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paper also examines whether the board diversity in terms of gender and nationality can strengthen
the effect of intellectual capital towards firm performance and risk that operates in banking industries
in ASEAN. The data in this study obtained from Bloomberg and OSIRIS database and also the firm’s

Keywords: annual reports over the period 0f 2012-2016 (375 observations) and conducted in ASEAN countries,
Intellectual Capital, Board Diver- namely Indonesia, Philippines, Malaysia, Singapore, and Thailand. The results find that the efficient and
sity, Firm Performance, Risk. effective use of intellectual capital will make the firms achieved higher performance. Meanwhile, intel-

lectual capital can help reduce credit risk. In the interaction effect, the result is consistent with social

psychology theory and shows that the presence of board diversity actually reduces firm performance

and increases risk.

Analisis Pengaruh Intellectual Capital terhadap Kinerja dan Risiko

dengan Keberagaman Direksi sebagai Pemoderasi: Studi pada

Perusahaan Perbankan di Asean

Abstrak

Penelitian ini bertujuan untuk menguji pengaruh antara intellectual capital dengan kinerja dan
risiko. Selain itu, penelitian ini juga menguji apakah keberagaman direksi dapat memperkuat
hubungan antara intellectual capital terhadap kinerja dan risiko pada perusahaan-perusahaan
yang beroperasi di industri perbankan di ASEAN. Data dalam penelitian ini diperoleh dari data-
base Bloomberg dan OSIRIS dan juga laporan tahunan perusahaan selama periode 2012-2016
(375 observasi) dan dilakukan di negara-negara ASEAN, yaitu Indonesia, Filipina, Malaysia,
Singapura, dan Thailand. Hasil penelitian menujukkan bahwa penggunaan intellectual capital
yang efisien dan efektif akan membuat perusahaan mencapai kinerja yang lebih baik. Sementara
itu, intellectual capital dapat membantu meminimalisir adanya risiko kredit. Pada hubungan in-
teraksi, hasil penelitian sejalan dengan social psychology theory dan menunjukkan bahwa adanya

keberagaman direksi justru mengurangi kinerja dan meningkatkan risiko yang dihadapi perusa-

haan.
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INTRODUCTION

In developing countries such as ASEAN,
the capital markets play an increasingly impor-
tant role in the growth of the global economy.
Since the enactment of the ASEAN Econo-
mic Community (AEC) by the end of 2015,
the economic growth in the ASEAN region
has been improved. Based on the enactment
of AEC, ASEAN will become a more dynamic
and competitive region. Therefore, every orga-
nization needs to utilize efficient resources so
that the company can improve and increase its
performance and manage the risks faced by the
competition so that the company is able to cre-
ate value-added and compete in a competitive
market.

Based on Resource-based Theory (he-
reinafter referred to as RBT) the firm’s compe-
titive advantage could be driven by Intellectual
Capital (hereinafter referred to as IC) (Barney,
1991). The company’s success will be achieved
by the continuous competitive advantage of
IC. IC tends to be relied upon by companies
engaged in knowledge-intensive fields such as
service industries because of their corporate ac-
tivities that make them more likely to invest in
IC, including the banking industry (Chen et al.,
200S; Wang, 2008)

The effect of IC on firm performance has
been examined. Several studies have shown that
firm performance could be improved by IC (Fi-
rer & Stainbank, 2003; Chen et al., 2005; Tan et
al., 2007; Ulum, 2008; Clarke et al., 2011; Mon-
dal & Ghosh, 2012; Jafarnezhad & Tabari, 2016;
Kaupelyté & Kairyté, 2016; Ozkan et al., 2017).
However, not all research results were consis-
tent (Firer & Williams, 2003; Chan, 2009; Ma-
ditinos et al., 2011). Firms that perform well
because they can manage ICs should be able to
minimize their risks. However, it is still difficult
to find research that examines the effect of IC
on risk. Gosh and Maji (2014) found evidence
that ICs can reduce the firm risk that seen from
credit risk.

