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Abstract

The aim of ths pegper i 0 review e ole of hosrd size as pan of e corporaie govermnce syuem. Ths paper discesses one zeneo of
couporal e ponvemnen co. eaew e, Bogmds, in fhe Inelomesinn oomtion). Lising U lisersdre meview maetbod, b peper exgibores faclors (ke nied
1o b ooemidered oo detemime @ optizal aumber of boards, specially in mdonesia We eaphore some defeminanis of Boand sine, sach
ns comeplexity and leverupe, owneship simcture, o finsscial mio suppon. THRealis revesl ol = usdenanding of de diffmences
found in the two-ner hiard model Belps us andersiand thas the diffenes fumciices of @e board of dammissioners ﬂ.‘lht biovard of dreciors
regrire diffement s srgatmussds from comimncs s adhon o one-tior sysmms Anyiew of g nelaionsbip bevwesn bomnl stee and comgany
pirfoemmwe 15 capsted B prl.:n'idl.'lt'ﬁi;\::urpur&h govermsinee lleralumg wilh imsaghls edo opfimiang Be sxs of boandk tha ¢ imjinov
compaey perfomunie, bath in lemns ol bodds af commesiones and beards ol direciers. This pagser proposes the sumdlanosus wesding of
birard size's relationsh g wish compasy periormanee. The resuls of this sesdy @re expected 0 make a more real cosgnboion sbeet ihe effet
o hawamd i cm Congmany o
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1. Tntroduction clasaicz] model, its ovwners and managers decide: and enjoy
the resalis |;|F their own decistons. Howeser, v a miodemn

This papeer discasses ane agpect al corporade govemsnoe, company, there & a sepambon between the ownes and

namehy, bonnds, in the Incbnesian comext, As the company
manzpement model changes from o clesicnl msdel fo
o misdemn ons:, the problems: faced by o company bgoms
meresingly complex, When o company = masaged w=img o
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mmaers of & coampany, The weer mthanzes the manager
Cagend ) toomn the company, bt demands satisfactory resulis
for the e (principal]. To bndge the inteests betweon the
twn parbies, ahoand i foemaed.

Awcording to the decision thery propoesed by Fama and
Jegsen {1583 ), the boand of direciors has @ rols in making
tecstans and mamitenng  the mplementation of thaze
dezisions, In Eedonesiz, e existing bomrd models hove
Iwo biers — 12e hoand of directors is lonned @ 2ke cure of
the compny and faks wp-level decisions, while the bonnd
sl pomamasEioners 15 bormad b omomtar and prescide ndvies
for the buard of diveciors. The mle of bath 15 very central
o the survival of a company. The neles made 1@ regolake
bawrds in Indoaiesio comprise e Law of Linitsd Company
Year XN, the Financial Services Awthoriny Regulation on
the Bourd of Comamissmaners urbﬂ_f.‘lin.'-um im 2014, and
are supparted by the Guidebines for the Tmplemestation of
Corporabe Governanoe in Indonesio i sswed by e National
Ciommities o Govermsss: Policy | 20H4),

Related to the optimal siee of boords, tle rules in
Indanesia tmly state the moamemem nemher of members or o
bsaarel ol commissiimeTs, Far puhlc companies, the minimuemn
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mimber of commuissioners 5 fwa people, while the non-
public muinimum s one persom, Mo mile @ stred reganding
the maximum mimber, b it is stated e the composinon
ol the boand of commissimers must be selficizntly large in
view of the complexity of the company’s business dnd in
tesmis of the effsctiveness of e decision mnking process
The reles reganding the size of the board of dirscions ore mol
exphiciily repulsted, neither m the Law and Begulalions nee
im the Carparnbe Covernance (00 Craidelines.

The differences between the resulis of sudies on fle
effect of board size on company performance led o ihis
wiuely v the opiomal hoard size and factars that could be
ised a5 0 hasis for determaminge the pamber o members
on @ board, Among dlem ane diversification end leverage,
cwnesship structure, and finonciol raios. Based on (he
results of siidies on e elfeerof boand size an perfonmecs
ungl the determination of the optianal boand see, it can be
conclhuded that there dre no definite benchmarks regording
# specific hoand size that = ephmal mlerms of sphmeeng
perfommnns

The rules m Indonesia stade that the simes of boords are
aifjustsd 10 the complexity of the companies” business with
regard o effecrivencss in the decision making process, As
n busiess becomes more complex, fhe namber of hoand
members meeded may be even grester. O the ather haned, the
mnmher of baard menshers will tngper the des elopment of
the company, meaning thad its complexity will also ingrepss
This shows the existence of o reciprocal ar simwbnnssus
relabionship betweenr boand size anl company complexity.
Thensfone, hassd oo the discussion outhned in fhns peper,
one can propose conducting o reciprocal test (for expmple
i simmlanecs squation approach] oo the relationship
betwoen boond sime and e complenity of the sompony in
sub seguent research. The rebiells of this study will contributs
to helping corpornbe governancs, is tenns of the opfimol
benimel siame.

