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Abstract

The purpose of the study is to in-
vestigate relationships between owner-
ship structure, risk and performance in
Indonesian commercial banking indus-
try. This study examines whether the
type of ownership has moderating ef-
fect on these relationships, and whether
ownership structure is a key determi-
nant of risk taking behavior that effect
bank’s performance in terms of ROA.
The data used are banks quarterly bal-
ance sheet and income statement from
the publication of Bank Indonesia. Meth-
odology for data analysis is time-series
regression analysis. This study finds that
in Indonesia commercial banking own-
ership structure is homogeneous, where
owners have strong controlling rights.
But the relationship between ownership
and risk taking behavior depends on
the role of the largest owner in manag-
ing the firms and regulations. Capital
requirements do induce and support
bank’s soundness, but do not reduce
bank risk taking. Furthermore, interest-
ingly size of bank’s asset also support
stability but induce aggressiveness in
risk taking that influence ROA. This
study also finds negative relationships
between risk management and bank’s
performance in terms of ROA.

Keywords: ownership structure,risk-
taking, aggressiveness, bank

soundness, ROA.

INTRODUCTION

The studies of ownership structure, risk and
performance have been the subject for many
scholars around the world. However, inter-
estingly the end results of the studies are
varied, that probably are caused by the ef-
fect of different regulations and the nature
of the industry (Magalhaes, Gutierez and
Tribo, 2008)

As can be seen in Figure 1 that the
Indonesian economy in the early 1990s,
started to grow at an accelerated pace. By
mid 1990s, the stage of the economy prob-
ably has reached its highest level since In-
donesia has gained its independence. The
growth rate of the Indonesian GDP was also
at its peak (refer to Figure 2). One of the
reasons why the economy have performed
in such a way was due to the deregulation
of the banking industry by the central gov-
ernment at that time, that liberalized the
banking sector in order to help stimulate
the nation’s economy (Sato, 2005).
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Figure 1 Indonesian GDP 1967-2008 (in US Dollars)

Source: World Bank, World Development Indicators

Figure 2 Growth Rate of Indonesian GDP 1967 - 2008

Source : (World Bank, World Development Indicators)

Unfortunately, liberalizing the banking
sector was not supported by a powerful
supervisory institution and clear regulation
to control and supervise the industry
(Tandelilin, et al (2007). Therefore despite
the strong economic indicators, the 1997
Asian financial crisis had caused the Indo-
nesian banking industry to collapse. Rokhim
(2005) pointed out, that the Indonesian eco-
nomic crisis was not only caused by eco-
nomic factors, but also mixture of domes-
tics and international events. Mismanage-

ment in financial sector that caused weak
banking infrastructure and regulation super-
vising the banking industry, also contributed
to the collapsed. At the beginning, the cri-
sis only affected deficient banks. However,
the systemic effect also caused solid banks
to become vulnerable and in danger to
collapse. Indonesia’s banking crisis back
in 1997/1998 was probably the worse bank-
ing crisis that ever happened in many coun-
try in the world.
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Based on those phenomena, this re-
search has the aim to investigate whether
there are any significant differences in Indo-
nesian commercial banking towards risk and
performance with, different ownership struc-
ture and backgrounds. There were three
research questions raised in this study. First
is the effect of different ownerships in Indo-
nesian commercial banks. Second, what are
the implications cause by the effect of dif-
ferent ownership towards risk and perfor-
mance. And third, under all the circum-
stances in the first two questions, what is
the inter-relationship between risk and per-
formance.

LITERATURE REVIEW
Indonesia as an emerging country com-

prises, the banking industry to be a primary
role and be the source of fund for economic
development1. During the 1997/1998 the fi-
nancial crisis, has caused the Indonesian
banking industry collapsed and was forced
to be reformed. The reformation of the bank-
ing sector was part of the main objectives
from International Monetary Fund (IMF) that
was appointed as the leading institution for
the nation’s economic recovery program.
One of the major changes in the banking
reformation program was the ownership
structure, particularly the ownership struc-
ture of the private banks2. Furthermore, fi-
nancial institutions and bank supervision
system also underwent major reconstruc-
tion3.

