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Abstract: This study aims to analyze and obtain empirical evidence regarding the effect of LDR on bank’s profitability, and the
variables that can moderate the influence of LDR on ROA. The object of this research is banks listed on the Indonesia Stock
Exchange for the period of 2013 to 2016. 25 banks were selected using the purposive sampling method. The research object was
divided into two categories, namely BUKU 1 and BUKU 2 banks, and BUKU 3 and BUKU 4 banks. The results showed that
BUKU 1 and BUKU 2 banks were influenced by LDR and BI rate. Then, it moderated by OEOI. The study does not support the
hypothesis that the NPL and NIM of BUKU 1 and BUKU 2 banks can moderate the influence of the LDR variable on ROA.
While the influence of LDR on ROA of BUKU 3 and BUKU 4 banks was moderated by NIM and OEOI. The study does not
support the hypothesis that the NPL of BUKU 3 and BUKU 4 banks can moderate the influence of the LDR variable on
ROA.This study also supports the statement that the Bl rate gives more influence to BUKU 1 and BUKU 2 banks than banks in

the BUKU 3 and BUKU 4 categories.
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INTRODUCTION

Bank Indonesia is an authority in Indonesia which aims to
achieve and maintain the stability of the rupiah. In order to
achieve these objectives, Bank Indonesia implemented three
activities, namely establishing and implementing monetary
policy, regulating and maintaining the smooth payment
system, and regulating and supervising banks in Indonesia.
Banks are regulated institutions. Where, every bank activity
must follow the regulations set by Bank Indonesia. But like
other companies, banks are organizations that aim to make a
profit.

Profitability is a performance measurement used to see the
success of a bank's financial performance. However, in 2012
to 2016 the average profitability performance did not show
good performance. As illustrated in figure 1 below:

Figure 1: ROA Performance of Banks in Indonesia
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But, the decline in ROA performance is not in line with the
performance of loans provided by conventional banks. This
is not in accordance with the theory and results of previous
studies where the increase in credit provided by bank should
be directly proportional to the bank’s profitability(Ahmed et
al. 2018). It is different from the conditions that occur,
although bank’s profitability in 2012 and 2017 shows a
decline but the credit provided by banks in Indonesia
continues to increase. As shown in figure 2 below:

Figure 2: Loans Performance of Banks in Indonesia
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Loan to Deposit Ratio (LDR) is an indicator of bank
liquidity. LDR is also often used to assess the performance
of loans distribution carried out by banks. The higher LDR
can be interpreted as an increase in loans provided by banks.
This study attempts to analyze the relationship between
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loans performance and profitability. as shown in figures 1
and 2 in the period 2012 to 2016 shows the inconsistency
relationship on loans distribute by bank and bank’s
profitability. This can be caused by the interrupt variables
that can change the interaction of loans distribute by bank
against bank profitability. Non-performing loans (NPL), net
interest margin (NIM) and operating expenses on operating
income (OEOI) are variables that can influence bank’s
profitability (Puspitasari, Setiadi, and Rizkiyanti 2015),
(Junaeni 2017), (Kinanti and Purwohandoko 2017).
Therefore, NPL, NIM and OEOI can mediate the effect of
LDR on ROA. While the Bank Indonesia Rate (Bl Rate) is
used as an external factor that can affect the performance of
bank’s profitability (Murty and Chowdary 2018), (Junaeni
2017).

As explained earlier, banks are highly regulated entities. In
Indonesia, the bank'’s is divided based on its capital, this is
known as a commercial bank based on business activities
(BUKU). As a consequence, the bank's activities are limited
by its capital. There are 4 criteria in determining BUKU
criteria namely, 1) BUKU 1, namely banks that have core
capital of less than 1 trillion, 2) BUKU 2, namely banks that
have core capital of 1 trillion to 5 trillion, 3) BUKU 3
namely banks that have core capital of 5 trillion to 30
trillion, and BUKU 4 banks are banks that have more than
30 trillion core capital. The structuring of capital ownership
distinguishes business activities that can be carried out by
the bank. The greater the capital owned by the bank, the
more banking business activities that can be managed by the
bank.