1. Literature Review
1.1, Separstion of Ownership and Control

The shift i conporaie manngement pabterns, from ihe
masgemend uang the classical |:|1ud-.'l;l|-:|g d mons e
dircctam, Irgeers agency prohlems {(Fema, 1980 Fama
& Jemsen, 1983 Jemsen & Meckling, 1976). In company
monagemend Bt uses the  classicol model  (classical
cibreprengir iy, the ewoer of te aanpany Sowbles as il
manager of the company. In this conlext, the mesell of all
decisions taken by the company mennger wall be enjoyed
by il oy Jinclisding the risksl. This con be imterpreied
s ahe functions relnted o hodls tlse decision maker and the
risk goarumdor will be camed out by ane person {the owner

aid manager),

Howewer, im line with the develogment of industry,
which has hid an impoct in bormes of the nesd for additionnl
copital, i1 has causad the company o sk more mesdem
mimugement The mle of the capial markst sutamabically
causes chamges i the compaay’s  mansgement  model,
Companiss invalved in the capital market tend 1o cause a
separation bstween compaiy masagers [detision functions)
and campany pwners. Sinoe the pwnendip of the company
comprisss a varicty of individanls, the mmagement of the
compay (the decisior-making function) s cormied cut by
the mannger. Considening thot implementing the decision
fumction 15 sepirabed frcan the ultimale risk-heanng [unciion,
it is hkely o cause ssuss related o agency problems.

Apency problems arize a5 & result of the separation
beroveen ownesship ond e risk responsibility Function.
Bocaiss e nsagsrs’ nole s cmeial in imasegisg s
comtracks entrusted o them by the owners, thair behavior also
plivs a robe i the survival of their companies. Marageriol
kel mechamsmes alas help the awner o overcome spency
prohlems, Foma (980 staies tht the supply of manageriol
perannel casses competiton between theny, meaning they
are wltimately reguired o work better basause their paymends
are revised when goals are nof reschsd,

1.1 Fama and Jensen's Decision Theoary | 1983)

Fama amd Jensen [[9H3) disouss vanous efliods o
ovgrcnme agency problems by exploning the undersanding
of cach stage of the decision progess, Fama and Jensen
gted thot, when fhe ownership and monogement of b
coanpany are i the hanes of the samne: peman, then o a
decision is faken s not o problem. Howewser, when thers
5 0 separation of the twa, the apency. problems that arise
can b overcome by amiferstanding the detision process in
my prgmmzaian. Inogeneral, the decision process consists
of four stages, Firsl, initiation, samely, propesing varions
ahtemmntiveg s of resownces, Second, ratitication, numely,
cleensing anid deciding on proposals o be implemented,
Third, immplementation, numely, ke canrying oul of decisions
taken:; and flaally, monitoring, whicl menseres perfonnonee
anall prrevides newirds,

These four singes wre grouped into fwo functions; he
fecision management function, that is to say, the fing amd
third siapes: ond fhe decikion contral, that d= ioosay, the
sepond el foumh stapes, To ensare e survival of ihe
orgamization. when there iz o separation of ownership and
comirl, fhese two difforest desisiom fumchons st b
comed vt By elilterest apents. Fama and Jensen (1583 )
foend severnl ways the ergnmizetons. hove used 10 ensune
the imglementation of these twe diffenent fumctions. First,
the agent it a kigher bevel nets as the execater of the decision
costre] fncban for the management of the agent’™s decisions
ot dhe hower level {a hierarchical moedel), Second, there is
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the mechamism of monitoring between agenis, which is
carmed out i as inbormol moener. And feally, there s the
csinblishment of the Boand of directors & o mechinism for
manzging the company, especially m relabion to anpoatanl
decision conirals (e, agents ut the sop lesel),

3. Resulis and Discussion

AL The Rade of the Board in A Company - The
Indunesian Conkext

The spearthes] of the cnmniation’s decision conmal
syelem, when there 18 a sepoaration betwesn ownerdyip
ard comral, is in the handgiof the board. Fama amd Jensen
(198%) siate that boards have the power 1o hire bernvinote
nnd compensate iop-level decision-making manogers, The
uudharity o Lmﬁ;@. top level decisions given to the board
helps ensure the separution of the degision momagement and
ideigion senmal fimetione ut the top of the arganizanon so
that corpomite govemangs can guaranies the survival of an
DrinmEtion