However, Grant (1996) explained that
IC does not provide a competitive advantage
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without proper organization and placement.
Therefore, corporate governance is important
in terms of the role of the board of directors be-
cause of their abilities to control the company to
optimize the management of IC, so as to impro-
ve performance and reduce risk. One of the is-
sues on board diversity is the diversity of gender
and citizenship. Resource dependence theory
(hereinafter referred to as RDT) suggests that
diversity in the board of director brings unique
information capable of assisting better decision
making (Carter et al., 2010).

In some countries, the existence of wo-
men in the board of director has already es-
tablished regulations on the board of director
composition. In 2006, Norway became the first
country that applied gender quotas to the board
of director by deciding that at least 40 percent
of women in the board of director. According to
Staffing Industry Analysts (2015), some count-
ries in ASEAN are trying to implement gender
quotas. In 2016, Malaysia required a 30 percent
quota of women director. In Singapore, it is al-
ready discussed that the increasing of gender di-
versity in the board of director was needed.

ASEAN economy has grown and invol-
ves massive foreign investment. Ruigrok et al.
(2007) explained that the demand for directors
who are able to contacts overseas markets is
increasing. A foreign director may connect the
company to a different opportunity to the fo-
reign market.

This research predicts that women and
foreign directors can strengthen the impact of
IC on performance and risk. In the previous
research, no one has raised the board diversity
in effect to IC, performance and risk. Previous
studies are also mostly only researching with
one country as an institutional setting. So rese-
archers are motivated to use the setting of ASE-
AN countries in order to provide an overview
of the impact of ICs on company performance
and risks to developing country market count-
ries and to provide an overview of companies in
ASEAN in dealing with the issue of the ASEAN
Economic Community.
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Hypothesis Development

Resource-based theory serves to explain
and predict what can be the basis for competi-
tive advantage and firm performance (Barney et
al, 2011). From an RBT perspective, sustainab-
le competitive advantage is closely linked to the
company’s ability to maintain valuable, scarce
and irreversible resources also allocate and dep-
loy these resources effectively (Barney, 1991).

Resource dependence theory is of the
opinion that external organizations can be con-
nected with companies by directors to face en-
vironmental dependence (Pfeffer & Salancik,
1978). Human capital theory (hereinafter refer-
red to as HCT) discusses the role of knowledge,
experience, and skills possessed by someone who
can be used for the organization (Terjesen et al.,
2009). In this study, the diversity of directors is
seen from gender and citizenship.

Value creation and the sustainability of
corporate growth require the role of the IC. This
is supported by RBT which explains that IC is
the firm’s competitive advantage (Barney, 1991).
According to RBT’s perspective, the creation of
sustainable competitive advantage is closely rela-
ted to the company’s ability to maintain valuable,
scarce and irreplaceable resources and allocate
and disseminate these resources effectively (Bar-
ney, 1991). Given the sustainable competitive
advantage, the company that owns it will be able
to win the competition on the market so that it
can create value and achieve optimal firm perfor-
mance.

Several studies have shown that firm per-
formance could be improved by IC (Firer &
Stainbank, 2003; Chen et al., 2005; Tan et al,,
2007; Ulum, 2008; Clarke et al., 2011; Mondal
& Ghosh, 2012; Jafarnezhad & Tabari, 2016;
Kaupelyté & Kairyté, 2016; Ozkan et al., 2017).
From above explanations, we could propose the
following hypotheses:

HI1: Intellectual capital has a positive effect on
firm performance of banking firms in ASE-

AN.

Success in credit activities is highly de-
pendent on the skills, knowledge, imaginative
thoughts and professional experience of bank
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employees to identify and analyze precisely
the possibility of threats at an early stage when
credit lending decisions are made and to solve
problems throughout the credit duration of the
credit agreement (Ghosh & Maji, 2014). Struc-
tural capital consisting of the system of informa-
tion, databases, copyrights, patents, processes,
and relationships with others supports human
resources to introduce new products that are bet-
ter and provide new ideas and services to attract
new customers and retain customers that exist.
Bontis et al. (2000) argued that structural capi-
tal which includes all non-human knowledge in
organizations can support human resources to
improve efliciency and reduce the probability of
bank credit risk.

