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Hedwigis Esti Riwayati (Indonesia), Hikmah Abdul Rachman (Indonesia),
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GUARDING AGAINST FINANCIAL
DISTRESS: THE POWER
OF INSTITUTIONAL OWNERSHIP

IN INDONESIA'S INSURANCE FIRMS

Abstract

This study aims to analyze the influence of financial performance, consisting of solven-
cy, profitability, and liquidity, on financial distress moderated by good corporate gover-
nance (institutional ownership). The study was conducted at Indonesian joint venture
insurance companies. This study used a quantitative method. The population in the
study is joint venture insurance companies in Indonesia registered with the Financial
Services Authority. The sample in this study amounted to five (5) joint venture insur-
ance companies selected using purposive sampling. The data used are secondary data
from the company’s annual financial statements for the period 2019 to 2023. The data
were processed using the EViews 13 application to illustrate the relationship between
independent, dependent, and moderating variables. The results of the study show that
solvency and profitability have a significant negative effect on the financial distress of
joint venture insurance companies in Indonesia Liquidity does not affect the financial
distress of joint venture insurance companies in Indonesia. Institutional ownership as
a moderating variable can strengthen the influence of solvency on financial distress,
but it weakens the influence of profitability and liquidity on financial distress. This
study offers original value by examining the moderating role of institutional owner-
ship as a proxy for good corporate governance in the relationship between financial
performance and financial distress.

Keywords solvency, profitability, liquidity, financial distress, good
corporate governance
JEL Classification G22, G33, M4l

INTRODUCTION

In recent years, Indonesia’s insurance sector has faced serious chal-
lenges, particularly related to the inability of a number of life insur-
ance companies to meet their obligations to pay insurance claims
to customers (Natalia & Riwayati, 2022). This inability is rooted in
a company’s weak internal financial condition, which causes disrup-
tion in claims payment flows and even pushes some companies into
financial distress. Data from the Financial Services Authority (OJK)
show several cases of payment default, such as those experienced
by PT Asuransi Jiwa Bumi Asih Jaya, Jiwasraya, and Asuransi Jiwa
Bersama Bumiputera, each of which has problems related to solven-
cy ratios, poor management, and low premium yields (Baihaqi et al.,
2025; Munandar & Triyana, 2024; Oktavian & Handoyo, 2023).

This default phenomenon not only harms policyholders but also af-
fects the decline in public trust in the insurance industry as a whole.
Evidently, in the last five years, the growth of insurance premium in-
come has tended to be stagnant and even decreased, as reflected in the
2023 OJK report (Pasaribu & Christine, 2025). Furthermore, disrup-
tions in profitability due to external shocks such as the COVID-19 pan-
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demic have also exacerbated financial challenges faced by life insurance companies globally (Rebecca
& Maggie, 2017; Carannante et al., 2022; Mihelle & Lukman, 2024). To maintain business sustainability,
insurance companies are required to maintain financial stability, including the ability to fulfill all obli-
gations to customers, especially in terms of claim payments.

OJK, as a supervisory authority, implements a thorough evaluation of the performance of insurance
companies through a risk-based assessment of financial health levels. The evaluation aims to identify
potential vulnerabilities of companies early on, so that preventive strategies can be developed immedi-
ately. One of the common approaches to assessing financial health is the analysis of financial statements,
focusing on solvency, liquidity, and profitability ratios (Mulligan & Stone, 2000; Setiabudhi et al., 2024).

In addition to financial indicators, the aspect of good corporate governance (GCQ) is also a determin-
ing factor in maintaining financial stability (Puspita et al., 2022; Marti et al., 2023). OJK requires
the implementation of GCG as a systematic effort to minimize the risk of failure and increase com-
pany transparency. In this context, GCG is represented through institutional ownership. Studies have
demonstrated that good corporate governance significantly influences financial distress conditions,
sometimes moderated by factors such as capital structure or profitability (Hanifa et al., 2024; Hafidz &
Lestari, 2025; Liu et al., 2025; Kurniasari & Lestari, 2025). Some studies (Savitri & Purwohandoko, 2023;
Herwiyanti et al., 2023; Dewi et al., 2023) highlight that weak governance mechanisms in Indonesian
firms often worsen the distress spiral when financial ratios deteriorate. Wahyuni (2021) and Yulistiyani
et al. (2024) also argue that institutional ownership structures may moderate (strengthen or weaken)
how governance affects distress. Additionally, Setiabudhi et al. (2024) support combining governance
metrics with financial ratio models to better predict distress. Given the urgency of the problem and the
difference in the results of previous studies, this study aims to further analyze the influence of solvency
ratios, liquidity, profitability, and GCG moderation on financial distress conditions in life insurance
companies in Indonesia. This study is expected to make a theoretical and practical contribution to
strengthening the financial system and supervising the national insurance industry.

