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Abstract. The regional governments make organizational decisions that must be 
in line with goal setting.The government management system is expected to 
focus on increasing accountability while improving results-oriented 
performance (outcome) at the same time. Cascading is a process of decreasing 
and aligning organizational targets to work units at all levels in the organization 
in a hierarchical manner. This process can be carried out to the lowest level, 
namely to the individual level. Therefore, there is an alignment of roles at all 
levels of the organizational unit. Cascading carried out in the regional 
government greatly affects the performance of the regional government in the 
Government Agency Performance Accountability System (Indonesian: Sistem 
Akuntabilitas Kinerja Instansi Pemerintah (SAKIP)). The purpose of this study 
was to find out the implementation of cascading in the regional governments of 
Kerinci Regency, Jambi Province and Rejang Lebong Regency, Bengkulu 
Province, in realizing a clean, accountable, and high-performing government. In 
this study, researchers applied a qualitative approach with a descriptive analysis 
method. The results showed that, in general, cascading has been carried out to 
improve the quality of governance in Kerinci Regency, Jambi Province and 
Rejang Lebong Regency, Bengkulu Province. However, the implementation of 
cascading in achieving the Key Performance Indicators (KPIs) for Regional 
Heads still needs to be revised or improved so that all Regional Apparatus 
Organizations (Indonesian: Organisasi Perangkat Daerah (OPD)) can align the 
KPIs for Regional Heads with the KPIs for Regional Apparatus Organizations to 
attain the vision and mission of the regional government. 
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1  Introduction 
 

Bank needs for good corporate governance practice increase as the complexity of risk as 
faced by the bank escalates. The study of risk-taking behaviour is inseparable from 
psychological studies that assess the individual aspect as the main actor in decision-making. 
Adams, Almeida and Ferreira, (2005) suggest that the high risk will increase the CEO's power 
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to make decisions that impact the occurrence of greater risk. The purpose of this research is to 
create a model of risk taking behavior in Indonesian banks.  

We propose a model for bank risk taking behavior in Indonesia due to the limited number 
of previous studies related to the effect of CEO Overconfidence on bank risk taking behaviour. 
Prior studies showed the effect of CEO overconfidence on bank risk taking, and among them 
were carried out by Niu (2010a), (2010b). Studies on the effect of CEO Overconfidence have 
been conducted on various variables, including on the investment decisions (Malmendier and 
Tate, 2005), company acquisition decisions in Australia (Brown and Sarma, 2007), merger 
decisions (Malmendier and Tate, 2008), corporate innovation (Galasso and Simcoe, 2011), 
capital structure (Malmendier, Tate, and Yan, (2011), the accuracy of financial reporting 
(Schrand and Zechman (2012), corporate debt growth (Ho, Huang, Lin, and Yen, 2016), and 
the value of the company's cash holding (Aktas et al., 2019). With these various 
considerations, it is still necessary to study the effect of CEO Overconfidence on bank risk 
taking in Indonesia.  

In Attribution Theory; Self-Serving Biases, it is argued that success is associated with 
factors from the individual himself when there is a positive evaluation of job performance. 
However, it will be associated with factors from outside the individual if there is a negative 
evaluation of the low success of a job. Several previous studies have contributed to self-
serving bias theory, including the study of overconfidence and self-serving bias in developing 
the social and experimental psychological literature (Miller and Ross, 1975); Svenson (1981); 
Larwood and Whittaker (1977); and (Malmendier and Tate, 2015). Next, Svenson (1981). The 
development of studies on bias from overconfidence continues to develop and become a 
concern for researchers in the field of economics and finance (Malmendier and Tate, 2005a; 
Brown and Sarma, 2007; Malmendier and Tate, 2008; Galasso and Simcoe, 2011 Schrand and 
Zechman (2012); Hribar and Yang (2016) Aktas, Louca, and Petmezas (2019) Niu, (2010a), 
(2010b) and Ho, Huang, Lin, and Yen (2016). 

We used a sample of 1,007 bank-year observations in Indonesia from 2000-2018, and have 
the banks grouped into 4 categories of BUKU (Commercial Banks Based on Business 
Classifications). BOOK 1 consists of 114 observations, BOOK 2 has 475 obs, BOOK 3 
comprises of 304 obs, and BOOK 4 has 114 obs. Bank categorization is calculated by 
considering the amount of core capital of the bank in the last year of research (2018). The 
calculation of bank core capital is calculated based on the definition of categorization as stated 
by the financial service authority regulation (POJK Number 6 / POJK.03 / 2016, 2016). 
 
