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INTRODUCTION

BBVA research stated that ASEAN is on the early stages of digital banking evolution. The growth of
internet banking and platform mobile in ASEAN is hindered by the lack of trust in online information sharing, even
if financial technology (fintechf) in ASEAN is still in its early .\l;lgc.~i but it is progressing very l’alpidlyl‘Thc trend of
digital banking in ASEAN ovdrall is increasing from 2014 and it islestimated that the projection in the future will
keep on increasing until year 2030 (BBVA research, 2017). In facing the trend of technology growth in the banking
industry, the important thing that should be the main focus is the growth of intellectual capital (Radianto, 2011),
especially on internal capital in order to fulfill customers’ needs and face industry competition.

Di.\;clnsurj is_an_information that is delivered to the public through cnmpam"j financial report {ammla:I
report)] Disclosurd usually consist of two types which are: disclosure that is delivered according to th
predetetmined minimum standard and is known as mnnddt()r}* disclosure, and _e ormation that
cxu:c;i;hc mmrmum sl:md‘lrd (be it financial ‘Orimation) is called V()]ul]l:l()’ disclosure. Voluntary
disclosure can coss strategic information (Product, Competition), financial information (stock price, earning
projection) and 111101111at10n outside of financial (CSR, corporate governance) (Agca and Onder, 2007; Lan et al.,
2013: Rezaee and Tuo, 2017). Voluntary disclosure is the ideal medium for banks to convey their mlelleuu‘ll ulplml
advantages in comparison with their competitors, voluntary disclosure related to intellectuall capital is called
intellectual capital disclosure. The focus of intellectual capital disclosure in this study is emphhsized on internal
capital that is often called as internal capital disclosure. Topics related to internal capital disclosure are interesting
topics, since a few] company management emphasized disclosure on internal capital (structural capital) more than
external capital andl human capital (Maria and Matis, 2014; Schneider and Samkin, 2008), and aside from that the
trend of internal capital disclosure in the banking industry shows a significant increasing trend from time to time
(Haji, 2012).

One of the goals of disclosure is to give relevant information for in\-'csmll; a company’s information is
considered to give a relevant value if the information obtains response from the matket in the form of change in
stock price or increase the variability in stock returns (Chen et al., 2014; Dumontier and Raffournier, 2002; Kothari,
2001; Luo et al., 2018). Studies on the effect between intellectual capital disclosure and the stock market yielded
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various results, on the one hand it shows that intellectual capital disclosure has a direct effect tof the market value
and also stock abnormal return (Alfraih, 2017; Dumay et al., 2007). On the other hand, other studies mentioned that
intellectual capital disclosure in Britain and Australia has a positive effect withf the market pricel but only in
industries that are not traditional, and in contrast in Hong Kong and Smg;lp{urcit re is no direct effect between
intellectual capital disclosure and market price (Vafaei etal., 2011), in accordancé with study by Abeysckera (2011)
that showed that there is no impact between intellectual capital disclosure on stock return. The gap between the
previous studies became the base as to study further the effect between intellectual capital disclosure (internal
capital disclosure) and stock return.

Innovation strategy and internal process performance is a part of intellectual capital related to financial
performance (Hariyati and Tjahjadi, 2015), in accordance with study by Abhayawansa and Guthrie (2010) that
stated that intellectual capital can be used as 111&111Liudicatm’ for c()mpany'{lﬁuaucial performance that will
subsequently affec change in stock price. Therefore, the study used financial pebformance (return on asse)) as the
mediating variable between intellectual capital disclosure and stock return.

The study on the effect between intellectual capital disclosures on smckLrelum has been previously
conducted several times. However, it is still hard to find a study that combines three vhriables which are intellectual
capital disclosure that is specific which are internal capital disclosure, return on asset and stock return. Therefore, it
interesting to not only study the effect between the] three variables, but also to see if retum on asseff can mediate
the effect of intellectual capital disclosure on stock ret

Signaling Theory

Signaling theory is useful to 111ustmt@1€ behavior of an individual or organization that has access to
different 1ngmd[10n The information sender has to choose how and what information to communicate (giving
signal), and the receiver has to choose how to interpret the signal (Connelly et al., 2011). Signaling theory states that
company with better performance is more likely to do voluntary disclosure more easily and readily, because it is
seen as a way to easily distinguish their company compared to other companies in the market (Leui et al., 2013),
managers have an incentive to communicate their information on the company’s favorable future prdspects (Lobo.
2017), aside from that manager with bad news will disclose it voluntarily to give signilll on his ability to overcome
beu.j situation (Hassanein and Hussainey, 2015; Yekini et al., 2016). In relation to vdéluntary intellectual capital
dis¢losure, management will only disclose voluntary intellectual capital as long as there is advzmtagcl to be gained to
reduce informationjasymmetry in the market (Subhash and Indra, 2009).

