice
versa. The past financial crisis experiences have all been triggered by poor governance, as stated by the
Otganization for Economic Cooperation and Development (OECD) and the National Commission on the
Causes of the Financial and Economic Crisis in the United States. Banks with poor governance are involved
in excessive risk-taking, resulting in more significant losses during the crisis (The Financial Crisis Inquiry
Report, 2011).

However, the empirical evidence on this point is inconsistent. Most studies found a positive relationship
between governance and performance (e.g., Chazi et al., 2018; Basar et al., 2021), some did not, and some
found a negative relationship (e.g., Aebi et al., 2012; Moudud-Ul-Huq et al., 2018).

This article focuses on our main question above. Specifically, we will explore how governance plays a role in
explaining their performance during the Covid-19 pandemic. This article makes two significant contributions
to the academic literature. First, this research is the first to examine the effect of governance on bank
performance during the Covid-19 pandemic. Therefore it is hoped to enrich the literature on the relationship
between governance and bank performance during a crisis, more specifically due to the Covid-19 pandemic.
Second, it enriches the literature on governance in local government-owned banks, which is also very rarely
explored by other researchers.

Literature Review
Regional Development Banks and Their Governance

Regional Development Banks (BPD) are banks where the Regional Government controls most ownership.
These banks were established with two main objectives, to encourage regional economic growth and to
increase regional income. These banks operate like commercial banks but are not foreign exchange banks.

BPD governance adheres to a two-tier system separating supervisory and management functions. The
supervisory function in this system is referred to as the board of Commissioners, while the management
function is referred to as the Board of directors. Specifically, BPD governance arrangements are regulated
under Law No. 13 of 1962 and Financial Services Authority Regulation No. 55/POJK.03/2016.

BPD is a bank controlled by the regional government, the election or replacement of the board of directors
and commissioners is carried out directly by the governor through the General Meeting of Shareholders
(GMS). However, the election or replacement must consider the remuneration and nomination committee's
recommendations. The board of directors must be at least three people, and all of them must be Indonesian
residents. The board of directors must be chaired by a presidential director and come from a party
independent of the controlling shareholder. Most members of the board of directors must have experience,
a minimum of five years in the operational field as a bank executive, and each member must also meet the
fit and proper test requirements. In addition, board members of directors are prohibited from holding
concurrent positions and owning shares of more than 25% of the paid-up capital in other companies. Most
Board of Directors members are also prohibited from having family relationships to the second degree with
fellow members of the Board of Directors or members of the Board of Commissioners.

Similar to the board of directors, the election or replacement of the board of commissioners is also carried
out by the governor through the GMS by considering the recommendations of the remuneration and
nomination committee. The minimum number of the board of commissioners is three people. The maximum
is equal to the number of the board of directors, and a minimum of one of them must be an Indonesian
resident. A president commissioner must lead the board of commissioners. Fifty percent of the board of
commissioners are required to be independent, and all boards of commissioners must also meet the
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requirements of a competency and compliance assessment. The majority of the board of directors is also
prohibited from having family relationships, as is the case with the board of directors. In order to support
the effective implementation of duties and responsibilities, the board of commissioners must establish an
audit committee, a risk monitoring committee, and a remuneration and nomination committee.

Bank Governance and Performance

The relationship between governance and performance has been studied extensively. The common
hypothesis built for this relationship is positive. It is based on agency theory, where an active board can
reduce agency problems. However, the empirical evidence regarding this relationship is diverse. Some studies
show a positive relationship (e.g., Khanifah et al., 2020; Felicio et al., 2018; Peni & Vihimaa, 2012; Al-Gamrh
et al., 2018), while others find a negative relationship (e.g., Fahlenbrach and “Stulz, 2011; Beltratti and Stulz,
2012; Aebi et al., 2012; Erkens et al., 2012; Minton et al., 2011). The diversity in the results of studies of this
relationship is caused by various factors, mainly due to the problem of measuring governance itself. Since
the concept of governance was introduced until now, there has been no consensus on the measurement of
governance. Some researchers use elements of governance structures and mechanisms (e.g., Bjagat and
Bolton, 2019; Aebi et al., 2012), and others use specific indices (e.g., Moudud-Ul-Hugq, 2015; Moudud-Ul-
Hugq et al., 2018; Al-Gamth et al., 2018; Khanifah et al., 2020).

