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ABSTRACT 

	Aims: This study aims to examine the effect of Good Corporate Governance (GCG) mechanisms and earnings quality on Non-Performing Loan (NPL) in banking companies listed on the Indonesia Stock Exchange (IDX) during the 2020–2024 period.
Study Design: This study employed a quantitative research design using panel data regression analysis.
Place and Duration of Study: The study used panel data from 43 banking companies listed on the Indonesia Stock Exchange (IDX) during 2020–2024, resulting in 215 firm-year observations.
Methodology: This study used secondary data obtained from the annual reports and financial statements of banking companies listed on the Indonesia Stock Exchange (IDX). The sample was selected using purposive sampling techniques based on predetermined criteria. The independent variables consisted of institutional ownership, independent commissioners, gender diversity, and earnings quality, while Non-Performing Loan (NPL) served as the dependent variable. Panel data regression analysis with the Random Effect Model (REM) was applied to test the relationship between the variables. The study was grounded in agency theory and stakeholder theory to explain the role of corporate governance and earnings integrity in controlling credit risk.
Results: The findings show that institutional ownership, independent commissioners, and gender diversity have negative but statistically insignificant effects on Non-Performing Loan (NPL). Meanwhile, earnings quality has a significant positive effect on NPL. These results indicate that the Good Corporate Governance mechanisms examined in this study have not been effective in significantly reducing credit risk, while earnings quality demonstrates a significant relationship with NPL in Indonesian banking companies.
Conclusion: Good Corporate Governance mechanisms and earnings quality play an important role in reducing Non-Performing Loan (NPL) levels in Indonesian banking companies. Stronger governance structures and higher-quality earnings can improve monitoring effectiveness, support prudent decision-making, and enhance banking financial stability. These findings provide empirical evidence for regulators, investors, and banking management regarding the importance of governance quality and earnings integrity in credit risk management.
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1. INTRODUCTION 

