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ABSTRACT
Public companies are asked to execute good corporate govemance (GCG), in conformance with the insistence
of interested parties, which are regulated in the Financial Services Authority Regulation No 21/Pojk.04/2015
and Circular Letter of the Financial Services Authorif] No.32/SEOJK.04 years 2015. Implementation of GCG
as stated by some literatures requires diversity in the commissioners and directors board, resulting in a positive
effect on the company's financial performance with an impa@Jon achieving a going concern for a long period.
The research objective was to investigate whether there is an effect of gender diversity, nationality, educational
background, age of board members on the financial performance of manufacturing companies. The research
sample is manufacturing companies in the 2015-2018 period with a total of 63 companies with 256 firm years
of observation. The research location is the Tarumanagara Univergfly Stock Corner. The conclude of the study
are (1) Gender in board members cannot increase/ decrease the company's financial performance; (2)
Nationality of board members has a positive effect on the financifffperformance of manufacturing companies;
(3) The educational background of board members can improve the financial performance of manufacturing
firms;(4) The age of the board members cannot increase/ decrease the financial performance of the
manufacturing company.
Key words: Financial performance, Gender, Nationality, Educational background, Age.

that the company's going concern goals in a long period are

1LINTRODUCTION

Economic review, as an online economic tabloid,
continuously takes conscious action on the implementation
of good corporate governance for companies listed on the
stock exchange. The action, which was carried out in
collaboration with Indonesian Social Lean Management,
IPMI International Business School, PQI Consultant, and
Indonesia-Asia Institute, held an appreciation activity for
the Fifth Indonesia GCG Award with the title Consistency
of GCG Implementation for Sustainable Growth & Leading
in Global Competition [32]. The form of the award given by
the Economic Review for companies is holding the fifth
Indonesia GCG Award which was held at Balai Kartini
Jakarta on 23 August 2019, attended by Prof. Dr. Ir.
Marsudi Wahyu Kisworo, MSc as an expert on GCG and
has served as Independent Commissioner of PT
Telekomunikasi Indonesia Tbk. [32]. The award for the
company is a benchmark for management in implementing
GCG properly.
Companies that realize GCG based on some literature
require diversity in board members (directors and
commissioners board). The benefits that the company gets
for the diversity of board members can improve the
company's financial performance (has a positive effect) so

achieved [22]. In addition, the diversity of board members
is good news for potential investors because they have the
reason that the company is independent and transparent.
When companies get information in international networks,
it will give trust to investors and this can improve the
company's financial performance [22]. The diversity of
board members provides certainty to investors regarding
fairness, transparency, accountability, and responsibility for
company operations, thus having an impact on growing
investors' predictions of the company's future financial
performance. This explanation proves that there is a
correlation between board member diversity and company
performance [37]. Indonesia implements a two-tier
company board, where the composition of the board
consists of commissioners’ board and directors board.
Commissioners board has responsibility for monitoring the
work carried out by the directors’ board and also have
responsibility of regulating the company's operations. The
presence of foreign national board members is one gauge of
the diversity of board members ina company. The investor's
opinion states that if the composition of board members
consists of foreign nationals, then the company has been
managed professionally, which in turn is persuaded to
invest money n the company [22].
The conclusion of research on the diversity of board