This study analyzes the performance of banks by dividing
bank types into two groups. The first group consists of
banks classified as BUKU 1 and BUKU 2 banks. The
second group consists of banks classifies as BUKU 3 and
BUKU 4. This separation is carried out with assumptions
because there are differences in the business activities of
each bank based on BUKU 1, BUKU 2, BUKU 3 and
BUKU 4. With these differences, it can be assumed that
there are differences in performance between one another.
As explained earlier there is a discrepancy between loans
distribute by bank and bank's profitability performance.
Therefore, this study is aimed at analyzing the effect of
loans distribute by bank through measurement of LDR on
profitability measured by ROA. This study uses variables
NIM, NPL and OEOI as moderating variables between LDR
and profitability. External influences measured by the BI
rate are also examined in assessing bank performance. In
addition, this researcher also analyzed the difference in
performance between bank tipe one (BUKU 1 and BUKU 2)
and bank tipe two (BUKU 3 and BUKU 4).

MATERIAL AND METHOD
The purpose of the banking business fundamentals is to get
optimal profits by providing financial services to customers.

Investors have an interest in getting profits from the bank
through increasing the value of investments and dividends
given from the company. The increase in investment value
can be realized with an increase in bank profitability
performance. Therefore, profitability performance is an
important indicator and can be used by banks in order to
show its performance. Based on previous research studies,
there are several factors that can affect the performance of
banks, namely non-performing loans (NPL), net interest
margin (NIM) and operating expenses on operating income
(OEOI) and external factors such as the interest rates set by
Bank Indonesia.

Effect of LDR on ROA

Loan to Deposit Ratio (LDR) is a ratio that describes the
level of liquidity of a bank. This ratio is calculated by
comparing between loans provided by bank with third party
funds owned by the bank. An increase in LDR indicates an
increase of loans provided by banks(Ahmed et al. 2018).
The bank's main income comes from interest on loans. The
higher the loans given by bank, the more interest earned by
the bank. then, It will affect the increase in profits (Ahmed
et al. 2018). Therefore, an increase in LDR can increase
bank profitability(Yusuf and Surjaatmadja 2018). Based on
the explanation above, the following hypotheses are
formulated:

H,: Loan to deposit ratio has a significant effect on bank's
return on assets.

NIM's Moderating effect on the relationship between
LDR and ROA

Net interest margin (NIM) is a ratio that measures how
much the difference between loan interest earned by bank
with and interest expense on third party funds. The higher
NIM indicates the higher range between interest income
earned by bank with interest expenses. The higher NIM
resulting in higher income received by the bank (Akbar
2018). As explained earlier, an increase in LDR will trigger
an increase in ROA due to the higher interest income
generated. This will be further strengthened when the value
of the NIM gets higher, so that the profits generated will be
even greater(Silaban 2017). Likewise, when the NIM is low,
it will affect the relationship between LDR and ROA. Due
to the smaller income margin generated. Based on the
explanation, the following hypotheses are formulated:

H,: NIM can moderate the relationship between LDR and
bank'’s return on assets.

NPL's Moderating effect on the relationship between
LDR and ROA

The increase in LDR has a role in the growth of bank profits
(Poerwanti, Puspitaningrum, and Kartika 2018). But, if the
loans distributed by bank has non-performing loan, the
profit that will be generated will decrease. This is because,
the bank must charge the non-performing loan as expenses
in statemen of profit or loss. So that even though credit is

1966

Taufiq Akbar, AFMJ Volume 4 Issue 06 June 2019



“The Performance of Banks In Indonesia Based on Capital Perspective (BUKU), A case Study in a period of Decline
in Profitability Performance”

given high, the bank's income will decrease due to the non-
performing loan. Non-performing loan (NPL) is a ratio used
as a measurement of non-performing loans owned by a
bank. An increase in NPL will reduce the proportion of
income received by banks(Yolanda and Sumarni 2018).
Therefore an increase in NPL can reduce the profitability of
banks (Setiawan and Hermanto 2017). So, the profits
generated from loans provided by banks can be reduced by
an increase in NPL (Christaria and Kurnia 2016). So, the
value of bank profitability gets smaller. Based on the
explanation, the following hypotheses are formulated:

Hs: NPL can moderate the relationship between LDR and
bank's return on assets.

