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 Rural banks face increasing financial and digital risks, yet limited 

evidence exists on how fintech adoption, risk management, and 

corporate governance affect their financial performance. This study 

aims to fill the gap in the existing literature by examining the role of 

corporate governance in rural banks as one of the organizational 

mechanisms that can convert the banks’ internal capacities to financial 

performances. A cross-sectional quantitative survey was conducted 

among 129 rural banks in Bali, Indonesia, by purposively adopting a 

saturated sampling technique. Each bank was requested to provide one 

director and one commissioner. Based on the sampling frame of 129 

banks, 258 surveys were distributed. Of those, 242 surveys were file 

completed. Using PLS-SEM, the data received were analyzed. The 

results revealed that needs-based risk management positively impacts 

financial performance. On the contrary, fintech adoption did not exhibit 

a significant impact on financial performance. Corporate governance 

systems positively impact the relationships between risk management 

and financial performance, but do not moderate fintech adoption. This 

study contributes to the existing literature by adopting the Resource-

Based View to demonstrate the asymmetric impact of corporate 

governance on rural banks' risk-management systems to financial 

performances, but not positively impact fintech adoption. From a 

practical viewpoint, rural banks should perceive risk oversight from a 

governance-based perspective and embrace a combination of adequate 

digital infrastructure, workforce, integrated systems, and digital-risk 

governance.  

Copyright © 2026 Authors 

This is an open access article under CC-BY-NC 4.0 license 

 

Shirkah: Journal of Economics and Business 
Vol. 11, No. 2 (2026), page 303-322 

p-ISSN: 2503-4235  e-ISSN: 2503-4243 

Journal homepage: http://shirkah.or.id/new-ojs/index.php/home 

 

https://doi.org/10.22515/shirkah.v11i2.1162
mailto:shirkahiainsurakarta@gmail.com
mailto:gdcahyadi@unmas.ac.id
mailto:ikadekbagiana@unmas.ac.id
mailto:ia.yuliastuti@unmas.ac.id
mailto:edysantosa@unmas.ac.id
mailto:putrayasainym@undiksha.ac.id
https://creativecommons.org/licenses/by-nc/4.0/
http://issn.pdii.lipi.go.id/issn.cgi?daftar&1461031029&1&&
http://issn.pdii.lipi.go.id/issn.cgi?daftar&1461036652&1&&
http://shirkah.or.id/new-ojs/index.php/home


Shirkah: Journal of Economics and Business 

Vol. 11, No. 2 (2026), page 303-322 

 Putra et al. (Corporate Governance and Financial Performance in Rural Banks: Evidence from Indonesia) 

304 
 

e-ISSN: 2503-4243 

 

Introduction 

Small-scale borrower-focused financial institutions play a role in both financial 

inclusion and local economic development, though this likely depends on several factors, 

including institutional quality, the business climate, and the quality of internal management 

(Farooq et al., 2026; Fisseha, 2025). This is particularly evident in Bali, where rural banks 

help to finance tourism, trade, services, and small business economic activities. Their 

proximity to their customer base means rural banks play a role not only in providing access 

to finance but also in sustaining regional economic activities. However, rural banks in Bali 

are beginning to struggle to maintain their financial performance to fulfill this role due to 

the various challenges posed by credit, liquidity, operational efficiency, and profitability 

issues in the post-pandemic economy. As reported in Table 1, for the period 2021 to 2024, 

NPLs worsened from 6.72% to 8.58%, LDR deteriorated from 73.67% to 93.46%, and ROA 

declined from 1.78% to 1.28%. This underscores the need for rural banks to balance their 

role as financial intermediaries with productive credit, liquidity, and operational risk 

management. This further reinforces existing evidence that risk management and credit 

policies significantly affect the financial performance of rural banks in Bali (Rondonuwu et 

al., 2024). 

Table 1. Financial Performance Ratios of Rural Banks in Bali, 2021–2024 

No Indicator 2021 2022 2023 2024 

1 LDR (%) 73.67 76.63 88.42 93.46 

2 NPL (%) 6.72 8.49 7.80 8.58 

3 ROA (%) 1.78 1.74 0.93 1.28 

4 ROE (%) 15.77 15.06 14.93 15.17 

(Source: Otoritas Jasa Keuangan, Indonesian Banking Statistics, 2025) 

In rural banking, risk management plays an important role. Rural banks can identify 

credit, liquidity, operational, legal, and managerial risks. The Resource-Based View (RBV) 

focuses on risk-management routines embedded in the decision-making process and built 

using firm-specific intelligence and internal resources (Barney, 1991; Nocco & Stulz, 2022). 

Locate risk management within the context of operational and financial performance and 

sustainability of the institution, and the evidence generally demonstrates the effectiveness 

of risk management practices (Lestari et al., 2023; Maulana et al., 2024; Saeed & Donkoh, 

2026). Evidence from microfinance institutions demonstrates that, under limited resources, 

risk management practices sustain financial performance and organizational stability 

(Andryushchenko et al., 2015; Mutamimah et al., 2022). Both risk management practices and 

technology adoption are crucial mechanisms to harness the performance impact of 

organizational resources in Bali (Jananuraga et al., 2026). Based on the case studies, 

performance through risk management is not solely determined by systems and processes. 

