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Board of Commissioners Involvement and
Shareholder’s Wealth
Zaitul, Elfiswandib, Desi Ilonab

Abstract: Using Continental European data on Indonesia,
this research investigates the effect of Board of Commissioners
involvement which is measured by responsibility, seniority,
women participation and independency on shareholder’s
wealth. This paper is the first research that examines the
association between Board of Commissioners involvement and
shareholder’s wealth based on 249 Indonesia listed companies.
Panel data analysis was used to assess whether the Board of
Commissioners responsibility and independency have positive
effect on shareholder’s wealth. Based on the finding, seniority
and women involvement have a negative relationship with
shareholder’s wealth. These findings have practical implication,
i.e. the shareholders should consider the Board of
Commissioners involvement in appointing and dismissing them.
Theoretically, these findings contributed to the agency theory in
the way that the Board of Commissioners involvement could
reduce the agency cost and increase the wealth of shareholders.
Index Terms: Board of Commissioners Involvement:
shareholder’s wealth

I. INTRODUCTION
In the last decade, the power of the principal as an owner
has moved to the board significantly. It creates agency
problem between shareholders and board with regards to
control of company’s operation. To reduce this problem, a
good corporate governance system is needed to enhance the
wealth of shareholders which vary depending on the
implementation of good corporate governance. Corporate
governance refers to a set of policies that emphasize on how
to build relationship among Board of Commissioners, Board
of Directors, shareholders and other stakeholders (Chiang &
Lin, 2007). In fact, La Porta, Lopez-de-Silanes, Shleifer and
Vishny (2000) define corporate governance as a set of
official mechanisms to safeguard the interest of outside
stockholders from the firm insiders.
The board has a critical role in maintaining corporate
governance soundness (Ooi, Hooy, & Som, 2017),
particularly in crucial activities that can determine a
company’s failure or success (Byrd, Martin, & Rath, 2010).
Most of prior articles that investigate the effect of board on
shareholders focus on the developed nations such as the
United Kingdom and America (Bohdanowicz, 2015; and

