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Abstract: This research aims to analyzes the determinant of reputation risk management in
Islamic bank in Indonesia. We use content analysis method to examine whether there is
reputation risk management in Islamic bank in Indonesia. It shows that, there is no
relationship between those three variables in reputation risk management. There are other
variables that more suitable with Indonesia case. As far as we know, this is the first research
that focus on risk management measurement on syariah bank in Indonesia.
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Abstrak: Penelitian ini bertujuan untuk menganalisis determinan manajamen risiko reputasi
pada bank Syariah di Indonesia. Penelitian menggunakan analisis konten untuk menguiji
apakah adal penerapan manajamen risiko reputasi pada bank Syariah di Indonesia. Hasil
penelitian menunjukkan bahwa tidak ada hubungan antara ketiga variabel dalam menentukan
tingkat penerapan manajemen risiko reputasi. Ada variabel lain yang diperkirakan lebih
sesuai dengan kondisi di Indonesia. Sejauh pengetahuan penulis, penelitian ini adalah yang
pertama kali melihat pengelolaan risiko reputasi di Indonesia.
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2 INQUISITIVE Vol 1 (1) (December 2020) : 1 - 13

INTRODUCTION

The company's reputation illustrates the stakeholders' perceptions of a company.
(Deloitte, 2014) explained in his report that reputation risk ranks first as a risk factor that is a
concern of management. This condition is reinforced by the increasingly integrated
information through social media (Lee, Hutton, & Shu, 2015). The inability of companies to
filter directly on social media makes it more difficult for companies to manage reputation
risk. Therefore, cases related to social media require a different approach, so companies must
pay close attention to produce effective solutions (Ott & Theunissen, 2015).

Financial institutions, especially banks, are industries that are closely related to the trust
of customers or consumers (Fiordelisi, Soana, & Schwizer, 2014). Without the trust of
consumers, banks cannot run their business. Banking is responsible for managing the assets
of its customers. Therefore, the ease of carrying out transactions on their assets is a major
demand for customers. This causes banking to depend on advances in information
technology. The banking industry is aware of the close relationship between information
technology and the reputation risk of a company (Economist Intelligent Unit, 2012).

(Basel Committe on Banking Supervision, 2009) define reputation risk as a risk that
arises because of negative perceptions of customers, business partners, shareholders, or
regulators that can affect the ability of banks to conduct business or create new business
opportunities and the ability to obtain funding sources. In Indonesia, the regulator defines
reputation risk as a risk due to a decrease in the trust from stakeholders, where the decline
was caused by negative perceptions of the bank (Otoritas Jasa Keuangan, 2016). Rules
related to reputation risk management are included in the regulations regarding risk
management that must be applied by banks.

The potential for reputational risk to occur generally begins with the occurrence of
operational losses. When losses incurred due to reputation risk outweigh losses caused by
operational losses, that is when reputation risk occurs (Heidinger & Gatzert, 2018). Some
studies show losses caused by reputation risk, in general, is greater than losses incurred by
operational risk (Cummins, Lewis, & Weli, 2004; Fiordelisi et al., 2014).

In the case of Indonesia, several incidents that were expected to cause a decline in the
reputation of the bank have occurred several times. (Subhardjanto & Dewi, 2011) mention
several cases that reflect the poor management of the bank's business. These cases included
the case of Bank Summa in 1992, the double financial reports carried out by Lippo Bank in
2002, the BNI bank fictional L / C cases in 2002, the closure of Global Bank in 2004 and the

2008 Century Bank case. In some cases the deterioration in the condition of the bank was
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accepted by the community, followed by a decline in public confidence. In some instances,
the impact caused is large enough to cause the bank to be liquidated or change ownership.

(Oorschot, 2009) states that one of the main conditions that cause a high risk of banks is
that banks are risk-taking entities. Banks tend to take risky actions to run their businesses or
improve their business. Therefore, the ability to recognize all the risks that might be faced
must be carried out by the banking industry.

Based on the explanation of the conditions above, this study raises the following
problems (1) How is the implementation of reputation risk management in Islamic banking in
Indonesia? and (2) What factors are decisive da lam implementation of reputation risk
management in Islamic banking in Indonesia? The purpose of this research is To find out the
extent to which Islamic banks are aware of the reputation risks they must face and Factors

that determine the implementation of reputation risk management.