However, it is achieved when firms realize the importance of risk management and 

integrate it into their day-to-day decision-making. 

Digital innovation is also problematic for rural banks. Adopting technology may 

speed up transactions, expand the range of services, and improve operational efficiency. In 

addition, process innovation and product innovation may be possible (Baker et al., 2023; 
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Mohammad et al., 2025). Fintech is also reported to enhance the performance of banks and 

financial institutions with improved service delivery and automated financial services 

(Baker et al., 2023). Digitalization and fintech have also been shown to affect the social 

performance of microfinance institutions (Khanchel et al., 2025; Umba et al., 2024). As in the 

case studies of rural banks, technology does not automatically achieve financial goals and 

solvency. An adequate strategy for integrating services and innovation is a prerequisite 

(Adiguzel et al., 2026; Judijanto et al., 2025). The discrepancy in study outcomes may be 

attributed to different definitions of the same concepts. While some studies (Alabdullah, 

2023; Baker et al., 2023; Permata & Albab, 2024) found positive financial impacts of fintech, 

others (Tanjung & Aulia, 2022; Muttaqin, 2023) did not find positive financial impacts of 

digital innovation or fintech. The discrepancy may be attributed to the level and degree of 

maturity and integration of fintech in the organizations. Higher integration maturity may 

propel fintech to become a strategic capability, while lower maturity and integration may 

keep it an operational capability. 

Corporate governance can help explain these cases because it provides systems for 

monitoring, accountability, and decision-making in deploying organizational resources. In 

microfinance institutions, governance structures are essential because they determine the 

level of managerial oversight and the strategic direction and balance between financial and 

institutional goals (Cardillo et al., 2026; Gohar & Batool, 2015). Good governance strives to 

improve the transparency of risk information, enhance risk management, and curtail risk-

taking. Empirical evidence also indicates that governance systems affect financial 

performance, set the context, and determine the optimal level of internal control and risk 

management systems (Fatima et al., 2026; Oppong et al., 2024; Raja et al., 2026). However, 

the impact of corporate governance is not constant. According to Mardiana and Dianata 

(2018) and Nazariyah et al. (2021), governance can affect the relationship between risk 

management and financial performance. However, the impact can vary based on 

governance quality and the type of institution. 

These gaps in the literature are not only discrete but also interconnected. The literature 

also has theoretical gaps, as risk management, fintech adoption, and corporate governance 

are often analyzed individually as determinants of financial performance. Although some 

studies have analyzed the role of governance in risk-related relationships (Fatima et al., 

2026; Mardiana & Dianata, 2018; Raja et al., 2026), they have generally paid little attention 

to whether the same governance mechanisms operate differently in fully developed versus 

developing organizational capabilities. Risk management is a banking regulation and 

oversight concern. In contrast, fintech adoption involves having the right technology, digital 

infrastructure, and system integration, as well as an adequate level of cybersecurity. Thus, 

corporate governance likely may add value to performance in the context of risk 

management while possibly doing so in fintech adoption. 

Some research exists on governance and technology within microfinance institutions 

(Cardillo et al., 2026; Khanchel et al., 2025; Umba et al., 2024), but it remains dispersed across 

regions and institutional and regulatory contexts. Research on Bali has focused on rural 

banks and has studied credit policy and risk management (Rondonuwu et al., 2024) and the 

interaction of risk management, technology, and human capital (Jananuraga et al., 2026). 

Nevertheless, little or no research examines risk management, fintech, corporate 

governance, and financial performance in rural banks in Indonesia. This is significant 

because rural banks operate under different constraints than commercial banks and 
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microfinance institutions, with different governance systems and customer types (Cardillo 

et al., 2026; Farooq et al., 2026; Fisseha, 2025). 

This study advances the literature by positioning corporate governance as a strategic 

boundary condition in the RBV, rather than as a direct measure of financial performance. 

According to RBV, the performance benefits of resources and capabilities depend on an 

organization's ability to employ an effective structure (Barney, 1991). Thus, this study 

assesses whether corporate governance creates a performance gap between risk 

management and fintech adoption. This approach aims to determine the role of governance 

in relation to an established organizational capability, risk management, and an emerging 

organizational capability, fintech adoption, within an institutional context. This study 

analyzes the intersection of risk management, fintech adoption, and the financial 

performance of rural banks in Bali, Indonesia. It also evaluate the role of corporate 

governance in these interactions. 

 

Literature Review and Hypothesis Development 

Resource-Based View Theory 

The Resource-Based View (RBV) suggests that differences in performance among 

organizations relate to how firms create, leverage, and deploy internal resources and 

capabilities. Resources become valuable, rare, difficult to imitate, and organized in an 

appropriate way that grants the organization a competitive edge (Barney, 1991). 

Organizational dimensions are a top priority, as valuable resources alone do not improve 

performance. Institutions must adopt coordination mechanisms and management 

structures that focus on the purposeful use of resources. 

In rural banks, risk management and fintech adoption are different organizational 

capabilities. Risk management is a mature capability, and banks can manage, assess, and 

control the degree of uncertainty they face. Meanwhile, fintech adoption is evolving as 

banks integrate digital technologies to automate and modernize financial and internal 

business processes. Studies in the financial and microfinance sectors show that both risk 

management and technology adoption positively affect institutional performance. 