The previous study in Portugal Banking
sector during 2005-2009 showed that IC can
be one of the most reliable tools for predicting
further banking activities (Curado et al., 2014).
Banks that were rated as having very low ICs in
2005 experienced bankruptcy or were unable
to continue their activities independently du-
ring the financial crisis. Ghosh and Maji (2014)
found that ICE was negatively related to credit
risk, while HCE was significantly and negatively
related to credit risk.

In a free-market economic environment
where a company must continue to adapt to the
dynamic nature of the market, the role of the
decision-maker or, in other words, the manage-
rial staff is very important. In an environment of
intense competition, human capital and structu-
ral capital, help improve bank solvency or reduce
the possibility of bankruptcy. Theoretically, the
higher IC Efficiency (ICE) and component effi-
ciency namely Human Capital Efficiency (HCE)
and Structural Capital Efficiency (SCE) will
reduce bank credit risk. From the above explana-
tions, we could propose the following hypothe-
ses:

H2: Intellectual capital has a negative effect on
the risk of banking firms in ASEAN.

IC does not provide a competitive advan-
tage without proper organization and placement
(Grant, 1996). Therefore, corporate governance
is important in terms of the role of the board of
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director because of their abilities to control the
company to optimize the management of IC,
One of the issues on board diversity is the diver-
sity of gender and citizenship. Gender diversity
in the board will result in more precise delibera-
tion and discussion of tighter issues often con-
sidered unacceptable to male directors (Huse
& Solberg, 2006). Women can morally contri-
bute with a fresh perspective to solve complex
problems, which can reduce the formulation of
information strategies (Francoeur et al., 2008);
supporting the development of good commu-
nication and the establishment of better rela-
tionships (Hillman et al., 2007). The previous
research has found that women in the board of
director can improve firm performance (Deszo
& Ross, 2012; Luckerath-Rovers, 2013; Post &
Bryon, 2015; Isidro & Sobral, 2015). From the
above explanations, we could propose the follo-
wing hypotheses:
H3: Women directors strengthen the positive
effect of intellectual capital on the firm
performance of banking firms in ASEAN.

The presence of foreign directors pro-
vides several benefits in developing countries
(Ramaswamy, 2001). The foreign directors will
send a signal about the company’s intention to
conduct global expansion. Foreign directors
can introduce the heterogeneity of perspectives
(Ezat & El-Masry, 2008; Samaha et al, 2012).
Moreover, the information asymmetry could be
reduced by the diversity of board; the increasing
of potential investors and financing opportu-
nities is improved by the financial flexibility of
domestic firms; and the expansions of know-
ledge and technology (Fogel et al., 2013); the
independency of foreign directors tends to be
better (Ruigrok et al., 2007). From the above
explanations, we could propose the following
hypotheses:

H4: Foreign directors strengthen the positive
effect of intellectual capital on the firm
performance of banking firms in ASEAN.

Some literature shows the role of gender
as a factor when making risk-related decisions.
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One of the most prominent women attributes is
their risk aversion (Barsky et al., 1997). Women
directors can improve bias in important decisi-
ons, especially about the strategic oversight and
risk by thinking about problems and detailing
solutions. It can be concluded that women are
more conservative than men (Wiersema & Ban-
tel, 1992; Cabo et al., 2012).

Bellucci et al. (2010) and Beck et al.
(2014) focuses on the banking sector. In a credit
officer context, women were more risk-averse
than men and reduced the number of received
loans (Bellucci et al., 2010). The failure rate of
loans was reduced because it handled by women
credit officers (Beck et al., 2014). From the abo-
ve explanations, we could propose the following
hypotheses:

HS: Women directors strengthen the negative
effect of intellectual capital on the risk of
banking firms in ASEAN.

Previous studies have examined how fo-
reign ownership can influence decision making,
such as risk-taking decisions. The presence of
foreign ownership may decrease risk taking as
foreign investors (Vo, 2016). Given the charac-
teristics of foreign investors who tend to avoid
risks, the researchers are interested to examine
whether the diversity of citizenship of directors
seen from the presence of foreign directors can
reduce the risk

Diversity in the board is related to the
cognitive diversity and information shared by
corporate board members (Kim & Rasheed,
2014). Diverse boards have superior cognitive
abilities than homogeneous boards (Du et al.,
2017). From above explanations, we could pro-
pose the following hypotheses:

H6: Foreign directors strengthen the negative
effect of intellectual capital on the risk of
banking firms in ASEAN.

