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The Moderating Role of Risk Monitoring Committee on the
Effect of Risk Disclosure on Financial Performance in Islamic
Banks

Laely Aghe Africa! and Dian Agustia?

Abstract

This study examines the impact of risk disclosure on the financial performance of Indonesian
Islamic banks and the ability of the Risk Monitoring Committee to moderate them.
Quantitative research. OJK regulations in 2014 limited the selection of samples of Islamic
banks so that the sample used is 72 Islamic banks in Indonesia from 2014 to 2021. These
measures were calculated using the Statistical Package for the Social Sciences (SPSS 20) software
SPSS tool (Statistical Package for the Social Sciences). The variables used are the dependent
variable (ROE), independent variable (RD), moderating variable (RMC), and control
variables (FDR, NPF, and CAR ratios). The findings show that the lower the risk disclosure,
the lower the risks the bank faces and the higher it is financial performance. The existence of
a risk monitoring committee can moderate the impact of risk disclosure on financial
performance. Future research is expected to be able to compare Islamic and conventional
commercial banks by adding variations and increasing the number of samples. Additional
research can determine whether the findings of this study apply to Islamic banks in other
countries. This research is beneficial for banking decision-makers because the completeness
and risk assessment are always under the supervision of the risk disclosure committee. This
study also adds novelty to the measurement of risk disclosure by utilizing the average
inherent risk value.
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1. Introduction

The enhanced performance of Islamic banking serves as a model for investors looking to
invest their money. The greater the value of a company's financial performance, particularly
Islamic banking, the better its financial condition and the greater its defense from bankruptcy.
Financial ratios, such as ROE, ROA, and Net Interest Margin (hereinafter abbreviated NIM),
are typically used to present performance-related measurements. In this case, several factors,
both internal and external, have a significant impact on performance. Internal factors that can
be controlled by management have an impact both directly and indirectly. Haddad & Alali
(2022) state a positive and significant relationship exists between risk disclosure and the two
financial performance models of ROA and ROE.

Past studies have shown that complete risk disclosure information can improve the
performance of Islamic banking companies. The risk profile report contains information
about whether or not the information presented in the risk disclosure is complete and about
the high and low-risk assessment categories for each type of risk required by the Financial
Service Authority (hereinafter abbreviated OJK). Risk disclosure that must be presented by
Islamic banking based on OJK Regulation OJK No. 8 2014 concerning the Assessment of the
Soundness Level of Islamic Commercial Banks and Islamic Business Units, the number of
risks that must be reported is ten risks including Credit Risk, Market Risk, Liquidity Risk,
Operational Risk, Legal Risk, Strategic Risk, Reputation Risk, Compliance Risk, Yield Risk,
and Investment Risk. Compared to Islamic Banking, Conventional Banking presents no more
than eight risks other than Return Risk and Investment Risk.

The lack of existing research on the impact of risk disclosure on financial performance
is the guiding factor behind this study. The role of the risk monitoring committee as a
moderator on the impact of risk disclosure on financial performance needs to be examined
empirically. Therefore, the goal of this study is to add to the body of literature on risk
disclosure measurement that takes into account the value of inherent risk, specifically the risk
associated with each risk category, which ranges from low (category 1) to moderate (category
2) to moderate (category 3), moderate to high (category 4), or high (category 5). Also, it
provides insightful information for banking practitioners and policymakers regarding the
terms, conditions, and amount of the risk monitoring committee because the completeness of
risk disclosure is inextricably linked to the supervision of the risk monitoring committee.
Thus, the problem formulation can be defined as follows: (1) does risk disclosure affect
financial performance (ROE)? Furthermore, (2) can the risk monitoring committee moderate
the effect of risk disclosure on financial performance (ROE)? This research is also expected
to contribute to: 1.) Investors and customers: in terms of assessing banking performance in
more depth so that the funds owned have good management tension. 2.) Sharia Banking
Industry: in terms of maintaining and improving financial performance from a Risk
Disclosure point of view reviewed based on the Risk Monitoring Committee's moderating
effect. 3.) For the Government: in terms of determining banking policies that are
comprehensive to various parties and have fair value.

2. Background

Islamic Financial Services Industry Stability Report (2021). Total assets of Islamic banking
globally reached 68.2% at the end of 2020, far higher than Islamic insurance, which only
reached 0.9%. In comparison, the Islamic capital market goes half of the percentage of
Islamic banking, as much as 30.9%. On the other hand, based on data from the Islamic
Financial Services Industry Stability Report 2021 in several countries that are members of
The Gulf Cooperation Council, takaful contributions have touched the figure of 12.3 billion
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USD, far higher than Africa, which only reached 0.6 billion USD. Meanwhile, Middle East
and South Asia, Southeast Asia, and also other countries, including Turkey, only contributed
as much as USD 5.5 billion, USD 4.1 billion, and USD 0.6 billion, respectively. Islamic
banking assets in Indonesia still reach 2.1 billion compared to other countries. This
percentage is smaller compared to neighboring Malaysia, which reached 11.4% at the end of
2020. Starting with a market share of 5.57% in Q3 2017, now Islamic banking has advanced
6.52% in Q3 2021. The journey of Islamic banking to increase market share is enough to go
through many challenges to affect financial performance representation. This research aims to
explore banks' management of risks that intersect with financial performance.