Corporate governance has become one of the main concerns in the global economic environment due to rapid technological development, dynamic capital markets, and increasing demands for transparency and accountability. Corporate governance refers to the structures, processes, and mechanisms used to direct and control a company in order to protect stakeholders’ interests and ensure high-quality financial reporting (Tricker & Tricker, 2019). Effective corporate governance helps companies adapt to different regulatory systems and business cultures while maintaining sustainable business practices worldwide. According to Asogwa et al. (2019), corporate governance plays an essential role in ensuring the quality of financial statements. Similarly, Kaihatu et al. (2004) explain that corporate governance functions as a system that regulates and controls companies to create added value for stakeholders through transparency, accountability, responsibility, independence, and fairness. Weak implementation of good corporate governance has contributed to major corporate failures such as Enron, WorldCom, Barings, HIH, and One-Tel, while the 1997 Asian financial crisis in countries including Indonesia, Thailand, Korea, and Malaysia was also linked to poor governance practices and inadequate oversight mechanisms (Syakhroza, 2005; Tjager, 2003).
In Southeast Asia, weak corporate governance is characterized by concentrated ownership structures, the dominance of insider shareholders, weak financial sector governance, ineffective internal controls, and limited legal protection for minority shareholders (Suprayitno, 2016). These weaknesses increase the possibility of managerial fraud, poor strategic decisions, and ineffective monitoring by boards of directors. In the banking industry, good corporate governance is particularly important because banks function as financial intermediaries that manage public funds and facilitate economic transactions. Effective governance enables banks to improve operational efficiency, manage risks prudently, and strengthen public trust. Good corporate governance also serves as the foundation for risk management, strategic decision-making, and the prevention of conflicts of interest. One of the most important indicators used to assess banking performance and risk management is the Non-Performing Loan (NPL) ratio. According to the International Monetary Fund, NPL refers to loans with principal or interest payments overdue for 90 days or more, while the World Bank defines NPL as the ratio of problematic loans to total loan portfolios. High NPL levels reduce profitability, increase liquidity risk, and threaten banking solvency (Mingaleva et al., 2022). Therefore, strong governance mechanisms are essential for controlling credit risk and maintaining financial stability.
Empirical evidence from Asia shows that NPL remains a major issue in the banking sector. Although NPL ratios in many Asian countries have remained relatively stable after the COVID-19 pandemic, the total volume of NPLs in Asia exceeded USD 700 billion in 2024, with East Asia contributing around 74% of total NPLs (IPAF, 2024). Southeast Asian countries exhibit varying conditions, where Singapore and Malaysia demonstrate improvements in asset quality, while Vietnam and Cambodia continue to experience rising NPLs due to aggressive credit expansion and weak supervision. Indonesia shows relatively stable NPL levels of around 2%; however, the banking sector remains vulnerable to macroeconomic pressures, inflation, interest rate fluctuations, and post-pandemic restructuring policies. The seriousness of credit risk problems in Indonesia is reflected in the bankruptcy of ten Rural Banks (BPR) during 2024 due to increasing bad loans and deteriorating financial conditions. OJK data also indicate that the NPL ratio of commercial banks fluctuated from 1.833 in 2021 to 2.155 by May 2025, signaling persistent credit risk challenges within the Indonesian banking industry (OJK, 2025). High NPL levels force banks to allocate larger loan loss provisions, reduce profitability, and weaken earnings quality.
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Besides corporate governance, earnings quality is another important factor associated with banking stability and credit risk. Schipper and Vincent (2003) define earnings quality as the relevance and reliability of reported earnings for economic decision-making. High-quality earnings reflect actual financial performance, are supported by real cash flows, and are free from manipulation. However, in the banking sector, earnings quality can be distorted through earnings management practices, particularly through discretionary loan loss provisions. Kanagaretnam et al. (2014) found that banks with high NPL levels tend to have lower earnings quality because managers use loan loss provisions to smooth income. Similarly, Zou and Li (2014) reported a significant negative relationship between NPL and earnings quality, indicating that higher problematic loans reduce the reliability of reported earnings. Previous studies also show inconsistent findings regarding the influence of governance mechanisms such as audit committees, independent commissioners, and board diversity on banking performance and risk (Ahmed et al., 2021; Shabbir et al., 2024; Bui & Krajcsák, 2023). These inconsistencies suggest the need for further investigation, especially in the Indonesian banking context.
Although many studies have examined the relationship between corporate governance and financial performance, research specifically investigating the influence of good corporate governance and earnings quality on Non-Performing Loan in Indonesian banking companies remains limited. Most previous studies were conducted in countries such as Pakistan, Nepal, Ghana, and Vietnam, making their findings difficult to generalize to Indonesia’s banking environment. Furthermore, the relationship between governance mechanisms, earnings quality, and NPL is complex because it is influenced by internal factors such as risk management and financial performance, as well as external factors including inflation, interest rates, and economic growth (Koju et al., 2018; Tanasković & Jandrić, 2015). Therefore, this study aims to analyze the effect of good corporate governance and earnings quality on Non-Performing Loan in banking companies listed on the Indonesia Stock Exchange. This research is expected to provide empirical evidence regarding the importance of governance quality and reliable earnings information in controlling credit risk and maintaining the stability of the Indonesian banking sector.