There is some evidence that banks are
forced to change their ownership structure
due to financial constraints. For example in
the early 2000, most of central and eastern
European countries went through rapid
ownerships changes due to the effect of the

dissolved of the Soviet Union. Succession
left banking system in the region in disar-
ray. Connections with the Russian banking
system were not severed immediately and
entry of small, under-capitalized banks
added the fragility of the financial system
(Bonin, Hasan and Wachtel, 2004). The
banking ownership structure was one of the
key elements which underwent major
changes during the Indonesian banking in-
dustry reformation (Sato, 2005). After more
than a decade since the banking reforma-
tion had started, it is very important now to
comprehend and gain knowledge from the
implication and effect of the changes in
bank ownership structure.

The relationship between owners and
management is crucial (Jansen and Meck-
ling, 1976; Demsetz and Lehn, 1985). Es-
pecially nowadays, the composition of
bank owners in Indonesia comes from vari-
ous backgrounds (i.e. government, business
groups, family-owned business, foreign,
etc). There are indications that the variabil-
ity of bank owners can affect bank perfor-
mance and its behavior in taking risk4. In
Europe, Iannotta, Nocera and Sironi (2007)
conducted a research study to find signifi-
cant differences in performance and risk of
European banks with different ownership
structure. The results confirmed that there
are significant differences in performance
and risk although the signs are not always
consistent as expected. Compare to banks
with dispersed ownership are found to have
higher operating risk per euro which con-
firmed with the agency theory (Jensen and
Meckling, 1976).

Broader study was conducted by
Magalhaes, Gutierrez, and Tribo (2007). The
research investigated the effect of owner-

1 See La Porta, Lopez-De-Silanes, and Shleifer, (2002); Lang and So, (2002)
2 Private banks in Indonesia prior the 1997 crisis were mainly family-owned business or conglomerate business related
3 Bank Indonesia (Central Bank) was part of the government and not an independent institution
4 Banks in Indonesia are the main channel of national economic funding; therefore owner’s background determined the role and

risk taking level of the banks.
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ship concentration on the risk and perfor-
mance of commercial banks, by controlling
the shareholders protection laws, and other
country and bank specific traits (Chrystal,
Dages and Goldberg, 2002). The the analy-
sis showed that ownerships concentration
is more important to explain performance
than risk taking. As monitoring by share-
holders increases, managers have less dis-
cretion and initiatives to seek a new invest-
ment opportunity which reflects in decreas-
ing performance (Magalhaes, Guitierrez and
Tribo, 2008). Furthermore, the above study
also found banks behavior in the same way
as non-financial firms, because they are sub-
ject to similar corporate governance mecha-
nism and same agency problems.

Another research also was conducted
in India by Kalluru (2009). The results of the
study showed there are significant differ-
ences in the performance and risk among
commercial banks in India. The foreign
banks seem to be the most profitable com-
pare to state-owned banks and domestic
private banks. This better performance is
caused by well capitalization and lower cost
of funds. The risk taking analysis of this
study also showed foreign commercial
banks in India have higher non-performing
loan compare to other banks.

In Indonesia by far, only few studies put
more focus in analyzing the correlation be-
tween ownership structure and risk manage-
ment. Previous studies by Indonesian schol-
ars, were mostly focused in analyzing the
correlations between ownership structure
and performance (Hadad et al, 2003) or
ownership structure with corporate gover-
nance (Tandelilin et al, 2007). However there
are not many studies analyzing the Indone-
sian banking sector that focus in the rela-
tionship between ownership, risk and per-
formance.

The empirical results from a study by
Hadad et al (2003) analyzing the correla-
tion between ownership structure and per-
formance in Indonesian banking industry
showed that, ownership structure has no
effect on performance. Furthermore the re-
sults also consistent with the agency theory
by Jansen and Meckling (1976), that bank
performance is determined by managers
based on performance contract agreed
between bank owners and managers. Pub-
licly listed banks in Indonesia performed
slightly better compared to non-listed
banks. The other study by Tandelin et al
(2007), found that there is a negative rela-
tion between performance and risk. It means
that banks perform better when they are able
to reduce their risk exposure.

