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ABSTRACT

1. Introduction
According to Rini and Ghozali (2012), Corporate Governance is explains the relationship

between various participants in the company to determine the direction of the company's
performance. Corporate Governance itself is generally defined by the International Finance
Corporation (“IFC”) as “the structures and processes for the direction and control of companies.
Based on this understanding, in essence, corporate governance discusses how a company is
directed and managed so that all stakeholder interests are properly accommodated. Therefore, the
company must be managed in a balanced and good manner, so that the term Good Corporate
Governance (“GCG”) arises.

Regulation of the Minister of State for State-Owned Enterprises No. PER-01/MBU/2011 defines
good corporate governance as the principles that underlie a process and mechanism for managing
a company based on laws and regulations and business ethics. In the principles of corporate
governance published by the Organization for Economic Co-operation and Development (OECD
CG Principles) it is stated that the corporate governance framework should promote transparency
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and efficient markets, comply with legal regulations, and clearly divide obligations and
responsibilities. among authorities carrying out supervisory, regulatory and law enforcement
functions (OECD, 2004).

External ownership is an external mechanism of corporate governance. Candradewi and Sedana
(2016) state that a large proportion of public ownership can increase management's supervisory
efforts to prevent managers' opportunistic behavior and can assist company decision making, so
as to improve the company's financial performance as measured by ROA. Research from The
Indonesian Institute for Corporate Governance (1ICG), 2002 (in Rini and Ghozali, 2012) found
that the main reason companies implement Good Corporate Governance is compliance with
regulations. The company believes that the implementation of Good Corporate Governance is
another form of enforcing business ethics and work ethics which has long been a commitment of
the company, and the implementation of Good Corporate Governance is related to improving the
company's image. Companies that practice Good Corporate Governance will experience an image
improvement, and an increase in company value. So in this research will be analyzed, whether the
practice of corporate governance can affect the company's performance.

Financial performance is part of the company's economic performance because the
measurement scope is more comprehensive and focuses on the financial value achieved by the
company covering assets, liabilities and equity, as well as net income which is the company's
income. With financial performance, the financial condition of a company can be measured in
one reporting period, this financial condition is the basis for managers' decision making to make
disclosures. Because in making disclosures, of course, costs are not small. Companies will
consider the costs and benefits that will be obtained when they decide to make social and
environmental information disclosures (Fr. Retno, 2006 in Rini and Ghozali, 2012). Financial
performance in this research will be measured using profitability.

2. Research Method

The agency relationship perspective is the basis used to understand corporate governance. Jensen
and Meckling (1976) state that the agency relationship is a contract between the manager (agent)
and the investor (principal). The conflict of interest between the owner and the agent occurs
because the agent may not always act in the interests of the principal, thus triggering agency
costs. According to Darmawati et al. (2005) in Rini and Ghozali (2012), the essence of the agency
relationship is the separation between ownership (principal/investor) and control (agent/manager).
Ownership is represented by investors delegating authority to agents in this case managers to
manage investors' wealth. Investors have the hope that by delegating the management authority,
they will benefit by increasing the wealth and prosperity of investors. Corporate Governance,
which is a concept based on agency theory, is expected to function as a tool to give investors’
confidence that they will receive a return on the funds they have invested.

Corporate governance is concerned with how investors believe that managers will benefit them,
believe that managers will not steal/embezzle or invest in unprofitable projects related to
funds/capital that have been invested by investors, and is related to how investors investors
control managers (Shleifer and Vishny, 1997 in Rini and Ghozali, 2012). In other words,
corporate governance is expected to function to reduce or reduce agency costs. According to Rini
and Ghozali (2012), Corporate Governance arises because it is in the company's interest to ensure
to the funders (principals/investors) that the funds invested are used appropriately and efficiently.
In addition, with Corporate Governance, the company provides assurance that the management
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(agent) acts in the best interests of the company. The Forum for Corporate Governance in
Indonesia/FCGI (2001b) defines Corporate Governance as a set of regulations that regulate the
relationship between shareholders, company management, creditors, government, employees and
other internal and external stakeholders related to the rights and their obligations, thereby creating
added value for all interested parties (stakeholders). The added value in question is that Corporate
Governance provides effective protection for investors in obtaining a fair and high value return on
their investment.