METHOD
Sample
Based on the obtained data from Bloom-
berg and OSIRIS database and also annual re-
port, the total number of sample can be shown
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in Table 1. The banking sector is used as sample
in this research. The countries selected as the
sample are the countries in Southeast Asia that
have complete data namely Indonesia, Philippi-
nes, Malaysia, Singapore, and Thailand.

The initial sample consists of 89 firms with
years of observations during 2012 to 2016. Due
to incomplete data on the variables selected,
the final sample used in this study amounts to
75 firms with a total of 375 firm-year observa-
tions. Table 1 shows the final sample used and
its distribution by country.

Table 1. Sample Distribution by Countries

Number Number
Country
Nam of of
ame Firm Observation
Indonesia (IN) 40 200
Philippines (FL) 13 65
Malaysia (ML) 9 45
Singapore (SN) 4 20
Thailand (TH) 9 45
Total 75 375

Intellectual Capital (VAIC). IC measu-
red using VAIC which was developed by Pulic
(2000, 2004). VAIC measured by the following
equation:

Notes:

VAIC: Value added intellectual coefficient at t

HCE, : VA, /HC; human capital efficiency coeffi-
cientatt

SCE, :SC,/ VAt; structural capital efficiency coeffi-
cientatt

CEE, : VA, / CE; capital employed efficiency coef-
ficientat t

VA, :OP +EC + D, +A; OP, is operating in-
come; EC_is employee costs; (D,) is depre-
ciation; and At is amortization

HC, :total salary dan wages at t

SC, :VA, -HC; structural capital at t

CE, :bookvalue of the net assets at t

Composition of Women Directors (Fe-
maleDir). The composition of the women Di-

rectors is proxied with the proportion of the
women directors’ composition measured by
number woman director or board of director.

The proportion of Women Directors
Composition = Number of Women Directors/
Number of Board of Directors. Composition of
Foreign Directors (ForeignDir). Same with the
study from Du (2017), the composition of the
foreign directors is proxied with the proportion
of foreign director composition measured by:
The proportion of Foreign Directors Composi-
tion = Number of Foreign Directors/ Number
of Board of Directors.

Firm Performance (Firm_Perf). Same
with the studies from Firer and Williams
(2003), Chen et al. (2005) and Mondal and
Ghosh (2012), the firm performance is measu-
red by ROA (return on assets): ROA = Profit
before tax / Average total assets. Credit Risk
(Risk). Same with the study from Gosh dan
Maji (2014), credit risk measured by: Credit
Risk = Net non-performing loans / Net advan-
ces. Board Size (BoardSize). Board is proxied
with the number of directors on the board of
directors. Bank Size (BankSize). Bank Size is
measured by the natural logarithm of bank to-
tal asset at year t. Net Interest Margin (NIM).
Net interest margin is measured by dividing
revenue from net Interest with total earning
assets. Loan to Asset Ratio (LTAR). Loan to
Asset Ratio is measured by dividing Loan and
total assets.

Regression Model

This study uses panel data regression
model analysis, which is fixed effect or random
effect regression. Our study finds out the most
suitable panel data regression model by using
Hausman test (Gujarati & Porter, 2009). The
hypotheses testing in this study were using six
equation models. The equation models used are
as follows:

Model 1. Interaction Model between VAIC on

Firm Performance

Firm_Perf= 0 + p1 VAIC + B2 BoardSize + 3
BankSize + 34 NIM + S LTAR + et
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Model 2. Interaction Model between VAIC on

Risk

Risk= B0 + 1 VAIC + B2 BoardSize + 33 Bank-
Size + 4 NIM + BS LTAR + et

Model 3. Interaction Model between VAIC and

Women Director on Firm Performance

Firm_Perf= f 0 + 1 VAIC + 2 FemaleDir +
3 VAIC*FemaleDir + 34 BoardSize + 5
BankSize + 36 NIM + p7 LTAR + ¢t