The nature of banking business in In-
donesia has changed tremendously after
the crisis and particularly over the past three
years5. Especially it is happened when the
foreign investors became one of the key
actors in banking ownership in recent years.
The type of corporate culture, know how,
and advance technology that these foreign
investors may have brought, change the way
how banks to do their businesses (Crystal,
Dages and Goldberg, 2002).

As the Indonesian banking industry is
essential for national economic develop-
ment, taking steps to avoid and to prevent
another collapse of the banking sector are
very much necessary. This study will give
preliminary indicators about the soundness
of Indonesian banking industry.

The first objective of this research is to
find what type of ownership structures and
types in the Indonesian commercial banks,
and their impact in bank’s business opera-
tion. The Indonesian financial system since
prior the 1997 financial crisis has underwent
five phases of development (Hamada,

5 Foreign entry into the Indonesian commercial banks was significantly increased as the result from the implementation of Gov-
ernment Act No. 29 (allow foreign banks to own up to 99% of ownership within a bank) and improving Indonesian macroeconomic.
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Table 1 Number of Banks after Selection & Observations

Source : Compiled by Author based on the statistical results

2003). Furthermore, since 2004 Indonesia
can be said has entered phase sixth6, which
is the post crisis/restructuring period. One
of the major changes during those six
phases of development was the type of
ownership structure (Sato, 2005). Previous
study by Rokhim (2005) showed about how
owners before the 1997 crisis have strong
influence in business’ decision making, par-
ticularly within the private domestic banks.

Recently, the government regulation
give more incentive for foreign bank entry
in the banking sector in order to improve
national economic stability, by bringing new
fresh capital that are needed and improv-
ing risk management techniques (Moreno
and Villar, 2005). Therefore the second ob-
jective of this research is to learn the effects
of different type of the most current owner-

ship structure towards risk and perfor-
mance.

Finally, the third objective of this re-
search is to confirm the previous results from
many studies about the inter-relationship
between risk and performance. This study
will try to test the result once again using
slightly different parameters and under dif-
ferent business environment.

RESEARCH METHOD
Data

The analysis is performed on Indone-
sian commercial banking industry from year
2004 to year 2009. There were 115 banks in
Indonesia at the end of the year of 2009.
The total number of observations during the
period of study was 630 observations.

Method
In many case the data is performed

using dynamic panel estimation such as
Generalized Method of Moments (GMM),
which consists of observations of historical,
bank accounting and ownerships variable.
Panel data techniques are able to mitigate
the influence of spurious characteristics in
the relation between managers and owners
(Magalhaes, Gutierrez and Tribo, 2008).

Unfortunately, panel data analysis would not
be suitable to be used for analysis7. Another
approach to properly analysis this particu-
lar condition is required.

First, is to run a standard descriptive
analysis for all data samples and data
samples per bank ownership category. Sec-
ond, is to run bivariate comparison test,
where all variables between bank ownership
categories are compared from one category

6 The phase sixth of bank’s development in Indonesia marked the third ownership structure changed, where the government
allowed foreign banks to become major shareholder in a private domestic bank. This policy implemented by the government in
order to stimulate foreign direct investment, in order to bring in fresh capital that was needed for the bank industry.

7 Panel data analysis would require constant number of data samples within each panel data category. Since the numbers of banks
are fluctuating within the same category every year, panel data analysis is not suitable.
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to another (one to one basis comparison).
The method for both of these tests is using
Independent sample t-test. Third, is to run
multivariate comparison test following bi-
variate comparison test. In this test, each
and all variables of four ownership catego-
ries are compared simultaneously. The
method for multivariate comparison test is
using One-Way Anova. If the results from
One-Way Anova show any significantly dif-
ferent from the variables then the Duncan8

multiple range tests will determine the or-
der of how different between the ownership
categories.

Testing the assumption is required be-
fore running the regression analysis. There
are two assumption tests in this study, sta-
tionery assumption test (for dependent vari-
ables) and non-multicolinearity (for indepen-
dent variables). Stationery assumption test
is prerequisite from time series data analy-
sis. Whereas the non-multicolinearity test is
a correlation analysis for independent vari-
ables. If both assumption tests are justified
then the regression analysis are possible.

