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CEO HUBRIS AND ISLAMIC
BANKS PERFORMANCE:
INVESTIGATING THE ROLES
OF SHARIA BOARD VIGILANCE
AND CEO POWER

Abstract

The purpose of the study is to thoroughly outline how the hubris behavior of chief ex-
ecutive officers (CEO) is detrimental to Islamic banks’ (IBs) performance. Specifically,
this study attempts to examine the role of the Sharia supervisory board (SSB), board
vigilance, and CEO power in the relationship between CEO hubris behavior and de-
creased IBs' performance. This study observes IBs’ performance during the period
from 2014 to 2020 and develops eight models to test their determinants. Empirical
testing of all models shows that CEO hubris has a detrimental impact on IBs” perfor-
mance. The moderating impact test shows the following results: firstly, the presence of
SSB, which is represented by the reputation of its members, reduces the detrimental
impact of hubris behavior by CEOs on IBs” performance, while that impact, which is
represented by member expertise, does not have a moderating effect. Second, the size
and independence of the BOC both weaken the negative relationship between CEO
hubris and IBs’ performance. Third, CEO power as represented by tenure and owner-
ship has no moderating effect.

Keywords board vigilance, CEO hubris, CEO power, Islamic banks’
performance, Sharia supervisory board
JEL Classification G34, G41, M12

INTRODUCTION

Asad and Sadler-Smith (2020), Petit and Bollaert (2012), and Jiang et
al. (2011) studied business, management, and finance issues and doc-
umented that the hubris behavior carried out by CEOs has an unfa-
vorable impact and the failure of the company’s business management.
Unfavorable impacts are generally related to important decisions and
detrimental outcomes for companies. These can be risk-taking (Kim &
Lu, 2011; Li & Tang, 2010), investment failures (Hatoum, 2021), fluctu-
ating company performance (Chen et al., 2014; Jiang et al., 2011; Kim
& Jang, 2021; Mundi & Kaur, 2019; Ogundipe et al., 2020; Park et al.,
2018; Rizka & Handoko, 2020), firm innovation activities (Tang et al.,
2015) and the impact of pollution by companies (Zhang et al., 2020).
Broadly, CEO hubris was studied in the non-financial industry; some

studies have begun to be carried out in the financial/banking industry
(Brennan & Conroy, 2013; Ferretti & Gonnella, 2021; Wu et al., 2021).

Investigations proved that the hubris behavior of CEOs in IFIs (IBs)
was hindered by the view that, apart from being against the Islamic
work ethic, there is an oversight carried out by the Sharia supervisory
boards (SSB) to ensure the behavior of both individuals and organiza-
tions is sharia-compliant. The Islamic work ethic asserts that work is
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a virtue in fulfilling one’s needs and the importance of establishing balance in individual and social
life (Ali, 2008). In contrast, hubris-based behavior is destructive to both a person himself and others
(Solihin et al., 2020). Therefore, hubris behavior is an act that is prohibited because it is not under the
character of moral and Islamic work ethics (Laldin & Furqani, 2013). Meanwhile, the SSB, which con-
sists of sharia professionals, aims to ensure implementation and compliance with sharia principles with-
out compromise, even at high costs (Aribi et al., 2019; Mihajat, 2019; Muneeza, 2014).

The investigation of hubris behavior by CEOs with SSB vigilance associated with weakened IBs’ per-
formance is a novelty. The relationship between corporate governance (CG) as a determinant of IBs’
performance is still being studied. The CG components studied in general are not much different from
non-IBs, which include the board of commissioners (BOC), board of directors (BOD), committees, and
top management. However, there is the main characteristic of IBs, namely the presence of SSB. The
study of SSB and IBs’ performance is partially related to size, qualification, composition, reputation,
and cross membership. The results of the study on these variables are still very diverse in determining

IBs’ performance.