1. LITERATURE REVIEW

irregularities, the principal usually provides in-

AND HYPOTHESES

Agency Theory describes the relationship between
the business owner (principal) and the business
manager (agent), where the appointed manager
has the authority to make decisions on behalf of
the owner. This concept is rooted in the separation
of roles and responsibilities between the two par-
ties involved in the company’s operations. In this
view, the manager acts as a representative of the
shareholders and has an obligation to manage the
company in accordance with the interests of the
capital owners.

Agency relationships are seen as an employment
contract between the principal and the agent, in
which part of the decision-making rights are del-
egated to the agent (Jensen & Meckling, 1976).
However, because both sides tend to maximize
their own interests, conflicts often arise, known as
agency conflicts. To reduce the potential for such
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centives and applies monitoring fees to the agent.
Agents can also take preventive measures in the
form of bond fees to ensure that their actions do
not harm the principal or to ensure compensation
in the event of irregularities. However, in practice,
there is no absolute guarantee that the agent will
always make decisions that are in line with the
principal’s interests, given the enormous costs in-
volved in ensuring this.

Any manager who has less ownership of the entire
company is considered an agent acting for the oth-
er owners. Therefore, the arrangement of the rela-
tionship through a contract is important to keep
the agent’s interests in line with the owner’s in-
terests. If the agent’s goals are not in sync with the
owner’s goals, there is a risk of failure in achieving
the company’s target optimally. This issue of agen-
cy is a major highlight in modern financial man-
agement (Gitman & Zutter, 2015), when manag-
ers are more concerned with their personal goals
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than shareholder profits. This incurs agency costs,
including supervision costs, collateral costs, and
losses due to suboptimal decisions.

The existence of agency theory is particularly rel-
evant in the context of corporate financial health,
especially in relation to the effectiveness of super-
vision and the implementation of incentive sys-
tems. When agency conflicts are successfully min-
imized through good corporate governance, the
company’s financial stability can be maintained,
and the risk of bankruptcy can be avoided.

Financial distress is a condition in which a com-
pany’s finances are in an unhealthy state or crisis.
Financial distress occurs before bankruptcy. The
financial distress model needs to be developed, be-
cause by knowing the condition of the company’s
financial distress from an early age, it is hoped that
actions can be taken to anticipate those that lead
to bankruptcy. The prediction of corporate finan-
cial distress is a concern for many parties (Altman
etal., 2019).

Solvency is the main benchmark in assessing a
company’s ability to pay its claim debts. Based
on POJK Number 71 of 2016, companies are re-
quired to maintain a minimum solvency ratio of
120 percent of the Minimum Risk-Based Capital
(MMBR). Magfiroh et al. (2023) show that low
solvency actually reduces the risk of default, due
to the lower debt burden. Solvency in this study
is measured using the Risk-based capital (RBC)
indicator, which is the minimum standard of
capital adequacy that insurance companies must
have to cover all risks that may arise from their
operational activities. RBC reflects a company’s
ability to meet its long-term obligations, as well
as being a key indicator in assessing the compa-
ny’s financial health. In the context of this study,
RBC is used to analyze the extent to which the
company has capital resilience to the risks it fac-
es, so that it can carry out operations in a sustain-
able manner and maintain the trust of stakehold-
ers (Kebede et al., 2024; Setiabudhi et al., 2024;
Wisnu & Astuti, 2023).

Profitability is an important indicator in assessing
the financial performance of a company, because
it shows the extent to which the company is able
to generate profits from its operational activities.

90

The level of profitability reflects the efficiency and
effectiveness of management in managing the re-
sources it has to make a profit (Saputri & Santoso,
2023). In the business world, profitability is the
main benchmark for investors, creditors, and
management in evaluating the company’s pros-
pects and stability. Therefore, analysis of profit-
ability is very relevant to determine the level of
financial health and competitiveness of a busi-
ness entity.