Indonesin has its own rales For the svstem of corpombs
povermance. n the generd GICG Cinidelines, swaued hf}Ee
Mational Commitice for Govenmnee Policy (200065, il s
sibee] that the Cieneral Meeting af Sharcholders (GRMS)
I8 u codporsde organ that is the forem for shorehalders e
mutke it decisions reloting o capilal mvested in the
comgpany asd oriended to the compary®s business inleresis
im the lemy muin. Thas gaeleline also sates thal the GRS and!
pr sharchilders cammi miervene in the duties, fimctons @
mtlwritees of the boands of commesioners and direciors
Howener, the limitations of this intervention do not reduce
ths authorily ol the G5 10 mplase or diamiea members
of the board of commissioners andor direckaors. Acconiing
ta this description, it s clear that Indonesia has armanged
the separution of functions between 1he ownerslip and the
manssgement of @ company, v contras 9 whal was stiied
by Fams aned Jemsen (1983}, boasds in Indonesia have no
awlsority to appeint of dismiss agents. The mles only ste
that the board of commyvissivners may suspend the bound of
directars. Permanent replocements mid dismissals can only
bz carried cat by the (G5,

The rode played by the boards of companies in Indenesia
% as 2 bridge between sharcholders and managemeni. The
bvard Functions-in arder 1o ensure fhat the comgpany has
been mum well by the management so that the company's
waals can be achieved (Lokviarman, 2006: [52) The very
cemtral mole af the beard tnopered & debate aboul the M
combribgition Ao mproving company perfomeancs, namely,
in corying cul two d@ifferent functions: the ||:I\'|~H.'-r_l.'“!‘:ll
moenidoring functions (Kim et al., J014). The ceniral mle
of the board in the comgany's sindegic decisien-mnking
soimetimes obscires the moles of commol omd momitoring,

whicly it aleo plays (Lukvinmmam, 2006: 153, When cammying
vall 1= srnbezic role, the beard acis nx an wdvisar (advisary
fumctiany, while, when controllisg the company, it camics
el the maniioring funchon.

[ comradiction berween thess o funchiens & also
gxperiencs] by Boands in Indenesia who adhere o the rwo-
tier board system. The neles megarding boards in public
compeantes n Indonesia ore stipulabed by Lomited Company
Law Mumber 40 of 2007 (Repuhlic of bedomesia, 2007 and
Remilation of the Firancial Services Autherity Mamber 33
of 2004, In this repulation, it is stted that "the Board of
DHrectors s the Company’s Cmpan, which has dhe auihanty
nd 15 Tubly respansivhle for the management of the Company
im the: imteress of the Company, in pecondanes witlthe aims
i abjeetives of the Company ond represents the Company,
beoily fisbele and owtside e coun e scconlame with il
proviziins of the enicles of associstion™. Furthermare, it
simted 1t Mihe Board of Commmissioners is the Company’s
Ummn thal is mespomsible for comdecting  peneml  and?
of gpecific. supervision in accordandes with the ontichss. of
assoviation ond giving wdvice ts g}i.mdun"

Bassed on the miles af the Law and the Financial Services
Aanlarity Bemelorions, sl g the GO pepenal guidelines
by the Matiosal Commatee for Governance Policy, i1 can b
ceacluded that the momitorng amd advisery funciions are
carried o by the boord of commisgioners. The boand of
commiasioners gs & corperate ongan hos a collective dory and
responsibility 1o supervise and provide advice ta the disectors
und erswre tat the compamy implements GOG. Flowever,
the imxd of commssioners muay not paricipabe in making
operational decisions (Mationnl Commitice for Goyernanee
Podicy, 2006 1 %), The boord of directors as b corporate oagan
s 1 cartlegzial ity and responsibiliy m forms of masaging
the campany. The éffectivensss of the mplemenfation of the
duties of the board of divestons reguises the principle thot
the coanpasition of the beasd of directirs mast be such that
it allows dectsion moking in an effective, precise and fast
mumner, anxd can 2o irhd:-pl.'rlln:l_'tj (Matiaml Commmitiee fie
Crvermance Policy, 2006 17), Based on this description, it
cam b consludes] shat the buoand of conmudesiomers perlonms
aifvisary und manitarisg functicns, while direcers play a
rode in ferms of decisioremaking fusction. This is of counee
dlifferent from the Board meode] adopted by countrics such as
the LL5. Malnysia, or Singapaore hased on the one-tier board
],

LLL. Chalilcadions of Members of the Board of
Commbssloners and Direciors

Im carcying ot their role, the competencies and capabilities
ol the members of the boands of commmissioners and dizeciars
haave: g ceniral vale in determining e succsss of the: company,
Therefore, the process of proposmgg and selecting members
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ol the Boands of commissioners and directors 10 be camied
vait in ihe miechng of the GMS manst be sipported by ibe
availability of adequade information about the calidaies
The Limibed Lishility Company Law stipulates that members
of the hoards of commissioners and direcion ane ¢lecied
by shoreholders oo the GMS, Cagital market regulators
currenily hove privisions reparding general reguitements
for candidabes for members of the boands of commissioners
and dimcctors of iswers ond puhlic companies. Howeves, iy
practice, the sharcholders &0 ned have detailed informaton
abouwt the qualifcaiions and experience of the candidates for
the tvea bl priar i the RUPS that wall elect the candicdines
|Finnncml Services Authonty, 200455