1. LITERATURE REVIEW

The framework of the agency theory has been ex-
tensively accustomed to illustrate the relationship
between CG practices and financial performance
(Aslam & Haron, 2020; Bank Indonesia, 2009,
2013). Corporate governance, according to the
agency theory, exists as a mechanism of internal
supervision that can help a company improve its
quality (Mollah & Zaman, 2015) and credibility
(Mollah et al., 2017). For example, the presence of
independent commissioners should mitigate agen-
cy conflicts that arise as a result of the manager’s
objectives and interests being distinct from those
of shareholders. Businesses with significant agen-
cy costs are more likely to reduce them through
the use of corporate governance structures (Fama
& Jensen, 1983; Jensen & Mecling, 1976).

The implications of self-potency on CEOs have
been discussed in studies on upper echelon the-
ory from a variety of perspectives, including hu-
bris (Akstinaite et al., 2021; Asad & Sadler-Smith,
2020; Claxton et al., 2015; Ferretti & Gonnella,
2021; Jiang et al., 2011; Michael & Hussein, 2018;
Ogundipe et al., 2020; Park et al., 2018; Rizka
& Handoko, 2020; Sadler-Smith, 2016; Sadler-
Smith et al., 2017; Tang et al., 2015; Zeitoun et al.,
2019; Zhang et al., 2020); optimism (Campbell
et al., 2011; Otto, 2014); narcissism behavior (Al-
Shammari et al., 2019; Rusydi, 2021; Uppal, 2020);
and overconfidence (Aktas et al., 2019; Brown &
Sarma, 2007; Chen et al., 2014; Hatoum, 2021;
Kim & Jang, 2021; Mundi & Kaur, 2019; Wu et
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al., 2021). The common thread running through
these dimensions is that the CEO’s basic assess-
ment of himself or herself is excessively positive
(Tang et al., 2015). Furthermore, these dimensions
are associated with important decisions and cor-
porate outcomes, namely financial performance
(Chen et al., 2014; Jiang et al., 2011; Kim & Jang,
2021; Mundi & Kaur, 2019; Ogundipe et al., 2020;
Park et al., 2018; Rizka & Handoko, 2020; Rusydi,
2021); investment (Aktas et al., 2019; Hatoum,
2021), mergers and acquisitions (Brown & Sarma,
2007; Hayward & Hambrick, 1997), and inno-
vation (Hirshleifer et al., 2012; Tang et al., 2015).
Research findings from various dimensions and
outcomes of the company are not consistent with
each other. Kim and Jang (2021), Rusydi (2021),
and Wu et al. (2021) conveyed the limitations and
gave suggestions to confirm the results in the fu-
ture with different objects and expand the scope of
a more comprehensive discussion.

Several researchers have suggested the hypoth-
esis of a direct correlation between CEO hubris
and corporate performance. Although there are
differences in scope, time, country, and object of
research, the results can be generalized. Park et al.
(2015) conducted a study on 200 companies listed
on the Korea Stock Exchange with observations
from 2001 to 2008 and concluded that there was
an impact of CEO hubris on the decline in the firm
performance. Rizka and Handoko (2020) used the
same variables on 100 companies in Indonesia
that have the most liquid shares and the largest
market capitalization and concluded that CEO

531



Problems and Perspectives in Management, Yolume 19, Issue 4, 2021

hubris has a positive influence on the firm perfor-
mance. Ogundipe et al. (2020) examined whether
managerial hubris determinants such as age, ten-
ure, ownership, and political appointments have
an impact on company performance.

In the past decade, there has been a lot of discus-
sion about the mechanism of sharia governance
(Amalina Wan Abdullah et al., 2013; Hamza, 2013;
Muneeza, 2014). The sharia governance mecha-
nism generally applies to Islamic financial insti-
tutions (e.g. Islamic banks). Its main feature is
the existence of the SSB as an independent body
that oversees the firm’s activities to comply with
sharia. The existence of SSB is associated with im-
portant decisions and corporate outcomes such
as earnings management (Quttainah et al., 2013);
risk-taking behavior (Alman, 2012; Ben Zeineb &
Mensi, 2018); firm’s financial performance (Aslam
& Haron, 2020; Baklouti, 2020; Mollah & Zaman,
2015; Shahrier et al., 2020; Farag et al., 2018; Khan
& Zahid, 2020)