Profitability in this study is measured using
Return on Assets (ROA), which reflects the com-
pany’s ability to generate profits from all assets
owned. ROA is used as an indicator of manage-
ment efficiency in utilizing company resources
to obtain profits. The higher the ROA value, the
more effective the company is in managing its
assets to generate profits. In the context of this
study, the ROA analysis provides an overview of
the company’s financial performance, especially
in terms of achieving net profit compared to the
total assets used during a certain period. Studies
have shown that profitability can also moderate
the impact of institutional ownership on financial
distress conditions, suggesting its critical role in
financial health (Betari & Hanif, 2023; Soesetio,
2023; Kristorio et al., 2025). Moreover, research by
Setiabudhi et al. (2024) and Sari et al. (2024) has
emphasized the importance of profitability not
just as a direct predictor, but also as a moderator
in governance-distress relationships.

On the other hand, company liquidity measured
through the current ratio is considered to have
no significant relationship with the potential for
bankruptcy. This is emphasized by (Megasanti &
Riwayati, 2023); Khansa et al. (2023) stated that
because liquidity ratios only describe short-term
capabilities, they are not strong enough to rep-
resent long-term financial distress conditions.
Companies that are able to consistently earn prof-
its will find it easier to get additional capital from
investors or third-party loans, so that potential
financial difficulties can be suppressed. The effect
of liquidity, profitability, and solvency on financial
distress has also been confirmed in studies of real
estate companies listed in Indonesia, indicating
the broad relevance of these financial ratios across
industries (Wisnu & Astuti, 2023; Fauzan et al.,
2024; Masruroh et al., 2025).
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Figure 1. Research framework

Risk-based capital is one of the methods used to
monitor the company’s solvency. According to
the Financial Services Authority number POJK
71/POJK.05/2016 (OJK, 2016) concerning the
Financial Health of Insurance Companies and
Reinsurance Companies, chapter 11, article 3, re-
garding the level of solvency, it is submitted that
the minimum standard of Risk- based capital
(RBC) that must be achieved by insurance compa-
nies is 120 percent. A company with an RBC value
of 120 percent or more can be interpreted as the
company is able to pay its obligations. Liquidity
refers to a company’s ability to meet its short-term
obligations. Indicators such as the quick ratio and
the current ratio are used to assess the position of
cash and current assets against current liabilities.
According to Gitman and Zutter (2015), low li-
quidity can be an early signal of financial difficul-
ties and potential bankruptcy, so the management
of cash and assets is essential. The profitability ra-
tio describes how effective a company is in gener-
ating profits from its operations. Some commonly
used indicators include Return on Assets (ROA),
Return on Capital (ROC), and Gross Profit Ratio.
These ratios provide insight into the efficiency
of using capital and assets in creating profits. In
the GCG framework adopted by the Financial
Services Authority, there are four main principles,
namely fairness, responsibility, transparency, and
accountability (Satriyakusuma & Ariani, 2023).
These principles are designed so that companies
can operate transparently and take into account
the interests of all stakeholders.

http://dx.doi.org/10.21511/ins.17(1).2026.07

The implementation of GCG in the insurance
industry aims to increase company value, man-
agement efficiency, regulatory compliance, and
build a trustworthy and competitive company
(POJK Number 2/POJK.05/2014) (OJK, 2014).
The implementation of GCG in insurance com-
panies includes various aspects, ranging from
the General Meeting of Shareholders (GMS),
the role of the Board of Directors, to supervi-
sion by the Board of Commissioners and other
internal committees. All of these elements work
synergistically in ensuring that the company’s
policies and decisions are aligned with the
long-term interests of shareholders and other
stakeholders.

Overall, agency theory, financial ratio analysis,
and the implementation of good corporate gover-
nanceare complementary theoretical frameworks.
All three contribute to a deeper understanding of
managerial dynamics, financial decision-making,
and value creation in modern organizations, par-
ticularly in the insurance sector.

This study aims to analyze the influence of finan-
cial performance, consisting of solvency, profit-
ability, and liquidity, on financial distress moder-
ated by good corporate governance (institutional
ownership).

Regarding the background and results of previous

research, the hypotheses that will be tested in this
study are as follows (Figure 1):
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Hi:  Solvency has a significant negative effect on
financial distress.

H>:  Profitability has a significant negative effect

on financial distress.

Hs:  Liquidity has a significant negative effect on
financial distress.