LITERATURE REVIEW

In general, research related to the reputation risk of existing companies focuses on the
reputation of the company, especially regarding its definition and measurement (Clardy,
2012). In addition, research on reputation risk also addresses reputation and its relation to
financial performance (Gatzert, 2015).

Empirical research on reputation risk as the market focused on the reaction that followed
the case of the occurrence of operational losses. The results of the research, in general, show
that the negative impact shown by the market reaction is greater than the operational losses
that occur (Cummins et al., 2004; Fiordelisi et al., 2014; Gillet, Hibner, & Plunus, 2010).
Therefore, it indicates a reputation loss that has a significant impact. (Fiordelisi, Soana, &
Schwizer, 2012) then investigate what factors determine reputation risk for the bank.

In other literature discuss how to manage reputation risk. Some studies focus on
improving reputation after a crisis, including by conducting communication strategies but
only a few of them take a proactive approach to managing reputation risk. (Gatzert & Schmit,
2016) conduct research by incorporating reputation risk in Enterprise Risk Management
(ERM) holistically. Meanwhile, (Gatzert, Schmit, & Kolb, 2016) examined insurance
solutions for reputation risk as a measurement of risk management. While (Mukherjee,
Zambon, & Lucius, 2009), analyze reputation risk disclosure in 20 European banks and
calculate the frequency of related words.

Overall, the results of previous studies indicate it is important for companies to monitor

the level of risk of company reputation because the reputation and negative events that follow
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after the damage to a company's reputation can worsen the company's performance (Gatzert,
2015). Therefore, managing the reputation of the company's risk must create value for the
company. However, despite its considerable influence on the condition of a company, there is
little empirical research that addresses the determinants and values of managing reputation
risk in a company. Even though in a larger context, namely Enterprise Risk Management,
discussions on this topic are often done (Beasley, Pagach, & Warr, 2007; Gatzert, 2015;
Gordon, Loeb, & Tseng, 2009). Because the Enterprise Risk Management which is good to
be able to capture the entire category of risk, including reputation risk, reputation risk as a
continuation and development of ERM should be a positive signal for our shareholders and it
should be a concern for the management.

This study aims to investigate the factors that determine how much awareness of Islamic
banking is related to the reputation risk it faces. This awareness is seen from whether the
Islamic bank has implemented the risk management reputation of the company. Furthermore,
from the factors that have been determined analyzed whether these factors influence
reputation risk management.

The first researcher to look at the impact of overall operational losses was Cummins et
al., (2004). Using data sourced from OpVar, a database developed by OpVantage, a
subsidiary of FitchRisk. Where in the OpVar collect all data operating losses experienced by
all companies in the United States from the late 1970s until the research is done. Research at
first only saw the impact of operational losses on the company's stock price. Have not seen
the impact caused by the implementation of reputation losses. (Cummins et al., 2004)
conducted a study using the event studies method to see the impact of operational losses on
the stock prices of banking and insurance companies. The research includes data on all
operational losses with a value of losses above USD 10 Million. The duration of the study
was between 1978 and 2003 with the number of banks being the object of research as many
as 403 banks and 89 insurance companies. The results of the study indicate a statistically
significant relationship from the announcement of the existence of operational losses to the
decline in stock prices. On average, the market response to the announcement is greater for
insurance companies compared to banks. Furthermore, losses due to a decrease in share
prices exceed the losses incurred due to operational losses. This condition indicates that the
operational losses feared by investors can have negative implications for cash flows in the
future. The greater Tobin's Q, the greater the impact. That is, companies with greater

opportunities to grow will experience greater losses.
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The next study that looked at the relationship between operational losses and stock
prices was carried out by (Perry & De Fontnouvelle, 2005). In this study, (Perry & De
Fontnouvelle, 2005) first defines reputation loss as a loss that occurs when a decrease in the
market value of a company is greater than the trigger, namely operational loss. In addition,
they also did some updates. The first update is that the analysis of operational losses is made
more profound. One way is to divide operational losses into seven parts in accordance with
the distribution of operational risk based on Basel Il. The seven risks are internal fraud,;
external fraud; safety of work environment and practices related to labor; relationships with
clients, products produced, and business practices carried out; loss due to damage to assets in
the form of physical; any disruption to the business or failure of the system; Exclusion,
completion and process management.