The presentation of complete risk disclosure can give Islamic banking a competitive
advantage over conventional banking, which is a compelling reason to maintain completeness
in presenting financial statement information. That could be a phenomenon in which Islamic
Banking has been trying to improve its performance to attract investors and creditors, one of
which is fully reporting the risks. Inherent risk is the risk associated with each risk category,
which includes low (category 1), low to moderate (category 2), moderate (category 3),
moderate to high (category 4), or high (category 5). The phenomenon encountered by Islamic
banking is the competitiveness of banking business continuity compared to conventional
banking, so Islamic banking must create efforts to improve performance. One of the efforts is
to comply with the laws and regulations of the OJK and Bank Indonesia regarding Islamic
Commercial Banks and Islamic Business Units, which includes complying with standard risk
profile reporting rules that contain the risks that exist in Islamic banking, as well as an
assessment that is presented comprehensively in the form inherent risk category for each type
of risk and the average of inherent risk.

Elamer & Abodu (2017) asserts that risk management disclosure will be more
significant in countries with a high National Governance Quality (NGQ), indicating the
significance of risk disclosure in each banking institution. Guthrie et al. (2020) show how
important the position is in risk management. This study uses the risk monitoring committee
as the party that oversees the risks in banking. Rastogi & Kanoujiya (2022) show that
disclosure has no impact on the performance of banks in India. The reason is that disclosure
and performance are different activities that serve different purposes. Grassa et al. (2020)
show a positive relationship between credit rating and risk disclosure for conventional and
Islamic banks. Farooqi & O'Brien (2019) conducted a comparative study of Islamic versus
conventional banking related to which sectors have the potential to experience banking risks
and found that market-based measures are indicators in that sector. It can be used as a
reference for Indonesia concerning the risks Indonesian banks face. Ferri et al. (2021) show a
positive relationship between the availability and completeness of risk disclosure, the more
available the information, the better the completeness of risk disclosure. Ellili & Nobanee
(2017) found that risk disclosure does not affect company performance Bank. Kassamany et
al. (2021) show a negative effect of risk disclosure practices on financial performance, and
this study uses a sample of British and Canadian insurance companies.

Haddad & Alali (2022) assert that Risk Disclosure has a significant positive correlation
with both financial performance models (ROA and ROE). Abdallah & Bahloul (2021) state
that a negative relationship exists between disclosure and performance at Islamic banks.
Jallali & Zoghlami (2022) agrees that governance thoroughly explains the corporate
governance-performance relationship at the bank. However, risk governance partially
explains the relationship between risk management and bank performance, indicating that
internal corporate governance mechanisms appear more relevant than external ones in
enhancing bank performance and risk management mechanisms. Hidayat et al. (2021) found
no differences between conventional and Islamic banking regarding risk, efficiency, or
company performance. Oino (2019) states that greater disclosure and transparency, increased
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auditing and compliance, and better risk management positively affect the financial
performance of financial institutions. According to Bailey (2019), a strong relationship exists
between the chief risk officer and financial performance (ROA). Oyewo (2022) discovered
that risk management improves the performance of Islamic banks. Harb et al. (2022) revealed
that risk management does not affect financial performance. Adelopo (2017) found that it is
imperative to detect warning signals for companies at risk of bankruptcy. In this case, the role
of risk management is significant in maintaining company stability. Gopalan (2022) shows
how important the position is in risk management and, in this study, uses the risk monitoring
committee as the party that oversees the risks in banking. Qureshi & Lamarque (2022) found
that solid risk control and supervision by a robust chief risk officer reduced the bank's credit
risk. Aldhamari et al. (2020) show that the Risk Committee has a positive relationship with
financial and market performance. Bhuiyan et al. (2020) found that decreased corporate risk-
taking affects firms with independent risk committees compared to firms with joint audit and
risk committees. Moreover, it was also found that an independent risk committee is positively
related to firm value. Musallam (2020) found a positive influence of board ownership, board
independence, audit committee meetings, size, audit committee financial expertise, and risk
management on firm performance.

Islamic banking's efforts to provide risk disclosure information to financial statement
users come in the form of an explanation of the risks contained in the annual report and
presented in categories of inherent risk, whether the risk is low, low to moderate, moderate,
moderate to high, or high. The more comprehensive the risk disclosure presented, the better
the information obtained, and investors will continue to invest their funds and potential
investors, thereby indirectly improving financial performance. The linkage with the risk
monitoring committee is that the more complete the risk monitoring committee, the more
complete the risk disclosure and the risks faced by Islamic banks, which are categorized as
low because the risk monitoring committee supervises them. Moreover, the performance of
Islamic banking will improve. This argument is supported by Signaling Theory, which
defines signaling theory as an action taken by company management that instructs investors
on how management views the company's prospects (Brigham & Houstom, 2019, p. 500).
The better the information investors and potential investors receive regarding complete risk
disclosure and the level of inherent risk in banking, the more likely investors and potential
investors will invest their funds.