OEOI's Moderating effect on the relationship between
LDR and ROA

The ratio of operating expenses to bank operating income
(OEOI) is a ratio that indicates the operational efficiency
carried out by the bank. The higher the OEOI ratio indicates
the unefisien of bank operational due to the higher amount
of burden that must be borne by the bank. Likewise, vice
versa, the lower OEOI means that there is efficiency in the
bank's operating expenses. So an increase in OEOQOI can
result in lower bank's profitability (Kusumastuti and Alam
2019). Therefore, the high value of OEOI can reduce the
contribution of interest income derived from loans provided
by banks. Then, it can reduce bank's profitability(Komara
2017). Based on the explanation above, the following
hypotheses are formulated:

H,: OEOQI can moderate the relationship between LDR and
bank's return on assets.

Effect of Bl Rate on ROA

In addition to the company's fundamental factors, there are
other factors that can affect the company's profitability.
These factors can come from the company's external
environment such as macroeconomic conditions. Based on
previous research, interest rates can have more influence on
profitability than other macroeconomic factors such as
inflation and the rupiah exchange rate(Junaeni 2017). Banks
in Indonesia follow the benchmark interest rate from Bank
Indonesia. When Bank Indonesia interest rates are high, the
bank will increase the interest on its loans. Increased interest
loans have an impact on increasing bank profitability.
Where when the interest earned by the bank is high, the
bank's profit will increase automatically. Based on this
explanation, the hypothesis is formulated as berkut:

Hs: Bl Rate has a significant effect on bank's return on
assets.

Table 1

RESEARCH DESIGN

This research is quantitative research that is intended to
prove the theory that has been built. The data used in this
study are secondary data in the form of financial statements
of banks in Indonesia from the period 2013 to 2016. The
study period was chosen because in that period there was an
inconsistent relationship between the increases in credit
provided with a tendency to decrease bank profitability bank
in Indonesia. The sample selection method used was
purposive sampling. Criteria for the data taken are as
follows:

1. The bank reports their financial statements
continuously during the study period from 2013 to
2016.

2. The bank does not change their category from
BUKU 1 and BUKU 2 to BUKU 3 or BUKU 4
during the study period.

Of the 42 banking companies listed on the Indonesia Stock
Exchange only 25 banks met the sample selection criteria.
Where, 16 banks did not report their financial statements
consecutively during the study period. 1 banks change from
BUKU 1 and BUKU 2 banks to BUKU 3 and BUKU 4
Banks. So, from the existing sample there are 12 banks
categorized into BUKU 1 and BUKU 2. While as many as
13 bank sample from BUKU 3 and BUKU 4 banks.

Data Analysis

In this study the data were analyzed using descriptive and
inferential statistics. Descriptive analysis uses SPSS and for
hypothesis testing is conclude using AMOS software. Data
were analyzed using path analysis. In path analysis, the first
thing to do is to make a path analysis model(Ghozali 2014).
In this case, the model used the manifest variable. The
variables in this study consisted of three variables, namely
the independent variable, dependent variable and
moderating variable. Hypotesis testing is concluded by
looking at the significance level of the influence of the
independent variables on the dependent(Ghozali 2014). As
well as, the significance level of the moderating variable.
The results of the analysis are obtained by comparing the
information obtained from descriptive and inferential
analysis.

Variable Measurement

As explained earlier, this study uses three variables, namely
independent, dependent and moderating variables.
Following are the definition of operational variables:

Independent Variable

Variable Measurement

Source

Loan to Deposit Ratio (LDR)

_ Total Loans Distributed by Bank

(Setiawan and Hermanto 2017),

Total Third Party Funds

0,
*100% (Hakim and Sugianto 2018).
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Dependent Variable

Return on Assets (ROA)

Net Income Before Taxes

(Setiawan and Hermanto 2017),

Average Total Assets

0,
x100% (Hakim and Sugianto 2018).

Variabel Moderasi

Net Interest Margin (NIM)

Net interest income

x100% (Setiawan and Hermanto 2017).
0

Average earning assets

Non-performing Loan (NPL) _ Non — Performing Loans £100% (Setiawan and Hermanto
" Total Loans Distributed by Bank ° 2017),(Hakim and Sugianto 2018).
Operational ~ Expenses  on _ Total Operating Expenses (Setiawan and Hermanto

x100%

Operating Income (OEOI)

Total Operating Income

2017),(Hakim and Sugianto 2018).