However, their impact depends on the institution's readiness and available resources 

(Jananuraga et al., 2026; Khanchel et al., 2025; Mutamimah et al., 2022). 

Corporate governance provides oversight, accountability, and direction for 

organizing capabilities. Governance structures define how resources are overseen, 

distributed, and strategic choices are made (Cardillo et al., 2026; Gohar & Batool, 2015). From 

the resource-based view of the firm (RBV) perspective, corporate governance is one of the 

organizational mechanisms through which rural banks can realize the value of their 

capabilities in risk management and technology. 

Risk Management and Financial Performance 

Risk management includes identifying, assessing, and continuously evaluating risks 

that might impede an organization from attaining its goals. For rural banks, risk 

management is an essential capability given their operational activities of lending, collecting 

public funds, managing liquidity, and exposure to credit, operational, legal, and managerial 

risks. Poor risk management leads to higher loan losses, liquidity risk, operational 
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disruption, and deteriorating financial performance (Andryushchenko et al., 2015; Omidiji 

et al., 2025). 

From an RBV perspective, risk management is more than just having policies. The 

value of risk management lies in the bank's ability to integrate risk information into its 

lending, liquidity, and operational decisions. Additionally, when integrated into assessing 

creditworthiness, evaluating and managing risk exposure, and deploying financial 

resources, knowledge of a bank's borrowers, local markets, and payment patterns becomes 

an important competitive advantage. Rural banks with effective risk management routines 

lose less money and maintain greater operational stability. 

Data generally corroborate this perspective. Lestari et al. (2023) showed that having 

an enterprise risk management system positively impacts a bank's financial performance, 

and Saeed and Donkoh (2026) showed the positive impact of managing credit risk on bank 

performance. In microfinance, Mutamimah et al. (2022) showed that risk management 

practices affected financial performance and sustainability. For rural banks in Bali, 

Rondonuwu et al. (2024) showed that risk management and credit policies are positively 

associated with financial performance. Jananuraga et al. (2026) also viewed risk 

management as a critical element of strengthening the performance contribution of 

organizational resources in Balinese financial institutions. Thus, financial performance is 

expected to increase when risk management is a dedicated and integrated organizational 

capability rather than merely a compliance obligation. Based on the above, we propose the 

following hypothesis: 

H1: Risk management has a positive effect on financial performance. 

 

Financial Technology and Financial Performance 

Fintech adoption means integrating technologies to offer financial services, facilitate 

transactions, and create new business models. For rural banks, fintech may include digital 

payment systems, mobile banking, digital transaction systems, and even technology-

enabled internal processes (Marcella & Zulfikar, 2024). These technologies are expected to 

lower transaction costs, accelerate service delivery, expand the client base, and improve the 

delivery of financial services and systems (Baker et al., 2023; Mohammad et al., 2025). 

Within the Resource-Based View (RBV) perspective, technology is not necessarily a 

strategic resource because Similar or competing organizations can acquire the same 

technology. Its strategic value emerges from an organization's ability to integrate the 

technology with its business processes, workforce, customer care, and management 

(Adiguzel et al., 2026). Innovation and the organization's readiness to integrate the new 

technology efficiently determine its financial and market outcomes (Adiguzel et al., 2026). 

The value chain of fintech is realized only with adequate supporting infrastructure, 

integrated and secure systems, and acceptance by target customers (Al Hammadi & 

Nobanee, 2019). 

These considerations are important. Baker et al. (2023), Alabdullah (2023), and 

Permata and Albab (2024) indicated that financial technology improves banks' financial 

performance. Meanwhile, Khanchel et al. (2025) and Umba et al. (2024) asserted the 

importance of fintech and digitalization to the financial and social performance of 

microfinance institutions. However, Tanjung and Aulia (2022) and Muttaqin (2023) 

mentioned that fintech and digital innovations do not always lead to improved financial 

performance. In particular, Judijanto et al. (2025) showed that adopting fintech may lead to 
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business growth through risk management. This indicates that, to operate efficiently, 

technology needs to be complemented by other organizational mechanisms. When fintech 

is integrated into the organization's systems and processes, it can also improve financial 

performance, and the following hypothesis shall be set: 

H2: Financial technology has a positive effect on financial performance. 

Corporate Governance as a Moderator of Risk Management and Financial Performance 

Corporate governance systems encompass the systems organizations use to direct, 

monitor, and control themselves (Cadbury, 1992). Principles of transparency, accountability, 

responsibility, independence, and fairness provide the basis for decision-making authority 

and broader control over management. In microfinance, governance plays a substantial role 

in the strategic direction and discipline of management, as well as the balance of risk, 

organizational objectives, and financial and institutional results (Cardillo et al., 2026; Gohar 

& Batool, 2015). 

In the Resource-Based View of the firm (RBV), corporate governance is the structure 

that converts internal resources into firm capabilities and performance. Governance may 

strengthen the firm's risk management value. Board oversight may ensure that the firm's 

risk policies align with its goals. Accountability may shift the firm's responsibility for credit, 

liquidity, and operational risks. Transparency in risk management facilitates the flow of 

clear decision-making information. Independent oversight may control risk-taking and 

manage the firm's risk. Thus, risk management governance may shift from a compliance-

based function to a firm capability embedded in strategic and operational decisions. 