Hi: Good corporate governance can strengthen
the influence of solvency on financial distress.

Hs:  Good corporate governance can strengthen
the influence of profitability on financial

distress.
Hs:  Good corporate governance can strengthen
the influence of liquidity on financial distress.
2. METHODS

This study uses a quantitative design with a cor-
relation approach to measure the relationship be-
tween several variables. This design was chosen
because it can describe and measure the relation-
ship between variables using correlation statis-
tics, according to the opinion (Creswell, 2014). In
this study, there are three independent variables,
namely risk-based capital used to measure sol-
vency, ROA used to measure profitability, and
liquidity ratio measured by the current ratio. The
bound variable is the Altman Z-Score to measure
the potential for financial distress in the company,
while the moderation variable is good corporate
governance as measured by institutional owner-

Table 1. Variable operationalization

ship. The population in this study consists of 20
joint venture life insurance companies registered
with the OJK from 2019 to 2023. The sample was
selected based on the criteria of companies that
were already operating during the period, that
continued to publish audited financial statements,
and had information about the company’s owner-
ship that could be found in their annual reports.

To test the hypothesis that has been formulated,
this study uses secondary data. The data collected
will be analyzed to determine the relationship be-
tween these variables and their effect on the com-
pany’s financial distress. The variables measured
include aspects of solvency, profitability, and li-
quidity that can affect the company’s financial sta-
bility, as well as good corporate governance, which
can act as a moderating variable.

This study used secondary data obtained from the
company’s annual financial reports for the period
2019 to 2023. The collected data were then pro-
cessed and analyzed using EViews 13. The analy-
sis stage began with descriptive statistical analy-
sis to describe the data characteristics, followed by
testing the panel data regression model. To exam-
ine the role of moderating variables, a Moderated
Regression Analysis (MRA) approach was used.
Furthermore, hypothesis testing was conducted us-
ing t-tests, F-tests, and coefficient of determination
tests to determine the level of significance and the
model’s ability to explain the dependent variable.

The final stage of the research was the interpreta-
tion and discussion of the analysis results, link-
ing the empirical findings to theory and previous

Variable Definition Formula
Solvency The.gompany"s ability to pay its obligations, especially the RBC Ratio = To@lAdjusted Cag;ital
i liability of claims to the insured Risk Based Captical
- , . i ing | Net I
Profitability : A ratio that describes a company’s performance in creating Return on Assets = -Yetincome
i net profit on the total assets owned by the company Total Assets
Ratios to determine the financial ability of an insurance C
o H R . . . - . urrent assets
Liquidity i company to meet its short-term obligations and financial Current Ratio =

i payment commitments

Current liabilities

i A condition where the company’s finances are in an

Financial distress
_ bankruptcy

i unhealthy state or crisis. Financial distress occurs before

Z=0.012X, +0.014X, +0.033X, +0.999.X,

Good Corporate

Governance ownership is within the company

{ Ratios to measure how much large portion of institutional

Institutional Ownership

_ Shares Held by Institutional Investors

Total Shares Outstanding
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research. Based on these results, conclusions were
drawn regarding the effect of financial perfor-
mance on financial distress and the role of insti-
tutional ownership as a moderating variable. This
study then concludes with a presentation of prac-
tical and academic implications and recommen-
dations for further research.

3. RESULTS

Table 2 shows the data fluctuations and standard
deviation of the data used in this study. Descriptive
statistical analysis was carried out. Descriptive
statistical analysis can provide an overview of
the variables used in this study, namely RBC,
ROA, and current ratio as independent variables,
Altman Z-score as dependent variables, and insti-
tutional ownership as moderation variables.

The solvency proxied by the risk-based capital vari-
able has an average value of 1,248 percent, with
the minimum value owned by BRI Life Insurance,
which is 264 percent in 2019. The highest RBC
value is owned by Hanwa with an RBC value of
6,636 percent in 2021. The average value of RBC
is 1,248 percent, which can be interpreted as the
assets owned by the insurance company are 12.48
times higher than the claims debt. The return on
assets that proxy the profitability variable has an
average value of 0.69 percent, with the minimum
value owned by China Life Insurance of -13 per-
cent in 2023. The highest ROA value is owned by
Sequislife with a ROA value of 7.3 in 2020. The
average value of ROA of 0.69 percent can be in-
terpreted as the insurance company generating a
profit of 0.69 percent from assets. The average val-
ue of liquidity, proxied by a current ratio of 36.9
percent, with the minimum value owned by AIA

Table 2. Descriptive statistic results

Insurance Markets and Companies, Volume 17, Issue 1, 2026

insurance, is 8 percent in 2023. The highest cur-
rent ratio value is owned by China Life with a cur-
rent ratio value of 16.72 percent in 2023. The aver-
age current ratio value of 36.9 can be interpreted
as the company’s short-term assets are 3 times
higher than the value of debt maturing less than
12 months.