The study on the existence of SSB as a CG fea-
ture was developed according to its characteris-
tics in influencing company performance. The
latest study tries to investigate the competence
of SSB as measured by expertise and reputation
in influencing company performance (Baklouti,
2020). However, Baklouti (2020) researched 42
IBs spread across 12 countries for the period
from 2011 to 2018 and failed to find empirical
evidence that SSB competence as measured by
expertise and reputation affects company per-
formance. Previously, Almutairi and Quttainah
(2017) investigated SSB competencies in 82 IBs
spread across 15 countries and concluded differ-
ent results: the expertise and reputation of SSB
members had a positive impact on firm perfor-
mance. Nomran et al. (2018) also investigated the
expertise and reputable of SSB members in 15
Malaysian IBs for the period 2008-2015 and the
conclusion is that the competence of SSB mem-
bers improves firm performance.

This study is focused on the moderating impact
of SSB on the relationship between CEO hubris
and IBs’ performance. The moderating of the
SSB variable is used to encourage the corpo-
rate governance mechanism (Neifar et al., 2020;
Siswanti et al., 2021). Siswanti et al. (2021) ana-
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lyzed IBs for the 2010-2019 observation period in
Indonesia to examine the moderating impact of
SSB on the relationship between good corporate
governance and firm performance. Previously,
Neifar et al. (2020) studied 25 different Islamic
banks in countries that are members of the Gulf
Cooperation Council with an observation peri-
od of 2008-2017. Both studies conclude that SSB
has a significant impact on strengthening the re-
lationship between CG mechanisms and the per-
formance of IBs.

Indonesian IBs are established in the form of cor-
porations based on the law. As stated in the corpo-
rate law, Indonesian companies adhere to a two-
tier body system in their organizational structure,
namely BOC and BOD (The Republic of Indonesia,
2007). The BOC is tasked with representing share-
holders to advise and monitor the company’s
management. Therefore, as a non-executive BOC
consists of representatives of stockholders and/
or representatives from independent companies.
Furthermore, the BOD is responsible for advising
the BOC in managing the company. All members
of the two bodies are selected by Bank Indonesia
through a fit and proper test mechanism. Bank
Indonesia requires at least one of the BOC mem-
bers to come from outside the company (inde-
pendent commissioners).

Several previous studies have demonstrated that
CEO power plays a role in moderating the rela-
tionship between the CEO’s hubris behavior and
firm performance associated with its antecedent
factors. Brahmana et al. (2021) explain that the
moderating impact of CEO power occurs when
it interacts with antecedent firm performance,
namely the retrenchment strategy. Empirical ev-
idence from 319 Malaysian companies was found
that a retrenchment strategy would improve com-
pany performance when CEO power is high. Velte
(2020) reviewed the theme of improving environ-
mental, social, and governance (ESG) performance
through the role of CEO power. The results show
that the increase in ESG performance is influenced
by higher financial performance. This relationship
is getting stronger with CEO power (Velte, 2020).
Park et al. (2018) and Rizka and Handoko (2020)
looked at CEO hubris as an antecedent that inter-
acts with CEO power in influencing financial per-
formance in two different countries: Indonesia and
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Korea. The results of 100 Indonesian companies
concluded that the length of office and the amount
of ownership by the CEO did not make the CEO
more powerful (Rizka & Handoko, 2020). As a
result, the influence of CEO hubris on financial
performance did not change (Rizka & Handoko,
2020). While the results of 164 Korean companies
concluded that the problems caused by the behav-
ior of CEO hubris would be worse when the CEO
was more powerful (Park et al., 2018).

In general, this study aims to obtain empirical
evidence that the CEO’s hubris behavior is det-
rimental to IB’s performance. Specifically, this
study aims to examine whether the presence of
SSB, board vigilance, and CEO power further
strengthens or weakens the relationship between
CEO hubris behavior and decreased performance
of IBs. An illustration of the conceptual linkage
among the focal variables in this study is imaged
in Figure 1.

