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Abstract

The Upper Echelon Theory explains that CEOs with certain characteristics are
believed to influence firm results because the CEO plays an important role in the firm as
the final decision maker. Thus, this raises the question of how important CEO
characteristics are in explaining firm performance, or specifically does it matter or not.
Addressing these gaps, this study aims to empirically prove the effect of CEO
characteristics on firm performance. CEO characteristics in this study are proxied by
tenure and gender. The data analysis technique used is Multiple Linear Regression. Based
on an analysis of 102 samples of property and real estate sector companies from 2017-
2019 on the IDX, we find that CEO tenure positively affects firm performance, and CEO
Gender negatively affects firm performance. These results suggest that the Upper Echelon
Theory is still a relevant theory for explaining the importance of top management
characteristics in understanding organizational outcomes. Furthermore, companies should
consider the characteristics of their CEO because it reflects the organizational outcomes.
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Introduction

One of the main focuses considered by investors in making investment decisions
in a company is firm performance because it is an illustration of how effective the
policies and activities carried out by management are for the company (Altarawneh et al.,
2020; Budastra et al., 2022). Besides investors, there is the fact that the information
related to firm performance is a medium used in making economic decisions by other
stakeholders within the scope of financial reporting (Fauzi et al., 2010). Firm
performance is a critical indicator that describes the financial and non-financial
conditions of the company (Tjahjadi et al., 2020). Based on this, it can be explained that
firm performance is a very important indicator for many parties, so companies need
policies regarding what should be implemented to achieve good firm performance. The
human resource who has the obligation to make policies about how efforts must be
implemented to achieve good firm performance is a Chief Executive Officer (CEO) (Kaur
& Singh, 2019; Liu & Jiang, 2020), and for Indonesia is often referred to as the main
director. Therefore, firm
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performance is a very important indicator of the company and a CEO has a big role in
achieving good firm performance through the policies he will take.

CEOs with certain backgrounds or characteristics are believed to be able to
improve firm performance through making the right strategic decisions for the company.
This is in line with Upper Echelon Theory which explains that the way leaders understand
situations and make the right decisions is greatly influenced by their values, experiences
and characteristics (Hambrick & Mason, 1984). CEO characteristics can be classified into
two types, namely demographic characteristics which include nationality, educational
level and gender, then professional characteristics which include tenure, duality and share
ownership (Kaur & Singh, 2019). CEO characteristics including Tenure (Naseem et al.,
2019) and Gender (Kaur & Singh, 2019)are important characteristics, so they need to
consider their influence on firm performance. Therefore, this research would proxy CEO
characteristics using tenure and gender.

Tenure is one of the characteristics of a CEO. Tenure of office is often related to
the experience a CEO has, whereas CEOs who serve longer often has better experience
and relationship with employees(Kaur & Singh, 2019). A CEO with a long tenure is seen
as having a positive impact on the company, because the longer the CEO serves, the more
experience he tends to have (Mbekomize et al., 2021; Peni, 2012).According to Price
Waterhouse Cooper (PWC) survey data, 95% of companies in Indonesia are family
companies. This indicates that CEO position in an Indonesian company will most likely
be overseen by the founding family of the company and is very difficult for an outsider to
oversee it. Therefore, CEO tenure is an important characteristic to research in Indonesia
because it will provide evidence that the length of time a CEO has served is aimed at
improving the company's personal performance, not because it is based on the reason that
the CEO is from the founder's family (or even the founder himself). However, previous
studies that investigate the influence of CEO tenure on firm performance are still
contradictory. Several previous studies found that CEO tenure had a positive influence on
a firm performance (Mbekomize et al., 2021; Saleh et al., 2020; Vintila et al., 2015), and
some also found a negative effect (Kaur & Singh, 2019; Naseem et al., 2019).