This study uses elements of governance structures and mechanisms by considering the following aspects: (1)
This measurement is dominantly used by researchers; (2) for data reasons. The governance structure and
mechanism elements include board size, board meetings, board independence, and committees. The
relationship of the elements of the governance structure and mechanism to the company's performance will
be described in the following sub-sections.

Board Size and Bank Performance

One of the critical issues in the governance literature is the size of the board to resolve agency problems.
Board size refers to the number of directors (including commissioners in a two-tier system), where the higher
number indicates a large board size, and vice versa. Board sizes vary by industry. Generally, board sizes in
financial industries (such as banks) are larger than in non-financial industries, such as manufacturing and
services. It is due to the very different characteristics between these industries, where the financial industry
is subject to strict regulations.

There is no standard on boatd size, and the empirical evidence is also inconsistent. Some researchers found
a positive relationship between board size and firm performance (e.g., Dalton et al., 1999; Adams and
Mehran, 2005; Malik et al., 2014), and others found a negative relationship (e.g., Beltratti and Stulz, 2012;
Liang et al., 2013; Amedi and Mustafa, 2020). Researchers who find a positive relationship argue that a large
board size can improve monitoring and advisory functions, thereby improving the quality of governance and
corporate performance. Meanwhile, the researchers who found a negative relationship argued that a large
board size could lead to inefficiency. Specifically, a large board size can increase costs and information
asymmetry, decrease productivity, coordination, and ineffective communication (Fidanoski et al., 2014). In
banking in India, Gafoor et al. (2018) found that board size will positively impact bank performance when
the board size ranges from 6 to 9 people, but if it is below or above that range, it becomes inefficient. Large
board sizes will create diversity, but it will create coordination problems. On the other hand, a small board
size will be more active but less than optimal and even have the potential to malfunction the board itself.
Therefore, Mustafa et al. (2017) proposed an adequate board size of around eight people. Thus, the proposed
hypothesis is:

H;:Board Size Influences Bank Performance.
Board Meeting and Bank Performance

Board meetings are an essential part of the corporate governance mechanism. It is intended to discuss
essential issues to make decisions for the company's progress and growth (Eluyela et al., 2018). Meeting

1083


https://ecohumanism.co.uk/joe/ecohumanism
https://doi.org/10.62754/joe.v3i8.4797

Journal of Ecohumanism

2024

Volume: 3, No: 8, pp. 1081 — 1092

ISSN: 2752-6798 (Print) | ISSN 2752-6801 (Online)
https://ecohumanism.co.uk/joe/ecohumanism
DOI: https://doi.org/10.62754/joe.v3i8.4797

frequency indicates the number or how often the meeting is held. Board members' diligence shows their
activeness in carrying out their duties. This persistence can be measured by board attendance at each meeting
(Ghosh, 2007; Johl et al., 2015; Ilaboya and Obaretin, 2015). The meeting frequency that is too high is
considered unfavourable because it often causes the diversion of time, energy, and organizational resources
to less productive activities. Most empirical studies also show that high meeting frequency is negatively related
to bank performance (e.g., Taghizadeh and Saremi, 2013; Johl et al., 2015; Lorsch and Maclver, 1989; Ilaboya
and Obaretin, 2015). Therefore, Johl et al. (2015) suggested that meetings should only discuss important
issues less frequently. Thus, the proposed hypothesis is:

Ho: The frequency of board meetings is negatively related to bank performance.
Board Independence and Bank Performance