The determimation of the qualifications of codidmes
for emhership of the boands of commissioners wnd
lieeiars is very necessary 0 onder (e sharcholders ol
the GMS have confidence thal oaly candidates whe have
certain gualifications and safficient experience will b
welected, In the Indemesian Corporate Cosernanee Baadmap
repart € Financinl Services Avtlanty, 204b), the authoaty
recoanmnenids, in accanfnee with mtermatioml exemplary
praciiees an the field of povenaacs, that the miles or
regulationg Be enacted thal reguine tat the quabifleatbons of
condidates for members of the bowrds of comvmissioners snd
directers mzt b determined and disclosed o shareholders
ul least @t the tinss the G5 wivonons 5 pabliched. Inothic
regand, the: existing provisions conceming the gaalifications
of candidates {or membership of both Boards need 1o
ke amgroved moorder to accommpdade the dynomics of
developments in the belkl of governanos and improve the
perfarmance of spaers and public companies.

AL Dptimization of Board Composition In
Indonesia

The quibe costral nale of the boand bas bom demonstrded
ba previows reseanch, The research explones the relationsip
between board charcteristios and company performance
Cre of the claracteristics of the beard is i bemns of s siee
traumber of mambsa], The bosrd s greatly millusmces 11
effectivensss ofthe decision-muking process,

LLA. The Board of Consmissloners

In the repiont "The Indonesa Compomte Gosermascs
Momvusl®, releassd by Intemational Financial Corporation
il Finnnciol Services Avdionty, il b sared il the nunsdey
ol commissiomers muost be lonated 0 the Higures sel m the
compeny's articks of asocition. A board of commisgoners
having a small nember of members s likely o canee e
comspany 1o nod be able &0 take advamage of the combined
skills and breadib ol expenence of s members. Conversely,
0 bonpd of commissioners kaving a large mumber of members

will be impacied by difficulties with manogemeni wnd
dhficuliies renching comsensms, go the mplomentobon of
tasks will take tige and become mese difficalt. Therefore,
there 1% o challenge @ chiosing the comedt siee of a boand of
cosnimiasiners given ihe need o find & Balence between the
tw, The CCeGriidetines in Indonsssin state thab il compesitian
of the board of commissioners mst B of sufficient size o
suit the complexity of the compuany s busimess with repard
effectivencss in the decision making prodese

The CG Cauidelises by the Mational Commities for
Governance Policy (2006) «ote that, in order b0 carry
it the dubies of the hoerd of cormmisonem fhectively,
ﬁ following principles mesd to e adhered o, Fissd, the
compogition of the board of commissiongrs mas make it
abke b st independenty and it mist enshle decisions 1o be
iiwle eflecbvely sl guickly, Furthenmnione, membssrs of tlis
boverd ol commissiomers st be profisional, kave imle gty
and tlse ahilify bo-carry ol their fenctions propesly inclsding
ensuring fhat the directors tike mio accmmi fhe interesis
of all stakeholders. Finolly, the supervisory and advizsony
functions aof the board of commisiamens cover preventive
petiona, cormestions, and femporary dismissals,

In i 400G manunl. @ 0s stated that the board of
commiasioners maed have a1 least one or member. When the
boendlof commisianers consists of mise tan pne member,
thesn mio meembsesr af the Baard of commissboners can actalone,
bt instead, acts an the basia of o joint decision of thElboard
of commzsioners. The Law of Limited Commgiony Artich
L8 paragraph {5) states that companies whase siness
aclivities are related o dhe collection andor managemenl
of public funds, componies that iseee debd acknewledpment
lesters v the priblic, and public companies must hase at b=ast
two meanbors of the board of commissioners (2014 GOG
Plamml: 128

Unlikeimihe U, 5, wheres hare ownershiprendsiobe widely
iistribaibed, muny Indonesinn public companies are conimalled
by manjaridy sharehalders, sofhe remnining ecamership (wlich
i wiclespwend and comprises mastly mimenty sharcholders)
tends 1o hawve less infonmacion. Therefoss, 0 overcoms:
imformativn e in orden o cffeivsly momibon managsmenl
and defend against potential misse by lnnge sharehslders,
rules reganding independent commissioners hive been drawn
up, Indepemndent comméssioners fave @ very imgonian role,
e fhe repulmions stipalate thot the numbe of independent
commissioners, acconding b0 CG regulations, (s one thind
of the total mumber of menshers of the company™s Board
of commisaeners. The CO lisdonesia Chidelines: siate thal
Tk repanding indepeslent conmussionen are established
o ensure that the control mechanism b5 effeciive and in
seoorfance with laws and regubtions. In sddition b the
munsher of members, the OO puidelines also require that ane
of the indepemdent commissieners must have 3 backgrownd
in Ecoumting o fiance,
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1L Bard of Dhreciors

