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Abstract---This study investigates public trust in the firm supervisory board, an essential indicator of good corporate governance in some literature. By using 474 non-financial entities in Indonesia during the COVID-19 pandemic and considering a number of firm fundamental factors, this study documents evidence of irrational investor behavior during the pandemic. Investors seem to panic and respond negatively to financial information. However, the public still believes in the independent supervisory board's contribution to the firm. This effect is getting stronger with the presence of an increasingly dominant supervisory board. These results are still robust during repeated testing. This empirical evidence is useful to regulators in emerging markets, industry, and academia.
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Introduction 

Under normal conditions, good corporate internal governance can support the firm's performance and positively respond to the public. The independence and size of the board as the indicators of the implementation of good corporate governance have been proven to reduce the cost of debt (Anderson et al., 2004), improve firm performance (Gafoor et al., 2018) and firm value (Zhu et al., 2016). Independent board members, in this case, could have a hand in influencing the firm to benefit from innovation performance (Chen et al., 2016). Tests on companies in Indonesia also show that the size of the supervisory board has a positive impact on economic sustainability performance (Tjahjadi et al., 2021). However, could independence by the supervisory board and reinforced by the size of the supervisory board encourage positive public judgment during a crisis?
The health and financial crisis caused public doubt in giving a fair assessment of the price of firm assets. It is proven by the dramatic changes in stock returns during the financial crisis (Viswanathan & Maheswaran, 2019) and the health crisis (Al-Awadhi et al., 2020). Disease-related news causes significant sentiment among investors. This sentiment even occurs in developed markets such as United States (Donadelli et al., 2017). When associated with the current health crisis, the negative effects of the COVID-19 pandemic are visible in the negative returns of firm shares (Al-Awadhi et al., 2020).

Indonesia is an interesting object to study, especially regarding the issue of corporate governance during the COVID-19 pandemic, with at least three considerations. First, governance in Indonesia which is considered underdeveloped (Dercon, 2007), and corporate governance surveys in this country are always ranked last (ACGA. 2019; ACGA. 2021). Second, Indonesia is synonymous with the capital market with the thin market category, which deserves to be analyzed regarding investor reactions, especially during this health crisis. Third, this country adheres to a two-tier board system separating the supervisory and implementing functions. With its relatively high information asymmetry and weak corporate governance, Indonesia makes this object important to analyze regarding the independence of the supervisory board in providing trust to the public.

Using a sample of 474 non-financial companies in Indonesia in the first year of the COVID-19 pandemic, we found a robust positive association between independent supervisory boards and firm value (Rismayani et al., 2021; Maemunah & Cuaca, 2021). The supervisory board in the firm can strengthen the independent supervisory board's positive influence on the firm's public assessment. These results remain robust on tests with different indicators. Therefore, this study contributes in at least two ways. First, we provide new evidence in the literature by broadening our understanding of the role of supervisory boards during a pandemic. This study indirectly provides evidence regarding public trust in corporate governance during the health crisis. Second, this study sheds light on investor reactions to financial information and corporate governance in Indonesia, which is an emerging market in Asia with relatively high asymmetric information conditions.

This article is organized as follows. The second part presents the research methods in this study. The third part presents the results of the tests and the discussion. In the end, the conclusions and limitations of this study are presented.

Methods

This study takes a sample of non-financial companies in Indonesia in the first year of the COVID-19 pandemic in Indonesia, 2020. The non-financial companies were issued in this study, considering differences in the specific rules that bind financial companies and taking into account differences in business nature. Based on data availability, the final sample of this study is 474 companies. Data related to the supervisory board, fundamental aspects, and firm characteristics were obtained by extracting them from the firm's financial statements, while stock price data were obtained from the Indonesian Stock Exchange (IDX) website.

This research model is built systematically by starting with the baseline model by considering the fundamental factors and characteristics at the firm level and then continuing with the full model identification. Analysis of the firm's fundamental factors is important because the decline in stock returns caused by the COVID-19 pandemic is lighter in companies with stronger financials before 2020 (Ding et al., 2021). Disease-related news has a stronger effect on small firms and vice versa (Donadelli et al., 2017; Ichev & Marinč, 2018). The baseline model test covers leverage, profitability, age, and firm size as follows:

FVi,t = β0 + β1Leveragei,t + β2Profiti,t + β3Agei,t + β4Sizei,t + ε

where firm value (FV) is measured by Tobin's Q, which adds up the market value of equity and book value of debt, it is then compared with the book value of total assets. Another alternative used in measuring FV to ensure robust test results is the market to book value (MTB) ratio which compares the price per share to the book value per share. The share price is taken by considering the publication date of the financial statements on IDX. Leverage is measured by comparing the overall debt to the firm's assets. Profit by calculating net profit after tax on firm assets. In the end, age is calculated based on the length of time the firm is listed on the stock exchange, while the firm's size is based on the ln of total assets.