Model and Variables
Proxy Variable for Ownership

Ownership structured is referred to the
dispersion of ownership. More dispersed
ownership structure means the sharehold-
ers have less power to control the banks.
While concentrated ownership give share-
holders more power to control the banks
(Tandelilin et al, 2007). The higher the pro-
portion of ownership, the stronger the con-
trolling rights for the shareholders. Owner-
ship control also determined the level off
aggressiveness towards risk taking. Highly
concentrated ownership structure in a bank,
usually in most cases are more aggressive

compare to disperse ownership structure.
Since almost all ownership structure in

Indonesian banking industry are concen-
trated (Bank Indonesia, 2010), therefore in
this study the classification of ownership has
to based on types of bank ownership which
are government-owned, foreign-owned, and
domestic-owned. The selection a bank into
one of those classifications is from the con-
trolling rights.

In the regression model for measuring
the risk and performance, ownership classi-
fication9 is represented as follows:
OS = dummy variable for the type of

ownership structure
Gov = 1 if it is a government-owned bank

or 0 if it’s not
For = 1 if it is a foreign controlled bank

or 0 if it’s not
Reg = 1 if it is a regional and govern-

ment-owned bank or 0 if it is not
Dom = 1 if it is a domestic bank or 0 if its

not

Proxy Variables and Model for Risk
Risk management represents the man-

agers risk taking behavior and how banks
conducting and managing their risks. This
study is focused to study the correlation
between ownership and risk in terms of qual-
ity and aggressiveness. Furthermore how
those correlations reflects towards banks
soundness. The dependent variables for
RISKS are:
 LOSS is measured the ratio of the non

performing loan (NPL : is the ratio of
total loan loss to total loan). LOSS is
used in this regression because it rep-
resents the asset quality of a bank
(Iannotta, Nocera and Sironi, 2007;
Magalhaes, Gutierrez and Tribo, 2008).

8 Duncan’s new multiple range test (MRT) is a multiple comparison procedure developed by David B. Duncan in 1955. Duncan’s
MRT belongs to the general class of multiple comparison procedures that use the studentized range statistic to compare sets of
means.

9 Ownership classification is based on the major or controlling shareholders.
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 Ln (q) is the log asset volatility in order
to measure the risk aggressiveness
(Iannota, Nocera and Sironi, 2007;
Magalhaes, Gutierrez and Tribo, 2008).
Earning volatility consists of the stan-
dard deviation of the ratio earning be-
fore taxes to average total assets.

 Ln (Z) : the log of Insolvency risk in
order to measure the bank’s stability
where Z is defined Zjt = ROAjt + CARjt /
StdROAt (Iannotta, Nocera and Sironi,
2007; Magalhaes, Gutierrez and Tribo,
2008). Z is measured bank j at time t.
The StdROA is the standard deviation
of ROA within the Indonesian banking
industry at time t.

The independent variables in order to
measure risks are defined as follows :
 OS is the ownership type
 GROWTH: It is the percentage in-

crease/decrease of bank commercial
asset from previous year. This variable
represents the growth rate of the bank-
ing industry.

 YEAR: is a dummy variable denoting
the year of the bank on a particular time.
(y2002 = 1, y2003 = 1,...........y2009
= 1 or zero otherwise )

 CF is the controlling factors of the
banks which are related to manage-
ment of banking operations. The con-
trolling factors that are used in measur-
ing RISKS are defined as follows:
– SIZE: Larger banks have better risk

diversification opportunities and thus
can lower cost of funding. They
would benefit from an implicit guar-
antee to decrease their cost of fund-
ing and allows them to invest in
riskier assets. SIZE in this study is
calculated by the log of the total
asset (Iannotta, Nocera and Sironi,
2007; Magalhaes, Gutierrez and
Tribo, 2008).

– LOANS: the ratio of loans to total
earning assets. Loans can be vari-
able; some of them are more profit-
able than other types of assets (i.e.
securities). But loans can also more
costly compare to some other as-
sets. In Indonesia channeling cred-
its to own business subsidiaries (re-
lated lending) are common practice
(Rokhim, 2005). During crisis lots of
banks were in liquidity problems due
to credits were channeled to related
parties in non rentable/markup
projects. Therefore LOANS should
be a controlling factor in measuring
risk Indonesian commercial factor
(Iannotta, Nocera and Sironi, 2007).