Muller-Kahle, Wang, & Wu, 2014). Specifically, the studies
focus on the countries such as U.S. (Baysinger & Hoskisson,
1989; Carter, D’Souza, Simkins, & Simpson, 2010),
Malaysia (Ameer, Ramli, & Zakaria, 2010), New Zealand
(Boyle & Ji, 2013), and India (Ghosh, 2018). In addition,
prior studies in Continental European’s scope concentrates
on Board of Commissioners size and diversity
(Bohdanowicz, 2015), Women on Board (Zaitul & Ilona,
2018), ownership concentration (Darmadi, 2016), and
ownership structure (Arosa, Iturralde, & Maseda, 2010).
Indonesia adapts Continental European system which has
two separated boards, i.e. Board of Commissioners and
Board of Directors. The main task of Board of
Commissioners is to monitor the Board of Director’s action.
The Board of Directors manages the company’s operation.
The present study only focuses on the Board of
Commissioners.
The degree of the Board of Commissioners involvement in
company’s strategy is dependent on their abilities and
knowledge. An inefficient board involvement is a primary
factor that adversely affect capital market interest and
investor trust (Wijethilake, Ekanayake, & Perera, 2015). In
addition, Muhammad, Wasiuzzaman and Salleh (2016)
argue that the boards involvement in strategic
decision-making is insufficient and they only act as board
council. The involvement of Board of Commissioners in a
company is to monitor the action taken by Board of
Directors. To date, only Wijethilake et al. (2015)
investigated board involvement in corporate performance for
countries that adapts the Anglo-Saxon system. They
measure board involvement by using board shareholding,
board meeting, board size, CEO duality and CEO as
promotor. However, there are insufficient studies that
examine the effect of Board of Commissioners involvement
as measured by responsibility, seniority, women
involvement and Board of Commissioners independence in a
country which follows Continental European system such as
Indonesian. The article is structured based on five sections.
Section two discusses the literature review of this paper.
Section three deals with a brief methodological approach.
The next section explains the results and discussion of the
findings. The final section addresses the conclusion and
recomendation of the current study.
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II. LITERATURE REVIEW
A. Shareholders Wealth
There are many studies that investigated shareholder’s
wealth in different area, i.e. Sukuk and conventional bonds
(Sherif & Erkol, 2017), board attributes (Redor, 2016),
dividend (Nguyen, 2014), CEO turnover (Ting, 2013), and
corporate real estate (Liow & Ooi, 2006). However, there is a
lack of studies that investigate the effect of Board of
Commissioners involvement on shareholder’s wealth.
Corporate governance system requires that Board of
Commissioners to create the shareholder’s wealth
(Yahanpath & Joseph, 2011). Firm tries to achieve its
objective of shareholder’s wealth maximization by
investing, financing and dividend decision. According to
Misra and Vishnani (2012) shareholders believe that the
managers will invest the funds available in order to
maximize their wealth through projects that can improve
company size and provide adequate returns to them.
Possible conflict or agency problems between
shareholders and management arises from the divergence of
corporate ownership and control (Dockery, Herbert, &
Taylor, 2000). Jensen and Meckling (1976) argue that
maximation of shareholder’s wealth is not always
compatible with firm’s social obligation. In addition, it
usually involves an agency problem which arises when the
managers fail to act in the best interest of the shareholders,
preferring instead to benefit themselves. This condition
would create the agency cost and affect the shareholder’s
wealth. According to Ntow-gyamfi, Bokpin and Gemegah
(2015), agency cost such as budgeting, control, auditing and
compensation system is expenditure incurred which arise
due to separation of ownership and control of companies.
This costs are used in order to align the principal and agent
interest through reducing agents’ parochial interest. Thus, it
increases the agency costs will impact on reducing the
shareholder’s wealth.
B. Board of Commissioners
Indonesia adapts two-tier board system, that is Board of
Directors (manager) and Board of Commissioners
(supervisor of manager). It means that there is a separation
function of board as control and monitoring in a company.
This paper focus to discuss Board of Commissioners. Until
today, the prior findings that examine the effect of Board of
Commissioners involvement on shareholder’s wealth are
limited. Prior paper in Continental European country such as
Bohdanowicz (2015) who investigates the effect of
ownership structure on size and Board of Commissioners
diversity for 382 Polish companies in period 2004-2012.
Bohdanowicz (2015) founds ownership structure has a
positive impact on size and Board of Commissioners
diversity. Study in Indonesia, Darmadi (2013) concentrate
on women in top management team. He find that the
presence women in top management team has a negative
association with ROA and Tobin’s q.
C. Board of Commissioners Responsibility
The responsibility of the Board of Commissioners refers to
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a board which has a strong responsibility to company where
Board was firstly assigned. They do not involve in others
companies as Board of commissioners and Board of
Directors. Some previous studies use other terms to explain
board responsibility such as multiple directorships (Kiel &
Nicholson, 2006; Sarkar & Sarkar, 2009) and busy board
(Jackling & Johl, 2009; Lu, Wang, & Dong, 2013). A Board
of Commissioners with less responsibility has a positive and
negative impact on shareholder’s wealth. Khorana, Tufano
and Wedge (2007) noted that the experience of Board of
Commissioners will increase if a board member is also a
board member in other companies. It increases the ability of
Board Commissioners to monitor the Board of Director’s
action. However, Fich and Shivdasani (2006) argued that of
a Board with less responsibilities provides weak of corporate
governance resulting in poor performance of the board. In
addition, Field, Lowry, and Mkrtchyan (2013) believe that
board members are also appointed in other companies, they
can create better experience and contact that can improve
their advisors but ineffective in monitor onfirstly assigned
company. It can be concluded that strong responsibility of
Board of Commissioners will increase the shareholder’s
wealth. Based on the theory and previous researches, we
propose the following hypothesis:
H1: Responsibility of Board of Commissioners has a
positive relationhsip with shareholder’s wealth
D. Board of Commissioners Seniority
Board of Commissioners seniority refers to the length of
duration board as Board of Commissioners members in a
company. Prior studies use other term to equate board
seniority is tenure by Walters, Kroll, and Wright (2007),