(Perry & De Fontnouvelle, 2005) examined the period between 1974 and 2004. During
this period, 115 operational losses were recorded in all financial institutions around the world
based on the recording of operational risk databases, namely Algo OpData and OpVantage
FIRST. The second update made by both is to include the rights of shareholders as further
analysis. The measure of shareholder rights follows the G index of corporate governance
based on measurements made by Gompers. The results of the study show that reputation
losses occur following the occurrence of operational losses. A decrease in the market value of
the company is greater than the operating loss that occurs. The next findings are companies
with weak shareholder rights, there is no difference between the impact of operational losses
due to internal fraud or the impact of operational losses due to non-internal fraud. In
companies with strong shareholder rights, the impact of internal fraud is more than one to
one. Thus, reputation risk is stronger in companies with strong shareholder rights.

Gillet et al., (2010) is the next researcher who looks at the relationship between
operational losses and stock prices. Departing from the two previous studies mentioned
above, he did some updates on his research. The first update is to calculate the difference or
difference between losses on market value and losses announced by the company. With this
notation, it is easy for the author to isolate the real impact of the announcement of operational
losses on the rate of return on shares.

The second update made by (Gillet et al., 2010) is to divide the announcement date not
just one but into three parts. The first date is called the press date or when the news is first
about operational losses entering the media coverage. The second date of the recognized date
is the date when the number of losses incurred is calculated by the company. The third date is
a settlement date, which is the date stated by the OpVantage database system.
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Furthermore, the results found from the research conducted by Gillet et al. is the
following. In a global analysis, CAR (Cumulative Abnormal Return ) at settlement date is
different from CAR at press date and recognition date. At settlement date, CAR is positive
and not significant. Whereas in settlement date, CAR is negative and not significant. While at
the press date, CAR proved to be significantly negative. This significant negative occurred
before the announcement. This condition shows the existence of market overreaction in semi-
strong informational inefficiency and the existence of insider trading on strong form
inefficiency. For cases in the United States, the same conditions also occur. In the EU there is
little difference in the two previous conditions. In the European Union, the impact of purely
mechanical operational losses is greater. Basically, the losses that occur on average are not
much different, but because the market value of companies in the European Union is greater,
the impact caused by operational losses is greater. The other main difference is the return

around recognition date, where CAR is not different or has zero value before the event.

RESEARCH METHODOLOGY
Data

This research aims to look at the application of reputation risk management and the
factors that determine the level of reputation risk management in banking companies. As a
population is all banking companies in Indonesia, while this study uses a sample of Islamic
banking companies. In addition, the year period used is 2017. The selection of samples in
Islamic banking, because the sharia industry is one of the fastest growing industries.
Therefore, Prudential functions, including implementation of reputation risk management, it
should be applied. This is so that the momentum of the development of the Islamic industry
can be maintained properly. While the use of 2017 is because the year is the most recent year
in which the annual report is published. Thus, it is expected that the most recent phenomena
that occur will be known.

This study uses secondary data. Several data sources were used in this study. The first
data source is the annual report issued by each Islamic bank. The second source is other
reports issued by the Islamic bank, for example, GCG Reports, Sustainability Report, and
other reports. The third data source is from the website of the Financial Services Authority
(OJK) and Bank Indonesia (BI)
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Variables
The variables used in this study refer to the variables used by (Heidinger & Gatzert,

2018). The explanation of the variable used is as follows:

Reputation Risk Management

To test how far a company applies reputation risk management in its company, this study
uses a special category in classifying the level of implementation of reputation risk
management. The value given is 1 if the company meets one of the categories. While the
value of 0 is given if the company does not meet at all the categories:

1. Has its own risk category. Reputation risk has its own risk category naming. Whether it is
combined in risk management or classified in other categories but has a separate
definition. Thus, the company is already aware of the reputational risks they face. Naming
is given the example: Brand and Reputation Risk, Reputation Risk and Compliance,
Reputation and Systemic Risk, etc.

2. Framework. There is a framework related to reputation risk with a scope that includes:

i. Reputation risk framework
ii. Reputation risk management framework
iii. Reputation risk control framework
iv. Key reputation risk framework
v. The principal framework of reputation risk
vi. A framework to protect the reputation of the company
vii. Reputation risk policy
viii. Reputation risk management policy
iX. Reputation risk management policy
X. Reputation risk management policy
xi. Policy for controlling reputation risk
xii. Guidelines for managing reputation risk
xiii. Reputation risk management program
xiv. Directions for controlling reputation risk.
3. Committee / Function. The existence of a functioning committee or working group on the
following matters
i. Reputation Risk Committee
ii. Reputation risk management committee
ili. Reputation risk review committee

iv. Reputation risk policy committee
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v. Reputation committee
vi. Reputation risk management function
vii. Reputation risk board
viii. Reputation board
iX. Reputation risk forum
X. Reputation risk department
xi. Reputation Risk Management Department
xii. Reputation risk management office
xiii. Reputation risk management team
xiv. Control unit and reputation risk management.
xv. Reputational risk function (subfunction)
xvi. Corporate offices related to reputation risk
xvii. Corporate offices related to reputation risk management
xviii. Officers related to reputation risk
xiX. Head of reputation risk section.