Evidence suggests that governance plays a conditioning role. Mardiana and Dianata 

(2018) and Nazariyah et al. (2021) analyzed corporate governance as a moderator of the 

relationship between risk management and financial performance. Fatima et al. (2026) also 

analyzed the moderating role of corporate governance on financial risks and financial 

performance. In addition, Raja et al. (2026) argued that governance conditions the 

relationship between risk management, financial performance, and firm value. Oppong et 

al. (2024) also found that corporate governance strengthens internal control systems to 

enhance bank performance. These studies suggest that governance can strengthen the value-

added performance of internal control and risk-related capabilities. From an RBV 

standpoint, strong governance processes can help rural banks better organize and deploy 

their risk-related capabilities. Therefore, the following hypothesis is proposed: 

H3: Corporate governance strengthens the effect of risk management on financial 

performance. 

Corporate Governance as a Moderator of Financial Technology and Financial Performance 

Several factors affect the performance of fintech adoption beyond the high purchasing 

power of digital technologies. Rural banks must make optimal technology investments, 

integrate new systems, protect customer information and data, manage operational and 

cyber risks, and follow banking regulations. Fintech adoption would also change rural 

banks' exposure to credit and operational risks, increasing the importance of strong and 

effective risk governance (Das & Pati, 2026; Liu et al., 2026). 

Integrating technologies and tools designed to complement a fintech solution can 

significantly contribute to achieving institutions' stated goals. Governance helps prioritize 
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investments and digital risks and ensures solutions comply with customer protection and 

regulatory requirements. Governance helps integrate business processes. These 

mechanisms are likely to facilitate seamless integration of digital technology into banking 

operations. Quality governance is reported to be vital in translating business strategies and 

internal resources into financial performance within an organization (Hoai et al., 2026; 

Pathak et al., 2026). 

According to the RBV, these mechanisms represent the necessary organizational 

capacity to deploy and harness the potential of technologies. Without strategies and 

oversight, fintech may remain an imitable operational tool. However, through effective 

governance mechanisms, fintech may be integrated with organization-specific knowledge, 

employee abilities, customer relationships, and internal processes, becoming more valuable 

and difficult to imitate. While existing studies have examined fintech and governance 

performance in isolation, very few studies have examined whether governance improves 

the financial impact of fintech adoption in rural banks. This gap in the literature forms the 

basis of this research, and the following hypothesis is proposed: 

H4: Corporate governance strengthens the effect of financial technology on financial 

performance. 

 The Resource-Based View (RBV) and the hypotheses derived from it lead this study 

to propose an integrative research framework. Risk management and fintech integration are 

expected to affect financial performance, while corporate governance moderates both 

relationships. The integrated research framework is displayed in Figure 1. 
 

 

 

 

Figure 1. Research Framework 

Method 

This study adopted a quantitative and cross-sectional approach. This study assessed 

risk management and fintech adoption, along with corporate governance, in relation to the 

financial performance of rural banks in Bali, Indonesia. Corporate governance was assessed 

Risk Management 

(X1) 

Financial 

Technology (X2) 

Financial 

Performance (Y) 

Corporate 

Governance (M) 

H1 (+) 

H2 (+) 

H3 (+) H4 (+) 
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as a moderator of the relationship between risk management, fintech adoption, and financial 

performance. 

Population, Sample, and Respondents 

All 129 rural banks in Bali at the time of data collection comprised the institutional 

population (refer to Table 2). Given that the entire institutional population was included, 

this study used a saturated sampling approach. We selected one director and one 

commissioner from each rural bank as respondents because they participate in strategic 

decision-making, risk management oversight, technology implementation, and corporate 

governance. Thus, 258 respondents were targeted. We collected 242 completed 

questionnaires, representing a response rate of 93.8%. The unit of analysis was the director 

or commissioner who filled in the questionnaire. 

Table 2. Number of Research Samples and Respondents 

Rural banks 
Respondents 

per bank 
Targeted 

respondents 
Valid 

Respondents 
Response Rate 

129 2 258 242 93.8% 

Data collection was conducted through a closed-ended, structured questionnaire. The 

measurement items were constructed using the existing literature on risk management, 

fintech adoption, corporate governance, and financial performance. We then modified the 

items to reflect the corporate characteristics of Indonesian rural banks. The risk management 

measures encompassed five dimensions: liquidity risk, credit risk, legal risk, ownership and 

management risk, and operational risk. These dimensions assess rural banks' capacity to 

identify, monitor, and manage the risks faced in running their operations and ensuring the 

bank's sustainability. The measurement was informed by literature on enterprise risk and 

microfinance risk management, which advocates integrating risk identification and control 

into the institution's decision-making (Andryushchenko et al., 2015; Mutamimah et al., 2022; 

Nocco & Stulz, 2022). 