Intellectual capital disclosure (internal capital dim:lmure1

The definition for intellectual capital in various lterature is very broad and lherei()re it is not easy to
correctly cﬂne intellectudl capital (Abd()lm()h(lmmdd 2005) According to_Stews Tial capital
umslsj of mhmubl asset in the form of s SEm and know]edgc In Lcncml u)mp()nems ()i
intelledtual capit :
consisf of procedure, syste
the] human resousees- T ¥ Iﬂ'ﬁ:ustﬂmers, suppher and resedrch
and development partners (Gaia, 2015). Tabledl is a dehu]ed structure of intellectubl capital described by Guthrie et
al. (2004), intcllcctuaicapilal structure in table 1 1s used as the base for this study, but intellectual capital used in this
study is focused on internal capital. Relating to internal capital, Ahmed Haji and Mubaraq (2012) gaVe their view on
internal capital structure that can be used to complete internal capital in this study. consisting of {@itent, copyright,
trademdrks, corporate culture, corporate philosophy, leadership, Information systems (technology), financial
relations, innovation, and research & development.

Table 1. Intellectual capital s;

al property 7. Brands 14. Employee
2 IManagement philosophy 8. Customers 15. Education
3. Corporate culture 9. Customerf satisfaction 16. Training
4. Management processes 10. Companly| names 17. Work-related knowledge
5 Information/networking 11. Distributibn channels 18. Entrepreneurial spirit
systems
6. Financial relations 12. Business collelbnrallion.1

13. Licensing agreements

From year to year, company annual report is continuously reconstructed to show intellectual capital
indicators on company’s annual reports, which was initiated in the early 1990s by a number of companies that has
high dependency on intellectual capital (Petty et al., 2(}(}(})1 From the perspective of intellectuall capital information
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user, many users want the company to provide more transparent information and more information related to the
intellectual capital of the company (Petty et al., 2008).

Study by Sonnier (2008) stated that high tech companies deliver more information on intellectual capital
compared to traditional companies. Banking is an industry that is sensitive to technology and therefore it is very
logical that banks that are aware of technological changes will disclose more of its intcllcctualaapital (internal
capital) on its annual repﬂ, in accordance with study by Haji (2012) that stated that the disclosure of internal capital
in banking| sector shows a significant and increasing trend.

Intellectual capital disclosure (internal capital disclo_suret

Intellectual capital disclosure is useful if the disclostire users respond to intellectual capital disclosure. One
of the disclosure users is investors, response from in\-cslull urLintcllcctuall capital is reflected on the volatility of the
stock price which will impact stock return (Wardhana et all, 2017}, in ac§frdance with intellectuall capital disclosure
user’s expectation, that believes the more intellectual capital disclosed will f@ive positive impactlto the increase in
stock price (Petty et al., 2008). Vafaei et al (2011) and Alfraih (2017) found that intellectual capital disclosure has a
positive effect withl market value or market price. Specifically, Dumay et al (2007) mentioned that stock market
gave the most response onfthe disclosure of internal capital, and therefore the hypothesis used is:

H1: Internal capital disclosure positively influences stock return.

Intellectual capital disclosure and Financial Performance

Signaling theory states that the company with good performance is more likely to disclose voluntary
disclosure more easily, so that voluntary disclosure is expected to have positive relation with companyl's
performance and quality (Lan et al., 2013). Study that diréc TSCHS: ffect bet'ae internal capital disclos
and company’y performance is still rare, (Bianchi Martini et al., 2016) did a study on the effect of intellectual capital
disclosure on financial ‘performance, but the study emphasize] on relation capital disclosure that is also a part of
intellectual capital disclosure. The result offfhe study by Biandhi Martini et al (2016) shows that there is a positive
effect between relation capital disclosures on the financial performance of companies in Europe. The results of thci
studies suggest:

H2: Internal capital disclosure positively influences financial performance (ROA).

Financial Performance and Stock] Return

Stock price fluctuation is ldirectly correlated with m\'t:sl:)r'iconﬁdcncc level on the performance of the
company which will subsequently affect stock return (Wardhana et hl., 2017). In general, stock price will adjust
itself with the fundamental values of the company (Velinov and Chen, 2015), therefore, it can be concluded that the
stock price adjust in accordlbe with the values of the company (companyl's performance), which the adjustment
will then affect stock return. Therefore, the hypothesis used in this study is:

H3: Financial performance (ROA) positively influences with stock return.