members and good corporate have the impact of increasing
the effectiveness of board members' work and the
supervision carried out, which results in improving
company performance |7, 10]. This is because the
commissioners and directors board have an important
contribution to obtain the company's goals, namely
enhancing financial performance. Therefore, a diversity of
commissioners and directors boards are needed to realize
the company's aims, with diversity consisting of (1) gender,
(2) nationality, (3) educational background, and (4) age [8].
Diversity of directors’ board, namely gender in the literature
provides  inconsistent results affecting financial
performance positively, namely in research [3] and [34]
which have shown gender diversity in board members can
improve financial performance. However, different
research results were produced [12, 21] which proves that
gender diversity can reduce company performance.
The next board member diversity is nationality. The
nationality contained in board members, namely foreign
nationality, is a proxy for the diversity of board members in
many studies. Ararat et al.[4] in their research it hem:cn
proven that board members who are foreign citizens have a
positive effect on firm value. The conclusion of this
research are using a sample of companies in countries
adhering to a two-tier system (such as Norway and
Sweden). However, companies in countries that adhere to a
one-tier system such as the United States provide different
research results, which is proven by [16, 5] where the
diversity of board members influences reducing company
performance. This is because the large number of board
members who are foreign nationals can reduce
communication between board members and a large age
difference can ease the decision-making process.
Meanwhile, according to research rc [11] national
diversity in board members does not have a positive or
negative impact on the company's financial performance.
The next diversity is the educational background required
by the company. The diversity of educational backgrounds
is substantial for the formation that fills the entire board.
The reason for the importance of diversity in education for
board members is to keep pace with the progress of the
company's business so that the business decisions that board
members make can further improve financial performance.
Basccm research results Darmadi [13] supplies empirical
proof that the educational qualifications of board members
and CEOs a@nponam, to a certain extent, thereby
increasing the company's financial performance as proxied
by Return on Assets (ROA). As argued by Bhagat, et al.[9]
regarding the identification and measurement of such
management capabilities as difficult and expensive,
observable, and objective measures such as educational
qualifications may need to be considered in recruiting board
members. Darmadi, [13] states that educational
qualifications can be a proxy for intelligence for board

members so that they have a positive effect on the
company's financial pcrformae:.
The last discussion of diversity in board members is age.
Tulung and Ramdani |35] found that age diversity in TMT
characteristics had a positive relationship with the
performance of the @ional Development Bank of North
Sulawesi. The age diversity indicator is used to assess
greater variation in terms of cognitive, information and
value, this is because board members who are under forty
years old have different information, experiences, and
different views than senior board members in deciding on
issues related to issues. strategic issues [29]. However,
different research results are proven by Saerang et al.[29]
with a research sample at a regional dcvclopn bank in
North Sulawesi, Indonesia, where the result is that the age
of board members does not affect the financial performance
of the regional development bank.
The research gap of this study is that the results of previous
research have shown inconsistent results to prove the
hypothesis. Therefore, the researcher has the intention to
empirically examine the diversity of board members,
namely gender, nationality, educational background, ﬁ
age of board members, whether it can enhance the
company's financial performance or not, so the researcher
proposes  four  problem  formulations, namely:
Can the gender of board members enhance the
company's financial pfmmanoc?; (2) Does the nationality
of board members enhance the company's financial
performance?; (3) Does the educational background of
board members enhanc e company's financial
performance?: (4) Does the age of board members enhance
the company's financial performance?

Our Contribution. This research proves empirically
how the diversity of board members consisting of gender,
Iionalily,cducationa.l background, and age influences the
financial performance of manufacturing companies as
gauged by ROA.

2.BACKGROUND

Agency Theory and Signal Theory.
Agency theory that is associated with the diversity of board
mnbcrs that a company has. Agency theories recommend
that more assorted boards are more independent and better
able to make their control function [1]. Diversity of board
members can improve the decision-making process by
adding sundry thoughts, expertise, backgrounds,
perspectives, and business knowledge [26], increasing the
ability of the board to handle various opportunities and
challenges in the external environment of the organization
[27]. In signal theory, companies will voluntarily submit
information related to the company to the capital market
with the aim of roducinformatjon asymmetry. Based on
signal theory, the presence of a female board of
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commissioners and diroclors,c presence of individuals
with various nationalities on the board of commissioners
and directors, a distributed educational background, and the
level of independence will provide a positive signal that
they have implemented the principles of GCG, especially
for accountability. and independence of decision making.
This information should be considered good news and has
information content for investors and will influence the
company's financial performance assessment [38].

Diversity of Board Members.
The meaning is the diversity in board members in terms of
characteristics informing the public about their opinion [4].
NACD is of the opinion, in determining who will be elected
as a board member, cma:lcring diversity in the election of
board members [39]. The composition of the board of
commissioners and directors’ board is increasingly diverse,
so there are many options for resolving issues Ihaarc
happening in the company. The diversity contained in the
composition of the board of commissioners and directors
discussed in the study is gender, nationality, educational
background, and age [8], on the grounds that this diversity
still results in inconsistencies in the results of previous
research.

