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ABSTRACT

This study aims to examine the impact of banking innovation 
on banking stability in Indonesia. Using financial data from 46 
banks listed on the Indonesia Stock Exchange from 2004 to 
2022 with 637 observations, this study applies the Ordinary Least 
Squares (OLS) method for its analysis. The results of this study 
show that banking innovation exerts a significant positive in-
fluence on banking stability in Indonesia. However, a surprising 
finding emerges from the moderation of gender diversity which 
turns out to have a negative effect on the relationship between 
banking innovation and banking stability, contrary to the litera-
ture that often shows a positive effect of gender diversity on firm 
performance. Additional analysis suggests that despite innova-
tions, SOEs with strict structures and regulations may not be 
able to fully capitalise on the efficacy of such innovations due to 
bureaucratic barriers and strict government policies. In contrast, 
non-SOE firms are more agile and able to implement innova-
tions with higher effectiveness, which contributes to their finan-
cial stability. The study also analyses various financial quadrants, 
showing that the effect of innovation on banking stability varies 
based on asset characteristics and firm age.
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𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴 𝑍𝑍𝑍𝑍𝑍𝑍𝑍𝑍𝑍𝑍𝑍𝑍 = ((1.2 × 𝑊𝑊𝑊𝑊𝑊𝑊𝑊𝑊𝑊𝑊𝑊𝑊𝑊𝑊 𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶
𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇 𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴 )

+ (1.4 × 𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅 𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸
𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇 𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴 )

+ (3.3 × 𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸 𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵 𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼 𝑑𝑑𝑑𝑑𝑑𝑑 𝑇𝑇𝑇𝑇𝑇𝑇
𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇 𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴 )

+ (1.6 × 𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇 𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸 𝑀𝑀𝑀𝑀𝑀𝑀𝑀𝑀𝑀𝑀𝑀𝑀 𝑉𝑉𝑉𝑉𝑉𝑉𝑉𝑉𝑉𝑉
𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇 𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴 )

+ (0.999 × 𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇 𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆
𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇 𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴))
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𝑓𝑓(𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵 𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑖𝑖,𝑑𝑑)

= 𝑓𝑓 (
𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵 𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝑖𝑖,𝑑𝑑
𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺 𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝑖𝑖,𝑑𝑑

𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵 𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝑖𝑖,𝑑𝑑 ∗ 𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺 𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝑖𝑖,𝑑𝑑
+ 𝜑𝜑𝑖𝑖,𝑑𝑑)

𝜑𝜑𝑖𝑖,𝑑𝑑
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𝑍𝑍𝑍𝑍𝑍𝑍𝑍𝑍𝑍𝑍𝐸𝐸𝑖𝑖,𝑑𝑑 = 𝛽𝛽0 + 𝛽𝛽1𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝑖𝑖,𝑑𝑑 + 𝛽𝛽2𝜑𝜑𝑖𝑖,𝑑𝑑 + 𝜖𝜖, 𝑍𝑍𝑍𝑍𝑍𝑍𝑍𝑍𝑍𝑍𝐸𝐸𝑖𝑖,𝑑𝑑 = 𝛽𝛽0 +
𝛽𝛽1𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝑖𝑖,𝑑𝑑2 + 𝛽𝛽2𝜑𝜑𝑖𝑖,𝑑𝑑 + 𝜖𝜖, 𝑍𝑍𝑍𝑍𝑍𝑍𝑍𝑍𝑍𝑍𝐸𝐸𝑖𝑖,𝑑𝑑 = 𝛽𝛽0 + 𝛽𝛽1(𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝑉𝑉𝑡𝑡−1)𝑖𝑖,𝑑𝑑 + 𝛽𝛽2𝜑𝜑𝑖𝑖,𝑑𝑑 + 𝜖𝜖,
𝑍𝑍𝑍𝑍𝑍𝑍𝑍𝑍𝑍𝑍𝐸𝐸𝑖𝑖,𝑑𝑑 = 𝛽𝛽0 + 𝛽𝛽1(𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝑉𝑉𝑡𝑡−1)𝑖𝑖,𝑑𝑑2 + 𝛽𝛽2𝜑𝜑𝑖𝑖,𝑑𝑑 + 𝜖𝜖 𝜑𝜑𝑖𝑖,𝑑𝑑
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𝑡𝑡𝑠𝑠𝑠𝑠𝑠𝑠𝑠𝑠

)
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𝛽𝛽0 + 𝛽𝛽1𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝑖𝑖,𝑑𝑑2 + 𝛽𝛽2𝜑𝜑𝑖𝑖,𝑑𝑑 + 𝜖𝜖, 𝐶𝐶𝑍𝑍𝑍𝑍𝑍𝑍𝑍𝑍𝑍𝑍𝐸𝐸𝑖𝑖,𝑑𝑑 = 𝛽𝛽0 + 𝛽𝛽1(𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝑉𝑉𝑡𝑡−1)𝑖𝑖,𝑑𝑑 + 𝛽𝛽2𝜑𝜑𝑖𝑖,𝑑𝑑 + 𝜖𝜖,
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β1LNINOVi,d + β2φi,d + ϵ, ZSCOREi,d = β0 + β1LNINOVi,d2 + β2φi,d + ϵ, ZSCOREi,d = β0 +
β1(LNINOVt−1)i,d + β2φi,d + ϵ, ZSCOREi,d = β0 + β1(LNINOVt−1)i,d2 + β2φi,d + ϵ
CZSCOREi,d = β0 + β1LNINOVi,d + β2φi,d + ϵ, CZSCOREi,d = β0 + β1LNINOVi,d2 +
β2φi,d + ϵ, CZSCOREi,d = β0 + β1(LNINOVt−1)i,d + β2φi,d + ϵ, ZCSCOREi,d = β0 +
β1(LNINOVt−1)i,d2 + β2φi,d + ϵ φi,d

( b
tstat

)

ZSCOREi,d = β0 +
β1LNINOVi,d + β2φi,d + ϵ, ZSCOREi,d = β0 + β1LNINOVi,d2 + β2φi,d + ϵ, ZSCOREi,d = β0 +
β1(LNINOVt−1)i,d + β2φi,d + ϵ, ZSCOREi,d = β0 + β1(LNINOVt−1)i,d2 + β2φi,d + ϵ
CZSCOREi,d = β0 + β1LNINOVi,d + β2φi,d + ϵ, CZSCOREi,d = β0 + β1LNINOVi,d2 +
β2φi,d + ϵ, CZSCOREi,d = β0 + β1(LNINOVt−1)i,d + β2φi,d + ϵ, ZCSCOREi,d = β0 +
β1(LNINOVt−1)i,d2 + β2φi,d + ϵ φi,d

( b
tstat

)
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( b
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)
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( b
tstat

)
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