The full model in this study was built based on the baseline model, taking into account the role of the supervisory board (SB) in the test with consideration of previous studies (Anderson et al., 2004; Gafoor et al., 2018; Chen et al., 2016; Tjahjadi et al., 2021). Investigation of the role of the supervisory board is carried out by considering the number of the supervisory board and the number of the independent supervisory board in each firm. To ensure consistency of results, the test also considers industry effects by considering previous studies during the health crisis [14, 15]. Here is the full model in this study:

FVi,t = β0 + β1SBi,t + β2Leveragei,t + β3Profiti,t + β4Agei,t + β5Sizei,t + ε

Result and Discussion

Table 1 presents a summary of statistics which will then be used to analyze the significance of the regression equation. The results show at least one independent supervisory board (ISB) in non-financial companies in Indonesia, and the highest number of the supervisory board (N.SB) is 15 people. The proportion of independent supervisory boards (P.ISB) to the total number of supervisory boards is in the range of 12.5 to 75 percent. This value can indicate the different concerns between each firm in viewing the role of the independent supervisory board in corporate governance in Indonesia. The public's highest valuation of the firm is up to 16.4 times the book value of its equity (MTB = 16.4114).



[bookmark: _GoBack]Table 1
Descriptive statistics

	Variable
	Mean
	Std. Dev.
	Min
	Max

	
	
	
	
	

	Tobins Q
	1.4213
	1.7894
	0.1558
	13.2935

	MTB
	1.4737
	2.5391
	-2.8612
	16.4114

	ISB
	1.5439
	0.6983
	1.0000
	4.0000

	P.ISB
	0.3916
	0.0998
	0.1250
	0.7500

	N.SB
	4.0711
	1.8495
	2.0000
	15.0000

	Leverage
	2.8075
	44.8880
	0.0018
	973.4065

	Profit
	-0.0034
	0.3005
	-4.7987
	0.6070

	Age
	15.5484
	10.6331
	1.0568
	69.9959

	Size
	28.5171
	1.7224
	22.8369
	33.4945



Pearson correlations on variables with a significance threshold of 0.05 are presented in Table 2. The firm value with the Tobin's Q and MTB indicators is positive and significant (0.5539), indicating that these two factors are similar proxies in explaining firm value. To ensure consistency of results, investigations related to the role of the independent supervisory board were based on the number (ISB) and the proportion approach (P.ISB). The correlation between the two is 0.2806, which is also significant at the 0.05 level, meaning that the two proxies are also similar indicators in explaining the independent supervisory board variable. To ensure that there are no multicollinearity problems between independent variables in the regression model, a test has been carried out with reference to the variance inflation factor (VIF). The test results show a VIF value less than 5, which means that it is free from multicollinearity problems.

Table 2
Correlation matrix

	 
	[1]
	[2]
	[3]
	[4]
	[5]
	[6]
	[7]
	[8]
	[9]

	
	
	
	
	
	
	
	
	
	

	1. Tobins Q
	1
	
	
	
	
	
	
	
	

	2. MTB
	0.5539*
	1
	
	
	
	
	
	
	

	3. ISB
	-0.0226
	0.0578
	1
	
	
	
	
	
	

	4. P.ISB
	0.1008*
	0.0389
	0.2806*
	1
	
	
	
	
	

	5. N.SB
	-0.0737
	0.0207
	0.8157*
	-0.2740*
	1
	
	
	
	

	6. Leverage
	0.3521*
	-0.0333
	-0.0398
	-0.0201
	-0.0328
	1
	
	
	

	7. Profit
	-0.2726*
	-0.0141
	0.1025*
	-0.1009*
	0.1302*
	-0.0011
	1
	
	

	8. Age
	-0.1149*
	-0.1205*
	0.2238*
	-0.0363
	0.2330*
	-0.0098
	0.0288
	1
	

	9. Size
	-0.2427*
	-0.0897
	0.5271*
	-0.0736
	0.5397*
	-0.1505*
	0.2745*
	0.1835*
	1

	Note: The symbol * indicates that there is a significant correlation at the 0.05 level