– LIQUID: The ratio of liquid assets to
total assets. The number one risk
factor in commercial banking is li-
quidity risk. Liquid assets reduce the
bank liquidity risk (Iannotta, Nocera
and Sironi, 2007).

– DEPOSITS: the ratio of total depos-
its to total funding. Deposits include
demand deposits, time deposits,
certificate of deposits, savings, is-
sued securities, prime capital and
borrowing (Iannotta, Nocera and
Sironi, 2007).

– CAPITAL: The ratio of book values
of equity to total assets. Indonesian
banking system is under supervi-
sory of Basel I and II, which require
maintaining certain level of Capital
Adequacy Ratio (CAR). The Central
Bank required commercial banks to
maintain CAR at 8% after the 1998
crisis and recently in 2007 increased
to 12%. Konishi and Yasuda (2004)
find that the implementation of CAR
requirement reduces risk taking of
commercial banking. CAR is a good
proxy to measure banks soundness
(Rokhim, 2005).
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Therefore the regression model to mea-
sure RISKS is defined as :
o LOSSjt = a + bOSjt + cCFjt +

dGROWTHjt + eYEARt + ε
o Ln(σ) jt = a + bOSjt + cCFjt +

dGROWTHjt + eYEARt + ε
o Ln(Z)jt = a + bOSjt + cCFjt +

dGROWTHjt + eYEARt + ε

Where LOSS, Ln(σ), Ln(Z) is measured at
bank j at time t.
LOSS : Non-performing loan
Ln (σ) : natural log of the asset volatility
Ln (Z) : natural log of the Z-score (insol-

vency risk)
OS : ownership structure
CF : controlling factors
Growth : bank industry’s growth rate
Year : dummy variable denoting the year

where data accounted for

Proxy Variables and Model for Perfor-
mance

In defining bank performance, this
study depends on a measure of bank per-
formance popular in the literature (Claes-
sens, Demirguc-Kunt and Huizingga, 2001;
Demirguc-Kunt and Huizingga, 1999). The
most common use of performance variable
is return on assets (ROA). The dependent
variable for performance is:
 ROA: the ratio of net income over as-

set. Using ROA in measuring the corre-
lation between performance and own-
ership is also to maintain consistency
in the study (Kobeissi, 2002; Kalluru,
2009; Magalhaes, Gutierrez and Tribo,
2008). Where risks are measured based
on banks assets quality, aggressiveness
and how banks managing and assess-
ing their earning assets.

The independent variables in order to
measure performance are defined as:
 OS is the ownership type
 GROWTH: It is the percentage in-

crease/decrease of bank commercial
asset from previous year

 YEAR: is a dummy variable denoting
the year of the a bank on a particular
time. (y2002 = 1, y2003 = 1,.......y2009
= 1 or zero otherwise)

 CF’ is the controlling factors of the
banks which related to management of
banking operations with the addition
of LOSS :
– SIZE : the log of the total asset
– LOANS: the ratio of loans to total

earning assets
– LIQUID: The ratio of liquid assets to

total assets
– DEPOSITS: the ratio of total depos-

its to total funding
– CAPITAL: The ratio of book values

of equity to total assets
– LOSS: the ratio of loan loss to total

loan
Therefore the regression model to mea-

sure performance is defined as:
ROAjt  = a + bOSjt + cCF’jt + dGROWTHjt

+ eYEARt + ε (Eq. 3.4)
Where,
ROA: return on asset is measured at bank j
at time t.
OS : ownership structure
CF : controlling factors
Growth : bank industry’s growth rate
Year : dummy variable denoting the

year where data accounted for

ESTIMATION AND SIMULATION
RESULTS
Descriptive Tests

The descriptive results showed that the
regional banks are the best performer in
terms of ROA and have the best quality of
asset. The government banks despite of
having the highest non-performing loan ra-
tio, nevertheless their performance in terms
of ROA still better than the foreign and pri-
vate domestic banks. Being the most capi-
talized group of banks, the foreign banks
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Table 2 Descriptive Statistics for All Sample and Ownership Category

are the most prudent banks but at the same
time the foreign banks are the most aggres-
sive in terms of risk taking behavior. Private
domestic banks compare to the other three

ownership categories are considered to be
moderate. There are no exceptional signifi-
cance in risk taking and performance