3 Theoretical Literature Review

Signaling Theory

Despite the relevance of all the mentioned theories to our current study, we decided to choose
signaling theory. Signaling theory examines an action taken by company management as a
signal that provides investors with guidance on how management views the company's
prospects. This theory explains why companies are urged to convey or provide information
related to the company's financial statements to external parties. The urge to submit or
provide information related to financial reports to external parties is based on the existence of
information asymmetry between company management and external parties (Bergh et al.,
2014). as we see that it works to involve the stakeholders in firm performance assessment and
interpretation of the drivers and relationships between risk disclosure, risk management
disclosure and company performance (Tabash, 2019; Dey et al., 2018). Due to the division
between ownership and management, there is information asymmetry between internal and
external parties. Both internal and external parties are impacted by information asymmetry.
External parties' decisions would be affected if they had insufficient information. The issue of
information asymmetry also affects investors' ability to judge managers' performance when
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they perform at their highest levels, which has a detrimental impact on investors' opinions
and, ultimately, company value. Spence (1973) refers to the solution to the information
asymmetry problem as signalling theory. The three ideas that make up the signalling theory
are sender, receiver, and signal. By doing certain activities, the sender communicates
information about its quality to the receiver, according to the principle of signalling
(Connelly et al., 2011).

Stakeholders are informed that risk management policies, processes, and information
are reliable via the development of a solid RMC framework. Additionally, the risk
management committee's good design represents the company's efforts to control risks and
therefore safeguard the interests of shareholders (Liebenberg & Hoyt, 2003). Conversely,
disclosures provide signals about the company's effectiveness, efforts, and enthusiasm for
sharing information that will benefit stakeholders. To make wise judgments about
investments, funding, and other matters, stakeholders want accurate and timely information.
Any business concerned with its expansion and continuity wants to keep investors' trust by
giving them the information they require. Thus, risk knowledge is crucial when investors
decide what investments to make. Quality risk disclosures are a signal that enhances the
company's reputation and builds confidence with investors, eventually improving the firm's
value (Bravo, 2017; Basoglu & Hess, 2014).

Signaling theory refers to a company's management action that informs investors about
how management views the company's prospects (Brigham & Houstom, 2019, p. 500). The
better the information investors and potential investors receive regarding complete risk
disclosure and the level of inherent risk in banking, the more investors' intentions will be
influenced. With a positive signal, investors and potential investors will invest their funds.
Investors can assess each risk in banking and the results of each risk's score or category in
detail. The profitability ratio, namely Return on Equity (ROE), measures a company's ability
to generate profits from assets. ROE is used as an indicator to determine a company's
performance level. ROE is calculated by dividing net income by the average total assets and
multiplying the result by 100%. Risk disclosure, the final value of measuring inherent risk,
includes low (category 1), low to moderate (category 2), moderate (category 3), moderate to
high (category 4), and high (category 5). The lower the risk at number 1 (low), the lower the
risk a bank faces. The lower the risk, the better the banking condition.

4. Empirical literature review and hypotheses development

4.1 Risk Disclosure on Financial Performance

RD studies by Dey et al. (2018) and Solomon et al. (2000) stated that risk disclosures and
their management became an urgent requirement to improve the quality of the financial
statements and performance indicators, therefore, enhancing the stakeholders' abilities to
estimate future cash flows. Further, it has been noted from previous literature that risk
disclosure supports both agency theory and information asymmetry (Elshandidy et al., 2013;
Vandemaele et al., 2009; Abraham & Cox, 2007; Lopes & Rodrigues, 2007) as it plays a
significant role to decrease agency conflicts; this culminates in reducing information
inconsistencies between the parties. However, business management might decide to report
some risk factors and their expected impacts to signal its efficiency and capability to handle
risks, to differentiate itself from other corporates and achieve a competitive advantage, which
might lead to an improved reputation (market share) and therefore growing profitability,
which is known as signal theory. Oluwagbemiga, Isaiah, and Esiemogie (2014) confirmed
that the operational, financial and strategic risks disclosure could help stakeholders in
interpreting the performance indicators of listed companies in Nigeria.
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The concept of risk disclosure is not new, but it has prompted renewed interest among
researchers, standards-setting bodies, and other institutions after the global financial crisis
(Ryan, 2012). After the global financial crisis, which revealed deficiencies in risk disclosures,
regulatory bodies put great efforts into improving the quality of financial reports by
strengthening risk disclosure requirements, for example, by issuing IFRS 7 and IFRS 9. In
addition, adequate and high-quality RD practices have several advantages to firms and
stakeholders. Stakeholders rely on risk information to build a comprehensive picture of the
firm's current and future status.