Hamzah and Zulkafli (2014), Hu, Hao, Liu, and Yao (2015),
and Tarus & Ayabei (2016). According to Hamzah &
Zulkafli (2014), Board of Commissioners seniority create
more experience and maturity that influence decision
making. Tarus and Ayabei (2016) believe that length
seniority of board members in a company will improve
monitoring of the management’s action. Thus, longer
seniority board provides more experience, information and
ease to monitor the Board of Directors’ action. While,
Mcclelland, Barker, and Oh (2012) state that younger board
is more flexible for environmental change and organization
options than board seniority. Most existing studies on board
seniority focus on CEO in One-Tier board system (
Mcclelland et al.,2012; & Hu et al.,2015). In addition Byrd
et al. (2010) claim that very few research which investigate
director seniority or tenure. Furthermore, there is a lack
study that investigates Board of Commissioners seniority
and shareholder’s wealth in a Two-Tier board system. Prior
studies indicate that CEO seniority produces lower future
accounting performance (Mcclelland et al., 2012) and
reduces company leverage (Tarus & Ayabei, 2016). On the
contrary, Byrd et al. (2010) find director seniority has
insignificant association with CEO compensation. The
following
hypothesis
is
proposed accordingly:
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H2: Board of Commissioners seniority has a positive
relationship with shareholder’s wealth
E. Women on Board of Commissioners
The presence women on board increases financial
performance and better corporate governance practice
(Willows & Linde, 2016). According to Abad, Lucas-pérez,
Minguez-vera, and Yagüe (2017), the presence women on
board will produce full information to stakeholders and
reduce information asymmetry in the market participants.
Women is more discipline and honest than man. Adding
women on Board of Commissioners can monitor the Board
of Directors’ action in reducing information asymmetry. The
presence women on board has been investigated by many
scholars which is related with various scopes such as firm
risk (Lenard, Yu, York, & Wu, 2014), information
asymmetry (Abad et al., 2017), management system (Ali &
Konrad, 2017), corporate social responsibility (Muttakin,
Khan, & Subramaniam, 2015), human and social capital
(Ooi et al., 2017), firm performance (Darmadi, 2013), and
gender policies (Thams, Bendell, & Terjesen, 2018).
However, there is limited study that explore gender on Board
of Commissioners and shareholder’s wealth. Terjesen,
Sealy, and Singh (2009) state that women on board
contributes a knowledge, unique skills, and experience to
their task. Study in Spain, Abad et al. (2017) find the
presence women on board has a negative impact on
information asymmetry. For 117 samples are selected by
using the stratified random sampling, Ibrahim and Hanefah
(2016) find that adding women on board has a significant
and positive relationship with CSR. Campbell and
Mínguez-Vera (2008) conclude that women directors have a
positive impact on company value, which is shareholder’s
value. However, Farrell and Hersch (2005) claims that Board
with more women does not destroy company value. As such,
the following hypothesis is proposed:
H3: Women on Board of Commissioners has a positive
effect on shareholder’s wealth
F. Board of Commissioners Independence
Actually, Indonesia’s corporate governance system has
separated between board as monitoring (Board of
Commissioners) and board as manager (Board of Directors).
One of the Board of Commissioners members are
independence. Beasley (1996) defines independent director
as outside director who no association with dominant
shareholders. According to Rashid (2018), the contention of
board independence arises from the one tier board system.
Some prior finding believe that Board of Commissioners
independence is related to superior shareholder’s wealth
(Baysinger & Butler, 1985; Rashid, 2018). Muhammad et al.
(2016) find board independence has no association with
earning management for post-RMCCG (2007) and full
sample but positive impact on pre-RMCCG (2007). Helland
and Sykuta (2005) conclude that board with higher
proportions of outside directors perform a better job in
monitoring management. Better monitoring will minimalize
the agency cost and finally increase the performance of
company and the wealth of shareholders. The following
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hypothesis is developed.
H4: Board of Commissioners independence has a positive
effect on shareholder’s wealth
III. METHODS
This study uses the 249 Indonesian listed companies from
2014 to 2016. Secondary data is gathered from company
annual report, performance summary reports and other
relevant company report that are taken from Indonesia’s
stock exchange website, company website and other
electronic sources. There are two variables used in this study:
dependent and independent variables. Most of prior papers
investigate the shareholders wealth using market
performance such as share price (Cotter, Shivdasani, &
Zenner, 1997), economic value added (EVA) and market
value added (MVA) (Liow & Ooi, 2006), and share price
reaction (Huang & Chen, 2012). However, shareholder’s
wealth variable of the current paper is measured by Return
on Asset (ROA) which represents the capability of agent to
use company’s assets more efficient, which contributes to
shareholder’s wealth (Carpenter, Sanders, & Gregersen,
2001) and it is as effective measure (Core, Holthausen, &
Larcker, 1999). Board of Commissioners responsibility is
proxy by Board of Commissioners are also as board member
in other companies (Jackling & Johl, 2009). In addition,
Board of Commissioners seniority is defined as how long the
board members served (Hamzah & Zulkafli, 2014). Further,
women on Board of Commissioners is measured based on
percentage of women on board (Thams et al., 2018). Finally,
Board of Commissioners independence is measured by
percentage of Board of Commissioners from outside
(Rashid, 2018).
A. Data Collection
This study uses secondary data from the annual report,
financial report and performance report. These reports are
gathered from the Indonesia Stock Exchange website
(www.idx.co.id), company website and other electronic
sources.
B. Data Analysis
Multiple regression analysis using panel approach is
applied in this study. Classical assumptions, such as
normality, multicollinearity and heteroscedasticity.
Normality test using the Kolmogorov-Smirnov (KS). In this
case, the variable is not normal, it would be transformed into
Ln or Square root. Skewness divided by standard errors
(Manning & Munro, 2004) used if using KS is still not
normal. Multicollinearity problem is detected by using the
person correlation and VIF. Heteroscedasticity problem
detected by using white test (White, 1980). if there is a
heteroscedastic problem, it can be solved by applying White
Heteroscedasticity Consistent Variance (Wooldridge, 2003).
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IV. RESULTS AND DISCUSSION