2. LITERATURE REVIEW 

2.1 Literature Review, Hypothesis Development, and Research Framework

Institutional ownership is considered an important mechanism of corporate governance because it strengthens monitoring functions and reduces agency conflicts within companies (Tran et al., 2020). Institutional investors possess greater resources, expertise, and incentives to effectively supervise management decisions, including those related to credit risk management in banking institutions (Azzah, 2021; Liu et al., 2019). Higher institutional ownership is expected to improve managerial oversight and reduce opportunistic behavior that may increase Non-Performing Loans (NPL) (Darsani & Sukartha, 2021; Saona et al., 2020). Previous studies support this argument, with Tarchouna et al. (2022) finding that concentrated ownership negatively affects NPL by improving credit decision quality and limiting excessive risk-taking. Similarly, Shehzad et al. (2010) showed that concentrated ownership significantly reduces NPLs through stronger monitoring, while Elyasiani and Jia (2010) and Cornett et al. (2007) emphasized that institutional ownership improves asset quality and risk management practices in banks. Therefore, this study proposes that institutional ownership negatively affects Non-Performing Loans in banking companies.
Independent commissioners also play a crucial role in ensuring the implementation of good corporate governance principles. Independent commissioners function as neutral supervisors who oversee management activities, mediate conflicts, and provide recommendations to improve company performance (Shivdasani & Zenner, 2004). A greater proportion of independent commissioners is expected to strengthen governance quality and improve the effectiveness of credit allocation decisions, thereby reducing NPL. Prior research supports this relationship. Shabbir and Wisdom (2020) found that board independence positively influences company efficiency and enhances risk control mechanisms. Sulistiani and Tjahjadi (2022) also reported that independent boards significantly improve financial decision quality, while Zarefar and Narsa (2023) confirmed that board and audit committee characteristics contribute to better corporate performance through stronger monitoring functions. In the banking context, Tarchouna et al. (2022) demonstrated that independent directors negatively affect NPLs by enhancing transparency and credit supervision. Similarly, Sadaa et al. (2022), Khan et al. (2020), Peni and Vähämaa (2012), and Setiawan (2009) emphasized that stronger board independence improves monitoring effectiveness and reduces problematic loans. Thus, this study hypothesizes that independent commissioners negatively influence Non-Performing Loans in banking companies.








Fig 2 : Research Framework of the Study 
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Gender diversity within boards of directors and commissioners reflects the inclusion of different perspectives and decision-making approaches in corporate governance. In the banking industry, which is highly sensitive to credit risk, gender diversity is believed to encourage more prudent and comprehensive decision-making processes (Allen et al., 2016). Ahmed et al. (2024) found that gender diversity within audit committees positively affects financial performance by strengthening supervisory effectiveness. Likewise, Shabbir and Wisdom (2020) argued that gender-diverse boards improve company efficiency and the quality of risk management. Ararat et al. (2010) further explained that female representation on boards enhances monitoring effectiveness, particularly in financial institutions. Gul et al. (2013) also found that companies with higher gender diversity tend to have stronger oversight quality and lower financial risk. In the banking sector, Palvia et al. (2015) showed that banks with more women in managerial positions maintain more conservative loan portfolios and lower NPL levels, while Berger et al. (2014) found that gender diversity reduces financial risk exposure. However, Gulamhussen and Fonte Santa (2015) noted that the impact of gender diversity may vary depending on cultural, regulatory, and institutional contexts. Therefore, this study proposes that gender diversity negatively affects Non-Performing Loans in banking companies.
Earnings quality reflects the extent to which reported earnings represent the company’s actual economic performance. In the banking sector, earnings quality is commonly measured using discretionary loan loss provisions (DLLP), which reflect the subjective component of loan loss provisions that managers may manipulate for earnings management. Aggressive use of DLLP may reduce transparency and obscure the true level of credit risk within banks (Kanagaretnam et al., 2014). Hussain et al. (2022) found that earnings management significantly affects financial misstatements, indicating distortions in financial reporting quality. Similarly, Beatty et al. (1995) argued that banks engaging in opportunistic DLLP practices tend to accumulate higher NPL because reported earnings fail to reflect actual credit risk conditions. Lower earnings quality, therefore, increases the possibility of problematic loans and weakens banking stability. Based on these arguments, this study hypothesizes that earnings quality positively affects Non-Performing Loan in banking companies. 




3. METHODOLOGY
3.1 Population and Sample
The population of this study consists of banking companies listed on the Indonesia Stock Exchange (IDX) during the 2020–2024 period. Based on IDX data, there are 47 banking companies included in the population. This study applies purposive sampling techniques, which select samples based on specific criteria (Sugiyono, 2017). The criteria include: banking companies listed on the IDX during 2022–2024, companies publishing audited annual financial reports ending on December 31, availability of complete data related to Good Corporate Governance, Earnings Quality, Non-Performing Loan, and Size variables, and companies presenting financial statements in Indonesian Rupiah. Based on these criteria, 47 banking companies were selected as the research sample. 