The existing risks in Islamic banks' standards that have been regulated in OJK
Regulations SOJK No. 8 2014 concerning Assessment of the Soundness Level of Islamic
Commercial Banks and Sharia Business Units, with the final result in the form of inherent
risk a measure of risk disclosure, which is presented in the annual financial reports of Islamic
banking which is indicated by five categories, namely: low (category 1), low to moderate
(category 2), moderate (category 3), moderate to high (category 4), and high (category 5).
The lower the category achieved by Islamic banking, the lower the risk owned by Islamic
banking, and ultimately can give a positive signal to investors and potential investors to
invest their capital and can improve financial performance. So, the lower the RD (risk
disclosure) category, the higher the ROE. That is supported by Brigham & Houstom (2019),
who assert that signal theory relates to company management action that informs investors
about how management views the company's prospects. This theory is implied in this study,
in which the company sends a positive signal to investors or potential investors that the risks
associated with Islamic banking are very low.

Haddad & Alali (2022) state that a significant positive relationship exists between risk
disclosure and the two financial performance models (ROA and ROE). Jallali & Zoghlami
(2022) states that governance thoroughly explains the corporate governance-bank
performance relationship. However, risk governance will partially explain the bank's risk-
performance management relationship and shows that internal corporate governance
mechanisms appear more relevant than external ones in improving bank performance and risk
management mechanisms. Hidayat et al. (2021) found no difference between conventional
and Islamic banking regarding risk, efficiency, or company performance. Elamer & Abodu
(2017) asserts that risk management disclosure will be more significant in countries with a
high National Governance Quality (NGQ), indicating the significance of risk disclosure in
each banking institute. Nahar & Azim (2021) disclosed that the company's management risk
disclosure is still low. Reasons for non-disclosure can be related to institutional weaknesses,
lack of disciplinary action, and political interference. Kassamany et al. (2021) show a
negative effect of risk disclosure practices on financial performance, and this study uses a
sample of British and Canadian insurance companies. Grassa et al. (2020) show a positive
relationship between credit rating and risk disclosure for conventional and Islamic banks.
Farooqi & O'Brien (2019) conducted a comparative study of Islamic versus conventional
banking related to which sectors have the potential to experience banking risks and found that
market-based measures are indicators in that sector. That can be used as a reference for
Indonesia concerning the risks Indonesian banks face. Ellili & Nobanee (2017) found that
risk disclosure does not affect company performance Bank.

The preceding explanation leads to the conclusion that risk disclosure impacts financial
performance. The Financing to Deposit Ratio (FDR) measures how banks can channel credit from
total third-party funds. The formula for calculating the FDR is the total credit divided by the total TPF
(Third Party Funds) multiplied by 100%. Demand deposits, savings deposits, time deposits, and
certificates of deposit are all examples of third-party funds. Virgana et al. (2019) agree that FDR
affects ROA. It is similar to the research by Thinh (2022) that showed LDR positively affects
performance. Also, Gazi et al. (2021) agree that LDR positively affects performance. Non-Performing
Loan (NPF) is a ratio that measures the portion of non-performing loans compared to total loans
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multiplied by 100%. Virgana et al. (2019) agree that NPF affects ROA. CAR (Capital to Adequacy
Ratio) is a ratio used to describe the adequacy of capital available to banks to accommodate the risk of
loss. The higher the CAR value, the more capable the bank of bearing the risk of risky productive
assets or loans. Virgana et al. (2019) agree that FDR positively affects ROA. In developing the
hypothesis based on the previous description, the first hypothesis development is:

H1: Risk disclosure affects financial performance.

4.2 The Risk Monitoring Committee Can Moderate The Effect of Risk Disclosure on
Financial Performance

The existence of a risk monitoring committee is expected to moderate the effect of risk
disclosure on financial performance. Because one of the tasks of the risk monitoring
committee is to oversee the risk profile and risks in banking, this is supported by the theory
stated by Brigham dan Houstom (2019) that signal theory is an action taken by company
management that provides instructions to investors about how management views the
company's prospects. The theory is implied in this study where the company will give a
positive signal to investors or potential investors that the risk faced by Islamic banking is
shallow. The risk monitoring committee is one of the variables that can strengthen the
relationship between risk disclosure and financial performance.

Although there is evidence regarding the positive relationship between risk
management and firm performance, other studies confirmed the absence and weakness of the
relationship. For example, Agustina and Baroroh (2016) examined the mediation effect of
financial performance on the relationship between RM and firm value, and they found that
RM has no significant impact on firm value and profitability. Also, the analysis confirmed the
insignificant mediation effect of financial performance. They suggest further research to
examine RM implementation from other perspectives, which can lead to different results.