Factors influencing the level of FinTech adoption were assessed by measuring 

dimensions of usability, responsiveness, innovation, and security. These dimensions 

indicate how technology supports banking services and internal processes, makes banking 

services easily accessible to customers, and supports the innovation of banking services. The 

measurement was informed by studies on the influence of Fintech adoption and 

digitalization on the financial performance of banking and microfinance institutions (Baker 

et al., 2023; Khanchel et al., 2025; Mohammad et al., 2025; Umba et al., 2024). Corporate 

governance was observed through transparency, accountability, responsibility, 

independence, and fairness. These dimensions provide control and assessment mechanisms 

for an organization's governance (Cadbury, 1992). The application of these dimensions to 

the rural banking sector was informed by the literature on the governance and sustainability 

of microfinance institutions (Cardillo et al., 2026; Gohar & Batool, 2015). 

Respondents evaluated financial performance by measuring profitability, efficiency, 

asset quality, liquidity, intermediation, and net interest margin. These components assess 

the intricacies of financial performance in banking and microfinance operations and 

incorporate the ability to achieve a given level of return, manage costs, preserve asset 
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quality, and sustain financial intermediation (Farooq et al., 2026; Fisseha, 2025; Ting et al., 

2025). The questionnaire items were measured on a five-point Likert scale from 1 (strongly 

disagree) to 5 (strongly agree). Higher scores indicated better risk management and 

corporate governance practices, greater adoption of fintech, and an improved perception of 

financial performance. 

Prior to the PLS-SEM analysis, item validity was assessed by evaluating item–total 

correlations. Coefficients of at least 0.30 were considered acceptable. Initially, Cronbach's 

alpha was used to assess internal consistency. Adequate preliminary validity and internal 

consistency were achieved since all item–total correlations were greater than 0.30, and 

Cronbach's alpha coefficients were greater than 0.70. The subsequent PLS-SEM 

measurement model evaluated construct reliability and validity. 

Data Collection and Ethical Considerations 

Direct or electronic questionnaires were distributed to targeted directors and 

commissioners. Respondents were not obligated to answer; in fact, they were asked to 

participate after learning about the research goals. Respondents were asked to complete the 

questionnaires voluntarily, and it was stated that the information would be used for 

academic research only. No names were associated with any answers, and each answer was 

kept confidential and presented as summary data. Respondents could withdraw their 

consent at any time without penalty. Completing and returning the questionnaire was 

regarded as explicit, informed consent. These procedures safeguarded voluntary 

participation, confidentiality, and appropriate research data. 

Data Analysis: PLS-SEM Procedures 

According to Ghozali (2021), Partial Least Squares Structural Equation Modeling 

(PLS-SEM) was the appropriate choice for analyzing the proposed model because the 

research involves multiple latent constructs, interaction effects, and a predictive research 

model. The analysis was carried out in two steps: the measurement model and the structural 

model, respectively. In the measurement model, indicator reliability was assessed using 

outer loadings, while Cronbach's alpha and composite reliability (minimum threshold of 

0.70) were used to assess construct reliability. For convergent validity, the average variance 

extracted (AVE) was utilized, and values greater than 0.50 indicated that the construct 

explained a greater percentage of the variance of its indicators. Discriminant validity was 

assessed using the heterotrait–monotrait ratio (HTMT), where values less than 0.90 were 

considered satisfactory. The moderating influence of corporate governance was assessed by 

estimating the interaction terms between corporate governance and risk management and 

between corporate governance and fintech adoption. A positive and statistically significant 

interaction term indicates a stronger relationship between corporate governance and 

financial performance. We used a 5% significance level. 

Results 

Respondent Characteristics 

Table 3 presents the demographic characteristics of the 242 directors and 

commissioners of rural banks who participated in this study. 
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Table 3. Respondent Characteristics 

Characteristic Category Frequency Percentage (%) 

Gender Male 176 72.7 
 Female 66 27.3 
 Total 242 100 

Age 20–30 years 13 5.4 
 31–40 years 29 12 
 41–50 years 58 24 
 More than 50 years 142 58.7 
 Total 242 100 

Education 
Senior secondary/vocational school 

or diploma 
65 26.9 

 Bachelor’s degree 129 53.3 
 Postgraduate degree 48 19.8 
 Total 242 100 

Work experience 10 years or less 97 40.1 
 More than 10 years 145 59.9 

  Total 242 100 

 

As presented in Table 3, male respondents (72.7%) numbered 176, and female 

respondents (27.3%) numbered 66. Most respondents (58.7%) were over 50, followed by 

those aged 41–50 (24.0%), 31–40 (12.0%), and 20–30 (5.4%). Among respondents, 53.3% had 

a bachelor's degree, and 19.8% had postgraduate degrees. This means that 73.1% of 

respondents had at least a bachelor's degree, while the rest had a diploma or senior 

secondary/vocational degree. Regarding work experience, 59.9% had more than 10 years of 

work experience, while the rest (40.1%) had 10 years or less. In general, surveyed 

respondents had appropriate educational and professional backgrounds to evaluate risk 

management, fintech adoption, corporate governance, and financial performance of rural 

banks. 