3.2 Data Used and Data Resource
This study uses secondary data obtained from audited annual reports and financial statements of banking companies listed on the Indonesia Stock Exchange (IDX) during the 2022–2024 period. The data were collected from the official IDX website of the Indonesia Stock Exchange (IDX) and from each company’s published annual reports and financial disclosures. The data collection method used in this study is a documentation study. Data were collected by reviewing and recording documents related to the research variables through browsing the Indonesia Stock Exchange (IDX) website and company annual reports. In addition, this study uses library research by reviewing accounting journals, management journals, books, and other relevant literature on Good Corporate Governance, Earnings Quality, and Non-Performing Loan. Secondary data, including financial statements, company reports, and other supporting information, were collected to support the research analysis.
3.3 Operational Definitions of Variables
Independent variables in this study consist of institutional ownership, independent commissioners, gender diversity, and earnings quality. According to Sekaran and Bougie (2016), independent variables are variables that influence dependent variables positively or negatively. Institutional ownership is measured by the percentage of shares owned by institutional investors to total outstanding shares (Hadiansyah et al., 2022; Kartika & Nurhayati, 2018). Independent commissioners are measured by the proportion of independent commissioners to the total board of commissioners, following OJK Regulation No. 33/POJK.04/2014 and Masriani et al. (2022). Gender diversity is measured by the percentage of female board members to total board members (Carter et al., 2003; Hakimah et al., 2019).
Earnings quality is measured using the Beaver and Engel (1996) model through discretionary accruals (DAit), as applied by Oktayanti and Murtanto (2016). The model calculates non-discretionary accruals (NDAit) based on total accruals, charge-offs, loans, non-performing assets, and changes in non-performing assets. Higher discretionary accrual values indicate lower earnings quality. Meanwhile, the dependent variable in this study is Non-Performing Loan (NPL), measured by the ratio of non-performing loans to total loans (Priatna, 2017). According to Sekaran and Bougie (2016), the dependent variable is the primary variable observed and explained in the research. 






Table 1: Formulas of Dependent and Independent Variables 

[image: ]


3.4 Data Analysis Methods

This study employs statistical data analysis using a multiple linear regression model with panel data analysis processed through Stata 17 software. Multiple regression analysis is used to examine the effect of independent variables on the dependent variable. Descriptive statistical analysis is applied to provide an overview of the research data through mean, standard deviation, variance, maximum, minimum, kurtosis, and skewness values (Ghozali, 2016). According to Sekaran and Bougie (2016), mean and standard deviation are the most commonly used descriptive statistics for interval and ratio scale data. In addition, classical assumption tests are conducted, including multicollinearity and heteroscedasticity tests. Multicollinearity is tested using the Variance Inflation Factor (VIF), where VIF values below 10 and tolerance values above 0.10 indicate the absence of multicollinearity. Meanwhile, heteroscedasticity is tested using the Breusch–Pagan test or White test, where a probability value greater than 0.05 indicates no heteroscedasticity problem.
Since this study uses panel data, model selection tests are conducted to determine the most appropriate regression model among the Common Effect Model (CEM), Fixed Effect Model (FEM), and Random Effect Model (REM). The Chow test is used to compare CEM and FEM, the Lagrange Multiplier test compares CEM and REM, and the Hausman test determines whether FEM or REM is more suitable. Hypothesis testing is then carried out using the coefficient of determination (R²), t-test, and regression analysis. The coefficient of determination measures the ability of independent variables to explain variations in the dependent variable, with Adjusted R² commonly used in regression models. The t-test evaluates the partial significance of each independent variable, where probability values below 0.05 indicate significant effects. The panel regression model used in this study is: where NPL represents Non-Performing Loan, KI represents Institutional Ownership, KIND represents Independent Commissioners, GD represents Gender Diversity, and EQ represents Earnings Quality.
4. results and discussion

4.1 Descriptive Statistics
Based on the descriptive statistical analysis, the Non-Performing Loan (NPL) variable has an average value of 1.203 with a standard deviation of 1.196, indicating that the average level of problematic loans in banking companies remains relatively low and categorized as “very healthy” according to Bank Indonesia regulations. However, the maximum value of 5.13 indicates that several banks still face relatively high credit risk pressures. Some banks, such as ARTO and BACA, consistently recorded 0% NPL during several observation periods, reflecting strong credit risk management, selective lending policies, and effective monitoring systems. Nevertheless, a zero NPL value should also be interpreted carefully because it may reflect credit restructuring practices or limited credit exposure. Institutional ownership shows a relatively high mean value of 57.148, indicating that most banking companies are dominated by institutional investors. 
Table 2: Descriptive statistical analysis
	Variable
	Mean
	Std. Dev
	Min
	Max