Euch compasy must have abannd of direckors responsihle
for mamaging the company on a day-to-day basis, The
bevaared ol dhimectiors = responsthle for the GMS The Liomited
Comipany Law regulates theauthartyof the beandofhirecors
us wetl as the selection and dismussal mechamas, As one
of the argniss in o Himited comgpomy, the bognd of directors,
'iiﬁl:ln]m[_: i the Lavw, s fiell amthor ity and responsbabibe m
munaging tlse compuny in sccordance with its ubjectives and
inberests as stpalated in the articles of association. Because
BF its cemtrul role. e Low, CG Guidelines and also the
arficles of nsseciation of the company strictly regulnie fhe
strschbare, riole. msthonty, propasals, amd the remmeration of
the boand :

e to il foct the boand of directors is the cogan thol
has the ouwhonty 1o manage the company, the company
nezsds to consider exlablisiimg the mechanmm of the boand
of dimcwors in moking collazgive decisions, o least for
mmportant company decisums. When the boand of dinectars
is Faced with imp=ortant is=ms conceming the company, they
will comiduct discussions and coonfimation - mehuding with
the mzin manaeors so that they can reach e best o mosy
beenificial decisions for the company. Therefare, the number
of the boand of dircctors alsd playe an imipsria pede in
helping o achieve company goals. Lanrer companies may
sl it hoard of dinsciors o deal withmore complex husimess
milels and organational structemes. Smedler compames
el ly have simpler businss models and fewer resournes: fo
buidid formnk strugbures (0G Monanl, 2004; 1880,

The Law af Lumited Compamy does net expheitly
stipulzle cedain qualifications thal members of the beard
of difectars maist have. Their gualificaticng vary depeniding
e Business needs, company sigs and company needs, The
CG Coandelines only prowvide genernl gindelines that board
of directors members mus ke professional, kave imegeny
und expenence, and have the ability o camry oul the lasks
they are responsible for. Based on the description o the
CO Mananl and Cleidelines ' Icdonesia, il is recogmized
that the muember nl'm-u@ﬁ af the board of conmumimsbaners
and beard of dinectors plays an mmportant role i comomle
masgsment. The problem faced 15 related bo the optimum
number of commissieners and directors on the hoards so that
the compiny™ vadwe i<also ol the aptimum level

3.3, Stody of The Effect of Board size on Company
Perfirmance

3.0, Basle Theory In Testing the Robe of Baard Slze

Thearies about expen judgment siate that everyome make
mpertect judgments {Kirkebsen, nud. ). Even an expert can
make mistnkes. This pustifies decision-makmg reguinng

the tlinking of many experis 50 ae 10 minimize the bis
presdwesd by ane person. Kirkebeen (nd, ) comcludes that, fo
overcome (e bins, ouisider imvolvement is nesded o obiain
mure efficient resulis. ] )
In Indomesia, it is stated thot the deckion making B
the board is carried o collectively, The milss state thar ne
member of the Board of comemissioners cin et akone; all
tevispons e determived on the basis of a joimt decision
of the hoard of comneisioners, Likewise the board of
dlirsiors makes decisiong eollectively, In making decisions,
the involvemend of meny ponics may casse effectivensas
prohlems. This inchudes iree-nidmy iswes, coordination, and
percdhlems refabed fo schedule masmalches bebween members,
as well as more time peeded 1w neke agreements (Titovn,
201 6). Therefore, thearies reloted o organizationnl behovior,
capeeially i ihe ellaEmivencss oF docision-nsaking, ae the
i i Lesting the role of board size i@ terms of perfonmance.

312 EfMed of Buard Size on The Company™s Financinl
Perfermance

Tesstingg of hoard sire’s effect on the company’s financinl
pefimmmanie hos oo carriod ot by scvoril nconsbers with
mixed results, There are sbudies that shavw that hoard soee has
a negative effect om company performmnce in borms of BOA,
Tobins €. or ROE (Aresa et al., 2003 Majeed ¢t al., 2030
Miller, 201 4; Polaniappas, 2007, This indicobes o werkness
i ferms of coordinnbios, Aexibibioy and peor communcation
beemweeeiy bannd membems 0

Camversely, there is alsa research that shaws o pesitive
effect of board sz lip company perfomanee. Apustia
(201 7h dememstrates that the number ol commissionsrs an
n kanrd has n significans effect om marked renction, whicl
s measgred by ounexpectsd  rmfmg volume.  Presious
resenreh founsd thot board gize hag a significant effect on
beverel inlependence und company performance |Bobman &
Saimi, 2001 &, Bashid| 301%). By wing regresion analysis ot
firve guanbles, board size was also foumd o have a positive
and significam eifect on performances 21 the four highest
guentiles, while compamies that were ol the loawer Jovel of
peerformance quintiles { 10%a) lended ned Lo react foBeard siee
[ Shawtnna et al., 2006). This study shows thadt a larger baand
gipe does met affoct companies with lower perfonnacs
Linits,