Company Size (Size)

Large companies usually face more complex risks. Reputational risk is generally seen as
a "risk from risk", large companies should implement a reputation risk management program
because the larger the size, the companies will face greater and more complex risks (Beasley
et al., 2007). Furthermore, large companies generally have larger stakeholders and have
greater public interest, thereby reinforcing the existence of reputational risk. Empirical
studies show that firm size has a greater impact on reputation loss in events that cause
reputation damage (Fiordelisi et al., 2014). In the end, larger companies also have more
resources to implement risk management programs (Beasley et al., 2007). Thus, the
hypothesis used in this study is that company size has a positive effect on reputation risk
management. The size of the company in this study is defined as the natural logarithm of the
book value of assets.

H 1: Company size has a positive effect on reputation risk management.

Capital Adequacy Ratio (CAR)

The direction of the relationship between CAR and reputation risk is partly ambiguous.
On the one hand, companies with good risk management, including management of good
reputation risk, will have considerable access to financing at a relatively low cost and

therefore have considerable debt. On the other hand, several studies show companies with



Chaerani & Nana, Determinant of Reputation Risk Management in Islamic Banks in Indonesia 9

large CARs will statistically experience greater reputation losses (Sturm, 2013). This can
cause a different reaction. A different reaction is that companies with CAR that will
implement a reputable risk management program or companies that have a concern for
reputation risk will reduce their debt so that they are not too heavily affected by reputation
risk. Various empirical studies regarding the determinants of enterprise risk management also
show several times that the relationship between CAR and risk management is not clear
(Pagach & Warr, 2010). In accordance with other studies that examine the determinants of
reputation risk management, this study uses the ratio of the book value of debt to book value
of assets as a measure of debt.

H »: There is a relationship between CAR and reputation risk management

Profitability

(Fiordelisi et al., 2012) show that companies that have greater profits will usually suffer
more from loss of reputation, which emphasizes the need for reputation risk management in
these companies. Because companies with higher profit levels will usually also face costs
related to reputation risk management programs that are also high (Lechner & Gatzert,
2018)), it is assumed that there is a positive relationship between RoA (as a proxy for
profitability) and reputation risk management. Measurement of profitability uses the ratio of
net income divided by the book value of total assets.
H 3: Profitability has a positive effect on reputation risk management.

Concern for Reputation

The frequency of the mention of the word reputation and reputation risk in the content
analysis of the annual report will be used as a proxy for the company's concern for reputation
risk. Companies that report or discuss risks related to reputation on the one hand and have
concern for the reputation of the company, on the other hand, are generally aware of the
importance of managing the risk of their company's reputation. Thus, it is expected that there
IS a positive relationship between reputation risk and reputation risk management.

H 4. Concern for reputation has a positive effect on reputation risk management.

Concern for Risk

The greater the company's concern for risk, the more the company will be aware of the
complex risks faced. The greater awareness will make them more able to mitigate the overall
risks they may face. As a proxy for risk awareness, the measurement used is how much risk is
mentioned in the annual report prepared by the company. The relationship that is expected to

occur is a positive relationship.
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H 5: Concern for risk has a positive effect on reputation risk management.

Model

Based on the explanation of the variables above, the model used in this study is
Manajemen Risiko Reputasi
= a, + BoUkuran Perusahaan + 3, Profitabilitas + S, Hutang Perusahaan
+ f3Kepedulian terhadap risiko reputasi + p,Kepedulian terhadap risiko

RESULT AND DISCUSSION - Heading 1 (TNR, 12pt, Bold, Align Left, Uppercase)
Data collected from all Islamic banks that have complete financial reports between 2015
and 2017 on the website, www.ojk.go.id. If they do not have a complete financial report, the

sample will be excluded from the sample selection.

Descriptive Statistic
Below is the descriptive statistic from the data.