Risk information places various expenses and problems on businesses. Risk data
frequently has commercial sensitivity (Linsley & Shrives, 2006). As a result, it can be terrible
news for the reader rather than seen as a testament to the firm's competence and risk
management skills (Diisterhoft et al.,, 2020). On the other hand, shareholders often want
information on potential risks. In addition, revealing future incorrect risk information exposes
the company to issues with responsibility and legitimacy (Linsley & Shrives, 2006; Onoja &
Agada, 2015). Despite the fact that the risk disclosure rules must be followed, businesses may
also control the format and substance of the disclosure. As a result, disclosure strategies can
be used to meet official obligations without providing a significant amount of information
(Diisterhoft et al., 2020). Therefore, tightening statutory risk requirements does not
necessarily translate into higher-quality risk disclosure (Grassa et al., 2020).

According to Bailey (2019), a strong relationship exists between the chief risk officer
and financial performance (ROA). Oyewo (2022) explains that risk management positively
affects the performance of Islamic banks. Harb et al. (2022) revealed that risk management
does not affect financial performance. Qureshi & Lamarque (2022) found that solid risk
control and supervision by a robust chief risk officer reduced the bank's credit risk. Adelopo
(2017) found that detecting warning signals for companies at risk of bankruptcy is crucial. In
this case, the role of risk management is crucial in maintaining company stability. Gopalan
(2022) states how important the position is in risk management and, in this study, uses the
risk monitoring committee as the party that oversees the risks in banking. Aldhamari et al.
(2020) reveal that the Risk Committee has a positive relationship with financial and market
performance. Bhuiyan et al. (2020) show that decreased corporate risk-taking affects firms
with independent risk committees compared to firms with joint audit and risk committees.
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Moreover, it was also found that an independent risk committee is positively related to
firm value. Musallam (2020) found a positive influence of board ownership, board
independence, audit committee meetings, size, audit committee financial expertise, and risk
management on firm performance. The conclusion from the previous explanation is that the
lower the category of risk disclosure, the better. That is because the risks Islamic banking
faces are minimal and will improve the financial performance of banking companies. In
addition, the contribution of the risk monitoring committee is expected to be a moderating
variable on the effect of risk disclosure on financial performance. The Financing to Deposit
Ratio (FDR) measures how banks can channel credit from total third-party funds. The
formula for calculating the FDR is the total credit divided by the total TPF (Third Party
Funds) multiplied by 100%. Demand deposits, savings deposits, time deposits, and
certificates of deposit are all examples of third-party funds. Virgana et al. (2019) agree that
FDR affects ROA. It is similar to the research by Thinh (2022) that showed LDR positively
affects performance. Also, Gazi et al. (2021) agree that LDR positively affects performance.
Non-Performing Loan (NPF) is a ratio that measures the portion of non-performing loans
compared to total loans multiplied by 100%. Virgana et al. (2019) agree that FDR affects
ROA. CAR (Capital to Adequacy Ratio) is a ratio used to describe the adequacy of capital
available to banks to accommodate the risk of loss. The higher the CAR value, the more
capable the bank of bearing the risk of risky productive assets or loans. Virgana et al. (2019)
agree that FDR positively affects ROA. Based on the previous description, the development
of the second hypothesis is as follows:

H2  The risk monitoring committee can moderate the disclosure of risks to financial
performance.

5. Research Design

This study used financial statement data for Islamic banks in Indonesia that are still active
and published on the Indonesian stock exchange (www.idx.go.id) and have yet to experience
acquisitions, mergers, or liquidations, which are stated in the published financial statements.
The research data is secondary data that uses a purposive sampling method. The variables of
this study are explained by: 1. The dependent variable: financial performance. 2.)
Independent variable: Risk Disclosure. 3.) Moderating variable: Risk Monitoring Committee.
In total, there are currently 72 Islamic banks that will be used for this research, with a period
starting from 2014 to 2021. Descriptive statistics such as mode, median, mean, standard
deviation, etc., were used to perform data analysis. These measures were calculated using the
Statistical Package for the Social Sciences (SPSS 20) software SPSS tool (Statistical Package
for the Social Sciences) was used to organize and analyze data. This is because it is user-
friendly and gives all the possible analyses. MRA (Moderated Regressions Analysis) is a
technical test that determines whether the alleged variables can moderate the effect of the
independent variable on the dependent variable.

6. Empirical Results and Discussion

The results of Table 1 shows that some descriptive analysis data is obtained for the minimum
ROE of -94.01 (in percentage) and a maximum of 36.50 (in percentage), while the average
ROE is at 3.28. A negative value on the financial performance variable measured by ROE
indicates that one Islamic bank has experienced significant losses. However, the majority of
Islamic banking is above the average value. The average risk disclosure value is in category
2, indicating a low to moderate level, implying that the risks faced by Islamic banking in
Indonesia from 2014 to 2021 are relatively low. The lower the inherent risk value, the better.
In other words, Islamic banking is financially stable. The lowest risk disclosure value is 1,
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which means low, and the highest is 4, which means moderate to high, with the average
Islamic banking being at or below number 2.

Meanwhile, the average risk monitoring committee is 69.9 (in percentage), indicating
that not all Islamic banks have met the recommended number of risk monitoring committees.
What is required is 3, with the provision that one person as chairman and member of the
board of commissioners, one independent member who is proficient in sharia, and one
independent member who is proficient in risk management.