In cantrast o previous stucioes, the stulies conducied by
Mor and Zawowi (2006 dried 1o caloulite e optimal board
sires and relee them o tw o goneml measunes of nooduning
performance, L, retmmdlan equity (ROE) amd comings
per share [EPS) From a sample of hsied companies in
Migloysia, they found that the apdional bogrd size did kead 1o
besster performance thas companies with nom=cgptimal Boord
gizes bt the resalis were not sipnificant. They conplsled
thit, althazgh hoard size 15 a commoenly wed governance
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measre, devermining the eptimal amaoumi 1o obain supericr
perbarmnnes may b diffieult 1o andersiand.

The differencs i influence of Board size oo performsanc:,
bath positive amd negative, peompied Tidva (2006] to sl
the non-linear relationship between these e variahles
Tivowva (2006) Gl thot the nuamdier of U-shoped boserds is
reversad when nssociated with efficiency. The iscreasing size
ol bovimels can indeed coninbuste 1o creatieg higher efficiency
through the expentise they have in carrying out their
moenitering and advisery b, The large pumber of boards
also plays a rale in helping 1o solve mone complex, problems
The hanking mdustry temds 1o have Bpeer boands than none-
finmncial compamies. Flowever, problems with oo riding
can also arise with large boards, Besides tlat, problems can
alsn aocur rekasd w coordinnton, o well g dhe additional
tine e when Urinfting & spreensnl when 0 involves
moere peaple. 5o, fhere B g sdeoff between diversity
ad conrdination, It can be assumed thet complexity is an
impatand determinan! i detemmning the sphms) heard se
(Titann, 200 )

1335, Effect of Board Size on Measures other tham the
Company ‘s Finnnddal Performanoe

Several studies have el o esamine the relabonsip
of the board size oo performance m- addition 1o fnancial
perfarmumnce. Aanang themn are these related b te comgany s
fustuere sk (Flaider & Fang, 200 i), expor perfoemance | Hhan
Mas & Ralopcaopghe, 2006), mansgparency and dischosme
I Teackia & Calabea, 2006, dividend pay-oul policy {Tahir,
Musri, et al., 2030, Tahir, Rahman, eval, 20200 and fhe
orpbenentadion of strubegic management accoenbing (SkA)
tAranrunngrsirilen & Chenglertham (2017

Haicler ame Fang (20061 condmcied festing on boand aee
in terms af the comgrany s fiuture tisk, The resibs of his stedy
o] that bound size negatively afttects fistere firm nsk when
mesared by the volatibity of fistemre stoek prices and fulere
cnsh fows, Boand sice s signilicantly related o company
risk im tlee future. A the beand gize increases, the compony 's
fudume nsk docreases, Boe. a lanpe boand see wall sesull m
betier pn.rfl.'u'nmce [llan Mas and Ealayciopls (2006 tested
the eiffiect of board size on expont performance. The nesults
ghoaw that tleere is & skgnifi cant positive relotionship between
board Slee amd various measures of export perfonmsn:
Celer results showy that fhe growime pumber of oulside
dircobors negatively nffeciz expon performance

Iy comtrost w tlwe previows two stadics, which end to
show the positive effect of boond size on performonges, the
stucly by Torchin aitel] Calabrd (20116 shows the apposite
resilts. This study examined the relationship between the
compusition of the beand of divections, includizg board swe,
finanuial mrimsparensy and disclosore, The resabis show
that there & o significant segabive relationship between the

relationship of boand size and the fevel of mansporensy and
fimancial disclosure

Studies shaowing dhe effect of negative boand size were
alsg comducted by Arnnmuangsmibon and Chengledtham
2017y The purpose of their stedy was o determine ihe
relationship befwesn comporatd govemnance charae teristics
(incleding board siwe) and the mplementation of smbegic
mmagement actaunting (SMA L The resuls of their study
wiere b shiw that board size hos @ negnbive effect <n
participation i ShA mmd olse on dle application of ShUA,
Using steswardship theory, this sbudy explains thet companics
with a larger baand size lend o show los participation in
ShlA and less use of SMAL The smaller siee of board of
direciors, which consize of company executives, is morg
efficient @1 monaging stratepic operations becanse e
U i wie meade [aster san with & erger slee of Doand ol
direcions,

A4 Study of the Robe of Board Size on Compamy
Performance in Indonesia

_ Sqediss conadcted in Insdomesia hawe measumed the
imflusmge of fhe boands of commuissionmeTs on comgusnics”
I‘lpmu.a] perormance. The resuls shaw that the size of the
boerd af commissioners has a pusitive effect an fnancial
pesformance {Lukvigrman, 2006 Nugroho, 2006 Swicia
& Caipardi, 20065 Other pudies test boand sizgg] hu oo
nal explain whether the boards im question are boards of
direciors ar boards of commissioners or & combination of
baoile. The resilis of anviher study incicate that board sioe
also hos @ positive effect an perfarmanes (Robin & Almean,
6L Siee the maode]l uesd i Indomesia 1s o twoelnsr
bogrd, the suely of the rale of Board size sheald mesere
the twa types of hoands separafely, given tkat they play moles
in corporate povernnmee that have different funchions, The
baierd o directars cames ol the stategic deciston-making
furcdion, while the boand of commussners carmes oo the
mumilonng ind advisory function.