Financial distress is a bound variable in the study,
proxied by the Altman Z-Score variable. The aver-
age Altman Z-Score value of the sample companies
is 5. The minimum value is 3.28 owned by Tokio
Marine Life in 2023, and the maximum value is 9.13
owned by Hanwa in 2023. Good corporate gover-
nance is a moderating variable in the study, proxied
by the variable of institutional ownership (IO). The
average IO value in the sample companies is 99 per-
cent. This shows that most of the insurance com-
pany’s shares are owned by institutions.

To identify whether there is a high linear correla-
tion between independent variables in a regression
model, which could potentially distort the estima-
tion results, a multicollinearity test is conducted.
This test is essential to ensure that the regression
model is free from multicollinearity issues, there-
by producing more valid, accurate, and reliable
analysis results for both prediction and decision-
making purposes. Based on the test results, the
correlation values among all variables are below
0.8, indicating that there are no signs of multicol-
linearity among the independent variables used in
this study.

After all the data was declared BLUES and the
panel data selection test had been carried out, the
model selected in this study was the random effect
model. Using the E-views software, the results of
the regression model were obtained in Table 4.

Criteria RBC ‘ ROA CR : Z-Score : 10
Mean G 1248047 . 0006940 .~ 3.686235 i 5006928 & 0986118
2.610000

1672000

winmen T aessonoommos ossooon | sasos oswooo
Std. Dev. 13.13759 0.040044 3.369860 1.333331 0.025870
JerqueBera 2354219 | 2765592 . 1442512 . 373474 BOBSBAL
JFrobability o 3000000 2000001 0000000 3000000 3000000
sum ..1,060.840 313.3300 4255889

_Sum Sq. Dev 2530004

Observations 85
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Table 3. Multicollinearity test results

Variable Z_score

Loscore
RBC
ROA

. 1:000000

ROA CR 10

10 : 0.022839 0.222519 0.096951 —-0.124392 1.000000
Table 4. Regression results
Model 1 Model 2
Variable

Coefficient P-value Coefficient P-value
RBC 20021808 003007 70022113 00262
ROA —-0.385979 0.0022*** —0.386980 0.0019***
o B e S S
L. 0418726 L OBTSS L TSAL994 o 00841

0.054242 0.0039***

Note: ***, ** and * represent statistical significance at 1%, 5%, and 10%, respectively.

The effect of RBC on the financial distress
of joint venture life insurance companies in
Indonesia showed a p-value of 0.0262 (< 0.050)
with a coefficient of —0.022113. These results in-
dicate that RBC has a significant negative ef-
fect on the Altman Z-score, thus supporting
Hypothesis 1 (HI). This suggests that a higher
RBC value reflects a better financial condition,
thereby reducing the likelihood of financial
distress. The p-value for the effect of ROA on
financial distress was 0.0019 (< 0.050), with a co-
efficient of —0.386980. This supports Hypothesis
2 (H2), indicating that a higher ROA leads
to a lower Altman Z-score. The test results
for Hypothesis 3 (H3) showed a p-value of 0.0000
(< 0.050), revealing a significant positive effect
of the Current Ratio (CR) on financial dis-
tress. Therefore, H3 is accepted, implying that
a higher current ratio is associated with a higher
Altman Z-score.

The moderating role of Institutional Ownership
(IO) on the relationship between RBC and finan-
cial distress yielded a p-value of 0.0008 (< 0.050),
indicating that IO significantly strengthens the
effect of RBC on financial distress. Accordingly,
Hypothesis 4 (H4) is accepted. However, 10 was
found to slightly weaken the influence of ROA and
CR on financial distress, with p-values of 0.0491
and 0.0039, respectively. Based on these findings,
Hypotheses 5 (H5) and 6 (H6) are rejected.