Board independence refers to directors (including commissioners in a two-tier system) who do not have any
relationship with the company except for the boatrd's position. The percentage of independent boards can
measure board independence for the entire board. Agency theory proposes separating ownership and
management to maximize their interests (Jensen and Meckling, 1979). In order to reduce conflicts of interest,
an independent board is expected to be able to monitor and control management activities to encourage
company performance (Walsh and Seward, 1990). Board independence is considered very important to
increase the effectiveness of supervision (Chancharat et al., 2012) to prevent opportunistic behaviour from
management (Lo et al., 2010). In addition, an independent board also plays a vital role in the decision-making
process, especially strategic decisions (Nugroho and Eko, 2012).

Empirical evidence regarding the relationship of board independence with performance is also inconsistent.
The majority of researchers found a positive relationship (Gafoor et al., 2018; Francis et al., 2012; Liang et
al., 2013; Muniandy and Hillier, 2015; Liu et al., 2015), and some did not find a significant relationship (e.g.,
Francis et al,, 2012). Fuzi et al. (2016) argue that the relationship between board independence and
performance varies. If independent boards are assigned to compliance issues, their presence will not improve
performance. However, expanding their duties may encourage better performance. Thus, the proposed
hypothesis is:

Hs: The Independence of board meetings is positively related to bank performance.
Bank Governance and Performance Committee

In line with Financial Services Authority Regulation No. 55/POJK.03/2016, commetcial banks (including
BPD) are required to form at least three committees, the audit committee, the risk monitoring committee,
and the remuneration and nomination committee. These committees are aimed at increasing the effectiveness
of the implementation of supervisory duties and responsibilities, which will positively impact bank
performance. Specifically, Tao and Hutchinson (2013) found that the size of the risk and compensation
committee is positively related to risk and, in turn, will affect bank performance. Meanwhile, Salim et al.
(20106) found that committee meetings positively affect company efficiency. Similarly, Munisi and Randoy
(2013) and Chou and Buchdadi (2017) also found the critical role of governance committees on bank
performance. Thus, the proposed hypothesis is:

Hya: The sige and frequency of andit committee meetings are positively related to bank performance.
Hyp: The size and frequency of risk monitoring committee meetings are positively related to bank performance.

Hye: The sige and frequency of remuneration and nomination committee meetings are positively related to bank performance.
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Methodology

This study encompasses a two-year analysis, capturing both the height of the COVID-19 pandemic and the
immediate post-pandemic period to identify governance structures that may sustain or hinder long-term bank
resilience.

Data

The data covers all regional development banks (27) between 2020 and 2021. The data is collected from the
financial and annual reports of each bank.

Independent 1 ariables: Bank Performance

Bank performance is proxied by capital, profitability, efficiency, and liquidity. Capital is measured by the
capital adequacy ratio (CAR = capital/risk-weighted assets*100%), with the minimum CAR standard for
commercial banks in Indonesia being 8% (Bank Indonesia Regulation No. 10/15/PB/2008). Profitability is
measured by return on assets (ROA = profit/total assets*100%), and there is no standard for this ratio.
Efficiency is measured by operating costs to operating income (OEOI = operating expenses/operating
income*100%), with a healthy standard ratio ranging from 94%-96% (Bank Indonesia Circular No.
6/23/DPNP/2004). Liquidity is measured by loan to deposits ratio (LDR = total loan/total deposits*100%0),
with an ideal standard ratio of 75%-80%.

Independent V' ariables: Bank Governance

Governance is proxied by five indicators, namely:
e Board size (BS) is measured by the natural logarithm of the number of board members.

e Board meetings (BM) are measured by the natural logarithm of the number or frequency of
board meetings per year.

e Board Independence (BI) is measured by the ratio of the number of independent boards to total
board members.

e Committee Size (CZ) consists of three, namely the audit committee size (CZ_Aud), the risk
committee size (CZ_Risk), and the remuneration and nomination committee size (CZ_RN).
Committee size is measured by the natural logarithm of the number of committee members.

e  The committee meeting (CM) consists of three, namely the audit committee meeting (CM_Aud),
the risk committee meeting (CM_Risk), and the remuneration and nomination committee
meeting (CM_RN). Committee meetings are measured by the natural logarithm of the number
or frequency of meetings per year.