According to Rini and Ghozali (2012), the notion of performance is a description of the
achievement of the implementation of a project activities or programs or policies in realizing the
goals, objectives, mission and vision of the organization. Performance reporting is a reflection of
the obligation to present and report the performance of all activities and resources

need to be held accountable. Performance appraisal is the determination of operational,
organizational and organizational effectiveness employees based on predetermined goals,
standards and criteria previously periodically. There are two forms of performance, namely
operational performance and financial performance. Operational performance is more emphasized
on the importance of internal company such as branch or division performance as measured by
speed and discipline. Meanwhile, financial performance is usually measured through financial
ratios and company share prices in the capital market (Mulyadi, 1999 in Rini and Ghozali, 2012).
According to Rini and Ghozali (2012), the notion of performance is a description of the
achievement of the implementation of a project activities or programs or policies in realizing the
goals, objectives, mission and vision of the organization. Performance reporting is a reflection of
the obligation to present and report the performance of all activities and resources

need to be held accountable. Performance appraisal is the determination of operational,
organizational and organizational effectiveness employees based on predetermined goals,
standards and criteria previously periodically. There are two forms of performance, namely
operational performance and financial performance. Operational performance is more emphasized
on the importance of internal company such as branch or division performance as measured by
speed and discipline. Meanwhile, financial performance is usually measured through financial
ratios and company share prices in the capital market (Mulyadi, 1999 in Rini and Ghozali, 2012).

The implementation of Corporate Governance provides four benefits (FCGI, 2001), namely: (1)
improving company performance through the creation of a better decision-making process,
increasing company efficiency, and further improving services to stakeholders, (2) making it
easier to obtain cheaper financing funds. and not solid (because of the trust factor) which will
ultimately increase corporate value, (3) restore investor confidence to invest in Indonesia, and (4)
shareholders will be satisfied with the company's performance because it will increase
shareholders' values and dividends at the same time.

Profitability is the company's ability to generate profits within a certain period and is an important
aspect that can be used as a reference by investors or owners to assess management performance
in managing a company (Putri and Azizah, 2019, in Puspa et al, 2021). Profitability is the
company's ability to generate profits within a certain period related to sales, total assets, and own
capital (Sartono, 2010:122, in Putri and Azizah, 2019). In this research, profitability is proxied
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using Return On Assets (ROA) because Return On Assets shows the ability of the capital invested
in all assets owned to generate profits (Kasmir, 2014:201, in Putri and Azizah, 2019). Return on
Assets provides information on how efficient a company is in carrying out its business activities.
The resulting numbers show what the company can do with what it has. The higher the Return on
Assets, the higher the company's ability to generate profits or it means that the position of the
owner of the company is getting stronger (Brigham and Houston, 2011: 133, in Putri and Azizah,
2019).

Figure 1. Research Framework

Hl’
Good Corpotate — Profitability

Governance

Source: Processed secondary data, 2022

The population is a collection of elements that have certain characteristics that can be used to
make conclusions (Chandrarin, 2017). This research uses a population of consumer goods
industry companies listed on the Indonesia Stock Exchange in 2019 - 2020. The sample is a
collection of subjects that represent the population (Chandrarin, 2017). The sampling in this
research used purposive sampling, namely the sampling method based on certain criteria
(Chandrarin, 2017). The sampling in this research used purposive sampling with certain criteria
so that a sample of 104 consumer goods industry companies listed on the Indonesia Stock
Exchange in 2019 - 2020. The type of data based on the data source used in this research is
secondary data. Chandrarin (2017) states that secondary data is data that comes from parties or
institutions that have used or published it so that testing the validity and reliability of secondary
data is not necessary. This research used secondary data in the form of 2019 - 2020 financial
statements on the IDX. The data is obtained by downloading the financial statements and other
related information from the IDX official website. The method used to collect data in this
research is the documentation method. According to Sugiono (2015) documentation is a method
used to obtain data and information in the form of books, archives, documents, writings, numbers
and images in the form of reports and information that can support research. In this research, data
were obtained by downloading financial reports from the official website of the Indonesia Stock
Exchange.

To determine the effect of Good Corporate Governance on profitability, multiple regression
analysis method was used with the following regression equation:

PROF =a + B.GCG + ¢

Explain :

PROF = Profitability

GCG = Good Corporate Governance

a = intersep model
B = regression koefisien
e = error residual

Variables and Operational Definitions
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Chandrarin (2017) defines a variable as something or anything that has value and can be

measured, both tangible and intangible. Variables must be clearly defined both conceptually and

operationally, in other words, variables must be measurable. The variables used in this research

are:

1. Independent Variable
The independent variable is a variable that is thought to have an effect on the dependent
variable (Chandrarin, 2017). The independent variable in this research is Good Corporate
Governance which is measured by the percentage of ownership by externals. Kartika and
Puspa (2013) state that external ownership is share ownership by parties outside management
or parties who have special relationships with the company. Every company must ensure that
the principles of GCG are applied to every aspect of the business and at all levels of the
company. The more ownership from outside parties, the higher the demands for the
implementation of GCG within a company so that management performance can be achieved.
With the implementation of GCG in a management, it is expected to reduce information
asymmetry between management and shareholders, especially outside shareholders (Puspa et
al, 2021). External ownership structure compares the number of public shareholders to the
company's total shares. External ownership is calculated by the formula:

Shares owned by externals
External Ownership =

Number of outstanding shares

2. Dependent Variable
The dependent variable is the main variable that becomes the attraction or focus of research
(Chandrarin, 2017). The dependent variable in this research is profitability. Profitability as
measured by using Return on Assets (ROA). ROA can be measured by comparing net income
after tax divided by total assets (Darsono and Ashari, 2004).