Model 4. Interaction Model between VAIC and

Foreign Director on Firm Performance

Firm_Perf= 0 + B1 VAIC + B2 ForeignDir +
f3 VAIC*ForeignDir + 4 BoardSize +
BS BankSize + 6 NIM + p7 LTAR + ¢t

Model S. Interaction Model between VAIC and

Women Director on Risk

Risk= f0 + p1 VAIC +PB2 FemaleDir + B3
VAIC*FemaleDir + P4 BoardSize + S
BankSize + 36 NIM + p7 LTAR + ¢t

Model 6. Interaction Model between VAIC and

Foreign Director on Risk

Risk= PO + B1 VAIC + B2 ForeignDir + B3
VAIC*ForeignDir + P4 BoardSize + p5
BankSize + 36 NIM + p7 LTAR + ¢t

Notes:

Firm_Perf = Firm Performance

Risk = Credit Risk

VAIC = Intellectual Capital

FemaleDir = Proportion of Women Direc-
tors

ForeignDir = Proportion of Foreign Direc-
tors

VAIC*FemaleDir = Moderating Variables of the
‘Women Directors on IC
VAIC*ForeignDir = Moderating Variables of the
Foreign Directors on IC

BoardSize = Control Variable of Board Size
BankSize = Control Variable of Bank Size
NIM = Control Variable of Net Interest
Margin

LTAR = Control Variable of Loan to As-
set Ratio

€ = Error term

t
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RESULT AND DISCUSSION

Descriptive Statistics

Table 2 showed the descriptive statis-
tics. The variable Firm_Perf has a mean value
of 1.25594. Risk variable has a mean value of
0.10498. The VAIC variable being the proxy of
the intellectual capital of the sample firms has a
mean of 3.41482. The Board of Directors in the
study sample averaged nine people, while wo-
men directors and foreign directors numbered
two. Overall, the descriptive statistics of each
variable can be seen in Table 2.

Table 2. Descriptive Statistics of Selected Vari-
ables

Variable Max Min Mean Std. Dev.
Firm_Perf 4.04 -3.65 126 90
Risk 42 .00 .10 13
VAIC 6.87 1.09 341 1.11
FemaleDir 75 .00 17 .16
ForeignDir 1.00 .00 12 17
Board Size 25.00 1.00 9.478 4.78
Bank Size 2223 13.86 18.13 2.09
NIM 16.64 .56 4.35 2.09
LTAR 1.06 .05 .60 13

Results of Hypothesis Testing

Table 3 shows the results of hypothesis
testing. Hypothesis 1 testing aims to measure
the positive effect of intellectual capital on firm
performance (ROA). Hypothesis 1 testing sho-
wed a significant positive effect of VAIC towards
Firm_Perf with coefficient of 0.6549 at 1% level
of significance. This indicates that if a company
can use the IC owned more efficiently, it can
lead to improved financial performance at the
company.

The result is in line with the previous
studies which show that intellectual capital has
a positive effect on firm performance (Firer &
Stainbank, 2003, Chen et al., 2005, Tan et al,,
2007; Clarke et al., 2011). In the banking sec-
tor, similar results were found (Ulum, 2008;
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Table 3. Hypothesis Testing Results

Dependent Variable
Inf‘lfep-e 1]1)(:ent Model 1 Model 2 Model 3 Model 4 Model § Model 6
aranle Firm_ Perf Risk Firm Perf Firm Perf Risk Risk
Const 2.9050 2675 3.0892 2.9440 2809 2894
(3.28)" (2.03) (3.33) (2.48) (2.51) (2.42)
Vaic .6549 -.0146 7170 6595 -0191 -.0157
(12.65)™ (-6.03)™ (18.94)™ (9.70)™ (-9.71)™ (-7.48)"
FemaleDir 1.6166 -.0762
(2.73) (-4.67)"
ForeignDir 4159 -.0340
(.84) (-1.06)
Vaic_FemaleDir -4307 .0306
(-2.30)" (3.80)"
Vaic_ForeignDir -.0629 0133
(-.34) (1.24)
Board_Size 3762 .0030 .0351 .0378 .0029 .0031
(12.00)™ (4.01)" (9.52)"  (10.37)™ (3.29)" (4.34)"
Bank_Size -2943 -.0100 -.3159 -2976 -.0099 -.0119
(-8.00)"  (-1.14) (-7.12)” (-5.67)"  (-1.25) (-1.37)
Nim 1268 .0061 1313 1264 .0061 .0064
(3.12)" (3.64)" (3.47)" (5.38)" (3.60)" (3.99)"
Ltar 9094 .0229 .8576 .8820 .0179 0227
(2.44) (.057) (2.23) (2.32) (42) (.58)
R*Within .5989 .1004 .6088 5999 1197 1057
F 7896.55 147.42 4.81 642.47 28.72 6.30
Prob > F .0000 .0001 0741 .0000 .0029 0473