Mediating Ell'ecll:f Financial Performance (ROA

Nuryamadn (2015) stated that profitability is 2 intervening variable in lhct:ffecl between intellectual capital
and firm value, whereby good financial performance will attract investors’ attention to invest orirt:]];t company, and
will then increase stock price and company value. Return on Assets (ROA) is a financial perfofmance that is used
as a mediator between intemal capital disclosure and stock return. Therefore, the hypothesis used in this study is:

H4: Return on asset mediates the effect between internal capital disclosure and stock return.

Mediation and Sobel Test

Contemporary analyst states that the most important steps to meditation are the effect between independent
variable with mediator (path a), and the impact of mediator (path b), whereas when path a and b are controlled then
the effect between independent variable with dependent variable (path ¢) which was initially significant became
insignificant does not have to be fulfilled except if full mediation is expected, and the significance of pathfc does
not need t() known when path a and b are still not controlled (Kenny, 2018; Shrout and Bolger, 2002). Sobel test
described a significance test for the indirect effect of independent variable on dependent variable through mediating
variable.

Joumal Bima ( Business, Management And Accounting), Vol. 4 No. 1 2023 page: 79— 871 81




ISSN : 2721-2971 e-ISSN : 2721-267X

RESEARCH METHOD

Dai

'41 The data used in this study is a secondary data which is in the form of a panel data with 105 samples from
banks in 4 countries in Southeast Asia (Indonesia, Thailand, Singapore, and Malaysia) during the year 2012-2016.
Data source used for internal capital disclosure used C()ntentnalysis approach on the annual report for year 2012-
2016 (1()11 of volume ICD), the data source for return on asket ratio v.a data from morningstar.com, and the data
source foul stock return per year was obtained from Yahoo Finance, and the control variable used in this study is firm
size which is the log (Total Asset) per year, and the data was processed using Stata.

Operational definition and
pital disclosure
Internat capital disclosure is obtained through cunlenll‘-:umlysis approach on zmnuzljr;;p()rt, content analysis
is used by giving code on qualitative and quantitative information according to the predetdrmined category to find
presentation| pattern and report from the information (Guthrie et al., 2004} | Volumd or frequency of intellectual
capital disclosure is found using the standard (keywords) determined previously (Maaloul and Zéghal, 2015), the
keywords used for internal capital disclosure are patent, copyright, trademark, culture, philosophy, technology,
innovation, research development, R&D, and information system.
2. Return on asset

Return on assets (ROA) is one of the ratio generally used to measure performance in the banking sector as
the main measurement f()lLbank profitability (Ozkan et al., 2017). F()rmulei for return on assell (ROA) used is net
profit (loss) for that year Hivided by average assets. F()rmuleif()r return o ﬂeli is in.accord Ucﬁﬁ with the ROA

formula in morningstar comf which is the data source for this stiidy. ETS)

3{ Stock return

Source for stock returns consist of capital gain (loss) and dividend vield (Wardhana et al., 2017), this study

uses both in caleulating for stock returns. According to Hartono (2017) stock return formula is as follow:
3
Stock return =g— Pt-1 + Dt
Pt-1

Pt is the stock price in the current period, Pt-1 is st()ckl price in the previous period and Dt is the dividend per share
during that period.

RESULTS AND DISCUSSION

RESULTS
Descriptive statistics

In relation to the multicollinearity and helel‘()sced;lsticit)i, table 2 shows that the correlation between
variables are not more than 75%, and VIF under 10, and 1/VIF is higher than 0.05 and so it can be concluded that
there is no multicollinearity. Heteroscedasticity] using the Breusch-Pagan test results in Prob>Chi2 of 0.1513 or
above 0.05 and so there is no heteroscedasticitly lem. In addition, the autocorrelation Test, (Wooldridge test)

results in Prob>F of 0.3613 or above 0.05 which sl t there is no alul(x:()n’clilli()l1 problem.
Table 2. Multicollinearity test
Stock’s return 1.0000
ICD -0.0396 1.0000
ROA 0.2459 0.3929 1.0000
Firm Size -0.0307 0.0193 -0.1695 1.0000
ROA 1.23 0.814282
ICD 1.19 0.838052
Firm Size 1.04 0.962546
Mean VIF 1.15
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%b]e 3 shows the descriptive statistics for the main variables in this paper, the maximum value of stock’s
return of the sampled firms is 0.78, and the minimum is -0.38, this indicates significan nriali()n between banks in
Southeast Asia in terms of stock’s return. Although the minimum value of stock's returnlis negative. but the average
stock return is 10.33%, this means that although the majority of stock’s return is favorable, but tht're\lq some
unfavorable return.