Gender is one of the characteristics possessed by CEQOs. The issue of gender gaps
often causes women to be assessed as having low social capital, as well as poor
performance in negotiations when compared to men (Jadiyappa et al., 2019). In
Indonesia, the government has attempted to eliminate gender gaps through implementing
gender equality, for example through Undang-Undang No. 7 Tahun 1984 which contains
the elimination of all kinds of discrimination against women. On the other hand, female
directors are seen as having a better ability to clearly understand costumers’ needs, so the
companies they lead are expected to have a high competitive advantage (Kaur & Singh,
2019). Therefore, gender is one of the CEO characteristics that are interesting to study.
As with tenure, numerous previous studies investigating the influence of CEO gender on
firm performance are still contradictory. Several previous studies found that CEO gender
has a positive influence on firm performance (Naseem et al., 2019; Setiawan & Gestanti,
2022), while others found a negative influence (Faccio et al., 2016; Kaur & Singh, 2019;
Mbekomize et al., 2021)and also has no effect (Vintila et al., 2015).

Based on the theory gap and research gap, this research aims to empirically prove
the influence of CEO characteristics as proxied by tenure and gender on firm
performance. We believe that the results of this research will update the findings from a
handful of previous studies which are still contradictory. Apart from that, the results of
this research are expected to contribute to several aspects. First, academically, the results
of this research are expected to prove Upper Echelon Theory through empirical testing in
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Indonesia. Second, in practice, the results of this research are expected to provide an idea
to companies that if they want to improve their company's performance, they must
consider certain characteristics of their CEO, so that they can work effectively within the
company. Third, in terms of policy, the results of this research are expected to be a
consideration for regulators in making policies regarding CEO criteria for publicly traded
companies in Indonesia.

Upper Echelon Theory explains that leaders with certain characteristics will
determine company results. This indicates that tenure, which is one of the important CEO
characteristics, is predicted to be able to influence firm performance, namely; through
making the right strategic decisions. Tenure of office is related to the experience the CEO
has in managing the company, so the length of time the CEO serve is often considered to
have a positive impact on the company (Mbekomize et al., 2021; Peni, 2012).Boling et al.
(2015) argue that longer tenure will help CEOs acquire the abilities and knowledge to
manage the company more effectively. Based on these arguments, we formulate the
following hypothesis:

H,: CEO tenure has a positive effect on firm performance

Upper Echelon Theory explains that leaders with certain characteristics will
determine company results. This indicates that gender, which is one of the important CEO
characteristics, is predicted to be able to influence firm performance, namely; through
making the right strategic decisions. This is because gender is an attribute used to
determine the level of CEO confidence (Naseem et al., 2019), where women tend to be
more risk averse (Faccio et al., 2016; Kaur & Singh, 2019; Singhathep & Pholphirul,
2015). Currently, the gender gap that occurs in Indonesia has begun to be eliminated
through efforts made by the government regarding the implementation of gender equality.
This argument is also supported by findings of various previous studies which found that
CEO gender has a positive influence on firm performance (Naseem et al., 2019; Setiawan
& Gestanti, 2022). Based on these arguments, we formulate the following hypothesis:

H,: CEO gender has a positive effect on firm performance

CEO Tenure
(X1) \ Firm
Performance
(Y)
CEO Gender
(X2)

Chart 1. Research Framework

Research Method

This research uses quantitative methods with an archival approach. The archival
approach is a research approach whose data collection method uses historical documents
produced by the company (Ventresca & Mohr, 2017). The population of this research
contains all publicly traded companies listed in the property and real estate sector on the
IDX in 2017-2019. We determines the property and real estate sector as the research
object based on the reason that companies registered in this sector have good performance
and promising prospects, because various property and real estate prices tend to always
increase (Jamil & Utami, 2016), and also tends to increase investor attractiveness (Geno
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et al., 2020). Thus, the selection of the property and real estate sector as the research
object is expected to provide representative results. The sample in this study was selected
using a purposive sampling technique, and the criteria were as follows; (1) Companies
listed in the IDX property and real estate sector from 2017-2019, and (2) The research
data obtained from the companies for the period 2017- 2019 are completed and available.
The final sample size obtained was 102. The data in this research was obtained through
the ESG Intelligence database, OSIRIS database, and annual report. The data will be
analyzed using multiple linear regression.

Firm performance in this research is proxied by Return on Assets (ROA). ROA is
a profitability ratio that proxies the company's ability to invest equity in the company's
total assets in order to generate profits (Llorens et al., 2017). ROA was chosen as a proxy
for firm performance in this research because ROA is a proxy that is generally used to
measure firm performance (Mbekomize et al., 2021; Saidu, 2019; Saleh et al., 2020).
ROA in this study is measured by dividing Net Income by Total Assets.