Construct Reliability and Convergent Validity 

Having surveyed the respondent profiles, the measurement model was evaluated to 

ensure reliability and validity. Reliability was assessed at the first degree, while validity was 

studied at the second degree. Internal consistency was studied using Cronbach's alpha, 

rho_A, and Composite Reliability. The Average Variance Extracted (AVE) was used to 

assess convergent validity. As presented in Table 4, all constructs had Cronbach’s alpha, 

rho_A, and Composite Reliability values exceeding 0.70. The above findings show that all 

constructs had adequate internal consistency reliability and convergent validity. 

Table 4. Construct Reliability and Validity 

Variable 
Cronbach's 

alpha 
Composite 

reliability (rho_a) 
Composite 

reliability (rho_c) 
Average variance 

extracted (AVE) 
Corporate 

Governance 
0.945 0.945 0.951 0.583 
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Variable 
Cronbach's 

alpha 
Composite 

reliability (rho_a) 
Composite 

reliability (rho_c) 
Average variance 

extracted (AVE) 
Financial 

Performance 
0.949 0.949 0.954 0.583 

Financial 

Technology 
0.925 0.925 0.937 0.597 

Risk 

Management 
0.947 0.948 0.953 0.594 

Discriminant Validity 

Discriminant validity was initially assessed using the Fornell–Larcker criterion. This 

criterion requires the square root of the Average Variance Extracted (AVE) of each construct, 

shown by the diagonal values, to be greater than its correlations with the other constructs. 

The results are presented in Table 5. 

Table 5. Fornell–Larcker Criterion 

Variable 
Corporate 

Governance 
Financial 

Performance 
Financial 

Technology 
Risk 

Management 
Corporate 

Governance 
0.764    

Financial 

Performance 
0.686 0.763   

Financial 

Technology 
0.659 0.657 0.772  

Risk 

Management 
0.673 0.672 0.661 0.771 

 

As shown in Table 5, the square root of the AVE for corporate governance (0.764), 

financial performance (0.763), financial technology (0.772), and risk management (0.771) 

exceeded the respective correlations with the other constructs. For example, the diagonal 

value of corporate governance (0.764) exceeded its correlations with financial performance 

(0.686), financial technology (0.659), and risk management (0.673). Similar patterns were 

observed for the other constructs. Therefore, the Fornell–Larcker criterion was satisfied, 

indicating adequate discriminant validity among the constructs. Discriminant validity was 

further examined using the Heterotrait–Monotrait ratio (HTMT), which assesses the 

empirical distinctiveness of the latent constructs. HTMT values below 0.90 indicate that the 

constructs measure conceptually distinct phenomena. Table 6 presents the HTMT results. 

Table 6 shows that all HTMT values were below the recommended threshold of 0.90, 

ranging from 0.102 to 0.547. The highest HTMT value was observed between financial 

technology and corporate governance (0.547), whereas the lowest value was found between 

financial technology and financial performance (0.102). These results confirm that the 

correlations between indicators measuring different constructs were sufficiently low. 

Accordingly, the HTMT criterion provides additional evidence that discriminant validity 

was established for all constructs in the research model. 
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Table 6. Heterotrait–Monotrait Ratio (HTMT) 

Relationship Between Variables Heterotrait-monotrait ratio (HTMT) 

Financial Performance <-> Corporate Governance 0.148 

Financial Technology <-> Corporate Governance 0.547 

Financial Technology <-> Financial Performance 0.102 

Risk Management <-> Corporate Governance 0.108 

Risk Management <-> Financial Performance 0.250 

Risk Management <-> Financial Technology 0.265 

Hypothesis Testing 

Hypothesis testing shows that risk management improves financial performance, but 

financial technology has no discernible impact on financial performance. Regarding 

financial technology and financial performance, corporate governance has no moderating 

effect, but it does enhance the correlation between risk management and financial 

performance. 

Table 7. Summary of Hypothesis Testing Results 

No Hypothesis 
Path 

Coefficient 
T-statistic P-value Decision 

1 H1: RM →FP 0,179 3,530 0,000 Accepted 
2 H2: FT → FP 0,065 1,301 0,097 Rejected 
3 H3: CG x RM → FP 0,430 2,177 0,009 Accepted 
4 H4: CG x FT → FP 0,026 0,519 0,302 Rejected 

(Source: Primary Data Processed, 2026) 

The following interprets the hypothesis testing results based on Table 7. To begin, a 

p-value of 0.000, a T-statistic of 3.530, and a path coefficient of 0.179 indicate that risk 

management affects financial success. The result shows that risk management significantly 

and positively affects financial performance, since the T-statistic is higher than the critical 

value of 1.645 and the p-value is less than 0.05. Hence, we accept H1. This finding provides 

further evidence that enhanced financial performance may result from more effective risk 

management techniques. Secondly, a p-value of 0.097, a T-statistic of 1.301, and a path 

coefficient of 0.065 indicate that financial technology affects financial performance. The p-

value is larger than 0.05, and the T-statistic is smaller than 1.645. This proves that 

technological advancements in the banking sector do not substantially impact bottom-line 

results. We therefore reject H2. This finding suggests that the adoption or use of financial 

technology has not had a significant direct impact on financial performance improvement. 