	Non-Performing Loan (NPL)
	1.203
	1.196
	0
	5.13

	Institutional Ownership
	57.148
	13.291
	0
	100

	Independent Commissioners
	88.660
	13.153
	0
	100

	Gender Diversity
	15.208
	16.699
	0
	66.66

	Earnings Quality
	0.742
	0.550
	-1.903
	3.301



The independent commissioner variable has a high average value of 88.660, indicating that most banks have implemented strong governance structures emphasizing independent oversight. However, there are still companies such as AMAR with no independent commissioners, which does not comply with OJK regulations requiring at least 30% independent commissioners. Gender Diversity shows an average value of only 15.208 with a relatively high standard deviation of 16.699, indicating uneven female representation across banking boards. Seventeen banking companies had no female directors, while only three companies had female representation exceeding 50%. This finding suggests that inclusiveness in banking leadership remains limited. Meanwhile, Earnings Quality measured through discretionary accruals has a mean value of 0.742 with a minimum value of -1.903 and a maximum value of 3.301, indicating considerable variation among banks. Smaller discretionary accrual values indicate better earnings quality and lower earnings management practices. Several banks showed negative values, reflecting operational pressure and unstable earnings quality, while BACA recorded the highest earnings quality during the observation period. Overall, the variation in earnings quality reflects differences in business models, loan provisioning policies, asset quality, and profit management strategies across banking companies.

4.2 Panel Data Regression Model Selection
Panel data regression model selection in this study was conducted using the Chow test, Lagrange Multiplier (LM) test, and Hausman test based on 215 observations from 43 banking companies. The Chow test produced a Prob > F value of 0.3545, which is greater than 0.05, indicating that the Common Effect Model (CEM) was preferred over the Fixed Effect Model (FEM). Furthermore, the Lagrange Multiplier test showed a Prob > Chi² value of 0.0000, which is below 0.05, indicating that the Random Effect Model (REM) was more appropriate than the Common Effect Model. The Hausman test also produced a Prob > chi² value of 0.2783, which is greater than 0.05, meaning that the null hypothesis could not be rejected and the Random Effect Model was preferred over the Fixed Effect Model. Therefore, the Random Effect Model was selected as the most appropriate panel regression model for this study.

4.3 Classical Assumption Test
Classical assumption tests in this study consist of multicollinearity and heteroscedasticity tests. The multicollinearity test was conducted using the Variance Inflation Factor (VIF) and tolerance values to determine whether strong correlations existed among the independent variables. The results show that all variables have very low VIF values, namely independent commissioners (1.02), institutional ownership (1.02), gender diversity (1.00), and earnings quality (1.00), with a mean VIF of 1.01. In addition, tolerance values ranged from 0.97 to 0.99, indicating that the regression model is free from multicollinearity problems. Furthermore, the heteroscedasticity test using White’s Test produced a Prob > chi² value of 0.0653, which is greater than 0.05, indicating that the model does not experience heteroscedasticity. The Cameron & Trivedi decomposition of IM-test also confirmed the absence of significant heteroscedasticity, meaning that the regression model satisfies the homoskedasticity assumption and is appropriate for further analysis.

4.4 Coefficient of Determination Test
Based on the Random Effect Model estimation, the R-squared value obtained is 0.0247, indicating that the independent variables in this study explain only 2.47% of the variation in Non-Performing Loan (NPL), while the remaining 97.53% is influenced by other factors outside the model. These factors include internal bank aspects such as risk management (Abd. Majid, 2015; Nurasisah & As’ad, 2022), corporate governance quality (Nurianah et al., 2025; Nurkhin et al., 2024), and financial performance (Ozili, 2019), as well as external factors including macroeconomic conditions (Wijaya, 2019), interest rates and exchange rates (Tanasković & Jandrić, 2015), inflation, and economic stability (S. Ahmed et al., 2021; Koju et al., 2018). The relatively low R-squared value also reflects limited data variation, particularly in gender diversity, the short observation period, and the relatively homogeneous characteristics of Indonesian banking companies and regulations.