Source: Data processed by researchers.

RESULT AND DISCUSSION

Based on the literature review and research problems and
the research objectives to be discussed, the research model is
formulated as follows:

Figure 3: Conceptual Framework

Analysis of Bank BUKU 1 and BUKU 2
Information generated from descriptive statistical analysis
on 12 bhanks categorized into BUKU 1 and BUKU 2 during
the period of 2013 to 2016 are as follows:

Table 2: Descriptive Statistics of Bank BUKU 1 and BUKU 2

9 ¢ ¢

LDR*NPL

LDR*NIM

LDR*BOPO

N Minimum | Maximum | Mean

LDR 48 551 2.096 87775
NIM 48 .013 199 .04270
NPL 48 .002 167 .04773
OEOI 48 .328 1.632 .83756
Bl Rate 48 4.47 7.75 6.8050
ROA 48 -111 .039 .00377

ROA

Source: Data processed by researchers.

Information obtained from inferential statistics on the
research hypothesis testing of 12 banks categorized into
BUKU 1 and BUKU 2 during the period of 2013 to 2016 are

Bl Rate

Source: Data processed by researchers.

Table 3: Inferential Statistics of BUKU 1 and BUKU 2

—

as follows:

Estimate S.E. CR. P Label
ROA <--- LDR ,040 ,013 2,990 ,003
ROA <--- BlIRate ,006 ,002 2,603 ,009
ROA <--- LDRxNPL ,090 ,066 1,369 171
ROA <--- LDRxNIM ,128 ,116 1,105 ,269
ROA <--- LDRxOEOI -,069 ,013 -5,502  ***

Source: Data processed by researchers.

The results of the descriptive analysis in table 2 show that
the LDR value of the average bank is high at 88.77%. Table
3 shows that in BUKU 1 and BUKU 2 banks LDR has a
significant influence on bank's profitability. This result

means that the increase in ROA of BUKU 1 and BUKU 2
banks is influenced by the LDR. In line with previous
studies which stated that an increase in LDR led to an
increase in bank's ROA (Yusuf and Surjaatmadja 2018).

1968

Taufiq Akbar, AFMJ Volume 4 Issue 06 June 2019



“The Performance of Banks In Indonesia Based on Capital Perspective (BUKU), A case Study in a period of Decline
in Profitability Performance”

Table 3 also shows that the Bl Rate affects the performance
of bank profitability. It means that the more reference
interest rates set by Bank Indonesia have an impact on
increasing the profitability of BUKU 1 and BUKU 2 banks.
In line with previous research where an increase in the Bl
rate has a positive effect on bank's profitability(Ahmed et al.
2018). However, the increase in LDR and BUKU 1 and
BUKU 2 bank interest rates is mediated by the inefficiency
of bank operations. Evidenced by the high value of OEOI
resulted in decreased profitability. This answers the research
question where credit is not in line with bank profitability.
The low profitability of banks during the study period is
influenced by an increase in OEOI (Wulandari, Anggraeni,
and Andati 2018).

The results of this study do not support the hypothesis which
states that NPL and NIM can mediate the effect of LDR on
ROA. It is because the value of NPL of banks observed is
small, which is an average of 4.8%. So, an increase in NPL
does not affect ROA (Kusumastuti and Alam 2019). In table
4 we can see that NIM cannot mediate the effect of LDR on
ROA. In contrast to previous studies where an increase in
NIM influenced the increase in ROA (Watuseke, Worang,
and Tielung 2019).

Table 5: Inferential Statistics of BUKU 3 and BUKU 4

Analysis of Bank BUKU 1 and BUKU 2
Information generated from descriptive statistical analysis
on 13 bhanks categorized into BUKU 3 and BUKU 4 during
the period of 2013 to 2016 are as follows:

Table 4: Descriptive Statistics of Bank BUKU 3 and BUKU 4

N Minimum | Maximum Mean
LDR 52 534 1.327 .90199
NIM 52 .032 116 .05886
NPL 52 .007 .159 .04809
OEOI 52 410 .867 .70204
Bl Rate 52 4.47 7.75 6.8050
ROA 52 -.050 .047 .02230

Source: Data processed by researchers.