Given the literature review and the objectives out-
lined, the current study develops hypotheses that
are used to guide empirical findings:

HI:  CEO hubris has a detrimental impact on the
IBs’ performance.

H2a: The expertise of SSB will reduce the det-
rimental impact of CEO hubris on IBs
performance.

H2b: The reputation of SSB will reduce the det-

rimental impact of CEO hubris on IBs

Problems and Perspectives in Management, Volume 19, Issue 4, 2021

H3a: The larger the BOC size, the less detri-
mental the impact of CEO hubris on IBs
performance.

H3b: The higher the proportion of BOC independ-
ence, the less detrimental the impact of CEO
hubris on IBs’ performance.

H4a: The detrimental impact of CEO hubris on
IBs’ performance will be stronger in the case
of the length of CEO tenure.

H4b: The detrimental impact of CEO hubris on
IBs’ performance will be stronger in the case
of a high level of CEO ownership.

2. METHODS

Table 1 shows the results of observations of IBs
registered on the website of the Indonesian
Financial Services Authority (OJK) consisting of
Sharia commercial banks (SCBs) and Sharia busi-
ness units (SUBs). During the observation peri-
od between 2014 and 2020, there was an increase
in the number of SCBs companies from 12 to 14,
while in SUBs there was a decrease in the number
of companies from 21 to 20. Total observations for
SCBs were 93 and SUBs 144.

The two main variables (dependent and independ-
ent) in this study are IBs’ performance and CEO
hubris. Three moderating variables were includ-
ed to examine the strength of the influence of
CEO hubris on IBs’ performance: SSB, Board of

performance. Commissioners, and CEO power. Furthermore,
Sharia Supervisory Board
* SSB Expertise
* SSB Reputation
CEO hubris _ Islamic Banks’
4 4 " Performance
Board Vigilance CEO Power
* BOCSize * CEOTenure
®* BOC Independence * CEO Ownership

Figure 1. Conceptual framework: Interaction between moderating and independent variables on IBs’
performance
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Table 1. Number of IBs and total observations

Year SCBs SUBs Total obs.

2"(')‘14 33

2015 34

2016 B
2017 34 .
2018 34

2019 14 20 B
2020 14 20 34

o ues T

two control variables (firm size and capital) were
included in the model to make it more predictive,
and the omitted variables had no impact on the
omitted model.

This study follows the convention in adopting a
performance measure, namely return on assets
(ROA). ROA has been widely used as a measure of
the performance of IBs (Baklouti, 2020; Hakimi
et al., 2018; Khan & Zahid, 2020; Kok et al., 2021;
Neifar et al., 2020; Nugraheni, 2018; Shahrier et al.,
2020; Rehman et al., 2021).

This study relies on secondary data of CEO hubris
in the form of an “inconspicuous” index. The aim is
that the measurement is not biased. Two hubris indi-
cators are used, namely appreciation and overconfi-
dence in their abilities. The study analyzes the CEO’s
letter in the annual report using the DICTION appli-
cation to obtain an overconfidence indicator.

The paper uses panel data samples for the period
2014-2020. To avoid dealing with cross-section-

Table 2. Variable definition and their measurement

al heteroskedasticity, the generalized least squares
(GLS) procedure is used, which did not take in-
to consideration within-unit serial correlation
(Berrington et al., 2006). Hypothesis testing uses
random-impacts models because some of the varia-
bles remained stable across time for the sample firms
in the study population (Berrington et al., 2006).

The following mathematical equation is used to
test whether there is a negative impact of CEO hu-
bris on IBs” performance:

IBs performance, =

= o+ CEO hubris, +5X,,

where &, 3, O are the estimated coefficients for
the constant, CEO hubris, and control variables;
it depicts the IBs index in year ¢.