3. Results and Analysis
Multiple linear regression analysis was used to determine the direction and magnitude of the

influence of Good Corporate Governance on the profitability of consumer goods industry
companies on the Indonesia Stock Exchange in 2019 — 2020 using SPSS 20.0. Multiple linear
results for this research can be seen in table 1 as follows:

Table 1. t test results

Coefficients?

Model Unstandardized Standardized t Sig. Collinearity Statistics
Coefficients Coefficients
B Std. Error Beta Tolerance VIF
(Constant) -.136 .505 -.269 .789
! GCG .288 .532 .054 541 .590 1.000 1.000

a. Dependent Variable: PROF
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Source: Processed secondary data, 2022
PROF =-0,136 + 0,288 GCG + ¢

Explain :

PROF = Profitability

GCG = Good Corporate Governance
e = error residual

The multiple linear regression equation shows the direction of the independent variable (Good
Corporate Governance) to the dependent variable (Profitability), where the regression coefficient
of the independent variable which is positive means that it has a unidirectional effect on
profitability. Based on the table, it can be seen that Good Corporate Governance has a positive
influence on profitability. Based on the table, it can be seen that the value of the regression
coefficient of Good Corporate Governance is 0.054 with a significance level of 0.590. The
significance results indicate that the significance level of Good Corporate Governance as
measured by external party ownership is greater than the level of = 0.05, so the hypothesis in this
research is rejected, so it can be concluded that Good Corporate Governance as measured by
external party ownership has a positive effect and does not. significant to profitability.

Puspito (2011) states that external ownership has no effect on the company's performance because
it is unlikely that owners from outside the company are directly involved in the company's daily
business affairs and supervise directly the management of the company by management. Kartika
and Puspa (2013) state that the company's ownership structure will not reduce management
performance to improve company performance. Putra and Fidiana (2017) state that large external
ownership will cause management performance in managing the company to be less than optimal.
Management of the company is less than optimal by management because the higher the
ownership of outside parties, the greater the intervention on management performance, so that
management feels bound and the space for management is increasingly limited.

Jensen and Meckling (1976) stated that agency theory implies the existence of information
asymmetry between managers and company owners. Information asymmetry arises when
managers know more about internal information and the company's prospects in the future when
compared to shareholders and other stakeholders. This information asymmetry will cause
managers as managers of the company to be able to control the company because they have more
information than the shareholders, so that the ownership of outside parties does not guarantee that
monitoring of management performance by parties from outside the company will run effectively.
The results of this research are in accordance with research conducted by Puspito (2011), Putra
and Fidiana (2017), and Puspa et al (2020) but are not in accordance with research conducted by
Wiranata and Nugrahanti (2013), Agustina and Soelistya (2018) , and Ali (2019).

Table 2. Coefficient of Determination

Model Summary®

Model R R Square Adjusted R Std. Error of the | Durbin-Watson
Square Estimate
1 .0542 .003 -.007 .8336965 2.025

a. Predictors: (Constant), GCG
b. Dependent Variable: PROF

Source: Processed secondary data, 2022
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From the coefficient data above, we can see that the adjusted R2 value is 0.003, this means 0.3%
of the variation in profitability can be explained from the independent variable Good Corporate
Governance as measured by external ownership. While the rest (100%-0.3%=99.7%) is explained
by other reasons outside the model.

4, Conclusion
From the results of this research, it can be concluded that Good Corporate Governance which is

measured by external ownership has no significant positive effect on profitability. Jensen and
Meckling (1976) stated that agency theory implies the existence of information asymmetry
between managers and company owners. Information asymmetry arises when managers know
more about internal information and the company's prospects in the future when compared to
shareholders and other stakeholders. This information asymmetry will cause managers as
managers of the company to be able to control the company because they have more information
than the shareholders, so that the ownership of outside parties does not guarantee that monitoring
of management performance by parties from outside the company will run effectively. The value
of adj R2 on profitability is 0,003 so that Good Corporate Governance which is measured by
external ownership can explain the remaining only 0,3% can be explained by other variables.
Therefore, in further research, other variables can be added, such as independent commissioner,
managerial ownership, institutional ownership, audit committee and company size.
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