Gender socialization theory means that $6§ gender disparity
between men and women lie in inherent characteristics, and
this will lead to diffcrcras in behaviour between men and
women. Some of the gender-related characteristics that
have been identified in the literature include moral
development, moral sensitivity, and a tendency to take risks
[40]. Therefore, differences in gender characteristics of
women and men can influence company management
decisions. The second diversity is nationality. The presence
of board members who are foreign national for the
company, can provide positive benefits for the company,
because investors think that if there are board members who
are foreign nationals it shows that the company has been run
competently, which results in foreign investors not
hesitating to  invest in the company  [22].
The higher education that boards members have can
contribute to their effectiveness and can also signal to
investors about their atlity. Although it is not mandatory
for board members to have a business and economic
education background, it is much better if board members
have business and economic knowledge [29]. Board
members whavc knowledge in doing business are sure to
run a better business and make the right business decisions
than board members who do not have business knowledge
[29]. The next diversity is age. Ags the diversity that is
used to assess greater variation in terms of cognitive,
information and value, which is because young managers
(under 40 years) are assumed to have information,
experience, and perspectives that are not the same as senior
managers (over 40 years). in compiling company decisions
on strategic matters [29]. Pegels and Yang [28] recommend
that senior managers incline to evade from risk, while young
managers lead to look for high-risk things and look for
innovative company growth strategies [29].

Financial Performance. Company management has
successfully obtained good financial performance to carry
out its function in managing assets in the company
effectively for a certain periof] 30]. According to Isbanah
[20] the company's financial performance is a measure of
the success of a manager operating a company . Information
related to financial performance is needed by groups that
have an interest in the company. From some of the
definitions that have been described above, the conclusion
is that ncia.l performance is a measurement tool that is
owned by a company to achieve the company's goals so that
the company can realize itsmctitivc advantage. Return
on assets (ROA) is a ratio commonly used as a proxy for
financial performance measures in research. ROA is
defined as a measure that companies often use to assess their
ﬁnanca performance. According to Gitman, and Zutter
[18] ROA measures the overall effectiveness of
management in generating profits with its available assets.
The higher the firm's retumn on assets the better. If the ratio
value is getting higher, it shows the meaning of efficiency
that has been realized by company management so that it
can result in an increase in company performance,
especially financial performance.

Hypothesis Development.

Gender socialization theory mentions that gender
differences exist in which men and women have different
characteristics and lead to diﬂa:nccs in behaviour between
men and women. Some of the gender-related characteristics
that have been identified in the literature include moral
development, moral sensitivity, and a tendency to take risks
[40]. Therefore, differences in gender characteristics of
women and men can influence company management
decisions. Such as research results Liu et al.|25]: Saerang et
al.[29]; and Sarhan et al.[a which prove that gender
diversity on board members has a positive influence on the
company's financial performance. So, the hypothesis is:
H1: The gender of board members has a positive effect on
the company's financial performance.
Board members who are foreign nationals, are diversity,
offer benefits for the firm, namely the presence of board
members who have broader work experience, adding more
information and experience to the company, convincing
investors that the company is operated professionally [39].
Therefore, the research results Estélyi and Nisar [15] ﬂ:
board members who are foreign nationals can improve the
company's financial performance, and the proposed

hypothesis is:
H2: The nationality of board members has a positive effect
on the company's financial performance

Board members who have studied business science and
economics can contribute to their effectiveness and can also
signal to investors about their quality. Although it is not
mandatory for board members who serve to have education
in the fields of business and economics, it is much better if
board members have business and economic knowledge
[29]. In line with the opinion Saerang et al[29], research
results Sarhan et al.[30] have proven that board members
with educational backgrounds in business and economics




can improve the company's financial performance, so the
pmpnscdn hypothesis is:
H3: The educational background of board members has a
positive effect on the company's fi ial performance.
Tulung and Ramdani [35] proved that age diversity in TMT
characteristics has a positive relationship with the
performance of Regional Development Banks. The reason
is that senior board members incline to evade risk, while
young managers prioritize pursuing high-risk objects and
innovative growth plans [29, 17]. ]md on the research
results, the hypotheses are: H4: The age of board members
has a positive effect on the company's financial
performance