94

4. DISCUSSION

The study findings showed that the risk of bi-
ased capital with a positive result was the Altman
Z-score. This means that the higher the RBC score
is, the higher the Z-Score. A high Z- score indi-
cates financial distress. The results of this study
show that solvency has a negative influence on fi-
nancial distress. This means that the higher the
level of solvency of a company, the less likely it
is to face financial difficulties. These findings are
supported by research (Amoa-Gyarteng, 2023;
Wisnu & Astuti, 2023; Kebede et al., 2024; Setiabdi
et al., 2024), stating that increased solvency can
be a positive indicator of a company’s financial
health. In particular, the use of RBC as a solvency
measure in insurance is consistent with prior stud-
ies (Mihelle & Lukman, 2024; Carannante et al.,
2022). However, these results are in contrast to re-
search (Megasanti & Riwayati, 2023), which found
that the debt-to-equity ratio has a positive effect
on financial distress. This difference is suspected
to be due to differences in the solvency indicators
used. In the context of insurance companies, the
risk-based capital (RBC) indicator is used to mea-
sure the ability of a company’s capital to bear all
existing risks. RBC is an important measurement
tool to determine whether a company has suffi-
cient capital to carry out operational activities and
meet its long-term obligations. When the solvency
value is high, the trust of regulators, investors, and

http://dx.doi.org/10.21511/ins.17(1).2026.07



customers increases, because the company is con-
sidered to have the ability to bear the risk of claims
and maintain financial stability. This explains why
companies with high solvency are less likely to
experience financial distress. Similar theoretical
support is found in governance and solvency stud-
ies in the insurance sector (Kurniasari & Lestari,
2025; Liuetal., 2025).

This study found that the return on assets had a
positive impact on the Altman Z-score. If the
ROA has a positive effect on the Altman Z-score,
it means that profitability has a negative effect
on financial distress. This result is in line with
the theory of value Altman Z-score, which states
that the higher the company’s Z-score, the more
likely the company is to avoid financial distress.
In other words, the higher the profits that the in-
surance company makes, the lower the likelihood
of financial difficulties. Companies that are able
to consistently generate profits will attract cus-
tomer interest and investor trust, which ultimate-
ly supports operational continuity and financial
stability. These results corroborate the findings
from Megasanti and Riwayati (2023), Betari and
Hanif (2023), Fauzan et al. (2024), and Kristorio
etal. (2025), which show that profitability plays an
important role in suppressing the potential for fi-
nancial distress in construction sector companies.
With high profits, the company also has easier ac-
cess to external financing, such as loans, which
also support business continuity amid economic
pressures.

The higher current ratio has a positive effect on the
Altman Z-score. The higher the value of the current
ratio, the higher the value of the Altman Z-score.
The higher the z-score value, the more likely it
is that the financial condition will be distressed.
This means that liquidity has a negative influence
on financial distress, which means that the higher
the current ratio of an insurance company, the less
likely the company is to experience financial dif-
ficulties. Good liquidity reflects a company’s abil-
ity to manage cash effectively, which is crucial in
the financial services industry, such as insurance,
as claims can arise at any time. These findings
are in line with research (Amoa-Gyarteng, 2023;
Kebede et al., 2024; Sari et al., 2024). However, this
result is different from a study by Megasanti and
Riwayati (2023), which states that liquidity does

http://dx.doi.org/10.21511/ins.17(1).2026.07

Insurance Markets and Companies, Volume 17, Issue 1, 2026

not affect financial distress in companies in the
construction subsector, because, despite having
high liquidity, most current assets are in the form
of properties that have not been sold or are still
under construction, making it difficult to convert
them into cash in a short time, which actually in-
creases the risk of financial distress.

The application of the principles of Good cor-
porate governance (GCG) has been proven to
strengthen the relationship between solvency and
financial distress. In this study, GCG is measured
through institutional ownership, which plays a
role in supervising and controlling managerial de-
cisions, especially in terms of funding structure
and debt collection. Strong institutional owner-
ship can protect companies from high-risk fi-
nancial decisions. These findings are in line with
research (Magfiroh et al., 2023; Dewi et al., 2023;
Mihelle & Lukman, 2024; Setiabudhi et al., 2024)
and support the agency theory that supervision
from external parties, such as institutional share-
holders, can reduce potential conflicts of interest
between managers and capital owners, as well as
maintain a healthy level of solvency (Wahyuni,
2021; Kebede et al., 2024).