Control Variables

The researcher used four main control variables (two of which are from internal banks, and the other two
are from external banks). The control variables from the internal bank are company size (log_total assets)
and loan growth (LG), while the external ones are regional economic growth (REG) and population. Data
for internal control variables were obtained from the bank's financial and annual reports, while data for
external control variables were obtained from the Central Bureau of Statistics.
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Data Analysis Model

Data analysis used a two-least squares (2SLS) model, intended to control the endogeneity problem between
elements of governance and bank performance. The equation model that we developed for this research is:

|CAR;¢|, IROA;¢|, |0EOI;|, ILDR;|
=a+ ﬁlBSit + ,BZBMit + ,BgBIit + ‘B4CS_Audl‘t + ﬁsCS_RiSkl’t + ﬁGCS—RNit
+ ,87CM_Audit + ﬁgCM_RiSkit + ,BQCM_RNit + ﬁloSizeit + ﬁllLGit + BlZREGit
+ &it

Where: CAR;¢ is bank capital i in year t; ROA;; is the profitability of bank i in year t; OEOI; is the efficiency
of bank iin year t; LDR; is the liquidity of bank i in year t; BS; is the board size for bank iin year t; BM; is a
board meeting for bank i in year t; Bli; is board independence for bank i in year t; CS_Aud is the size of the
audit committee for bank i in year t; CS_Risk; is the size of the risk committee for bank i in year t; CS_RNj
is the size of the remuneration and nomination committee for bank i in year t; CM_Aud; is the audit
committee meeting for bank 1 in year t; CM_Risk;; is a risk committee meeting for bank i in year t; CM_RN;
is the meeting of the remuneration and nomination audit committee for bank i in year t; Sizej; is the size of
bank i in year t; LGy is credit growth for bank i in year t; REG;; is regional economic growth for bank i in
year t; a is a constant; 3 is the slope; and e is the residual error.

Results and Discussion

During the Covid-19 pandemic, the performance of regional development banks tends to be stable. All their
key performance indicators are still at the standards the central bank and financial services authorities set,
except for the LDR, which has slightly increased (see Table 1). Their average CAR is 21.65%, ROA is 2.14%,
and OEOI is 78.29%. The average LDR is 82.71%, higher than the standard, 75%-80%. The average
company board is eight people, 54% of the board of directors and 46% of the board of commissioners, with
an average proportion of independent boards of around 45.94%. On average, the number of board meetings
is six times per year, with the lowest frequency only five times, while the highest is 29 times per year.

The committees formed to improve governance quality are almost identical from one bank to another. All
BPDs have three committees: the audit, risk monitoring, and remuneration and nomination committees. The
average size of each committee is around four people, the lowest is three people, and the highest is 5 to 6
people. However, the meeting frequency of each committee varies greatly. On average, the audit committee
meets about six times yearly; the lowest is four times, and the highest is 31 times. Meanwhile, the risk
monitoring committee held up to 17 meetings a year on average, with the lowest meeting frequency three
times and the highest meeting 24 times. It shows that the Covid-19 pandemic causes bank risk to increase.
The remuneration and nomination committees meet on average only two meetings per year, but some hold
more than two meetings, some even 16 meetings per year.

Table 1. Statistics

N | Min Max. | Mean | STDev. | Kurt. | Skew.