3. METHODS

Population and .mp]e Determination.
The population are all firms listed on the Indonesia Stock
Exchange (IDX), with the sample being manufacturing
companies in the 2015-2018 period. The reason for taking
samples of manufacturing firms are that the manufacturing
industry sector is the largest so that the conclusions
generated from the research are not biased. Samples of
manufacturing companies taken are engaged in the
manufacture of beverages and packaging, concrete,
consumer goods, cigarettes, and others. This research took
a research sample using purposive sampling technique to
produce 63 companies with 256 firm years, with the
following criteria: (a) The company is listed on the IDX
continuously in the 2015-2018 period; (b) The company
obtained consecutive profits during the 2015-2018 period;
(c) The financial statements use the rupiah cumrency
(symbol: IDR); (d) The company is not in a merger; (¢) The
company is not conducting an IPO in the 2015-2018 period.

Data analysis technique. Panel data regression is used as a
data analysis technique. According to Gujarati and Porter
[19] and Ekananda [14] panel data does not require a
classical assumption test, because panel data can reduce
bias that may arise in analysing data so that it can share
more information, differences, and the degree of freedom.
Another advantage provided by panel data is that it can
better finding and assessing the effect, which cannot be
done using cross section and time series data [19, 14].

Variables and Measurements

Dependent Variable. This research makes use of financial
performance as a dependent venblc proxied by ROA on
the grounds that it can measure the company's capability to
generate profits in the past and then project it in the future
[18]. According to Kieso et al [23] ROA is calculated by the

formula: ROA — Netincome
Total Assets

Independent Variable

Diversithoard Members

Gender. Differences in the gender characteristics of
women and men can influence company management
decisions. Gender is measured by a proportion where the
formula is [29]:

_ the number of women on the board
- number of board members

Nationality. The presence of board members who are
foreign national can provide positive advantages for the
company because investors think that if there are board
members who are foreign nationals, it shows that the
company has been run competently, which causes foreign
investors not to hcsilaao invest in the company [22].
Nationality in the study is measured by the dummy variable,
where the value of 1 is for members of the board who are
foreign citizens and the value of 0 is vice versa.

Educational background. Educational background
possessed by board members in business science and
economics in running their business ensures that they run
the business better and produce correct business decisions
compared to board members who have knowledge other
than business and economics [29]. So that the proxy
measures board members who have business and economics
knowledge with the formula:

number of members of the board of economics
and business sciences
number of board members .
38

Age. The age of senior board members (over 40 years old)
tends to be risk averse, on the other hand, young board
members aged under 40 aim to pursue something with
high risk, and innovative growth strategies [29]. Age is
measured by a formula:

number of board members under 40 years of age
- number of board members

Control Variable

This resefiey@l uses control variables, are firm size and
leverage. Firm size is measured by total assets, where the
firm is large, indicate that their financial performance is
good because large companies are assumed to be relatively
stable and are considered to have the capabilitya::m
large profits compared to small companies [6]. size is
measured by the formula:  Ln (Total Assets)

The second control variable is leverage. Companies that use
a capital structure using leverage (debt) can improve their
financial performance on the grounds that an increase in the
value of debt also contributes to an increase in asset value
so that they can finance company operations with the aim
of obtaining profitability. If it can be concluded that if the
company has a larger source of funds, it can certainly
increase its profits and risks [20]. The formula for
Total Debt

leulating 1 5= —————
caleulating leverage is = o Equity

Analysis Model. This research uses panel data regression
analysis where the research model equation is as follows:
ROAt = ait + bPJENDit + ¢cDKEBit + dPLBPit +
ePUSIAit + fSizeit + gLEVit + eit

Information:




ROA = Company financial performance

PUSIA = Proportion of council members under 40 years of
age

PJEND = Proportion of female gender

DKEB = Dummy for national diversity, where the value of
1 is for board members with the status of foreign citizens
(WNA) and the value of 0 is otherwise

PLBP = Proportion of board members with economic and
business educational backgrounds

Lev = capital structure

Size = firm size

4, FINDINGS AND DISCUSSIONS
iptive Statistical Analysis

Table 1 Descriptive Statistical Analysis

N Min Max Mean Std.Dev.