To test hypotheses 2, 3, and 4, this study examines
the moderating impact of SSB, BOC, and CEO
power on the negative impact of CEO hubris on
Islamic banks’ performance based on the follow-
ing formula:

Variable Definition Measurement

Dependent

ROA Operational performance of Islamic banks Ratio of operating income over asset
Independent

CEO hubris An exaggeration of one’s judgments The sum of (awards + certification) + diction analysis
Moderating

$SB expertise SSB member wiFh a specialist in accounting and/or Percentage of SSB with a specialist in accounting/

R financial knowledge ¢ finance knowledge

558 rep“tabltem board (DSN-MUI)

SSB member who has a position in the sharia national

Percentage of SSB with a position in the sharia national
board

BOCsze Commissioners involved in supervising

BOC i Independent commissioner for problem assessment and ) .

independence : deliberation i Percentage of independent commissioners on board
CEOtenwre Length of CEO position inthe company . Total number of years as a CEQ

CEO ownership Share ownership by CEO Total shareholdings of each CEQ in the firm

Control
Firmsize Total assetin the firminrupiahs ¢ The natural logarithm of total asset
Capital ' Sufficient capital to accommodate financial risk Ratio of total equity over total asset

534
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IBs performance, =

=a+ BCEO hubris, +ySSB, +
=Y. #,SSB,;-CEO hubris, +
+> . ®,BOC,, -CEO hubris, +
+> . 9,CEOp,; - CEO hubris,, +

+0X,+¢&,,

@

where j indexes the two SSB variables; & in-
dexes the two BOC variables; m indexes the two
CEQO power variables.

3. EMPIRICAL RESULTS

Descriptive statistics of Islamic banks’ perfor-
mance along with the explanatory variables are
shown in Table 3. The average performance as
measured by ROA for SCBs is higher than for
SUBs, namely 6.7 and 2.5%, respectively. Analysis
of CEO’s letters and awards to measure CEO hu-

Table 3. Descriptive statistics of variables

bris on SCBs is lower than that of SUBs, which
are 20.36 and 25.48, respectively. Visually, these
figures explain that CEO” hubris behavior is more
often carried out by CEOs on SUBs so that their
performance is lower than SUBs.

The correlation matrix between independent vari-
ables is shown in Table 4. The correlation matrix is
used to determine whether independent variables
are multicollinear (Gujarati, 2004). Correlations
between variables should not exceed 0.80, and
the variance inflation factor should not exceed 2
(Gujarati, 2004). It is obvious that the correlation
between the independent variables in Table 4 is
less than 0.80, and the VIF value for each variable
is no more than 2. As a result, it can be concluded
that the model does not exhibit multicollinearity.

This study examines two sample groups of IBs:
SCBs and SUBs as shown in Table 5. The results
provide empirical evidence for the proposed hy-
potheses. Model I was constructed to examine
the negative impact of CEO hubris on IBs’ perfor-

SCBs SUBs
Variables Total observations: 93 Total observations: 144
Min | Max : Mean @ SD Min | Max . Mean . SD
IBs’ performance L0016 0194 0024 0002 . 0176 : 0025 . 0012
CEO hubris 3638 967 15.28 ..2548 o126
SSB expertise 352 0.078
553 eputatle Coas oo 012
BOCsize L3783 B6SL 0674 . 3348
BOC independence 0.264 0.578 0.057 0.198 0.232 0.034
cotene Cuse T an 16 s Csigose
CEO ownership 0.003 0.015 0.012 0.005 0.017 0.008 0.013
Fimsie Cha s e T X R
Capital 0.572 0.746 0.078 0.478 0.687 0.521 0.126
Table 4. Pearson correlation matrix for all variables
Variables 1 2 3 4 5 6 7 8 9
IBs” performance ; ; ; ;
O R
SSB expertise 0.15 0.26
558 reputable o1r oz oo e
BOC size 008" = 019 = 012" | 019" R T e
BOC independence 0.04" 0.15" 0.06" 0.13 0.14
CEO tenure o1 015 oas oae omoas p—
CEO ownership 018 | 017 | 022 . 017 033" = 034 045
Firm size 0.07" 0.19 0.32° 0.13" 0.52 0.16™ 0.34" 0.28
o2 o o oas oay osioxm o om
VIF 132 ¢ 143 1.48 1.53 1.56 1.42 1.37 1.36 1.45