The maximum value of ICD (log ICD) is 243, while the minimum is 0.9, this indicates that variation exists
between banks in Southeast Asia in terms of stock retumLThe maximum value of ROA 1s 3 .66, while the minimum
1s 0.22, this suggests that significant variation exists between, banks in Southeast Asia in terms of RUALThc
standard deviation of all research variables is relatively small so that the data of this research are worthy of being
tested.

Table 3. Descriilive statistics

Stock’s return 105 0.10333 0.23745 -0.38 0.78
ICD 105 1.73229 0.3524 09 243
ROA (%) 105 1.4721 0.73825 0.22 3.66
Firm Size 105 10.8353 0.33776 10.12 11.52

Data used in this study is panel data and so chow test needs to be conducted to determine the method used,
result from the fixed effect regression with 10% significance shows that Prob>F 0.9523 or above 0.10, and therefore
it can be concluded that Fixed fj}"’fc‘rs“j:)t the best option and that Pooled least squared is the best option. Then,
the next panel data regression test uses¥agrange Multiplier Test to determine the best option between pooled least
squared and random effect, the result of the Lagrange Multiplier Test with 10% significance is Prob>Chibar2 with
the value of 1 or above 0.10, and therefore pooled least squared is still the best option.

Direct influence

Table 4 shows the three direct paths and there is only one path that’s rejected. The significance level used is
10%, coefficient (B-value) shows a positive sign which indicates proportional or linear influence, and the negative
sign indicates opposite influence.

Table 4. Direct influence testing resul

ICD — Stock return - 0.026 0.694 Rejected
ICD - ROA 0.83 0.000 Accepted
ROA= Stock return 0.08 0012 Accepted

Analysts states that the significance of the independent variable (ICD) peltfi on_the dependent variable
(stock return) is not required (Kenny, 2018; Shrout and Bolger, 2002), thel‘efk)l‘clcvcn i thﬁ ﬁffECt between variable
ICD on stock return is not significant it is not an obstacle to the mediation effecytest. = ers)

Indirect influence

Figure 1 is a Sul‘l‘ll‘l’léll“" of the test on the indirect effect of ICD on stock| return which is mediated by the

ROA with significance of 10%

Figure 1. Indirec:[leffect of ICD on stock return mediated by ROA.

B =0830 p =0.101

P =0000 0.004

_ B =-0.110 0.03

SE=0.187 P = 012 4|
SE=_0.070

Stock Return

v
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Sobel test described the indirect influence between independent variable and dependent variable through mediating
variable. The formula for sobel test is ab divided by:

v b2Sa? + a?Sh?
The path from independent variable to mediator is represented as a and the standard error is Sa, b is the path from
mediator to the dependent variable and Sb is its standard error (Baron and Kenny, 1986: Sobel, 1982). The sobel test
calculation result for mcdieltim1 effect of ROA on the Effect between ICD and stock’s return is zivalut: of 2.47.

DISCUSSION
Internal capital disclosure and stock return

Hypothesis | (H1) stated that the internal capital disclosure has an influence with stock return, but the study
result states that intellectual capital disclosure does not have a significant correlation with p-value of 0.694 or above
0.10. The result of this study is in ';lccor@cc with study by Abeysekera (2011) that shows that there is no influence
between intellectual capital disclosure on stock return. This study result is also in accordance with theory| of
bounded rationality that stated that humans are not omniscient, and that humans are limited by the cognifive
limitation (Hardman and Macchi, 2003; Wisniewski and Yekini, 2(}15]Llulcmill capital disclosure narration in the
annual report is a long text and is very complex so that patience is needed to study it. excepf if the investors hyges
certain software to conduct evaluation, and therefore the market needs more time to process the many and comple
information volume, and so mediation is needed to reduce cognitive limitation. It is possible that it will take some
time for investors to completely recognize the worth of intellectual capital, and it may take some time for businesses
to comprehend the advantages of disclosure.

Inlernalapital disclosure and return on asse

Hypothesis 2 (H2) states that internal M_‘ disclosure has a positive influence withrctum on asset]. -
value of 0.830 means that internal capital disclosure and return on assef has znezlr or proportional effect. P-vhlue:
of 0.000 or below 0.10 indicates that the effect is significant and therefole H2 is accepted. The result of this study 1s
in accordance with signaling theory whereby the company gave signallthmugh voluntary disclosure to the investor
to show that their company is better than other companies (Shehata, 2014), companies with better performance is
more likely to do more voluntary disclosure or is more prepared compared to companies with poor performance
(Lan et al., 2013). One reason for this effect may be that companies that disclose more about their internal capital
are seen as being more transparent and open about their financial performance, which can increase investor
confidence and attract more investment. Additionally, internal capital can provide companies with the resources they
need to invest in new projects and grow their businesses, which can lead to higher ROA over time.