The Information obtained from inferential statistics on the
research hypothesis testing of 13 banks categorized into
BUKU 3 and BUKU 4 during the period of 2013 to 2016 are
as follows:

Estimate S.E. CR. P Label
ROA <--- LDR ,014 ,011 1,266 ,205 par_1
ROA <--- BlIRate ,002 ,001 1,896 ,058 par_5
ROA <--- LDRxNPL -,091 ,053 -1,716 ,086 par_2
ROA <--- LDRxNIM 371 ,077 4,843 ool par_3
ROA <--- LDRxOEOI -,058 ,010 -5,691 Fxk par_4

Source: Data processed by researchers.

Unlike the BUKU 1 and BUKU 2 banks, the profitability of
BUKU 3 and BUKU 4 banks is not affected by the LDR and
Bl rate. BUKU 3 and BUKU 4 banks have better
profitability performance compared to BUKU 1 and BUKU
2 banks. This can be seen from the difference in ROA values
shown in tables 2 and 4. The average profitability of BUKU
3 and BUKU 4 banks is 2% while the average of ROA in
BUKU 1 and BUKU 2 banks is worth 0.3%. This shows that
the profitability of BUKU 3 and BUKU 4 banks is better.
Therefore, the interest rate does not significantly influence
ROA. In line with previous researchers, where the Bl rate
does not have a significant effect on ROA (Ali et al. 2018).

Although on average the performance of BUKU 3 and
BUKU 4 banks is better, but the value of BUKU 3 and
BUKU 4 NIM is also better than the value of bank NIM
BUKU 1 and BUKU 2. Therefore, NIM more influences
the profitability of BUKU 3 banks and BUKU 4 of the

contributions given by the LDR. In line with previous
research where the high value of NIM is directly
proportional to the high value of bank ROA (Setiawan and
Hermanto 2017). Therefore, NIM can mediate the effect of
LDR on ROA of BUKU 3 and BUKU 4 banks.

However, although the proportion of bank income in BUKU
3 and BUKU 4 is high due to the high value of NIM.
However, the value of OEOQI is also high, so the net profit
obtained by the bank BUKU 3 and BUKU 4 is not too high.
In line with previous research, where an increase in OEOI
can reduce the value of profitability (Wulandari et al. 2018).
This answers the research problem where the role of LDR in
contributing to the ROA of BUKU 3 and BUKU 4 banks is
mediated by NIM and OEOI. While, the NPL does not
mediate the effect of LDR on ROA because the value of
non-performing loans owned by banks is small. So that NPL
does not have a significant impact on profitability
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(Permatasari and Amboningtyas 2017). Therefore, NPL
cannot mediate the relationship of LDR to ROA.

CONCLUSION

Based on the results of the research analysis, it can be
concluded that there are differences in performance between
the first category banks (BUKU 1 and BUKU 2 banks) and
the second category banks (BUKU 3 and BUKU 4 banks).
The profitability performance of BUKU 1 and BUKU 2
banks is influenced by the LDR and BI rate. The variable
that mediates LDR to ROA of BUKU 1 and BUKU 2 banks
is OEOI. While the LDR and Bl rate at BUKU 3 and BUKU
4 banks have no significant impact on profitability.
Variables that mediate LDR to ROA of BUKU 3 and BUKU
4 banks are NIM and OEOI.

The level of efficiency BUKU 1 and BUKU 2 banks must
be considered. Because based on the analysis that there is
efficiency is the cause of the low value of ROA. As with
BUKU 1 and BUKU 2 banks, the efficiency of BUKU 3 and
BUKU 4 banks also caused profitability performance to be
poor. Although, the performance of lending and bank NIM
BUKU 3 and BUKU 4 are good, the resulting profit can be
reduced due to inefficient operating performance.This study
also supports the statement that macroeconomic factor such
as Bl rate tend to influence BUKU 1 and BUKU 2 banks
than BUKU 3 and BUKU 4 banks.
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