34 Study of Detorminant Baard Skee

With the previows studies heving examuined the effect
ol bonrd sz om variows performance measumes, themw the
guestions arss: what is the optimal beard size o produeos
ogiimal  performance’ What driggers chanpes in bonnd
sz’ This 1% of cowrse similar o companies m Indonesi,
Fules regarnding the size of boords are mot established by
the rules, other than the mimmmmm membership of 8 baoand
of commisgiomers. Therefore, studics on optinal boand sizes
wirlel sll be interesting bo carry vat.

The hoard size 15 nlse determpned by the complexity
and leverage of the company. The performuance in lerms ol
Tobin's O vilue will increase in Tine with the: incressing siee
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of boards in companies that require o greater level of advising
mamaly. componies with high levels of divenibeation snd
leveraging (Coles etal., 20071 The study also found that, for
comnpanies thal conduct BE&D activities  inbesively, beiter
bard compositian is derived from company insiders,

While studies on beard size tend o be carried ol
in eomnries with & one-tier Boand syetem, the ressarch
comibucted by Bohdanowice (2005 ) tested hoand cize m twe-
fier §adeins sc ns thase in Indonesia. The nim of his stedy
was 0 dlescribe the impact of varions types of swnesship on
the size and diversity of b board of commissioners in fhe
lwu-ﬁ;t’hu.:.rd mciiel 1 Poland, Bahdasneavies's study feend
that there is o negative ElGanship betwoen mungeriol
covmegs lip and the aize of the board of commissioners; end
0 positive relationship with the diversity of the board of
conaibssbomers, Gieperally, the o of comeissiones of
i canmprany with sigmilicant managerial ownership fends 1o
bex paseive and owners who dre concurrendly sanngens fend
tar limit the rale sl the beant of commissmners. The ssoond
resailt, related bo comgandes with state owmership, found that
there wus o positive nelatonship betwesn state ownerdrip
i e diversity and gize of the bonrd of commissioners,
Companiey with sipndficam. siate awnership wnd o show
thot this ownership has o f@sive offect on company
perbarmance. This = becase stube-paned compunies work
=i eflivicntly than privase companiss diee wy the fact tha
bavard members ane closely related 1o peliticy! conmpsctions
aisd their competencies tend to be ignored. For this political
reagan, there = oo lendency for the scee of boanks of
Lo TS 1 stale entoqpnses o be large, Thand, there is
0 positive relationehip Bfwesn finoncinl invesar ownership
sl e size af the supervisory board osd o negative
rulstiomship  betwoen  fimancinl  investor  wnemhip sl
the diversily of the supervisory board. Financial investors
sipervise companies directly ond place their represciatives
o Lhe boands of coammuissioners. (n ihe ather hund, majoaty
chareholders alse ploce leir represematives there. This
s the size of heards of commisicners in this type of
coamspany o become largen

Fimamuinl robie suppon, mehading liguiddy, solwasy,
aetivities and pood profitabilivy, allows companies 10 have
mome boerd members than comganies  thal  expenezce
finpneial problems, Comgpensation for the bosnd members
requires 4 (wal incopsiderahle  anwow of money  so
companies caperiencing finoncial distress cannot affrd
this compenstion and therefiore moreasing B numther ol
irectors is nod o goaoid ifea. The realis of nessarch om e
compasition of the beand, especially dhe bonnl of divssars
in Indonesia, indicate i Tiquidity, selvency, nctivity, snd
profitehility affect the number of members of the boond of
firectars swemificantly o guadntic Iﬁ!.'!"p. In additon, the
recommendsd number of directors for small companies
is four directors, while for lorpe. companics, six de seven

memhers of the board of directors are recommended
[Brmimd ey & Wirsaedona, 2018},