Regression results

The test is carried out with robust standard errors, which are robust to the violation of the assumptions of the statistical model. This study discards as much as one percent of outlier data on this variable to ensure that it is free from outliers in describing firm value during the pandemic (Kustina et al., 2019). Table 3 summarizes the results of the baseline and full model testing in this study with Tobin's Q as a proxy for firm value. First stage model baseline testing shows that leverage (β = 0.0130) and profitability (β = -1.3961) are all significant at the 0.01 level, while the firm age (β = -0.0164) and firm size (β = -0.1089) has a 0.05 significance level. Except for the firm's size, the results remain consistent and significant in the second phase of the baseline model test, which is indicated by a significance level of 0.01 after taking into account the industry effects of each firm in the test. Overall, these results suggest that companies that report higher earnings in this regard do not appear to be trusted by investors (Sugosha & Artini, 2020; Irwanti & Ratnadi, 2021). The existence of profit-taking also seems to be carried out by investors during the pandemic, which is indicated by the negative relationship between size and age on firm value. This negative relationship between firm size and firm value confirms the size effect issue (Banz, 1981). Bounded rationality occurs to investors in making decisions that involve rational and irrational elements. Normal investors are not completely rational in their decision-making because of various behavioral heuristics and biases (bounded rational theory (Simon, 1955)).

Table 3
Baseline and full model

	Variables
	Baseline Model
	Full Model

	
	[1]
	[2]
	[3]
	[4]
	[5]
	[6]

	 
	
	
	 
	 
	 
	 

	ISB
	
	
	0.4463**
	0.3936**
	-0.2287
	-0.2397

	
	
	
	(0.1879)
	(0.1707)
	(0.2581)
	(0.2306)

	N.SB
	
	
	-0.0406
	-0.0252
	-0.3585**
	-0.3255**

	
	
	
	(0.0438)
	(0.0445)
	(0.1508)
	(0.1404)

	ISB*N.SB
	
	
	
	
	0.1450**
	0.1365**

	
	
	
	
	
	(0.0676)
	(0.0612)

	Leverage
	0.0130***
	0.0132***
	0.0128***
	0.0130***
	0.0129***
	0.0131***

	
	(0.0008)
	(0.0008)
	(0.0008)
	(0.0008)
	(0.0008)
	(0.0008)

	Profit
	-1.3961***
	-1.4759***
	-1.3541***
	-1.4347***
	-1.3677***
	-1.4396***

	
	(0.4494)
	(0.4102)
	(0.4483)
	(0.4099)
	(0.4336)
	(0.4002)

	Age
	-0.0164**
	-0.0183***
	-0.0194***
	-0.0211***
	-0.0184***
	-0.0202***

	
	(0.0066)
	(0.0061)
	(0.0062)
	(0.0058)
	(0.0062)
	(0.0058)

	Size
	-0.1089**
	-0.0716
	-0.1800***
	-0.1413**
	-0.1412**
	-0.1056*

	
	(0.0494)
	(0.0476)
	(0.0679)
	(0.0649)
	(0.0606)
	(0.0588)

	Constant
	4.7214***
	3.8865***
	6.2724***
	5.4125***
	6.4254***
	5.5905***

	
	(1.4804)
	(1.4551)
	(1.8236)
	(1.7658)
	(1.8239)
	(1.7720)

	
	
	
	
	
	
	

	Industry Effect
	No
	Yes
	No
	Yes
	No
	Yes



The full model test in this study can be seen in Columns 3 to 6. The test results in Column 3 show a positive relationship between the independent supervisory board and firm value (β = 0.4463), which is significant at the 0.05 level. These results remain consistent after considering the industry effect in the test in Column 4 (β = 0.3936). This test indicates that investors still trust the presence of an independent supervisory board in the firm as a form of implementing good corporate governance. The overall results of this investigation support the empirical evidence presented by previous research, which shows the importance of board independence in companies (Anderson et al., 2004;  Gafoor et al., 2018; Zhu et al., 2016; Chen et al.,  2016; Tjahjadi et al., 2021). To determine whether the size of the supervisory board strengthens the relationship between the independent supervisory board and firm value, a test is carried out on Columns 5 and 6. The test results on the interaction variables show values ​​of 0.1450 and 0.1365, which are also significant at the level of 0.05, which means that the presence of an independent supervisory board in the firm is responded positively by the public. This effect is getting stronger with the more excellent supervision by the supervisory board in the firm.