Table 1 Descriptive Statistic

MNJREP SIZE PROF CAR KEPREP KEPRISK
Mean 0.638889 19790755 0.024586  0.203250 1.000000  1.000000
Median 1.000000 7244802. 0.005900 0.172400 1.000000  1.000000

Maximum 1.000000 87939774 0.235300 0.758300 1.000000  1.000000
Minimum 0.000000 1275648. -0.107700 0.003000 1.000000 1.000000

Std. Dev. 0.487136 24345231 0.074374 0.142898 0.000000  0.000000
Skewness -0.578315 1512058  1.398013  1.847457 NA NA
Kurtosis 1.334448 4.037891  4.858579  7.805549 NA NA
Jarque-Bera  6.167783  15.33374  16.90812 55.11854 NA NA
Probability 0.045781  0.000468 0.000213  0.000000 NA NA
Sum 23.00000 7.12E+08 0.885100 7.317000 36.00000  36.00000

Sum Sqg. Dev. 8.305556 2.07E+16 0.193601 0.714696 0.000000  0.000000

Observations 36 36 36 36 36 36

The results of the descriptive statistics are shown in table 2. In the size variable, the
average total assets of all Islamic banks in Indonesia is IDR 19 Trillion with a median of IDR
7 Trillion. The standard deviation is IDR 24 Trillion or there is a deviation from the average -
ata of Rp. 24 Trillion.



Chaerani & Nana, Determinant of Reputation Risk Management in Islamic Banks in Indonesia 11

Whereas in profit it is found that the average profit or profit on Islamic banks in
Indonesia is 2, 4% with the median or the value of the profit is 0.5%. Whereas in the CAR
variable, the average CAR in Islamic banks in Indonesia is 20, 3% with a median of 17.2%.
Observing this value, most Islamic banks in Indonesia operate quite prudently or carefully so
that they keep their CAR values far above what is required by the OJK, which is 12%.
Whereas related to ROA, the value is not too high, still around 2%. While overall,

commercial banks in Indonesia have ROA of up to 5%.

Regression with Logit Model

Table 2 Regression Result
Dependent Variable: MNJREP
Method: Panel Least Squares
Date: 02/26/19 Time: 09:22
Sample: 2015 2017
Periods included: 3
Cross-sections included: 12
Total panel (balanced) observations: 36

Variable Coefficient Std. Error t-Statistic  Prob.

C 0.593455 0.193836 3.061637  0.0044

SIZE 3.92E-09 3.55E-09 1.102106 0.2786

PROF -1.662476  1.158385 -1.435166  0.1609

CAR 0.043142 0.627008 0.068806  0.9456
R-squared 0.113575 Mean dependent var  0.638889

Adjusted R-squared  0.030473  SD dependent var 0.487136
SE of regression 0.479656  Akaike info criterion 1.472946
Sum squared resid 7.362250  Schwarz criterion 1.648892
Log likelihood -22.51303  Hannan-Quinn criter. 1.534356
F-statistic 1.366692  Durbin-Watson stat  0.401915
Prob(F-statistic) 0.270590

The test results using logit are shown in the results above. Overall, there is nothing that
influences management decisions to have concerns related to the company's reputation. Of
the five independent variables previously considered for use, this study only used three of
them. Two of them which are dummy variables cannot be used because the form of the

equation cannot be regressed because of near singular matrix.
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From the results of the regression conducted, the three variables, namely size,
profitability and CAR do not significantly influence management decisions to pay more
attention to and consider the company's reputation. Each variable has the following
coefficients. Size is 0, 0000, while Profitability is -1.66 and CAR is 0.04. What this means is
that if there is a size increase of 0, 0000, the possibility of management caring about the risk
rises by 0.0000. While on profitability there is a negative relationship. Which means that the
increase in profits actually causes management to ignore the reputation factor. While the
CAR is positive 0.04 means that the company if it has a CAR increase of 1 unit then the

increase in concern is equal to 0.04.

CONCLUSION

This study tries to see how the relationship between management concern for reputation
risk with profit variables, company size and CAR. The study was conducted because the
authors were interested in observing the extent to which reputation factors were of concern to
many parties. Because it must be recognized, reputation is a risk that until now cannot be
quantified.

From the results of the tests carried out, the three variables did not affect the reputation
management of the banks. Therefore, it is necessary to conduct further searches related to
variables that can explain management decisions in having more concern regarding
reputation. Suggestions from this study are further research using variables other than the
three variables above. Because the use of the above variables is proven not to significantly

influence management decisions to have risk awareness.
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