Third, a p-value of 0.009, a T-statistic of 2.177, and a path coefficient of 0.430 indicate that 

corporate governance moderates the association between risk management and financial 

success. There is strong evidence that corporate governance moderates the association 

between risk management and financial performance, since the T-statistic is more than 1.645 

and the p-value is lower than 0.05. Corporate governance amplifies the impact of risk 

management on financial performance, as shown by the positive coefficient. 

Hence, we accept H3. This research provides more evidence that good corporate 

governance amplifies the impact of risk management on bottom-line results. Fourth, a p-
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value of 0.302, a T-statistic of 0.519, and a path coefficient of 0.026 indicate that corporate 

governance does not moderate the association between financial technology and financial 

success. Corporate governance does not mitigate the relationship between financial 

technology and financial success, as indicated by the T-statistic being below 1.645 and the 

p-value being over 0.05. Consequently, we reject H4. This result suggests that corporate 

governance has failed to enhance the impact of financial technology on financial 

performance. In sum, Table 4 shows that financial performance is positively affected by risk 

management, but not directly by financial technology. Also, while corporate governance 

does little to reduce the correlation between financial technology and financial success, it 

does bolster the correlation between risk management and fintech. 

Discussion 

Risk Management and Financial Performance 

According to our findings, the direction of the relationship between risk management 

and financial performance of rural banks in Bali confirms H1. Rural banks' ability to identify, 

evaluate, monitor, and control credit, liquidity, operational, legal, and managerial risks 

positively affects their financial performance. We believe risk management supports 

performance by controlling credit risk and losses, protecting the quality of the bank's assets, 

managing the bank's operational activities, and enabling management to use the bank's 

financial resources more prudently. Within the Resource-Based View (RBV), risk 

management adds value when integrated into the firm's routines and practices, rather than 

treated as a compliance matter. Rural banks have deep knowledge of the local economy and 

their clients' borrowing and repayment patterns. If this knowledge is integrated into the 

bank's assessment of credit, liquidity, and internal control, risk management becomes a 

unique capability that is relatively difficult for competitors to imitate. This supports the RBV 

that performance depends not only on the resources a bank owns but also on how effectively 

and efficiently a bank can deploy them. 

The findings align with Lestari et al. (2023), Maulana et al. (2024), and Saeed and 

Donkoh (2026), who argue that effective risk management positively influences financial 

performance. This aligns with evidence from microfinance institutions, where risk 

management practices improve financial performance and sustainability (Mutamimah et al., 

2022). In the local context, Rondonuwu et al. (2024) showed that credit policy and risk 

management affect the financial performance of rural banks in Bali, while Jananuraga et al. 

(2026) stated the importance of risk management for the performance resource contribution 

of organizational resources in Balinese Financial Institutions. These findings indicate that 

risk management performance has a greater impact on financial institutions that are 

increasingly customer-centric and relationship-focused. Rural banks in Bali predominantly 

serve small and medium enterprises, and because their clients' financial health largely 

depends on tourism and the economic conditions of neighboring regions, embedded risk 

management can better help rural banks manage credit risk, liquidity risk, and uncertainty 

in the operational environment. 

Fintech Adoption and Financial Performance 

H2 was not supported by the results as rural banks in Bali did not show a significant 

association between fintech adoption and financial performance. This should not be taken 
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to mean that fintech does not carry value for the banks. Rather, it means that the current 

level of fintech integration has not generated tangible improvement in financial 

performance. Digital technologies may be easily purchased or imitated and, from an RBV 

perspective, may lack value as a strategic capability. Value in performance may be achieved 

through complementary resources such as digital infrastructure, employees, system 

integration, customers, cybersecurity, and management. Although digital technologies may 

enhance service delivery and improve service convenience, financial returns may not be 

immediate. They may take time to be realized, as the process may involve substantial costs 

for banks. An appropriate innovation strategy help organizations transform technology 

adoption into fiscal and market results (Adiguzel et al., 2026). 

This finding is consistent with Tanjung and Aulia (2022) and Muttaqin (2023), who 

suggest that fintech or digital innovation not increase fiscal performance if it is not 

adequately integrated into the organization's operational processes. This contrasts with 

Alabdullah (2023), Baker et al. (2023), and Permata and Albab (2024), who reported positive 

impacts of fintech on fiscal performance. Microfinance studies have also shown that fintech 

and digitalization increase fiscal and social performance (Khanchel et al., 2025; Umba et al., 

2024). These differences may stem from variations in operational and digital resources, 

internet services, and customer bases. Large financial institutions can sustain, grow, and use 

the digital infrastructure required for fintech operations, given their sufficient customer 

base. Most rural banks operate with fewer financial and digital resources, and provide 

services that some clientele may still require via relationship banking and in-person services. 

Adopting digital technologies in these banks may improve services and geographic 

coverage, but is unlikely to improve profitability and the quality or efficiency of operations. 

This finding is also consistent with the argument that technological adoption may spur 

improvements in certain operational outcomes within organizations. Judijanto et al. (2025) 

identified risk management as one of the fintech-related business growth catalysts. 

Therefore, the financial value of fintech in rural banks may depend on how technology is 

integrated with risk management, human resources, and business processes rather than on 

the level of adoption alone. 