Statistical significance at the 5% level
Source: Compiled by Author based on the statistical results

Bivariate and Multivariate Comparison
Tests

The bivariate and multivariate compari-
son tests justified the descriptive result analy-
sis except in regards of the bank sound-
ness. The multivariate comparison test re-
sult showed that there were not any signifi-

cant differences in terms of bank soundness
among the four bank ownership categories.
The bivariate comparison test also showed
mix results of significance and not signifi-
cance when comparing Ln(Z) values. There-
fore, outcome regarding bank soundness
cannot be concluded using these analysis.
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 (** Indicates statistical significance at the 5% level)
Source : Compiled by Author based on the statistical results

Table 3 Bivariate Comparison between Ownership Category

Regional banks according to bivariate
and multivariate comparison tests have con-
sistently showing the results as the best
performer in terms of ROA and the lowest
non-performing loan ratio. Possessing the
best quality of asset would have given posi-
tive impact toward return of asset. Another
contributing factor is the loan ratio where it
is consistently significant compare to gov-
ernment, foreign and private domestic
banks.

Foreign banks according to descrip-
tive and bivariate comparison tests are the

soundest banks. This due to the fact that
foreign banks are the most capitalized
banks in Indonesia. Compare to govern-
ment and regional banks there is significant
difference, but only slightly compare to pri-
vate domestic banks. But the multivariate
comparison test showed that the foreign
banks also the most aggressive banks com-
pare to other bank ownership categories.
The aggressive risk taking behavior is re-
flected in the non-performing ratio which is
just slightly better than the government-
owned banks.
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Duncana,b (** Indicates statistical significant at the 5% level)
a. Uses harmonic mean sample size = 93.052
b. The group sizes are unequal. The harmonic mean of the group sizes is used.
Source : Compiled by Author based on the statistical results

Table 4 Multivariate Comparison Test on Risk and Performance

Size of banks proved to be a signifi-
cant factor that strongly contributed to risk
and performance. In the case of government
banks, negative impact towards return on
asset due to higher non-performing loan,
seemed not significant. Therefore, the bi-

variate and multivariate comparison tests
also showed that despite of possessing the
lowest asset quality; government banks still
performed better compare foreign and pri-
vate domestic banks.
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Table 5 Multivariate Comparison Test with Controlling Variables

Duncana,b (** Indicates statistical significant at the 5% level)
a. Uses harmonic mean sample size = 93.052
b. The group sizes are unequal. The harmonic mean of the group sizes is used.
Source : Compiled by Author based on the statistical results

Regression Analysis
The result of the regression analysis

pretty much confirmed the results of descrip-
tive, bivariate and multivariate comparison
tests. In terms of LOSS, the result showed
that the regional banks have the best asset
quality and the government-owned banks
have the worse asset quality. Next in terms
of Ln(ó), the foreign and government-owned
banks consider to be the most aggressive

in risk taking behavior. But in regards of
Ln(Z), the result was not really conclusive
to show foreign banks are the most sound
banks. Finally, regression analysis also
showed that the regional banks are the best
performer in terms of ROA.

However, the regression analysis
showed few inconsistencies that might have
contributed to the overall results. Those in-
consistencies are as follows:
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Table 6 Regression Analysis Result of All Data

(** Indicates statistical significance is at 5% level)
Source : Compiled by Author based on the statistical results

 CAR has positive correlation with Ln(Z)
and ROA. In contradiction CAR also has
a positive correlation with Loss and
Ln(σ). According to Basel II, increasing
CAR is to aim at increasing bank sta-
bility, hence increase ROA. And not to
increase risk taking, but instead to con-
trol aggressiveness towards risk.