3 BCS

There are 249 companies from diverse sector which
involved in this study as final sample. Statistic descriptive of
the research variables are demonstrated in Table 1.
Shareholder’s wealth has a means value of 2.57%. in
addition, the maximum and minimum value are 40.18% and
-54.83% respectively. Means value of Board of
commissioner’s responsibility is 40.09% which indicate that
almost 50% of board members has another position in other
companies as Board of Commissioners or as Board of
Directors. Further, Board of Commissioners seniority which
measured by the length of board member as Board of
Commissioners in a company. Maximum value of Board of
Commissioners seniority is 30.67 years with means value of
6.017 years. Thus, the means value for women on Board of
Commissioners is 14.90%. The maximum and minimum
value is 67% and 0%. Finally, Board of Commissioners
independence has average value of 39.760% and maximum
value of 80%.
Table 1.Statistic Descriptive of Variables
No.

Variables

Min

Max

Means

SD

1

SW

-54.83

40.18

2.57

9.58

2

BCR

0.00

1.00

40.09

33.28

3

BCS

0.00

30.67

6.02

4.78

4

WBC

0.00

67.00

14.90

18.53

5

BCI

0.00

80.00

39.76

11.71

Notes: Shareholder’s Wealth (SW), Board of
Commissioners Responsibility (BCR),
Board of
commissioners Seniority (BCS), Women on Board of
commissioners (WBC), and Board of Commissioners
Independence (BCI
To have a best, linear, unbiased and estimator from a
regression model, it must be free from classical assumptions:
normality, multicollinearity and heteroscedasticity.
Normality is identified by using the Kolmogorov-Smirnov
test based on the cut off value of 0.05. As shown in Table 1,
all variables are not normal. As such, shareholder’s wealth
and Board of commissioner’s seniority are transformed into
square root (sqrt) and retested their normality using the KS
test. The result show that these variables are normal. Board
of Commissioners responsibility and independence are
normal by using the skewness/errors with values are below
2.59 (Manning and Munro, 2004). However, women on
Board of Commissioners was transformed into Ln and
retested using skewness/errors. Thus, the result show that
the variable is finally normal.
Table 2 Test of Normality and Transformation
N Variab KS
o les
Asym
Sig.