The Moderating Role of Corporate Governance in the Relationship Between Risk 

Management and Financial Performance 

The findings support H3 by showing that improving corporate governance reinforces 

the positive relationship between risk management and financial performance. This finding 

shows that rural banks' risk management yields more value when corporate governance 

mechanisms are more robust. Corporate governance may strengthen this relationship by 

clarifying management responsibilities, increasing transparency of risk information, 

aligning risk-taking with institutional objectives and purposes, and ensuring appropriate 

adjustments are made. This finding provides a greater understanding of the organizational 

aspect of the RBV. Valuable resources and capabilities are not fully beneficial unless the 

organization is designed to use them. Corporate governance supports this organizational 

aspect by developing oversight, accountability, and decision-making frameworks. Through 

board oversight and management accountability, corporate governance can shift the focus 

of risk management from a compliance-oriented, technical activity to a capability that 

informs lending, liquidity, and operational decision-making. 
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This finding is consistent with Mardiana and Dianata (2018), who studied corporate 

governance as a mechanism that influences the relationship between risk management and 

financial performance. This is also supported by Fatima et al. (2026), who identified the 

moderating function of corporate governance in the relationship between financial risks and 

financial performance. Similarly, Oppong et al. (2024) showed that corporate governance 

reinforces internal control mechanisms and performance, while Raja et al. (2026) focused on 

governance in the context of managing risk, financial performance, and firm value. The 

effect of governance may be context-dependent. Nazariyah et al. (2021) indicate that 

corporate governance structures may not have the same moderating effect across different 

banking systems. While governance structures may be crucial, risk information should be 

communicated and integrated into strategic choices. In Bali's rural banks, directors' and 

commissioners' participation in risk oversight may be particularly relevant, as lending 

should be balanced within prudential constraints and the economic fragility of tourism 

borrowers. 

The Moderating Role of Corporate Governance in the Relationship Between Fintech 

Adoption and Financial Performance 

H4 is not supported, as the combined effect of corporate governance and FinTech 

adoption is not statistically significant. The study thus provides no evidence that overall 

corporate governance practices affect the relationship between FinTech adoption and 

financial performance. Relegating governance to the realm of digital transformation is not 

warranted. General governance structures may be too broad and may not adequately 

address FinTech investments and risks. Governance in rural banks may be more oriented 

toward conventional internal credit control and oversight than toward digital governance. 

Creating value from fintech requires governance oversight of cyber safety, data protection, 

system integration, and investments, as well as relationships with service providers and 

legal protection for digital consumers. Adoption of fintech may alter a bank's risk profile 

and create credit risks that also require specialized governance (Das & Pati, 2026; Liu et al., 

2026). 

From the RBV perspective, this finding suggests that the same organizational 

mechanism may not enhance all capabilities. For instance, corporate governance strengthens 

risk management because traditional banking governance closely incorporates risk 

oversight. On the other hand, fintech capability requires deeper knowledge of technology, 

its infrastructure, and its implementation. While transparency and accountability may be 

necessary, they may not be sufficient when the directors and commissioners lack technology 

knowledge and when digital systems are not fully integrated into the bank's operational 

practices. This finding expands the governance literature in microfinance institutions. 

Previous studies showed the importance of governance in overseeing management and 

institutional performance (Cardillo et al., 2026; Gohar & Batool, 2015), while this finding 

suggests that overall governance quality may not automatically enhance the financial 

impact of the digital domain. Previous publications showed that corporate governance can 

serve as the foundation for assessing an organization's financial performance and making 

strategic decisions. Nevertheless, digital evolution may require more sophisticated and 

complex governance oversight, along with the integration of digital risk management. 
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The insignificant interaction may also be interpreted as a contextual explanation of the 

absence of a direct relationship between fintech and performance. Rural banks in Bali may 

have adopted some digital services but may not have fully incorporated digital 

transformation into their governance strategies and business practices. In that case, 

strengthening general corporate governance may not improve financial outcomes because 

of a lack of digital knowledge and systems and a lack of technology-related aspect. 

Conclusion  

This study assessed the relationships between risk management, fintech adoption, 

corporate governance, and financial performance, using 242 valid responses collected from 

directors and commissioners of rural banks in Bali. Our results indicate that risk 

management practices are tied to positive financial outcomes. Fintech use is not related to 

financial outcomes. Corporate governance strengthens the positive relationship between 

risk management and financial outcomes, but it does not affect the relationship between 

fintech and financial outcomes. This research extends the Resource-Based View by 

positioning corporate governance as an asymmetric strategic boundary condition that 

sustains risk-management capability but is not sufficient to translate fintech into better 

financial outcomes. Rural banks need to improve governance-related risk management 

practices, as well as digital infrastructure, capabilities, system integration, cybersecurity, 

and technology governance. 

The limitations of this study include its cross-sectional design and reliance on self-

reported data collected from rural banks in Bali. This limits the ability to draw causal 

conclusions and generalize the findings. Self-reported data collected from bank directors 

and commissioners may introduce perceptual and common method biases. The financial 

benefits of fintech may take longer to become apparent. Future research should utilize a 

longitudinal research design and include rural banks in other regions of Indonesia. Research 

could also focus on banks' readiness to use digital technology, prevailing regulatory and 

competitive conditions, organizational culture, and digital governance and regulation. 
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