15, Slmultancous Relatlonship of Beard Slee and
Company Performance

Based on studics. that ave Been conductod, it can be
comclisded that bound stee influences financial performance.
Ao cortain lewel bonnd size shows & positive effect, bt ot
other levels it shows o negative effect. Previous studies, hoth
in Endoness in end cutside Indonesia, tend obe conducied using
testimy af the linear nelionshap betwesn thise twa vanahles,
Logically, ane can armange the opposile relabionship. In the
imitinl formation, one certainly hopes that the: hoard 1hat is
formed will affect the company's performance, Functionally,
ong gl wirhie this a8 comgany perfonmnemce = 0 flmid
siazh’, Flomever, when the compeny™s perlommance his heen
pehieved, tlis oill affect the size of the comgany's boands, O
“haarel sime = [commpany perfiemaneceh’. 1t ean b longically
etated thot at the initinl formation, the size of boards Barmed
temeds 1o be numimal. Over dme, e company’s miproved
pesfommance will push the size of i company 10 becomes
Bipger wnd more complex. The larper and mere comples
baisimess com drigger the noed For boards than are even bigper,
Bied on this legee, it seems that further lesting neeids (o be
idone o thes relationship betwersn brand gize and perfommnnes
comied out simulaneosly,

4. Conclusions and Sugpestions

The sepambion of cwnership and  control  femctions
s riggered agency eonflicts betwesn (he owners and
mmngement {agemt]. To moivein the comtineity of the
comnpany, the fusctbon of the $acision process must b
weparaded from dhe uncbion ol decision mamagement and
deision conmol. To baidge the camers and agents, o boand
% ormel. The board = expecied 10 carry owl manilanng
nnd pdvisory fumctions for the bepefit of the swner |F, in
o ooy with o rpidly developng capital muorket, aponcy
coaflict orises from the relationship between the cwner
and zpent. then i Indomesia the conilicd lends o anginate
froam bz relationship beiween the majority and the minarify
sharcholders. This is facilidated by the formaben of an
midepenident hoard of commissiceers.

This paper reviews the rale of beaxd stee 2= part of the
coaparate povernance svetem, Explanation begins with the
o i oo Ml Bt ion of the bosnd will elp as wnderstand
uborut the roles mswmed by boanl members: Understanding
the male of this board = confirmed from the resalis of
previous siudics, Specificolly for studies en Board size in
Fdorsessian, @ unalerstanding of the differences found in the
twoebier baand mosdel helps wi umaderstand ihat the difleroni
fumctions of the board of commissioners end the board of
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direetors nequire diflerent sest oeatments from counbries thal
nidhere to ane-lier systems

Sene af thensles related o boardsin Indonesin include )
Limitod Compamy Law of 2007, the 2014 Finsscial Sorvices
Awtherity Repuladion on the Beand of Commissioners smi
Drireciore. ond the 2006 Governases Policy Guidelines
The niles in [sdenesia govern the minimam sumber of
members of beands of commmdssiners s the owner's
representatives, Te resalve conflicts betwesn mnjpority end
mingaity shascholdders, the board of commmissioeers st also
comme: from independent partics. Independend commissioners
have a very mfgarant role sothe regulations stipulabe thal
the namber of independent commissioners acconding o €O
regulations is ofeihird of the total number of members of
the compaary's boord of commmissioners. For the board of
diicetors, s OO paklelines do o gl i detsll s
R P IETE AT

Aecording o the mules, the number of members of the
mdependent beand will antomatically follow  the heand
size, especially hoands of commudssioners in the Indamssinn
combeatl. The locus of the discussian e thas paper ts an beand
size, In nceerdomee widl the study that has been conducied,
the empirienl evidencs shows that Board sbee affecs
compeny performance, However, the evidence abinined 15
it o lusive. Seamwe mentianed positive, nepstive, and also
mi-lienr imflusnces, nomeely, with an invered Ll-shape
The mesalis of the guondile regresgon annlysis show thit
comgienics with low performance are ot affected by (e
sizes of boards. In adklition 0 the sty o the inlwesce
o perlormmance,. previows studoes abo tned Woidentify the
defenminams of board size. Specifically, in terms of board
size siudies in Indonesiaz, Aodies ha have been condacted
g o b Focused o ong beond, and thare magy be o tonduncy
to merge the sizes af these twa bourds inba one when besting
bonrd sime, Given the different functions, testng shald be
done separabely. The nesulis of the sty o the nfemmce of
baoard size presemted in this paper ghow a positive effect an
coampany perhormance.

Orvexall, the study resuls bend fo examine the linear effeet
bectwimn bosnd #ies and perfommance, There is alsoe ressarch
that fests the pon-linear relabionsip berween the nvo
variables. I the fmal discussion of this paper, the anthars
briefly describe the possibility ofa simulianeous relationship
between board size and conpany performance. Thernefore,
fwtre research needs to consider testing the simalinmeons
eilect between boand size and company perfanmance (usng
i simnml ianeeus cquation approach)

A review of the relstionship betwesn boand size s
compeny performance i5-expecied fo provide the corpombe
paverzace Llbemture witk insighits mto optimzing the siees
ol boards that can imprase company performance, bath in
termis of hoards of commssioners ond hoands of directors
Finally, this paper proposes the simulioneous westing of board

gize's relationship with company performance. The results
ol thas alundy are eapecivd 1o make o more real contrrbetian

bt the effect of Boord size on company perfomaance
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