Performance
CAR (%) 54 |1 18.60 | 2538 | 21.65 | 2.06 -0.59 | 0.55
ROA (%) 54 | 1.40 3.20 2.14 0.56 045 | 1.12
OEOI (%) 54 | 67.65 | 8632 | 78.29 | 5.58 -0.07 | -0.66
LDR (%) 54 |1 68.06 |91.19 | 82.71 | 827 -0.99 | -0.67
Board Size 54 | 7.00 11.00 | 8.33 1.44 0.21 1.07
Board Meetings 54 | 5.00 29.00 | 5.56 9.73 0.81 1.52

Board Independent | 54 | 0.67 75.00 | 45.94 | 25.99 -0.47 | -0.73

Committee Size
CS_Aud 54 | 3.00 5.00 4.17 0.94 -1.93 | -0.38
CS_Risk 54 | 3.00 6.00 4.33 0.98 -0.31 | 0.56
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CS_RN 54 1 3.00 5.00 4.33 0.78 -0.79 | -0.72
Committee
Meetings
CM_Aud 54 1 4.00 31.00 | 5.70 9.86 1.38 | 1.66
CM_Risk 54 1 3.00 2400 | 17.00 | 11.00 4.00 | 7.00
CM_RN 54 1 2.00 16.00 | 2.12 4.08 6.90 | 2.60
Controls
Size (Asset Rp| 54 | 7.72 167.01 | 34.24 | 41.10 11.16 | 3.24
Tril)
LG (%) 54 | -025 | 1352 | 5.59 3.49 191 | 0.53
REG (% 54 | -15.74 | 8.83 1.72 4.35 249 | -1.10

During the pandemic, BPD's average total assets were around 34.24 trillion; the lowest was Rp. 7.72 trillion,
and the highest was Rp. 165.01 trillion. It shows that BPD size is varied. The BPDs with the largest total
assets are dominantly located on Java Island. In contrast, the opposite is located in the eastern part of
Indonesia. Despite the pandemic, BPD could increase its credit distribution. On average, they have positive
credit growth, 5.59% per year, with the highest growth reaching 13.52%. Only a few of them experienced
negative credit growth. In addition, economic growth in the region is very extreme. In 2020 almost all
provinces recorded negative economic growth, and the worst was -15.74 %. However, in 2021, most of the
regions in Indonesia will bounce back by recording positive economic growth, the highest reaching 8.83%.
The average regional economic growth during the pandemic was around 1.72%.

During the pandemic, performance in terms of capital (CAR) was positively correlated with the risk
monitoring committee size (CS_Risk) and negatively with the bank size (see Table 2). It shows that a small
risk monitoring committee tends to improve capital performance. Meanwhile, small-sized banks also tend to
improve their capital performance. However, uniquely, smaller banks tend to have more significant risk
monitoring committees, while larger banks tend to have smaller risk monitoring committees.

During the pandemic, bank profitability (ROA) was only significantly related to efficiency (OEOI). Both
have a negative correlation, which indicates that the more efficient the bank's operations during the
pandemic, the smaller the profits will be. On the other hand, the more inefficient the bank's operations, the
greater the bank's profit. This finding contradicts the general understanding that efficiency and profitability
are positively related. However, in a pandemic context, it might happen, due to limitations, both from the
bank's and customers' side. The majority of banks are forced to operate online, but the majority of customers
in the regions are less technologically literate. As a result, banks that are forced to operate traditionally will
bear higher costs, such as costs for implementing health protocols, and in turn, it will reduce bank profits.

Unlike other performance indicators, liquidity (LDR) does not show a significant correlation with other
variables. It shows that other performance indicators are not related to liquidity, likewise with the structure
and mechanism of bank governance.

During the pandemic, BPD governance structures and mechanisms tend to correlate with each other. Board
size (BS) is positively correlated with board independence (BI), audit committee meetings (CM_Aud), and
bank size (Size), but negatively with credit growth. It shows that large banks tend to have large board sizes
and tend to have more independent boards. As a result, they can improve their supervisory performance.
However, large board sizes tend to be less effective, as can be seen from the negative correlation between
board size and credit growth.