4.5 Random Effects Model Regression Analysis
The Random Effect Model (REM) regression results indicate that institutional ownership, independent commissioners, and gender diversity have negative but insignificant effects on Non-Performing Loan (NPL), with probability values above 0.05. These findings suggest that corporate governance mechanisms in this study do not directly influence banking credit risk management. Institutional investors and independent commissioners may focus more on strategic oversight and regulatory compliance, while gender diversity has not yet significantly influenced credit risk control within banking companies. In contrast, earnings quality shows a positive and significant effect on NPL, with a coefficient of 0.003 and a probability value of 0.000. This result indicates that earnings quality, particularly discretionary accrual practices, is significantly associated with problematic loans and may reflect hidden credit risk conditions in banking companies.


Table 3 : Regression Analysis

	Variable
	Coefficient
	Std. Error
	Prob.
	Description

	Institutional Ownership (X1)
	-0.002
	0.001
	0.130
	Not Significant

	Independent Commissioners (X2)
	-0.001
	0.002
	0.480
	Not Significant

	Gender Diversity (X3)
	-0.001
	0.002
	0.444
	Not Significant

	Earnings Quality (X4)
	0.003
	0.0006
	0.000
	Significant




4.6 Effect of Institutional Ownership on NPL
The regression results indicate that institutional ownership does not have a significant effect on Non-Performing Loan (NPL), thereby failing to support the first hypothesis (H1). From the perspective of agency theory, institutional ownership is an important corporate governance mechanism that can reduce agency conflicts by strengthening monitoring of management activities (Jensen & Meckling, 1976; Liu et al., 2019; Tran et al., 2020). Institutional investors are generally believed to possess greater resources, expertise, and incentives to supervise management decisions, thereby reducing opportunistic behavior and excessive credit risk (Darsani & Sukartha, 2021; Ivanova, 2017; Johnson et al., 2010; Saona et al., 2020). Previous studies by Tarchouna et al. (2022), Shehzad et al. (2010), Sadaa et al. (2022), Cornett et al. (2007), and Elyasiani and Jia (2010) also found that institutional ownership contributes to stronger monitoring and lower NPL levels through improved risk management and credit supervision.
However, this study finds that institutional ownership has not significantly influenced NPL in Indonesian banking companies. According to Wulandari (2026), institutional investors may prioritize broader objectives, such as financial system stability, rather than aggressive NPL management. In addition, the distribution of institutional ownership in this study is relatively concentrated, with approximately 84% of observations falling within the medium category (33.33%–66.67%), resulting in limited variation across companies. This limited variation may weaken the statistical relationship between institutional ownership and NPL. Furthermore, the banking industry is subject to strict supervision by financial authorities such as the Financial Services Authority (OJK) and Bank Indonesia, particularly regarding risk management and asset quality control (Rohmah et al., 2025). Consequently, credit policies and risk management practices are more directly determined by operational management systems within banks rather than by institutional shareholders alone (Handriano, 2018).

4.7 Effect of Independent Commissioners on NPL
The regression analysis results show that independent commissioners do not have a significant effect on Non-Performing Loan (NPL), meaning that the second hypothesis (H2) is not supported. From the perspective of agency theory, conflicts of interest between management (agents) and shareholders (principals) may create opportunistic behavior that harms the company (Jensen & Meckling, 1976). Therefore, independent commissioners are expected to function as an important corporate governance mechanism by strengthening monitoring, maintaining objectivity in decision-making, and reducing information asymmetry (Azizah et al., 2025; Puspitawati et al., 2019). Previous studies by Damanik and Purnamasari (2022), Oktavia et al. (2025), and Amaliyah and Herwiyanti (2019) argue that independent commissioners improve oversight quality and governance effectiveness. Furthermore, Shabbir and Wisdom (2020), Sulistiani and Tjahjadi (2022), and Zarefar and Narsa (2023) found that board independence contributes positively to company efficiency, financial decision quality, and monitoring effectiveness. Studies by Tarchouna et al. (2022), Sadaa et al. (2022), Khan et al. (2020), Peni and Vähämaa (2012), Setiawan (2009), Aisyah (2024), and Vähämaa and Peni (2010) also suggest that independent commissioners can reduce credit risk and improve loan supervision.
However, the findings of this study indicate that independent commissioners have not significantly influenced NPL in Indonesian banking companies. One explanation is that the role of independent commissioners is generally limited to strategic supervision rather than direct involvement in operational credit management (Damanik & Purnamasari, 2022). In addition, most banking companies in the sample already have very high proportions of independent commissioners, with 85% of observations categorized as high (>75%) and an average proportion of 88.66%. This limited variation weakens the ability of the variable to explain differences in NPL across companies. Moreover, most banks have already complied with or exceeded OJK Regulation No. 55/POJK.03/2016, which requires at least 50% independent commissioners, making board independence more of a regulatory compliance mechanism than a distinguishing governance factor. In practice, credit approval and risk management decisions are primarily handled by operational management and risk management units rather than independent commissioners directly (Naili & Lahrichi, 2022). Strict supervision by regulators such as the Financial Services Authority (OJK) also reduces the direct influence of independent commissioners on banking credit risk.