Return on as.suann stock relurnLhﬂ

Hypothesis 3 (H3) states lthat financial performance (ROA) has a positive effect will‘j stock return, whereby
the B-value is 0.101 which means that the higher the return on elssc[Lwill impact to the increade in stock return, wi
p-value of 0004 so it shows that the effect between ROA and ktock return is significant and therefore H3 is
accepted. The result of this study is in accordance with researcher’q thoughts, which is cumpam):J that has asscj or is
developing their asset means that the company has a good opportulaity’ to-grow, and so possesd the ability tolin
profit for the company, and so investor’s trust will increase and it will affect the increase of stock return (Wardhana
et al., 2017), relation| between profit and asset is reflected on ROA that impacts on the increase in stock return] A
company with a highl ROA may have more cash flow available to pay dividends or reinvest in the business, bothlof
which could also boost stock returns.

Mediating el‘l‘ecjnf ROA on internal capital disclosure with stock return

Hypothdsis 4 (FH4) states that ROA is a mediator of internal capital disclosure on stock return. The
mediating effect of ROA is emphasized using sobel test, with z-\-'alllch;csull of 2.47, and because thelz is 2.47> 1.65
with significance of 10%, therefore it proves that ROA can mediate the effect between ICD on sto¢k return, and it
can be concluded that H4 is accepted, even if it is not fuancdiati()n. In accordance with study by Nuryaman (2015)
that states that profitability is an intervening variable mi the effect between intellectual capital and firm value,
wherebyax)d financial performance will attract investots’ attention to invest on| that company, and will then
increase stock price and company value. Companies that disclose more informationlabout their internal capital are
more likely to make sound investments that generate higher returns, which can be seen by the cmnpemy'.iRDA and
it can affect stock returns. Bounded rationality or humeu{s limitation on knowledge can be really useful in the
process of studying and making vital conclusions, and havihg limited knowfccn can result in a person being able to
make a simple decision heuristic and powerful (Hardman and Macchi, 2003). In accordance with the result of study

84 | Kohardinata, C; Widianingsih, L.P; Talahaturusun, J. A (2023). Mediating E_ﬁi-r'1 Of Return On Asset On The Effect..




by Khan et al (2017) who found that heuristic has a correlation in the decision to buy stock, and often investors
made decisior| from the information thaf are] available or easy to be absorbed, such as ROA variable.

CONCLUSION

A few findings that can be concluded in this study is related to the direct influence between variables.
Firstly, internal capital disclosure is not directly influenced significantly with stock return, which is due to human’s
cognitive limitation in receiving or understanding complex narrative information in emnueul report. Secondly, internal
capital disclosure has direct significant positive impact wilfi return on ilssc:t signaling ltheory states clearly that
company’s management dend out signall through voluntary ditclosure to tell the public that their company is better
than its competitors. Thirdlyy return on Ssciis positively impact with stock return, it is very clear that companies
that can manage their assets well to earn or inerease profit, will gain investors” trust, and will impact the increase in
stock return. Fourthly, in relation \»illLlhc mediating effect of return on ;ns.\clthll is found that return on ;nsscchem be
used as a mediator between internal kapital disclosure on stock return, in that human’s cognitive limitatibn will
cause human to make heuristic decision, so that an easy information mediation 18 needed and is available for
decision making which is by the mediation of ROA

The findings in this study is important for' stock market investors, narration on internal capital disclosure
gives important information that will affect company’q profitability performance (ROA) or sustainability
performance (Rezaee and Tuo, 2017), but does not get direct response from stock price. Therefore, it is very
possible for investors to gain hitj advantage if they are able to analyze these texts and adjust trading strategy using
said information. As long as texts on the annual reports can be easily converted automatically to a certain value and
does not require time or overly high cost, then it will be very good for investors to get themselves used to using the
narration information and use appropriate software to get statistical summary that is easy to understand (Wisniewski
and Yekini, 2015). For companies, this study is useful in mrtmieu()mmuniculi(m (not complex) and to use
the right communication media (such as social media, security, anhlysis recommendation, YouTube, etc.) to inform
internal capital disclosure so that it will be easier for investors to make faster and accurate decisions (heuristic
decision melkingfj A company can increase investor confidence and potentially attract more investment, which can
lead to higher stodk prices and better performance in the stock market.
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