During the pandemic, board meetings (BM) tend to increase, and it is positively correlated with audit
committee meetings (CM_Aud), risk monitoring committee meetings (CM_Risk), and remuneration and
nomination committee meetings (CM_RN). In contrast, board meetings have a negative correlation with
board independence (BI), audit committee size (CS_Aud), remuneration and nomination committee size
(CS_RN), and credit growth.
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Just like other elements of the governance structure, the elements in the governance mechanism process are
also correlated with each other. Board Independence (BI) is negatively correlated with the risk monitoring
committee size (CS_Risk) and its meetings (CM_Risk) but positively correlated with the remuneration and
nomination committee size (CS_RN) and its committee meetings (CM_RN). It shows that the less the
proportion of independent boards, the larger the size of the audit committee needed, and the higher the
frequency of their meetings. In contrast, low board independence tends to increase the remuneration and
nomination committees' size, which is accompanied by a high frequency of their meetings. These findings
indicate that independent boards do play an essential role in governance mechanisms. Their existence can
create efficiency and reduce conflicts of interest. Specifically, these correlations can be seen in Table 2.

Table 2. Correlation Matrix

CA | RO | OEO| LD CSR |CM | CM | CMR
R |A I R BS | BM| BI | CSA CSR| N A R N Size| LG

CAR |1
ROA | .11 |1
OEOI | .11 | - 1

.84

LDR | .30 | -13 ] .40 1

BS -48 | .46 | -757| -39 |1

BM A8 1 .34 | -24 | .63 | .13 |1

BI -58 | -.01 | -07 |-41] .50 - 1
* ‘5’1**

CS_Au| .14 | .09 | -38 |-061|.29 |- -07 (1

d 46"

CS_Ris| .77| .02 | .04 A1 | -17 | -04 - 56" 1

k 387

CS_RN| .10 | -29 | 44 | -13|-17] - .6271.03 | .26 |1
.68** *

CM_Ay -16 | 45 | -46 | .40 | .50%] .90*| -.13

- =28 | -.63* 1
d * * 43

CM_Ri| .17 | .36 | -31 | .56 | .14 | .99*

- - =03 | =79 .88 1
sk * 59| 35
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CM_R | -36 | -.05 | .06 A7 | =241 367 34% - - -.68™ .31 | 4071
N ST 74
Size - 27 | -46 | =14 | 60" 36" .29 | - - =547 .66 37| 597 | 1

73 * 347 .83
LG 53 .16 | .09 =13 - - 16| .31 | 497 43| - - =33 ] - 1

D27 AT * .68 46" 727
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Elements of governance structures and mechanisms affected the performance of Regional Development
Banks during the pandemic (see Table 3). However, the effect of each element of governance on their
petformance tends to vaty. Specifically, the board size and the board's independence affect all bank
performance indicators negatively. It shows that banks with large board sizes and board independence reduce
bank performance, in terms of capital (CAR), profit (ROA), efficiency (OEOI), and liquidity (LDR).
Meanwhile, the board meeting is not significant with all bank performance indicators.

The audit committee size and its meetings do not affect the bank's performance during the pandemic, in
contrast to the risk monitoring committee size. The remuneration and nomination committee size has a
positive effect on bank profitability and efficiency, but only at a low level of significance. In general, the
remuneration and nomination committee meetings also do not affect performance, except in terms of
efficiency. However, it is also at a low level of significance. For the control variable, bank size is negatively
related to all bank performance indicators. It shows that small-sized banks have a superior performance
during the pandemic, while large-sized banks underperform. In addition, credit growth and economic growth
also significantly affect bank performance. Both of them affect bank performance positively.