Note: *, **, and *** respectively indicate a significant level at 10, 5, and 1%.

http://dx.doi.org/10.21511/ppm.19(4).2021.43
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Table 5. GLS regression with the random impacts analysis for SCBs and SUBs performance

| I 1 v
Variables

SCBs SUBs SCBs SUBs SCBs SUBs SCBs SUBs

Constant 0.021 0.012 0.025 0.015 0.023 0.013 0.026 0.016
Variable testing

_CEO hubris - -0512" | -0401" = -0.534" | -0.423" | -0.564' = -0.452"
SSB expertise
SSBreputable B
BOCsize S N 0.112°
BOC independence
Cwowwe
CEO ownership

Firm size 0.167
Capital 0.102
Adjusted #°o......0087 0073
F-Statistics i 81267 i 5784 i 71677 i 56547 i 7253 i 57837 | 71557 | 6.241"

Note: *, **, and *** respectively indicate a significant level at 10, 5, and 1%.

Table 5. (Continued)

. v VI Vil Vil
Variables d : T : T : T
SCBs @ SUBs @ SCBs : SUBs : SCBs : SUBs : SCBs : SUBs
Constant 0.025 0.014 0.027 0.017 0.034 0.018 0.042 0.011
Variable testing

CEO hubris . -0622"  -0311" = -0.642" | -0.541" | —0.655' | —0.544" | —0.667 : -0.443"
SSBexpertise ) ) ) 0.046 : 0024

SSB reputable 0.224 0.113
socsie - :1 :1 :1 o33 odsr

BOC independence 0.216™ 0.113" 0.258" 0.127°
CEOterure - j 0057 0043 j 008" oosa
CEO ownersh‘/p """"" ) ) 0.053 ) 0.022 0.064 ) 0.064

CEO hubris*SSB expertise 0.059 0.025
CEO hubris 538 reputable j j j B
CEO hubris*BOCsize ) ) ) 0.062" © 0.046"
CEO hubris*BOC independence -0.292"" : —=0.172"" -0.198" i -0.175"
) 0107 : 0087 0219 0202

0.247 0.124 0.233 0.117
Firmsize 0.383 0.118 0.402 0.102 0.417 0.119 0.534 0114
Capital 013 0124 . 0138 = 0112 0124 . 0112 . 0145 = 0128

Adjusted R? 0.134 0.147 0.187 0.192 0.208 0.212 0.217 0.288
FStatistics ©7781" | 6.314° | 783" | 65167 | 79617 | 7643 | 12763 | 11.897"

Note: *, **, and *** respectively indicate a significant level at 10, 5, and 1%.

mance (HI). Models II and III are developments cluding moderating variables BOC size and BOC
from model I by including SSB expertise and SSB  independence to reduce the negative impact of
experience as variables that are predicted to weak- CEO hubris on IBs’ performance as stated in H3a
en the negative impact of CEO hubris on IBs’ per- and H3b. To prove the statements of H4a and H4b,
formance as stated in H2a and H2b. Further devel- this study investigates the variables that strength-
opment was carried out on models IV and V by in- en (CEO tenure and CEO ownership) the negative
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Table 6. GLS regression with the analysis of the random impact for IBs’ performance

Variables : | I 1] v V Vi Vil Vil

Constant 0.032 0.035 0.033 0.036 0.034 0.047 0.038 0.041
Variable testing

CEO hubris | -0.532"  -0547" | -0568" -0572" | -0.601" | -0.642' | -0654' | —0.643

Firm size

Capital
Adjusted R?

F-Statistics

0258

....... 024 0318 0341 . 0362 . 0416
0216 0226 0329 | 0358 | 043 . 0478
0168 0174 078 . 0206 023
7.242™ © 7389 i 8354 | 8.516"

Note: *, ** and *** respectively indicate a significant level at

impact of CEO hubris on IBs’ performance by de-
veloping models VI and VII. Finally, Model VIII
is the complete model that includes all variables.