Description: *** significant at 1%; ** significant at 5%; * significant at 10%

Mondal & Ghosh, 2012; Kaupelyté & Kairyteé,
2016; Jafarnezhad & Tabari, 2016; Ozkan et
al,, 2017.

Hypothesis 2 testing aims to measure
the negative effect of intellectual capital on
risk. Hypothesis 2 testing showed a signifi-
cant negative effect of intellectual capital and
credit risk with coefficient of -0.0146 at 1% le-
vel of significance. This indicates that success
in credit activities is highly dependent on the
skills, knowledge, imaginative thoughts and
professional experience of bank employees to
identify and analyze precisely the possibility of
threats at an early stage when credit decision
is made and to solve problems throughout the
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loan duration of the credit agreement (Ghosh
& Maji, 2014 ). Structural capital consisting of
information systems, databases, copyrights,
patents, processes and relationships with ot-
hers supports human resources to improve
efficiency and reduce the probability of bank
credit risk.

Hypothesis 3 testing aims to measure
whether the women director strengthens the
positive effect of intellectual capital on firm per-
formance. Hypothesis 3 testing showed a signi-
ficant negative effect between VAIC*FemaleDir
and Firm_ Perf interaction variables with a coef-
ficient of -0.4307 at a significance level of 10%.
The result is consistent with social psychology
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theory which states if there is board diversity,
it will make slower decision-making and the
possibility of conflicting will be higher (Carter
et al,, 2010). Data in this research indicate that
the proportion of women in directors is still a
minority. Minority directors will make them be-
come less committed and the turnover intention
and absenteeism will be higher (Marimuthu &
Kolandaisamy, 2009). In addition, minority di-
rectors will have less satisfaction, feel more disc-
rimination, and result in other behaviors and
negative attitudes (Jayne & Dipboye, 2004).

One of the reasons that the existence of
women directors can reduce performance or
not have an impact on performance is because
the appointment of women directors is limited
to meet the rules and propriety so they may not
have enough knowledge and experience so they
have no value added for the firm (Fauzi & Locke
2012).

Moreover, in a study conducted by Dar-
madi (2011) showed that family-controlled
firm is dominated in Indonesia (Claessens et
al., 2000), women existence in councils is simp-
ly due to familial relationships with controlling
shareholders versus skills and the experience it
has. Therefore, the management performed by
women directors will not maximize and reduce
performance.

Hypothesis 4 testing aims to measure the
foreign directors strengthen the positive effect
of intellectual capital on firm performance. Hy-
pothesis 4 testing showed that there is no effect
between VAIC*ForeignDir and Firm_ Perf inte-
raction variables with a coefficient of -0.0629.

Although the results show that foreign
directors have no effect on intellectual capital
and firm performance, the negative value coef-
ficient has several reasons. Similar to hypothesis
3, hypothesis 4 is supported by social psycho-
logy theory. The data in this study indicate that
foreign directors are a minority. The existence of
foreign director negatively affects firm perfor-
mance (Marimuthu & Kolandaisamy, 2009).

The existence of foreign directors will
make them not familiar with the rules of laws
and regulations, national accounting, the stan-
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dard of governance and management methods,
it will make them more difficult to evaluate ma-
nagerial performance (Masulis et al, 2012). In
line with this, working with people who are dif-
ferent in demographics often results in negative
results (Riordan, 2000). Suggest that the diffe-
rences in demographics will decrease social uni-
ty between groups and social barriers (Westphal
& Milton, 2000).