Tenure of office is related to the experience the CEO has in managing the
company, so the length of time the CEO serve is often considered to have a positive
impact on the company (Mbekomize et al., 2021; Peni, 2012). The CEQOs term of office in
this study is the period of time the CEO served, starting from appointment onto the
research period. Based on Hazarika et al. (2012) and Zhang & Wiersema (2009), CEO
tenure in this study was measured by the years the CEO served in the company.

Male and female gender in decision-making, in relation to finance, is an attribute
used to determine the level of CEO confidence (Faccio et al., 2016; Naseem et al., 2019),
or in other words reflects risk preferences. CEO gender consists of men and women, but
we focus on the female gender. Gender is measured using a dummy variable, which is
given a value of 1 if the company CEO is a woman, and given a value of O otherwise
(Faccio et al., 2016; Kaur & Singh, 2019). The reason for using this measurement is that
previous literature has seen that women perform better than men.

The regression equation used to test the hypothesis in this research is as follows:
Performance, = a+ §,CEQ_TEN;. + f,CEQ_GEN;, + &;,
Descriptions:

a = Constanta

B = Regression coefficient
i = Sample of firm

t = Firm years

€ = Error

Performance = Firm Performance
CEO_TEN = CEO Tenure
CEO_GEN = CEO Gender

Results and Discussion

Table 1. Descriptive Statistics

Variable N Min. Max. Mean Std.Dev
Performance 102 -0,11 0,25 0,02 0,05
CEO_TEN 102 1 43 7,92 10,1
CEO_GEN 102 0 1 0,08 0,27
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In Table 1, it can be seen that the performance of the sample companies has a
minimum value of -0.11, a maximum value of 0.25, and a mean value of 0.02 and a
standard deviation of 0.05. This shows that the average performance for all sample
companies is 0.02, while the company that showed the lowest performance was MTSM in
2019 and the company that showed the highest performance, namely INPP in 2019.

Furthermore, the CEO_TEN variable has a minimum value of 1, a maximum
value of 43, and a mean value of 7.92 and a standard deviation of 10.1. This shows that
the average CEO tenure in the sample companies is 7.92 years, while the shortest CEO
tenure is 1 year and the longest CEOQ tenure is 43 years. Next, the CEO_GEN variable has
a minimum value of 0, a maximum value of 1, a mean value of 0.08 and a standard
deviation of 0.27. This shows that the average number of female CEOs from the sample
companies is 0.08.

Table 2. Goodness of Fit Test

Sum of Squares df F
Regression 0,19 2 3,864**
Residual 0,241 99
Total 0,260 101

Notes: *, **, *** sjgnificance at level 10%, 5%, and 1%, respectively.

Based on Table 2, it can be seen that the F-test result has a value of 3.864 and is
significant at the 5% level. This result indicates that the model used in this research is fit
and appropriate. Furthermore, this result also indicates that the variables CEO Tenure
(CEO_TEN) and CEO Gender (CEO_GEN) in this research have simultaneously
influenced Firm performance (Performance). Thus, testing will continue with regression
testing.

Table 3. Regression Results

Variable Predicted Sign Performance
CEO_TEN (+) 0,01*
(1,72)
CEO_GEN €] -0,05***
(-2,66)
Adj.R-Squared 0,054

Notes: *, ** *** sjgnificance at level 10%, 5%, and 1%, respectively.