 
2  Literature Review 
 

Each individual has various aspects of selfish bias where their self-confidence is seen as 
more capable than the reality or tends to be overconfident. Bradley (1978) experimentally 
examined the success or failure of a task that will significantly affect individuals where the 
positive effect is in the form of success and the negative effect is failure. If it is extended to 
the organizational level, it will lead to overly optimistic and risky planning for the future 
(Larwood and Whittaker, 1977). The study of risk taking has also examined the determinants 
of individual behavioral motivation. Atkinson, (1957) explained how the motives for 
achieving success and avoiding failure can influence risk-taking behavior. 

The concept of overconfidence is used to distinguish the overestimation bias with respect 
to a country's performance measures, such as economic growth (Malmendier and Tate, 2008). 
Another study shows a new measure of CEO overconfidence in business innovation (Galasso 



 
 

& Simcoe, 2011). Hribar and Yang (2016) found that overconfident CEOs tend to make 
inaccurate forecasting decisions in the future. Aktas, Louca and Petmezas (2019) reveal that 
the CEO's overconfidence affects the value of cash and has implications for corporate 
investment policies. Studies examining the direct effect of the CEO's overconfidence in taking 
bank risks, including: Niu, (2010a) have shown that overconfidence in the CEO has a 
significant effect on hiring of banking risks, especially for banks with large total assets. 
Previous studies have examined the effect of managers' overconfidence on the sensitivity of 
the influence of cash flows on investment decisions of manufacturing companies listed on the 
Indonesian stock exchange (Santi, 2016). Most of the studies on the effect of CEO 
overconfidence regarding risk taking by banks have also been conducted in banks in the 
United States (Niu, 2010a), (Niu, 2010b) and (Ho, Huang, Lin and Yen, 2016) 

 
CEO Overconfidence and Bank Risk Taking   
 

It is assumed that each individual has various aspects of egocentric bias (Miller and Ross, 
1975), where their self-confidence is seen as more capable than the reality or tends to be 
overconfident (Larwood and Whittaker, 1977), by calibrating abilities, competencies and the 
need to maintain a positive image that indicates a person's behavior to be better (Alicke, 
1985). Based on the assumptions that have been developed from the above studies, it shows 
that the overconfidence behavior has a "better than average" effect due to the presence of more 
expertise than other individuals. This causes the CEO to become overconfidence, thus 
affecting company decisions, including a significant effect on the sensitivity of investing in 
cash flow (Malmendier and Tate, 2005), influencing company decisions related to acquisitions 
(Brown and Sarma, 2007), and influencing cash flow and company capabilities to go into debt 
without having risk, so that it may have an impact on the company's decision to merge 
(Malmendier and Tate, 2008). 

With regard to risk taking, there is a strong tendency for individuals to be more confident 
in showing their skills than other people, causing greater risk taking (Svenson, 1981) and 
overconfidence behavior that may cause individuals to prefer risk because it is considered to 
be able to beat the chance of this risk (Camerer). and Lovallo, 1999). CEO overconfidence 
tends to be more willing to take risks when assessing projects than rational managers 
(Hackbarth, 2009) and more concerned about company-specific risks (Gervais, Simon., 
Heaton, and Odena, 2003); more daring to take project risks with consequences for doing 
different things so that they are more promoted to CEO but are too invested (Goel and Thakor, 
(2008); and will benefit the company and commit to using high costs because they have 
stronger and motivated efforts to working on risky projects (Gervais, Heaton, and Odean, 
(2011) Niu, (2010a), (2010b). It also develops the assumptions and the results of previous 
research (Gervais, Simon., Heaton, and Odena, 2003; Goel and Thakor 2008; Hackbarth, 
2009) shows that overconfidence CEO has a positive effect on banking risk taking. Based on 
the assumptions and results of previous research, the following hypothesis is proposed: 

Hypothesis : CEO Overconfidence has a positive effect on bank risk taking 
 
 
3  Research Method 
 
3.1  Data and Sample 
 



 
 

The data and samples used in our research were taken from the annual and financial 
reports obtained from ThombsonOneBaker, Bloomberg, and banks’ websites in Indonesia 
from 2000 to 2018. The number of annual reports obtained depends on the completeness of 
data availability of bank’s websites. The data requirement refers to the financial data of bank 
risk (credit risk, market risk, operational risk and liquidity risk) and banking asset data. Other 
data refers to CEO profiles, bank share ownership, data regarding the composition of the 
company's board of commissioners, and board of directors from the year. 2000 to 2018. 