Cu Conclus Tran Skew/S Conclusio
t
ion
s.
E
n
Off

1 SW

0.0

Not

0.20

5

normal

*

0.0

Not

5

normal

2 BCR

0.00

0.00

Normal

2.96**
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Normal

4 WBC

5 BCI

0.00

0.03

0.00

0.0

Not

0.15

Normal

5

normal

*

0.0

Not

0.34**

5

normal

*

0.0

Not

-0.011*

5

normal

*

Normal

Normal

Notes: * normal distributed after transforming into sqrt,
** and *** normal distributed using skewness/error.
Shareholder’s Wealth (SW), Board of Commissioners
Responsibility (BCR), Board of commissioners Seniority
(BCS), Women on Board of commissioners (WBC), and
Board of Commissioners Independence (BCI)
The next classical assumption is multicollinearity
problem. this problem occurs when there is relationship
among independent variables. there are several test to
identified whether any problem of multicollinearity in the
model, such as pearson correlation test and VIF. In this
study, these two tests are used to identify the
multicollinearity problem. the result of Pearson correlation
test could be seen in Table 3. The correlation coefficient
between independent variables are below 0.70 and it can
conclude that there is no problem of multicollinearity. This
conclusion is also supported by value of VIF for all
independent variables (shown in Table 4) which are below
10.
Table 3 Multicollinearity Test
No.
1
2
3
4

Variable
s
BCR
BCI
WBC
BCS

BCR

BCI

WBC

BCS

1
-0.012
-0.066
0.074**

1
0.035
-0.057

1
0.000

1

Notes: Board of Commissioners Responsibility (BCR),
Board of commissioners Seniority (BCS), Women on Board
of commissioners (WBC), and Board of Commissioners
Independence (BCI)
The last classical assumption is heteroscedastic problem.
this problem is identified using White test (white, 1980). The
result show that there is a such problem in the model. In this
study, this problem is solved by using the heteroscedasticity
corrected model which is available in many statistic
software, such as GRETL. The result of heteroscedasticity
corrected model is demonstrated in Table 4. The research
model is very much fit or feasible. It can be shown by F
significant are far below the cut off (0.05). in addition, R
square is 20.605% which means that dependent variable
could be explained by 20.605% of independent variables and
the rest are not excluded in this model.
The regression result show that two hypotheses are
accepted (BCR and BCI) and another two are rejected (BCS
and WBC). The effect of Board of Commissioners
responsibility on shareholder’s wealth are significantly
positive (p value of BCR is less
than 0.05). Another word, the
higher of responsibility of
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Board of Commissioners increase shareholder’s wealth.
However, the Board of Commissioners seniority has a
negative relationship with the shareholder’s wealth. This
finding is supported prior work of (Mcclelland et al., 2012).
They find CEO seniority will be lowering future financial
performance. It means that longer Board of Commissioners
sitting as board members destroy the wealth of shareholders.
In line with Board of Commissioners seniority, women on
Board of Commissioners also have a negative significant
relationship with shareholder’s wealth. Woman on board
does not bring toa positive value to the wealth of
shareholders. This result is opposite with prior research of
Abad et al. (2017). They found adding women on board is
lowering the quality of information. Contrast to the women
and seniority, Board of Commissioners independence
positively influence the shareholder’s wealth. More
independent member of Board of Commissioners improve
the wealth of shareholder.
Table 4 Regression Results
No. Variables
1
2
3
4
5

Constant
BCR
BCS
WBC
BCI
F stat
F sig
R square

Coef

t stat

1.031 3.712
0.660 3.636
-0.221 -3.771
-0.522 -4.908
2.081 4.908

P
value
0.000
0.000
0.000
0.000
0.000
17.324
0.000
20.605

VIF

future research also could assess from specific industries or
sector.
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