ROA 256 0.000  0.781 0.087 0.100
JEND 256 0.000 1.000 0.108 0.129
KEB 256 0.000 1.000 0.382 0487
LBP 256 0.000 1.000 0532 0.205
USIA 256 0.000 1,000 0929 0.194
SIZE 256 0.000 37.676 2840 2452
LEV 256 0.000 32.151 4260 9225

Valid N 256
(listwise )

Source: output eviews 9

Based on the results of the descriptive statistical data
processing of 256 sample observations mentioned above, it
mvcs that the average manufacturing company has
financial performance, which is proxied by ROA , of 8.76%.
These results explain that manufacturing companies that
c low financial performance are due to the low value of
the diversity of board members (gender, nationality,
educational background, and age) of the company.

Hypothesis Testing Results

From the specification test above, it is concluded that the

model is better to use estimation with common effect. It is

known that in previous tests, the model has passed the

classical assumption test, so the estimation results are

consistent and unbiased. The prediction results of the panel
a regression model are as follows:

Table 2 Model Estimation Results

Variable Coefficient  t-stats. Prob.
C 0006 0.091 0927
GENDER 0.050 1.057 0291
NATION 0048 3.686 0.000

EDUC 0.053 1.763 0.079

AGE 0.012 0.380 0.703
SIZE 0.000 0235 0.813
LEVERAGE -0.000 -0.225 0.821
2 0.072
Adjusted R* 0.050
Durbin-
F-statistic 3.251 Watson 1.570
stat.
ol 0004
(F-statistic)

Source: output eviews 9

Based on the analysis, the F-count value is 3.251 and the F-
probability is 0.004. In the 10% significance level, it is
concluded that the F test is proven to be significant. So, it
can be concludcnthal gender, nationality, educational
background, and age of board members have a positive
impact on financial performance (probability 0.004).
The t test results presented in the table prove that:
a. The effect of gender on board members as measured by
the probability that the number of board members is female
ives a t-count of 1.057 and a probability of 0.291 at a
&niﬁcancc level of less than 10%, meaning that gender on
board members has no significant positive effect on the
financial performance of manufacturing companies.
b. The influence of the nationality@board members who
work in manufacturing companies has a positive impact on
financial performance, as evidenced by the t-count result of
3.686 with a probability of 0.000 in the significance level of
less than 10%.
c. The influence of the educational background of board
members of manufacturing companies has a significant
positive effect on the financial performance of
manufacturing companies. Where is evidenced by the
results of the t-count of 1.763 with a probability of 0.079 in
the signiﬂca%\'cl of less than 10%.
d. The effect age of board mcmbcnn manufacturing
companies is proven not to have a positive effect on
financial performance. Where is evidenced by the results of
the t-count of 0.380 with a probability of 0.703 in a
signific@J: level of more than 10%.
e. The results of panel data regression on firm size and
leverage n'iablcs, control variables, gave the results did
not have a positive effect on the financial performance of
Edhufacturing companies. The control variable firm size
shows that the size of the company cannot cause an increase
or decrease in financial performance, by giving the t-count
result of 0.235 with a probabilifffalue of 0.813. While the
leverage control variable also does not have a significant
positive effect on the financial performance of
manufacturing companies by giving the result of t-count -
0.225 with a probability value offB21.
f. The resulting goodness of fit value is 0.072. This figure
indicates that the contribution of all independent variables




in explaining the dcpcndvariablc is only 7.265%, and
the remaining 92.734% is explained by other variables
outside the research model that has been deseribed.

Discussion

The research panel data processed by regression with the
common effect method produces the following regression
equation:

ROAit = 0006779 + 0050741GEND  +
0.048419NATION + 0.053014EDUC + 0.012420AGE +
0.000624S1ZE - 0.000152LEVERAGE

Based on the results of panel data regression data, it is
proven that hypothesis | is rejected, t means that gender
in board members does not have a positive effect on
financial performance. Manufacturing companies generally
have less thanlﬁ% of total female board members
(10.84%). The results of this research support the research
results of Chapple and Jacquelyn [12] and Liu et al. [25].
The reason the company places more male board members
than women is because it assumes that men have a higher
ability than women in terms of imclligcncmat supports
financial performance [12]. Another reason is the presence
of women on board members only to comply with
applicable government regulations or to fulfill ethical
responsibilities and symbolic perspectives [25].
Hypothesis 2 based on the table estimation model results
shows that it is accepted, which means that the nationality
contained in board members is proven to affect improving
the financial performance of manufacturing companies.
This is evidenced in the table above that the average
manufacturing company has board members who are
foreign nationals by 40% of 100% and this is said to be quite
large. The reason is because the diversity in nationalities in
manufacturing companies provides more diverse
perspectives, ideas, and inforon, so that they can make
effective decisions related to the company's financial
performance [15].