4.8 Effect of Gender Diversity on NPL
The regression analysis results indicate that Gender Diversity does not have a significant effect on Non-Performing Loan (NPL), meaning that the third hypothesis (H3) is not supported. According to agency theory, conflicts between management (agents) and shareholders (principals) can be reduced through effective monitoring mechanisms, including board diversity (Jensen & Meckling, 1976). Gender diversity is expected to enrich perspectives in decision-making, improve monitoring quality, and strengthen transparency and accountability within companies. Previous studies by Martínez-Jimenez et al. (2020), Rao and Tilt (2015), and García-Izquierdo et al. (2018) suggest that gender-diverse boards improve governance quality and decision-making effectiveness. Ahmed et al. (2024) and Shabbir and Wisdom (2020) also found that female representation in boards and audit committees positively influences company efficiency and financial performance. Furthermore, Ararat et al. (2010), Gul et al. (2013), Palvia et al. (2015), and Berger et al. (2014) reported that female participation in leadership positions can strengthen supervision and reduce financial risk, including problematic loans.
However, this study finds that gender diversity has not significantly influenced NPL in Indonesian banking companies. The descriptive statistics show that Gender Diversity has a relatively low average value of 15.208 with a standard deviation of 16.699, indicating that female representation on banking boards remains limited and uneven. Several companies recorded no female directors at all, while only a few companies, such as DNAR, MASB, and BBHI, had female board representation exceeding 66%. In addition, only 17 out of 43 banking companies in the sample had female board members during the observation period. This low representation suggests that women’s involvement in strategic decision-making is still limited. In some cases, female representation may also be symbolic rather than substantive, serving mainly as compliance with governance expectations rather than active participation in risk management (Gregory-Smith & Main, 2023). These findings are consistent with Gulamhussen and Fonte Santa (2015), who argued that the effect of gender diversity on banking risk is often insignificant in developing countries because women’s participation in boards is not yet fully integrated into strategic corporate decisions.

4.9 Effect of Earnings Quality on NPL 
The regression analysis results indicate that earnings quality has a positive and significant effect on Non-Performing Loans (NPL), meaning that the fourth hypothesis (H4) is supported. From the perspective of agency theory, information asymmetry between management (agents) and shareholders (principals) may encourage opportunistic managerial behavior, including earnings manipulation through accounting policies (Jensen & Meckling, 1976). According to Schipper and Vincent (2003), earnings quality reflects the extent to which reported earnings represent the company’s actual economic condition and provide reliable information for decision-making. In the banking sector, earnings quality is commonly measured using discretionary loan loss provisions (DLLP), where management has flexibility in determining loan loss reserves. Opportunistic use of DLLP for income smoothing or concealing potential credit losses may reduce financial reporting transparency and obscure the actual level of credit risk (Kanagaretnam et al., 2014). As a result, poor earnings quality may contribute to higher levels of problematic loans over time.
The findings of this study are consistent with Beatty et al. (1995), who reported that banks using loan loss provisions opportunistically tend to experience higher NPL levels because such practices hide the true condition of loan portfolios. In addition, research by Bushman and Williams (2012) found that discretionary loan loss provisioning practices that reduce transparency can weaken market discipline and increase bank risk-taking behavior, ultimately contributing to deteriorating loan quality and higher credit risk in the banking sector. Furthermore, according to Antova (2025), poor earnings quality may conceal the actual risks embedded in loan portfolios, thereby weakening banks’ ability to anticipate future credit problems and increasing the likelihood of rising NPL levels. The descriptive distribution of earnings quality in this study also shows substantial variation, ranging from approximately -1.90 to 3.30, indicating considerable differences in earnings quality among banking companies. This variation allows earnings quality to explain changes in NPL more effectively compared to other governance variables. Furthermore, Banna et al. (2018) argued that better-quality earnings are associated with stronger income generation and healthier loan quality. Therefore, this study confirms that earnings quality is an important indicator of financial health in the banking sector and plays a significant role in reflecting banks’ credit risk conditions and the potential occurrence of Non-Performing Loans.