Table 1: Descriptive Analysis Result

N Statistic Min Max Mean Std. Dev.

ROE 72 -94,01 36,5 3,28 19,59498
RD 72 1,00 4,00 2,1 0,76094
RMC 72 33,33 100,00 69,9 21,05193

Table 2 describes the correlations between the variables used in the study. The results
of the correlation analysis using the Pearson test tool, which aims to measure the strength or
linear association between two variables, Ghozali (2001:95) and does not differentiate
between the dependent and independent variables. Table 2 reveals a relationship or
Correlation between variables with a significant value below 0.01 (**) and 0.05 (*).

Table 2: Correlation Analysis Results

ROE RD FDR NPF CAR

ROE Pemon ] ~405%%  _156 A484%%  33%x

(2-tailed) y .192 .000 .004
R R 000 258* 354%% 0216

(2-tailed) y .029 .002 068
FDR  Peason = = _ 4(5%%* 1 1 354%* .027

Correlation Sign

(2-tailed) -.345 .002 821
NPF  Peason =~ (00 .003 .003 -.489%*

Correlation Sign

(2-tailed) 1 .000
CAR  Peason = _ 156 258%* 1 -.489%* 1

Correlation Sign

(2-tailed) .000

Note: ** Correlation is significant at the 0.01 level (2-tailed)
* Correlation is significant at the 0.05 level (2-tailed)

According to Table 3, the Beta value is -6,874 with a significance of 0.019, indicating
that risk disclosure affects financial performance as measured by (ROE). The first hypothesis
is supported by higher financial performance and lower risk disclosure. The lower the
category achieved by Islamic banking, the lower the risk owned by it.

Table 3: Result of H1

Model Unstandardized B Std. Error t Sig.
Constant 18.435 12.093 1.524 132
RD -6.874 2.849 -2.413 .019*
FDR .035 128 276 748
NPF -3.351 1.252 -2.677 .009*
CAR 207 246 101 403

Note: * indicates significance at the 5%

181



AABFJ Volume 17, Issue 4, 2023. Africa & Agustia: Moderating Role of Risk Monitoring Committee

The results from Table 4 show that the unstandardized coefficients for risk disclosure are
23,123, with a significance of 0.008. The value of unstandardized coefficients for the risk
monitoring committee is 0.770, with a significance value of 0.003, and the value of
unstandardized coefficients for RDMRC (the new variable resulting from the interaction
between RD and RMC) is -.398, with a significance value of 0.000. The value of a2 was
obtained from the RMC (risk monitoring committee), while a3 was obtained from the
RDRMC. The conclusion obtained is that the risk monitoring committee variable can
moderate the Quasi Moderation category because the values of 02 and o3 are equally
significant and based on Sharma (1981), if there is an interaction between the moderator
variable and the predictor variable at the same time there is a relationship between the
moderator variable and the criterion or dependent variable. The type of moderation that is
formed is Quasi Moderation.

Table 4: Result of H2

Model Unstandardized B Std. Error t Sig.
Constant -34.274 19.795 -1.731 .088
RD 23.123 8.394 2.755 .008*
RMC 770 247 3.122 .003
RDRMC -.398 107 -3.715 .000
FDR .012 120 .097 923
NPF -3.202 1.152 -2.779 .007*
CAR .170 226 748 457

Note: * indicates significance at the 5%

In the second equation, the results of B2 are positive signs, and B3 are negative
significant, indicating that risk disclosure positively affects financial performance, where the
higher the risk value of risk disclosure will improve financial performance. This increase will
be weakened by the existence of a risk monitoring committee because the higher the value of
risk disclosure, the less good it will be for the company's long-term condition, both in terms
of financial performance and related to banking financial reports. Therefore, the risk
monitoring committee will be more stringent in monitoring related to the risks faced by
banks.

The study results show that risk disclosure is significant in financial performance
measured by ROE. The lower the risk disclosure, the higher the ROE, and finally can support
the first hypothesis. The first hypothesis uses control variables, and it is found that the NPF
variable affects ROE, while the FDR and CAR variables do not affect ROE. However, based
on the test results stated that the variables RD, FDR, NPF and CAR jointly affect the
dependent variable. The three control variables refer to several studies as follows: R. A. E.
Virganaa, et.al (2019) states that FDR has a negative effect on financial performance (ROA),
research from Thinh (2022) found that LDR has a positive effect on financial performance
(ROA) . Meanwhile, Abu Issa (2021) states that LDR has a positive effect on financial
performance. (ROA) . R. A. E. Virganaa, et.al (2019) state that NPF has a negative effect on
financial performance (ROA). R. A. E. Virganaa, et.al (2019) state that FDR has a positive
effect on financial performance (ROA). The results show that only one control variable
supports previous research, namely NPF and supports research by R. A. E. Virganaa, et.al
(2019). The lower the category achieved by Islamic banking means the lower the risk that
Islamic banking has, which in turn can provide a positive signal to investors and potential
investors to invest their capital and can improve financial performance. So, the lower the risk
disclosure category, the higher the financial performance. The influence of the risk
monitoring committee on financial performance was strengthened by previous researchers,
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namely Haddad & Alali (2022), who state a significant positive relationship between risk
disclosure and the two models of financial performance (ROA and ROE). Elamer & Abodu
(2017) assets that risk management disclosure will be more significant in countries with a
high National Governance Quality (NGQ), indicating the significance of risk disclosure in
each banking institute.