Hypothesis S testing aims to measure
research questions whether women directors
strengthen the negative effect of intellectual
capital on risk. Hypothesis S testing showed a
significant positive effect of VAIC*FimaleDir
and Risk interaction variables with a coefficient
0f 0.0306 at 5% significance level. Therefore, hy-
pothesis 5 which states that women’s directors
strengthen the negative effect of intellectual ca-
pital against risk, is not supported.

The result is in line with the previous rese-
arch examining the effect of the presence of wo-
men directors on corporate risk has found that
women directors can increase risk. Berger et al.
(2014) also has some opinions to explain why
women directors can increase risk. This may be
due to a lack of women’s experience as top ma-
nagement. Many women directors who clearly
look less experienced, give the sign that lack of
experience leads to increased risk. This opinion
is similar to Ahern and Dittmar (2012) who sta-
te that the existence of gender quotas negatively
affects the firm value because the appointment
of women in the director is compulsory even
though they lack experience and only to meet
the quota.

Hypothesis 6 testing aims to measure
whether foreign directors strengthen the nega-
tive effect of intellectual capital on risk. The tes-
ting of hypothesis 6 shows that there is no effect
between VAIC*ForeignDir and Risk interaction
variables with a coefficient of 0.0133.

Although the results found that the pre-
sence of foreign director did not affect the re-
lationship between intellectual capital and risk,
the effect of this negative value coefficient has
several reasons. This is in line with the social
psychology theory. Similarly, as explained in
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hypothesis 4, Masulis et al. (2012) showed that
foreign directors make them to be less able to
familiarize themselves with the country whe-
re he works so do not understand the method
of management. This will affect their decision-
making, including risk-taking decisions. Foreign
ownership positively affects the risk-taking pro-
cess (Boubakri et al., 2013). The existing of go-
vernance will make the risk-taking from foreign
owners is higher, including from top manage-
ment, as they are an extension of the foreign
owner. From these foreign ownership charac-
teristics, we suspect that the characteristics of
foreign directors also make risk-taking process

and risk are higher.
CONCLUSION AND RECOMMENDATION

This research finds out the effect of in-
tellectual capital on performance and risk with
board diversity as moderator conducted in the
banking sector in ASEAN over the period of
2012-2016.

The first objective of this study was to
find out the positive effect between intellectu-
al capital and firm performance in the banking
industry in ASEAN. The results showed that the
use of intellectual capital efficiently and effecti-
vely will make the company achieve higher per-
formance.

The second objective of this study is to
find out whether intellectual capital has a ne-
gative effect on risk in the banking industry in
ASEAN. The results showed that the existence
of intellectual capital components consisting of
HCE, SCE and CEE can help reduce credit risk.
The results are in line with the previous study
(Ghosh & Maji, 2014).

The third, fourth, fifth and sixth objectives
of this study are to find out whether board diver-
sity can strengthen the effect of intellectual capi-
tal on performance and risk. The results showed
that board diversity viewed from the presence of
women directors and foreign directors actually
decreased the performance and increased risk.
This is in line with social psychology theory
which states that decision-making will be slower
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and more conflicting if there is a diversity of di-
rectors (Carter et al., 2010) so that it will affect
the performance and risk of the company.

This research has several implications in
both theoretical and business fields. First, this
research contributes to the theoretical field by
adding a reference to the effect of intellectual ca-
pital on performance and risk, with the board of
directors as moderator. This research also gives
anew perspective in ASEAN countries as emer-
ging market especially in the financial industry,
while most of the studies are conducted in the
US and Europe.

Second, this study contributes to the prac-
tical field by reinforcing the effect of intellectual
capital on performance improvement and risk
reduction, so companies need to manage in-
tellectual capital as well as possible in order to
encourage performance improvement and risk
reduction. Third, this research can be a conside-
ration for the policy makers to review the need
for minimum requirements in setting quotas for
the existence of women directors and foreign
directors with more attention to the experience
and capabilities of the board of directors.
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