The application of Good corporate governance
(GCG) principles can weaken the relationship
between profitability and financial distress in
life insurance companies. This happens because
the ownership of shares by large institutions can
trigger conflicts of interest and strategic align-
ment, which actually has a negative impact on
the company’s performance (Riesta & Septriana,
2023). Conflict arises when managers are more
concerned with the desire of institutional inves-
tors as the main shareholder, rather than with
the interests of the company as a whole. On the
other hand, according to the strategy alignment
hypothesis, the ownership of shares by large insti-
tutions can indicate cooperation between related
parties, but this cooperation can actually reduce
the benefits obtained by the company. These find-
ings are consistent with the results of the studies
by Megasanti and Riwayati (2023), Hafidz and
Lestari (2025), Hanifa et al. (2024), and Yulistiyani
et al. (2024). The moderating effect of institutional
ownership over the profitability-distress link also
aligns with studies in different sectors (Savitri &
Purwohandoko, 2023; Setiabudhi et al., 2024).
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The implementation of Good Corporate Gover-
nance moderates by weakening the influence of li-
quidity on financial distress in the life insurance in-
dustry. The company implements good corporate
governance to control the company in accordance
with the goals it wants to achieve. The implementa-
tion of good corporate governance will help com-
panies in fulfilling their short-term obligations to
avoid financial difficulties. In the context of agency
theory, good corporate governance will encour-
age agents to understand the risks associated with
liquidity. With this, the agent can meet the prin-
cipal’s expectations to avoid financial difficulties.
Life insurance sector companies have institutional
ownership of more than 90 percent, which causes
managers to have limitations in making decisions
related to the company’s liquidity. This causes the
implementation of GCG to weaken the relationship

between liquidity and financial distress. The results
of this study are in line with the research conduct-
ed by Khansa et al. (2023), Oktavian and Handoyo
(2023), and Munandar and Triyana (2024).

Future research is recommended to expand the
sample size and observation period to achieve
more representative results, and to include oth-
er variables that could potentially influence fi-
nancial distress, such as company size, premium
growth, leverage, and macroeconomic factors.
Furthermore, the use of other proxies to measure
good corporate governance, such as independent
commissioners, the board of directors, or the au-
dit committee, as well as the application of differ-
ent analytical methods or cross-industry compari-
sons, could be used to obtain more comprehensive
and in-depth results.

CONCLUSION

This study aims to analyze the role of institutional ownership as a proxy for good corporate governance
in moderating the influence of solvency, profitability, and liquidity on financial distress among insur-
ance companies in Indonesia. Based on the analysis, it can be concluded that solvency, profitability, and
liquidity have a significant negative impact on the potential for financial distress. The better the com-
pany’s performance in these three aspects, the less likely it is to experience financial difficulties. This
shows that these three financial factors play a role as indicators in assessing the company’s financial
health and helping to reduce the risk of financial distress.

This study also found that the implementation of good corporate governance (GCG) plays an im-
portant role in strengthening the relationship between solvency, profitability, liquidity, and financial
distress. Good GCG can enhance the positive impact of these three financial factors by ensuring that
company policies and practices are implemented with high transparency and accountability. This
shows that effective GCG can be an effective strategy to reduce the risk of financial distress. Overall, the
results of this study confirm that financial factors such as solvency, profitability, and liquidity can help
companies avoid financial distress. In addition, a good GCG application can play a role as a reinforce-
ment in the influence of solvency on financial distress.

The study was only conducted on joint venture insurance companies in Indonesia for the 2019-2023 pe-
riod, so the results cannot be generalized to other insurance companies. The variables used are limited
to the company’s financial performance or internal factors. The results of this research can be used as
a material for company evaluation regarding a company’s financial performance and can increase
investors’ interest in investing in joint venture insurance companies.

This study provides practical insights for joint venture insurance companies in Indonesia by identify-
ing key financial performance indicators, such as solvency and profitability, that significantly influence
financial distress. It also demonstrates the moderating role of institutional ownership in corporate gov-
ernance, which can either strengthen or weaken these relationships. These findings can assist company
management in developing early warning systems and implementing more effective financial and gov-
ernance strategies to prevent financial crises. By improving the early detection of financial distress in
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insurance companies, this research contributes to broader financial system stability and public trust in
the insurance industry. Strengthening governance practices such as institutional ownership can pro-
mote transparency and accountability, which are essential for protecting policyholders and ensuring
long-term sustainability in the financial services sector.
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