According to Jallali & Zoghlami (2022), governance thoroughly explains the corporate
governance-bank performance relationship. In contrast, risk governance partially explains the
bank's risk-performance management relationship. It demonstrates that internal corporate
governance mechanisms appear more relevant than external ones in improving bank
performance and risk management mechanisms. According to Hidayat et al. (2021),
conventional and Islamic banking are the same regarding risk, efficiency, and company
performance. The preceding explanation leads to the conclusion that risk disclosure impacts
financial performance. Rastogi & Kanoujiya (2022) Reveals that disclosure has no impact on
the performance of banks in India. The reason is that disclosure and performance are different
activities that serve different purposes. Nahar & Azim (2021) disclosed that the company's
management risk disclosure is still low. Reasons for non-disclosure can be related to
institutional weaknesses, lack of disciplinary action, and political interference. Kassamany et
al. (2021) show a negative effect of risk disclosure practices on financial performance, and
this study uses a sample of British and Canadian insurance companies.

Grassa et al. (2020) show a positive relationship between credit rating and risk
disclosure for conventional and Islamic banks. Farooqi & O'Brien (2019) conducted a
comparative study of Islamic versus conventional banking related to which sectors have the
potential to experience banking risks and found that market-based measures are indicators in
that sector. That can be used as a reference for Indonesia concerning the risks Indonesian
banks face. Jizi & Dixon (2016) show that investors can assess disclosures that appear to be
fraudulent management risk disclosure. Malafronte et al. (2017) show that a higher RDII
contributes to higher volatility, suggesting that "less is better" than "better". Guthrie et al.
(2020) show how important the position is in risk management. This study uses the risk
monitoring committee as the party overseeing the risks in banking. Musallam (2020) found
that the quality of risk disclosure in Tunisian companies is relatively low. Sari et al. (2017)
results of the study show that risk management has a positive effect on performance.

The risk monitoring committee can moderate the impact of risk disclosure on financial
performance and thus support the second hypothesis. The first hypothesis uses control
variables, and it is found that the NPF variable affects ROE, while the FDR and CAR
variables do not affect ROE. The test results state that the variables RD, RMC, RDRMC,
FDR, NPF and CAR jointly affect the dependent variable (ROE). The three control variables
refer to several studies as follows: R. A. E. Virganaa, et.al (2019) state that FDR has a
negative effect on financial performance (ROA), research from Thinh (2022) found that LDR
has a positive effect on financial performance (ROA). Meanwhile, Abu Issa (2021) states that
LDR has a positive effect on financial performance. (ROA). R. A. E. Virganaa, et.al (2019)
state that NPF has a negative effect on financial performance (ROA). R. A. E. Virganaa, et.al
(2019) state that FDR has a positive effect on financial performance (ROA). The results show
that only one control variable supports previous research, namely NPF and supports research
by R. A. E. Virganaa, et.al (2019). Based on statistical results, the risk monitoring committee
becomes the moderating variable in the Quasi Moderation category, where the results of >
are significantly positive and B3 significantly negative. According to the second equation, risk
disclosure positively affects financial performance, with a higher risk value of risk disclosure
improving financial performance. This increase will be weakened by the risk monitoring
committee because the higher the value of risk disclosure, the less good it will be for the
company's long-term condition, both in terms of financial performance and related to banking

183



AABFJ Volume 17, Issue 4, 2023. Africa & Agustia: Moderating Role of Risk Monitoring Committee

financial reports. As a result, the risk monitoring committee will be more stringent in
supervising banks' risks. The value of risk disclosure is expected to decline because of a
weakened risk monitoring committee.

7. Summary and Conclusions

Furthermore, the study's findings show that, besides being a moderating variable, the risk
monitoring committee is an independent variable that influences financial performance.
Previous researchers, such as Bailey (2019), believe a strong relationship exists between the
chief risk officer and financial performance, bolstering the influence of the risk monitoring
committee on financial performance (ROA). Oyewo (2022) also states that risk management
improves the performance of Islamic banks. Meanwhile, this study's use of the risk
monitoring committee variable to moderate the effect of risk disclosure on financial
performance is entirely new. Harb et al. (2022) revealed that risk management does not affect
financial performance. Anum et al. (2022) found that solid risk control and supervision by a
robust chief risk officer reduced the bank's credit risk. Adelopo (2017) found that detecting
warning signals for companies at risk of bankruptcy is crucial. In this case, the role of risk
management is crucial in maintaining company stability. Gopalan (2022) shows how
important the position is in risk management. This study uses the risk monitoring committee
as the party that oversees the risks in banking. Azevedo et al. (2022) findings show that banks
can easily use risk management skills and minimally use risk reporting to provide relevant
information by legitimacy theory. Aldhamari et al. (2020) reveal that the Risk Committee has
a positive relationship with financial and market performance. Bhuiyan et al. (2020) found
that decreased corporate risk-taking affects firms with independent risk committees compared
to firms with joint audit and risk committees. Furthermore, it was also found that an
independent risk committee is positively related to firm value. Musallam (2020) found a
positive influence of board ownership, board independence, audit committee meetings, size,
audit committee financial expertise, and risk management on firm performance.