 Loan ratio has a negative correlation
with i when the source of fund is used
up then it should lower the aggressive-
ness in risk taking. But in contradiction,

loan ratio has a negative correlation with
Loss. It mean that increasing loan ratio
will lower the non-performing loan

 Deposit ratio was not significant at all
towards any of the dependent variables.
Deposit is one the banks source of
fund. When deposit increase the bank
should be more controlled and regu-
lated, to guarantee deposit rights and
to protect banks from insolvency.
Therefore, Deposit is expected to have
positive correlation with ROA and Ln(Z).
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Table 7 Regression Analysis with Ownership Classification Variable

(**Indicates statistical significance is at 5% level)
Source : Compiled by Author based on the statistical result

Discussions
This research found that in Indonesian

commercial banking, there is only one type
of ownership structure which is concen-
trated. Only very few banks in Indonesia
have dispersed ownership. But even so, the
owners are usually either family or business
group related. The implications of different
bank owners with strong controlling right
mean different behavior towards risk taking,
hence different level of performance. The
results indeed confirmed that there are sig-
nificant differences in risk and performance,

although their signs are not always consis-
tent with the expectations and hypothesis.
Public banks are expected to have the low-
est quality of asset, which in part the results
confirmed the expectation.

The results showed that government-
banks have the highest non-performing ra-
tio, therefore considered to possess the
worse asset quality compare to other com-
mercial banks. Nonetheless, as was men-
tioned before despite of having the highest
NPL, government-owned banks perfor-
mance in terms of ROA are better compare
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to foreign and private banks. Again this re-
sult contradict with the previous researches,
predicting private banks (foreign and do-
mestics) are the better performers. Having
such a huge assets compare to other banks
most definitely contributed to the results.
Positive correlation between size and ROA
justify it. Bank size also contribute to banks
stability, as the result showed that size posi-
tively correlated to bank’s soundness, de-
spite the fact that government-owned banks
are the least capitalized among other banks.

For foreign-owned banks being the
most capitalized are the soundest compare
to other banks. This is consistent with vari-
ety of theories supporting CAR improves
bank soundness. This could prove that by
implementing good risk management prac-
tice, a bank can be aggressive but also
sound at the same time. High-risk market
has higher interest rate, therefore can im-
pact positively towards performance
(Iannota, Nocera and Sironi, 2007).

Looking at the result again the aggres-
sive level between government-owned and
foreign banks is not much different. The dif-
ferent lies within the reason of risk taking.
The foreign bank aggressive in risk taking
because of the outlook of Indonesian
economy is very positive. The government-
owned banks channeled national economic
funding, in many cases they have to finance
government projects even though they are
not so profitable and with longer time pe-
riod (La Porta, Lopez-De-Silanes and
Shleifer, 2002). Foreign banks are expected
to be the best performer, instead of the re-
gional banks. But due to heavy business
expansion in 2007, the result may not be
reflected. It may need more time period for
analysis to see the real performance of the
foreign banks.

The results also showed that private
banks are moderate in terms of performance
and risk-taking compare to other banks. Far
from the expectations that private domes-

tic banks being heavily influenced by the
owners in all aspect, should have been very
aggressive in risk taking and competitive
performers. Again, Size might be the con-
tributing factor that affects the results.

CONCLUSION
The empirical result of this study after

analysis can be concluded that the owner-
ship structure in Indonesian commercial
banking industry is homogeneous, which is
concentrated. The implications of different
ownership background with strong control-
ling-right are significantly different towards
risk and performance. Risk-taking behavior
and performance in terms of ROA is deter-
mined by the role of the controlling owner-
ship. Moreover, there is a negative relation-
ship between risk management and bank’s
performance in terms of ROA. Having con-
centrated structure of ownership with strong
controlling-right tends to induce banks to
increase risk. But the relationship between
ownership and risk taking behavior depends
on the role of the largest owner in manag-
ing the firms and regulations. However, this
study found that the size of bank’s asset
also support stability and induce aggres-
siveness in risk taking that influence ROA,
where NPL gives negative effect. The results
of this study somewhat similar to the study
of Laeven and Levine (2008) about bank risk
taking. In general, empirical results showed
that theIndonesian banking industry is stable
and gradually improving.

However, this study has several limita-
tions such as the inter-relationship between
risk and performance and the risk taking
behavior and performance of private domes-
tic banks. Therefore there are few sugges-
tions likes the measuring performance in sev-
eral variables might be better in explaining
the inter-relationship between risk and per-
formance, improving the bank selection pro-
cess, in order to control the same number of
banks within each ownership categories.
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