5. Conclusion

Based on the results of the analysis and discussion, this study provides several important findings regarding the factors affecting Non-Performing Loan (NPL) in banking companies listed on the Indonesia Stock Exchange (IDX) during 2020–2024. Descriptive statistical analysis shows that the average NPL value of banking companies was 1.203 with a standard deviation of 1.196, indicating that the average level of problematic loans in Indonesian banking companies remains relatively low and falls within the “very healthy” category according to Bank Indonesia regulations. Nevertheless, the maximum NPL value of 5.13 indicates that several banks still experienced relatively high credit risk pressures during the observation period. In addition, institutional ownership recorded a relatively high average value of 57.148, while independent commissioners showed an average value of 88.660, reflecting that most banking companies have implemented relatively strong governance structures. However, gender diversity remained relatively low, with an average value of only 15.208, indicating limited female representation in banking leadership. Meanwhile, earnings quality showed considerable variation with a mean value of 0.742, suggesting differences in earnings management practices and financial reporting quality among banks.
The regression analysis results indicate that institutional ownership has no significant effect on Non-Performing Loan (NPL), suggesting that the presence of institutional investors has not directly influenced credit risk control because banking risk management is more strongly affected by internal management policies and regulatory supervision. Similarly, independent commissioners were also found to have no significant effect on NPL, indicating that their role tends to focus more on strategic oversight rather than direct involvement in operational credit risk management. Gender diversity likewise showed no significant effect on NPL, which may be attributed to the relatively low proportion of women on corporate boards and their still limited involvement in strategic decision-making within banking companies. In contrast, earnings quality was found to have a positive and significant effect on NPL, indicating that lower-quality earnings and opportunistic discretionary accrual practices may obscure actual credit risk conditions and contribute to higher levels of problematic loans in the long run.
This study also provides several recommendations and acknowledges certain limitations. Banking companies are expected to strengthen the implementation of good corporate governance and improve earnings quality through transparency, prudence, and consistency between accounting earnings and operational performance. Regulators and supervisory authorities are encouraged to enhance policies related to financial reporting quality to ensure reliable and transparent banking information. Future researchers are recommended to use alternative earnings quality measurements, such as earnings persistence, earnings smoothness, accrual quality, and cash flow ratios, while also incorporating additional variables including bank size, profitability, liquidity, capital adequacy, operational efficiency, inflation, interest rates, and economic growth. Nevertheless, this study has several limitations, including the uneven distribution of gender diversity data, limited corporate governance proxies, and the relatively low explanatory power of the regression model in explaining variations in Non-Performing Loan.
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Table 3.3 Research Variables

Variable J Formula Reference
Independent Variables

Institutional Number of shares owned by institutional investors B Islami &

Ownershi Total outstanding shares x 100% Woulandari
§ (2023)
Independent Number of independent commissioners , Islami &

Commissioners Total commissioners =00 Waulandari
(2023)

Gender Number of female board members 100% Carter et al.
Diversity Total board members 7 o (2003)

Beaver & Engel

Earnings Quality DA it=TA ii— NDA i Model
(1996)

Dependent Variable

Non-Performing Non-performing loans Priatna

Loan Total loans (2017)

Source: Processed data by the author (2025)