The population of this research is commercial banks in Indonesia with a total of 94 
commercial banks. The sample with complete data to be processed is reported to be 53 banks, 
classified according to the group of Commercial Banks based on Business Activities (BUKU) 
which are divided into 6 banks in the category of  BOOK 1, 25 bank in BOOK 2, 16 banks in 
BOOK 3, and 6 banks in BOOK 4. Bank grouping including BOOK 1, BOOK 2, BOOK 3 and 
BOOK 4 were performed by calculating the amount of core capital of the bank in the last year 
of research (2018). The calculation of the core capital of banks in Indonesia is calculated 
based on the reference of the Financial Services Authority Regulation (POJK): Number 6 / 
POJK.03 / 2016, 2016). 

 
3.2  Operationalisation Variables 
 

This study uses 11 variables in total. The dependent variables are NPL, NIM, BOPO, 
LDR. The independent variables are CEO OVERCONFIDENCE Meanwhile, the control 
variables are BANKSIZE, BOARDSIZE, OWN1, OWN1-2, OWN1-5 and COM. 
 

Tabel 1. Operationalisation of Variables 

 
 
3.3  Regresi Model Data Panel 
 

Panel data analysis is employed by firstly describing the descriptive statistics information 
of each variable. Also, in the next step, we test the model specifications. We performed the 



 
 

test using Eviews (Pooled Least Square) to prove the research hypothesis. The statistical 
models developed in this study are available as follows: 

 
The effect of CEO Overconfidence on bank risk taking without involving control variables:  
Rit = μ + β1Oi,t  +εi,t                           (1) 
 
The effect of CEO Overconfidence on bank risk taking by involving control variables: 
Rit = μ + αi + β1Oi,t  ∑j=6  βjZˡj,i,,t-1 +εi,t            (2) 
 

Ri, t represents four variable measures of bank risk taking, namely credit risk (NPLi, t), 
market risk (NIMi, t), operational risk (BOPOi, t), and liquidity risk (LDRi, t) for bank i and 
year t. Oi, t is an overconfident dummy variable which has a value of one if bank i is an 
overconfident bank, and zero if bank i is a non-overconfident bank at time t. Zˡ is the six 
characteristics of the controlled bank in this study: BANKSIZE, BOARDSIZE, OWN1, 
OWN1-2, OWN1-5, COM εi, t are random errors. 
 
 
4  Result   
 
4.1  Summary of Statistics 
 

First, we present the general information for the dependent variable and the independent 
variables. The sample of our study consists of banks classified as BOOK 1, BOOK 2, BOOK 3 
and BOOK 4. This classification aims to prove the proposed hypotheses 1, 2 and 3 towards 
bank risk behaviour in the four BUKUs of categorizations. The sample classifications included 
in the four BUKUs are presented in Table 2. 
 

Table 2. Banks in Indonesia based on Commercial Bank Business Classification (BOOK) 
Bank classification Number of banks Observations 

BOOK_1 6 114 
BOOK_2 25 475 
BOOK_3 16 304 
BOOK_4 6 114 

Total 53 1007 
 
4.2  Descriptive Statistics 
 

Descriptive statistics of all the variables we used in this study are shown in Table 3. The 
risk description of banks from BOOK 1 to BOOK 4 classification can be explained as follows: 
the average NPL / Nplloan is still below 5%, the mean NIM is above 2%, the BOPO of all 
banks is seen to be less than 95%, and the average value -The average LDR ratio ranges from> 
= 75%, to> = 85%. Based on Bank Indonesia decrees, on average bank risk can be categorized 
as healthy banking (Bank Indonesia, 2011). Not all banks in BOOK 1 to BOOK 4 are led by 
overconfidence CEOs. In detail, 47% of all banks in BOOK 1 were led by CEO 
Overconfidence, 54% of all banks in BOOK 2 were led by CEO Overconfidence, 66% of all 
banks in BOOK 3 were led by CEO Overconfidence and the largest, namely: 90% of all banks 
in BOOK 4 led by CEO Overconfidence. The highest average size of the board of directors, 



 
 

the largest bank size and the largest average shareholding ranked 1 and 1-2 were in BOOK 4 
banks. 