Finally, the researcher investigated whether risk disclosure affects financial
performance as measured by ROE and whether risk monitoring committees can moderate the
impact of risk disclosure on financial performance. The findings of this study revealed that
risk disclosure affects financial performance. That implies that the greater the value of
financial performance, the lower the value of risk disclosure. This study's proxy for variable
risk disclosure empirically demonstrates that the lower the value of risk disclosure indicates
the lower the inherent risk of banking, which includes credit risk, market risk, liquidity risk,
operational risk, legal risk, strategic risk, reputation risk, risk compliance, return risk, and
investment risk. The lower the existing risk, the greater the desire to invest, which can
indirectly improve banking performance. The following risk disclosure variable
measurements are considered novel in this study: low (category 1), low to moderate (category
2), moderate (category 3), moderate to high (category 4), and high (category 5).

This study proved the risk monitoring committee's role as a moderator in the effect of
risk disclosure on financial performance. According to the findings, the variable risk
monitoring committee can moderate the impact of risk disclosure on financial performance.
The study's limitation is that the sample is relatively small because it is limited to the period
when Islamic banking began to report entire inherent risk, which started in 2014, while
Islamic banking was established in 2009. That explains why the descriptive analysis given
needs to be revised. Suggestion: Future research should be able to add samples from
conventional banking and compare them to Islamic banking, as well as add variations to
research models that determine whether to use mediation with the same or different variables.
Furthermore, it is hoped that additional research will be known to determine whether the
findings of this study can be generalized to the rules used in several other countries that have
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Islamic banking.

The findings contribute to the literature on risk disclosure and financial performance
and provide valuable insights for banking practitioners and regulators on the terms,
conditions, and number of risk monitoring committees. It is because the risk monitoring
committee's supervision is inextricably linked to the completeness of risk disclosure. The
banking industry can become a standard in economic processes in all nations since, in a broad
commercial context, banks are required to conduct business processes, both in terms of
depositing funds for entrepreneurs and financing up to the point of financing. The policies
governing the risk monitoring committee are determined by the policies of each country's
businesses, which determine whether to utilize one or two tiers. Despite each bank having a
risk monitoring committee to oversee the disclosure of risks, banks in the ASIA area still
require this policy to establish good corporate governance. Sharia banking in ASIA
predominates among ASEAN countries; of the 48 countries in ASIA, 11 are in the ASEAN
region and have the most Islamic bank companies. The penetration of international banking is
inextricably linked to the high financial sector throughout the ASIA area because the high
performance obtained is vital and necessitates good analysis and disclosure of the challenges
faced by banks. The risks faced by banks are inseparable from the respective policies that
apply to each country. However, in this study, it can be implied to banking companies in
ASIA that the composition and existence of a risk monitoring committee are crucial to the
effect of risk disclosure on financial performance, which can increase the desire of potential
investors and investors to add funds to banking companies. In a roundabout way, the findings
of this study encourage financial institutions to take extraordinary precautions when
addressing the many risks involved in the banking industry. That is especially true for the
nations in the Asia-Pacific area that practice Islamic banking. Existing risks can be mitigated
by the existence of a risk monitoring committee, particularly risks related to credit risk and
market risk, which are highly susceptible to banking and customer affairs; in this case,
customers and companies can establish relationships, which is crucial for securing short- and
long-term banking conditions.

The rapidly rising economies of Asia are becoming significant development and
innovation engines for the global banking industry. As incomes increase and the proportion
of middle-class households increases to two-thirds, personal financial assets in the Asia-
Pacific area will reach USD 69 trillion by 2025, accounting for 75 percent of the worldwide
total. More than 77% of these customers prefer digital banking. Its 16 million retail banking
clients may perform all activities on their mobile devices and process up to 10 million daily
digital transactions (Erich, 2023). Consequently, the use of banking services in this scenario
is very high and can reduce losses caused by technological payment problems. In this case,
the risks banks encounter by accepting customers with large deposits are also high. However,
with the functioning of the risk monitoring committee, the risks faced by banks can be
minimized or even prevented by preventative measures. The final implication of this study is
the risk monitoring unit committee's robust oversight of risk disclosure to improve the
financial performance of banks, particularly Islamic banks in the ASIA region.
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