Further examination

To ensure the consistency of the test results, retesting is carried out with different proxies. Table 4 summarizes the results of the firm value test with the MTB proxy. The test results in Columns 1 to 2 are consistent with the results presented in Table 3, that an independent supervisory board can encourage an increase in firm value (β = 0.6450 and 0.5670). The investigation of the interaction of the independent supervisory board and members of the supervisory board is shown in columns 3 and 4. The test of the third column was carried out without considering the industry effect, showing the insignificant interaction between the independent supervisory board and members of the supervisory board. Nevertheless, the results still show an interaction between these two parties in shaping the firm's value after considering the industry effect in the test, which is indicated by the value of β= 0.1741 and is significant at the 0.1 level.

To ensure the effect of this interaction, a retest was carried out by considering the proportion of the independent supervisory board to the total number of supervisory board members. The test results are shown in Columns 5 and 6 show the interaction between these two parties, showing the direction coefficient values of 1.6282 and 1.3926, which are significant at the levels of 0.05 and 0.1, respectively. The overall results of this test show consistency with the tests presented in Table 3 that the independent supervisory board has a role in shaping investor perceptions, and members of the supervisory board strengthen their role.

Table 4
Retest for full model

	Variables
	[1]
	[2]
	[3]
	[4]
	[5]
	[6]

	 
	 
	 
	 
	 
	 
	 

	ICOM
	0.6450**
	0.5670*
	-0.2112
	-0.2419
	
	

	
	(0.3213)
	(0.2973)
	(0.4471)
	(0.4053)
	
	

	N.COM
	-0.0153
	0.0039
	-0.4177*
	-0.3793
	-0.3708
	-0.2942

	
	(0.0699)
	(0.0702)
	(0.2502)
	(0.2301)
	(0.2310)
	(0.2207)

	ICOM*N.COM
	
	
	0.1836
	0.1741*
	
	

	
	
	
	(0.1119)
	(0.1008)
	
	

	P.ICOM
	
	
	
	
	-4.5027
	-3.7725

	
	
	
	
	
	(3.2211)
	(3.1371)

	P.ICOM*N.COM
	
	
	
	
	1.6282**
	1.3926*

	
	
	
	
	
	(0.8203)
	(0.7635)

	Leverage
	-0.0030***
	-0.0029***
	-0.0028***
	-0.0028***
	-0.0032***
	-0.0031***

	
	(0.0006)
	(0.0007)
	(0.0006)
	(0.0007)
	(0.0007)
	(0.0008)

	Profit
	0.1401
	0.0462
	0.1224
	0.0392
	0.0728
	-0.0092

	
	(0.7537)
	(0.7599)
	(0.7506)
	(0.7595)
	(0.7532)
	(0.7619)

	Age
	-0.0295***
	-0.0304***
	-0.0283**
	-0.0292***
	-0.0307***
	-0.0312***

	
	(0.0110)
	(0.0108)
	(0.0111)
	(0.0108)
	(0.0110)
	(0.0107)

	Size
	-0.2448***
	-0.2080**
	-0.1954**
	-0.1620**
	-0.2640***
	-0.2243**

	
	(0.0901)
	(0.0895)
	(0.0797)
	(0.0822)
	(0.0949)
	(0.0946)

	Constant
	7.9978***
	7.1245***
	8.1837***
	7.3398***
	10.2566***
	9.0189***

	
	(2.3597)
	(2.3675)
	(2.3849)
	(2.3989)
	(3.2376)
	(3.1871)

	
	
	
	
	
	
	

	Industry Effect
	No
	Yes
	No
	Yes
	No
	Yes

	Note: The number in brackets after the coefficient indicates the robust standard error value. Significance levels are expressed in accented symbols with ***, **, and * which are equal to the significance levels of 1%, 5%, and 10%, respectively.



Conclusions

A large number of previous pieces of literature have documented the relationship between the board of the firm and firm value. However, there is very little literature describing the independence and size of the board in providing confidence to the public during a health crisis. This study aims to identify public trust in supervisory boards in companies during the pandemic COVID-19.

Robust regression testing in this study has succeeded in documenting the role of the supervisory board on firm value. The public seems to still believe in the role of an independent supervisory board in the firm. This effect is further strengthened by higher monitoring of the firm's supervisory board. This study contributes to policymakers and industry, especially during a crisis. The presence of an independent supervisory board in adequate proportions seems guaranteed by each firm. This is to provide representatives of parties who are considered independent in monitoring and maintaining minority rights in the firm.

As with other studies, the investigation in this study also has limitations. The focus of this study on the supervisory board of non-financial companies in Indonesia in their role of representing minorities and monitoring during the pandemic needs to be validated in subsequent studies with different settings. Verification, in this case, needs to be especially related to certain characteristics that exist in corporate governance during the pandemic.
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