Based on Table 3, the result of testing the CEO_TEN variable on Performance
shows that there is a significant positive influence at the 10% level (t = 1.72, = 0.01).
Thus, we accept the first hypothesis, so it can be concluded that CEO tenure positively
influences firm performance. These results are in line with Upper Echelon Theory which
states that the way a leader understands a situation and makes the right decision is greatly
influenced by the values, experiences, and characteristics within himself, wherein one of
the predicted characteristics that can influence the company's results is the CEO’s tenure.
The regression coefficient shows a positive direction, which indicates that the longer a
CEO is in office, the more likely it will have a positive impact on the company, so the
company's performance would be improved. This result is consistent with previous
literature which states that CEOs with a long tenure tend to have better experience and
relationships with company employees, so that their presence can have a positive impact
on the company (Kaur & Singh, 2019; Mbekomize et al., 2021; Peni, 2012). Furthermore,
Naseem et al. (2019) argue that CEOs with longer tenure are more capable of
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disseminating and communicating information about the company in the best way,
because longer tenure helps CEO shape their expertise whether in normal or depression
periods. In line with this, Boling et al. (2015) argue that longer tenure will help CEQOs
acquire the abilities and knowledge to manage the company more effectively. Thus, we
can conclude that the presence of a CEO with a longer tenure will give a lot of good
impact on a company (including performance), because he/she has better experience,
abilities, and expertise, along with a strong relationship with employees. As a result, they
are more capable of effectively managing the overall company and making decisions that
contribute to improved firm performance compared to a CEO with a shorter tenure. These
results support the findings of numerous previous studies which state that CEO tenure has
a positive effect on firm performance (Mbekomize et al., 2021; Saleh et al., 2020; Vintila
et al., 2015).

Again, based on Table 3, the result of testing the CEO_GEN variable on
Performance shows that there is a significant negative influence at the 1% level (t = -2.66,
B =-0.05). In view of that, we reject the second hypothesis, so it can be concluded that
CEO gender negatively influence the firm performance. These results are also in line with
Upper Echelon Theory which states that the way a leader understands a situation and
makes the right decisions is greatly influenced by the values, experiences and
characteristics contained within him, where gender is one of the characteristics that can
influence it. However, the most surprising thing is that the regression coefficient shows a
negative direction, so that the presence of a female CEO in the company tends to have a
negative impact on firm performance. This indicates that conservative behavior does not
always have a good impact on the company in normal operating situations. Singhathep &
Pholphirul (2015) explained the fact that there is a detrimental impact when the CEO of a
company is a woman on firm performance, because women tend to have less experience
than men. Furthermore, Naseem et al. (2019)also stated that in a developing country, a
male CEO is probably more inclined to use more debt to achieve good firm performance
compared to a woman, as women tend to be more conservative in making risky decisions.
In addition, the study of Faccio et al. (2016) also stated that in reality, female CEQOs tend
not to allocate company capital as efficiently as male CEOs, causing the company they
manage not to run efficiently. Thus, we can conclude that the presence of female CEO
may bring a company to a worst performance, because they are too conservative and
probably avoiding all the risky decision even if it has a lot of good impacts (than bad
impacts) on company, and so they tend to be poor decision maker. The result of this
research support several previous research results which state that CEO gender (in this
case women) has a negative effect on firm performance (Faccio et al., 2016; Kaur &
Singh, 2019; Mbekomize et al., 2021).

Conclusion and Recommendation

This research aims to empirically prove the influence of CEO characteristics as
proxied by tenure and gender on firm performance. Based on the tests that have been
carried out, we conclude several things; first, the CEQO's tenure positively affects firm
performance. Second, CEO gender negatively affects firm performance. Theoretically,
the implications that have been given from these findings are that Upper Echelon Theory
is still relevant to be used up to date to explain the relationship between top management
characteristics and various companies’ outputs, which in this case is Firm performance.
Practically, the implication that has been given from these findings is that when a
company wants to achieve better performance, the important thing to consider is the
characteristics of the CEO as the final decision maker, because these characteristics will
show his tendency in behaving and making decisions. Again, in terms of policy, the
implication that has been given from these findings is that regulators must give more
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consideration in making regulations that are relevant to the characteristics of CEOs in
companies, because this will have a very important impact in organizational output,
which in this case is firm performance.

Based on the results provided, this research also has several limitations, it is
hoped that it can provide improvisation for future research. First, this research only
consider two CEO characteristics, namely Tenure and Gender, so the results provided are
insufficient. Thus, future research should consider other CEO characteristics that could be
economically beneficial, such as educational level and age. Secondly, gender data in this
study is very minimal, because the number of female CEOs in Indonesian companies is
very small. Thus, future research should also consider testing CEO gender in the context
of men, to compare it with the results of this study.
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