This study analyses all the research models devel-
oped. The first is to analyze the baseline model,
which aims to test the significance and direction
of the CEO hubris coefficient in model I. The re-
sults show the CEO hubris coefficient has a neg-
ative and significant direction as a predictor in
the two performance groups: SCBs (f = -0.452;
p < 0.05) and SUBs (8 = -0.341; p < 0.05). These
results are stable in other models with different
specifications from models II to VIII, thus provid-
ing strong support for concluding HI. Second, the
presence of SSB expertise in models III and VIII
does not affect the negative impact of CEO hu-
bris on the performance of both SCBs and SUBs.
Therefore, it fails to support the statement of H2a.
However, model III reveals that the presence of
SSB experience weakened the negative impact of
CEO hubris on both the performance of SCBs (8
=-0.068; p < 0.05) and SUBs (f = -0.054; p < 0.1).
The role of SSB reputable as a moderator predicted
weakening of the negative impact of CEO hubris
on IBs’ performance continued significantly in
model VIII, strongly supporting H2b. Third, this
study found that both size and independent com-
missioners who represent board vigilance mini-
mize the negative impact of CEO hubris on IBs’

http://dx.doi.org/10.21511/ppm.19(4).2021.43

10, 5, and 1%.

performance. Model IV reveals the significance
and negative direction of the coefficient of CEO
hubris*BOC size affecting SCBs performance (8
= -0.021; p < 0.05) and SUBs performance (f =
-0.016; p < 0.05). Meanwhile, model V reveals that
the interaction coefficient of the CEO hubris*BOC
independence has a negative and significant rela-
tionship with SCBs performance ( = -0.292; p <
0.01) and SUBs performance ( = -0.172; p < 0.01).

Through models IV, V and VIII, the results con-
sistently strengthen the statements of H3a and
H3b, indicating that board vigilance can reduce
the negative impact of CEO hubris on IBs’ perfor-
mance. Finally, this study fails to prove the role
of CEO tenure and CEO ownership as moderating
impacts that strengthen the negative influence of
CEO hubris on IBs” performance. Models VI, VII,
and VIII show that the coefficients of both CEO
tenure and CEO ownership are not significant in
both SCBs and SUBs groups. These results fail to
conclude the statements of H4a and H4b.

This study performs additional regressions to en-
sure the validity of the reported results and to de-
termine their robustness. In empirical studies, a
“robustness check” is a common exercise in which
the paper examines how certain “core” regression
coefficient estimates behave when the regression
specification is changed by adding or removing
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regressors (Lu & White, 2014). The robustness
check results based on the estimation experiment
on core regression coefficients show that the pre-
dictive power is reasonable. These results indicate
that structurally the model used is valid.

Table 6 reports the results of the robustness check
on the variable coefficients in all regression mod-
els. The results show that all variable coefficients
remain stable in each model. The core variables in
each model are reported to be stable. Even though
there is a change in the coeflicient value, it still has
a consistent and significant direction.

4. DISCUSSION

All models with different specifications from mod-
els I to VIII provide strong support for the same
conclusion that CEO hubris has a negative impact
on IBs’ performance. HI proved to be stable be-
cause it was supported by the findings expressed
by all regression models. This condition occurs
in previous studies that compiled many different
models (Chen et al., 2014; Jiang et al., 2011; Kim &
Jang, 2021; Mundi & Kaur, 2019; Park et al., 2018;
Rizka & Handoko, 2020).

The results of this study are not in line with Rizka
and Handoko (2020) who, using a sample of 100
public companies in Indonesia, observed the be-
havior of CEOs with various hubris characters.
The results show that CEO hubris is positively cor-
related with firm performance (Rizka & Handoko,
2020). They argue that the high power distance
and collectivist culture in Indonesia limit CEOs’
ability to be overconfident and inclined to prove
their abilities (Rizka & Handoko, 2020). This
study agrees with this argument even though hu-
bris behavior is an act that is prohibited according
to sharia. The holy book of the Qur’an document-
ed that early humanity felt the damage caused by
hubris behavior (Solihin et al., 2020). Therefore,
this study confirms that in addition to the power
distance and collectivist culture, there is a belief
in their religion related to hubris behavior that has
a detrimental impact on both themselves and the
organization.