 
4.3  The Impact of CEO Overconfidence on Bank Risk 
 

We provide the regression results of CEO Overconfidence on bank risk in Table 4. In 
detail, the findings of hypothesis 1 will be translated into the following two main findings. 
First, from model 1a, it is found that CEO Overconfidence has a positive and significant effect 
on NIMs in banks classified as BOOK 2, BOOK 3 and BOOK 4; on BOPO in BOOK 1, BOOK 
2 and BOOK 3; and on LDR in BOOK 1 and BOOK 2. Model 1b found that CEO 
Overconfidence had a positive and significant effect on NPLLOAN only for banks classified 
as BOOK 4; against BOPO in BOOK 3; and on LDR in BOOK 1, BOOK 2 and BOOK 4. The 
findings of hypothesis 1 which show that CEO overconfidence has a positive and significant 
effect on the four bank risks are consistent with the results of Niu (2010a) and Niu (2010b) 's 
research, proving that overconfidence CEO has a significant effect on decision making, 
especially for banks with large total assets. 

Second, from the results of hypothesis testing 1, equation 1.a, it is found that CEO 
Overconfidence has no effect on NPLLOAN in banks classified as BOOK 1 to BOOK 4; 
against NIM in BOOK 1; to BOPO in BOOK 4, and to LDR in BOOK 3 and BOOK 4. While 
the findings from the results of hypothesis 1 test of equation 1.b are that CEO Overconfidence 
has no effect on NPLLOAN in banks classified as BOOK 1, BOOK 2 and BOOK 3; against 
NIM in BOOK 1 to BOOK 4; against BOPO in BOOK 1, BOOK 2, BOOK 4; and on LDR in 
BOOK 3. The findings of CEO Overconfidence that do not affect the four bank risk variables 
are not consistent with the findings of Ho, Huang, Lin, and Yen (2016), where in their 
findings that overconfidence CEO tends to have a significant effect on Non-Performing Loans 
( NPL) as indicated by a more aggressive lending decision making. The findings of CEO 
overconfidence that do not affect NPLLOAN in all BUKUs can be said that overconfidence 
reflects overestimation and is assumed to be more resistant or insensitive to risk. This finding 
supports the findings of Moore, (1977); Camerer and Lovallo, (1999); Gervais, Simon., 
Heaton, and Odena, (2003); (Malmendier and Tate, 2005). (Hackbarth, 2009) and (Gervais, 
Heaton, and Odean, (2011).  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 
 

Table 3. Summary of descriptive statistics for the dependent variable,  
independent variable and control variable 

 
 

 
 
 
 
 
 
 



 
 

Tabel 4. Regression of CEO Overconfidence on bank risk 

 
 
 



 
 

 
 
 
5  Conclusion 
 

This study aims to create a model of risk taking behavior for banks in Indonesia. 
Specifically, we do it in three stages of testing. We prove the effect of CEO overconfidence on 
banking risk taking in Indonesia. We used a sample of 1007 banks in Indonesia with 
observations from 2000-2018 in 4 categories of BUKU (Commercial Banks Based on 
Business Classifications), namely BOOK 1 with 114 observations, BOOK 2 with 475 obs, 
BOOK 3 for 304 obs and BOOK 4 for 114 obs. We find that CEO Overconfidence has a 
positive effect on bank risk although the positive influence of CEO Overconfidence on bank 
risk in Indonesia is uneven across the four types of risk in banks classified as BOOK 1, BUKU. 
2, BOOK 3 and BOOK 4.    

This study provides the following theoretical contributions. The results of this study can 
prove one of the behavioral biases, namely overconfidence in influencing risk taking. 
Furthermore, overconfidence theory predicts that CEO overconfidence behavior tends to be 
stronger in risk taking. The prediction of overconfidence theory can be proven from the 
positive influence of CEO Overconfidence in bank risk taking. This study found that the 
strong tendency of overconfidence CEOs to be more courageous in taking risks and the 
importance of the role of a diverse board of directors will determine the quality of bank risk 
taking. This study still has several limitations. First, the appointment of a CEO is generally 
selected individuals with a good track record from previous experience as a CEO in banking 
or a CEO in a non-bank company. CEO practice obtained from two types of business entities 
with different characteristics, between non-bank and banking companies, will certainly impact 
the quality of decisions a CEO will take. For this reason, the experience factor has not been 
studied in more depth, and this could be an opportunity for further research.  
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