The conclusion of the panel data regression in the table
above have proven that accepting H3, namely the busirm
and economic education background of members of the
board of manufacturing companies, has a positive impact on
their financial performance. Serving board members who
have business and economic education as their educational
background provide better work results in making business
decisions so that the business is run better, compared to
serving board members who do not have business and
nomic education as their educational background [29].
Based on the results of the panel data regression @& it has
been proven that n’:jtung hypothesis 4 where the age of the
board members of a manufacturing company has no impact
on the company's financial performance. The conclusion of
this research backing the conclusion research of
Kusumastuti et al. [24], Rompis et al. [41], Fathonah [42]
argued that the age of board members over 40 years is
considered weak due to the complexity of the work of a
board member, it requires special skills that must be
possessed. In accordance with the fact in manufacturing
companies that are research samples, that the average board

a:mbcr has an age of more than 40 years. This is presented
in the annual report of the manufacturing company. The
reason is because board members who are more than 40
years old have more experience operating the company's
business. In addition, the average age of board members in
manufacturing companies is over 40 years due to
bureaucratic factors and seniority in Indonesia, because
according to research proven by Kusumastuti, et al. [24] that
seniority is a biased measure because someone may have
been in the company for a long time, but it does not make a
significant contribution to improving the company's
finarml performance.
The control variable test shows that firm size proves does
not have an impact on the financial performance of the
manufacturing firm. This means that potential investors
understand very well that firm size cannot be a guarantee if
a large firm is guaranteed to have a good financial
performance because it is not necessarily supported by good
management |20, 33]. This research also proves that the test
results ofn: leverage control variable prove that the results
have no positive effect on the financial performance of
manufacturing companies. The reason is that the average
leverage value manufacturing companies are not too large
because they seek internal sources of funding, such as
securities issuance, compared to external funding sources
(debt) [2].

5.CONCLUSIONS

First, the gender of women in board members cannot
increase orrcasc the company's financial performance.
The reason is the average number of female board members
in manufacturing companies is less than 15% (10.84%). The
reason the company places more male board members than
women is because men have a higher ability than women in
terms of imclligc which supports financial performance
[12]. In addition, the presence of women on board members
is only to comply with applicable government regulations
or only to fulfil ethical responsibilities and syrﬂ)lic
perspectives [25]. Second, whereas foreign national board
members have a positive impact on the financial
performance of manufacturing companies. The reason is
that these foreign citizen board members provide more
diverse perspectives, ideas, and information, so that they
can make effective decisions regarding the company's
financial performance [15]. And third, board members vn
have education in business and economics can improve the
financial performance of manufacturing companies. The
reason is that board members who have the knowledge of
business and economics are certainly able to run a business
better and make correct business decisions than board
members who do not have business and econo
knowledge [29]. (4) The results of the analysis pm: that
the age of board members do not have a positive effect on
the financial performance of manufacturing companies,
because according to the reality presented in the annual
reports that the board members have an average age of more
than forty years. The reason is because board members who
are over forty years old have more experience operating the
company's business [41 42]. In addition, the average age of




board members in manufacturing companies is over forty
years due to bureaucracy and seniority in Indonesia,
because according to proven research |24] that seniority is
a biased measure, because seniority can be said for
employees. who have worked for a long time, but its
contribution is not seen to promote the company, namely
improving the company's financial performance?

Suggestion

This studies provides input to further research consisting of
(1) raacing the proxies for measuring gender diversity
with a dummy variable where a value of 1 is for companies
that have female board members and a value of O is the
opposite; (2) changing the proxy for measuring the age
diversity of board members to the proportion of members
under 50 years; (3) replacing control variables, namely
managcm ownership and liquidity, which in previous
studies had a positive effect on financial performance.
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