This study does not fully support that the presence
of SSB is predicted to attenuate the negative im-
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pact of CEO hubris on IBs as stated in H2a and
H2b. The results of this empirical study indicate
that SSB members with accounting and/or finance
specialists (H2a) cannot moderate the detrimen-
tal impact of CEO hubris on IBs’ performance.
Their membership can be considered only related
to the process and analysis of financial reporting
(Baklouti, 2020; Khan & Zahid, 2020; Zulfikar et
al., 2020), regardless of the CEO behavior. However,
this study succeeded in proving that the vigilance
of reputable SSB members weakened the bad in-
fluence of CEO hubris on IBs’ performance (H2b).
The reputation of SSB members shows that they re-
ceived a recommendation from the MUI to be se-
lected because of their knowledge and experience
in dealing with Islamic financial institution prob-
lems, including the hubris behavior carried out
by the CEO. They will continue to improve their
reputation to continue to receive MUI recommen-
dations and remain in the position of members of
the sharia national board (Nugraheni, 2018).

Findings related to board vigilance support Park
et al. (2018), and Rizka and Handoko (2020). The
size of the board and the representation of out-
side commissioners are two variables that influ-
ence its vigilance. Given that independence of the
board’s structure is a prerequisite for improving
board vigilance, it is assumed that these two var-
iables will promote board independence in ways
that will reduce managerial entrenchment prob-
lems in the organization. The results of this study
showed that when the size of the board and when
a sufficient number of outside commissioners are
assigned to ensure board independence, potential
entrenchment problems become less of a source
of concern. Corporate governance scholars have
recommended that the board should be filled with
a high percentage of outside commissioners and
that board chairs should not be CEOs to increase
board independence (Hayward & Hambrick, 1997;
O’Sullivan, 2009). These findings are in accord-
ance with these recommendations.

The empirical evidence of this study fails to con-
clude that CEO power determined by tenure and
ownership will strengthen the negative influence
of CEO hubris on IBs’ performance. CEO pow-
er either partially or interaction with CEO hubris
does not significantly affect IBs’ performance.
This result contradicts the conclusions that CEO
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power in the company is increasing along with by efforts to increase the power that drives com-
the increase in managerial capability through- pany performance. Likewise, relatively low CEO
out the year (Cormier et al., 2016; Garcia-Sanchez ownership is more likely to pay attention to in-
et al,, 2021; Holten & Bollingtoft, 2015; Li et al.,, dividual performance than organizational perfor-
2016; Nanda et al.,, 2013; Pathan, 2009; Ting et al., mance (Griffith, 2015; Griffith et al., 2002; Kim &
2017). In contrast, the relatively long CEO ten- Lu, 2011; Lilienfeld-Toal & Ruenzi, 2014; Walters
ure (mean tenure > 5 years) is not accompanied et al., 2008).

CONCLUSION

This study investigates the moderating impact of SSB, board vigilance, and CEO power on the relation-
ship between CEO hubris and IBs’ performance. Using a sample of IBs divided into two groups (SCBs
and SUBs), during the period from 2014 to 2020, this study developed 8 models to analyze the proposed
hypotheses (H1-H4b). The analysis uses the random impacts analysis of GLS regression for all panel data.

This study empirically proves that CEO hubris has a negative impact on IBs” performance. This finding
is present in all models developed (1 to 8). Further empirical evidence explains that the negative impact
of CEO hubris is getting weaker on IBs’ performance under the following conditions: a) the interaction
of SSB reputation with CEO hubris is getting stronger, b) board vigilance represented by the size and in-
dependent commissioners are increasing on CEO hubris. While the investigation of CEO power found
no empirical evidence that both tenure and ownership as determinants of CEO power can strengthen
the negative influence of CEO hubris on IBs’ performance.
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