Table 3. Regression

CAR ROA OEOI LDR

B t B t B t B t
Constant 3.16 8.03*+% | 394 9.46%FF | 4,71 8.90*** | 432 7.8k
BS -0.44 -8.03**¢ | 0,15 -8.76%F¢ | 0.14 -9.50*¢| 0.00 -9.13%4%
BM -0.06 -0.81 0.28 -0.57 0.62 -0.33 0.45 -0.45
BI -0.57 -4, 78| _0.30 -5.08+* | _0.02 -5.370k ] J0.16 -5.22%4%
CS_Aud 0.16 0.45 0.53 0.86 0.90 1.27 0.72 1.07
CS_Risk 0.79 7.13%k | 1.25 8.44x+x | 1,70 9.76*** | 1.47 9.10+**
CS_RN 0.12 1.13 0.49 1.63* 0.85 2.14* 0.67 1.88
CM_Aud -0.18 -0.52 0.15 -0.24 0.47 0.04 0.31 -0.10
CM_Risk -0.02 0.95 0.33 1.43 0.67 1.99* 0.50 1.67
CM_RN -0.22 -0.64 0.10 -0.38 0.42 -0.11 0.26 -0.24
Size -0.75 -5.05%FF| -0.50 -5.38%FF | _(0.25 5710 0.38 -5.55%**
LG 0.56 3.65% | 0.99 4.49%6k | 1,41 5.34%+ | 1.20 4,978k
REG 0.21 3.96%F | 0.59 4.84*%xx | (097 5.73%FF | (.78 5.29%#*
Memo Items
R-Square 0.88 0.93 0.95 0.2
Adj. R2 0.46 0.69 0.77 0.64
F-stat. 44 48rx* 38.95%x* 165.30%%* 82.91#*x
Obs. 54 54 54 54
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The findings above show that the elements of the governance structure and mechanism at regional
development banks during the Covid-19 pandemic were not optimal. Although, during the pandemic, their
performance was relatively stable, the stability was more dominantly explained by other factors not discussed
in this study. During the pandemic, elements of governance are inversely proportional to bank performance.
In general, these findings are in line with those found by Fahlenbrach and Stulz (2011), Beltratti and Stulz
(2012), Aebi et al. (2012), Erkens et al. (2012), and Minton et al. (2011). In crisis conditions, they also found
a negative relationship between governance and performance.

Specifically, Gafoor et al. (2018) and Mustafa et al. (2017) proposed that an adequate board size of around is
around 6 to 9 people, and our findings suggest an average board size of about eight people. However, this
measure is still negatively associated with performance. It implies that board size may be less relevant in
explaining bank performance. In addition, board meetings may also be less relevant in explaining
performance. Some researchers argue that a high frequency of meetings is considered less effective (e.g.,
Taghizadeh and Saremi, 2013; Johl et al., 2015; Lorsch and Maclver, 1989; Ilaboya and Obaretin, 2015), but
we found the opposite that relatively low frequency of meetings is also not able to boost performance. The
same applies to the independence of the board and the support committees.

Tmplications for Post-Pandensic Governance

While the size of the risk monitoring committee was found to positively influence bank performance during
the pandemic, a reassessment of these structures may be necessary for continued resilience post-pandemic.
The economic landscape post-COVID-19 requires BPDs to adapt their governance frameworks to address
new market dynamics, including digital transformation, evolving regulatory demands, and heightened risk
management. Consequently, BPDs may benefit from smaller, more specialized committees focused on
strategic oversight and adaptive risk management. Emphasizing the independence and expertise within these
committees could further enhance their capacity to manage emerging challenges effectively.

Conclusion

During the Covid-19 pandemic, the performance of regional development banks in Indonesia tended to be
stable, but this stability was only partially explained by elements of the structure and mechanism of
corporate governance. Only the risk monitoring committee size contributes positively to their performance,
while the boatd size and the board's independence are negative. Meanwhile, other elements of governance,
such as board meetings, the audit committee size, remuneration, compensation, and the meetings of these
committees, did not have a significant impact. Their good performance during the pandemic was
dominantly explained by other factors, such as credit growth and regional economic growth. Thus, the
results suggest that existing and widely used governance measures are irrelevant, particularly in crises.
Therefore, it will be homework for academics to explore governance measurement models from other
perspectives.
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