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Abstract—The objective of this study is to analyze the effect of
non-performing loans on bank profitability. The dependent
variable in this study is profitability and the independent
variable is non-performing loans by using control variables are
liquidity ratio, capital adequacy ratio, gross domestic product
and size. This study uses 26 conventional banks that are listed on
Indonesian Stock Exchange in the period between 2009-2017 by
using purposive sampling. The results of this study show that
non-performing loans variable has a significant negative
influence on profitability bank. Liquidity ratio and gross
domestic product have significant positive influence on
profitability bank whereas capital adequacy ratio does not have
significant influence on profitability bank. Implications: For
conventional banking firms they are expected to do monitoring so
that the level of non-performing loans is low, monitoring the level
of liquidity ratio, are also contributing in increasing the growth
of gross domestic product to increase profitability bank.

level of bank profitability can be measured by return on assets
(ROA) which illustrates the power of banks to generate profits
by utilizing assets effectively and efficiently [5].
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Liquidity ratio is a ratio that measures a company's ability
to meet short-term obligations when due [2]. The higher
liquidity ratio shows the amount of deposit funds disbursed for
lending, but not followed by repayment of credit funds by
debtors that cause problem loans and result in a decrease in
profitability of a bank [8]. This indicates a negative influence
between liquidity ratio and profitability of a bank [5].

I. INTRODUCTION
The financial sector in Indonesia is currently dominated by
the banking sector, from data showing that total assets in
banking sector in 2015 reached 80% of all assets in the
financial sector [1]. Financial data shows that the banking
sector plays a role in the economy in Indonesia. The role of
banks in the country's economy can be judged by its improved
performance. Mbella and Magloire explain that good bank
performance will attract investors to invest their capital in
banks which have implications specifically for bank growth
and generally affect economic growth [2], otherwise bad bank
performance will result in bank failures in conducting their
business and impact during a country's economic growth crisis.
It related to financially constrained on investment, therefore
investment decision making is an important thing to do [3].
Banking sector performance is usually reflected in an
increase in the profitability ratio of a company which shows
that the ability of banks to obtain very high profits [4]. The

Kingu et al. explains that one of the factors that most
strongly influences a bank's profitability is non-performing
loans, that is, a ratio that measures a bank's credit risk [5]. Nonperforming loans generally occur because the debtor cannot
pay the interest and principal of the loan so that the profit of a
bank is reduced [6]. This will affect the level of profitability, if
the non-performing loans of a bank is higher then there will be
a decrease in the level of income, which means there is a
negative influence between non-performing loans on
profitability [7]. Other factors that can have an impact on the
level of bank profitability aside from non-performing loans are
the level of liquidity, capital adequacy ratio, gross domestic
product (GDP) and bank size (BS).

Capital adequacy ratio is a standard set by Bank Indonesia
(BI) to measure the capital adequacy ratio of a bank. BI
stipulates that bank sector must have a capital adequacy ratio of
not less than 8% which shows the bank is in a healthy position
[9]. A high capital adequacy ratio will reduce the bank's
dependence on using external funds to bear credit risk thereby
increasing bank profitability [10,11]. Therefore, the capital
adequacy ratio has a significant positive effect on the bank
profitability [12].
The gross domestic product (GDP) growth rate is an
external factor in a country's economic activities that affects the
profitability of a bank [13]. High GDP growth will increase the
demand for loans by the public which has an impact on
increasing the profitability of a bank [14]. Thus, there is a
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significant positive influence between GDP and bank
profitability [15]. In addition, Menicucci and Paolucci stated
that bank size has a positively affects and significantly
influences bank profitability [12].
II. LITERATURE REVIEW
A. Profitability
Profitability is the company's strength to generate profits
every year which shows the company's success in running its
business [12]. Profitability is also interpreted as an assessment
of the company's ability to obtain profits by comparing the
profits generated and costs incurred by the company in a
certain period [16]. The Ikatan Bankir Indonesia [17] explains
that banks with good earnings quality means that banks have
the strength and ability to support capital, asset growth and
operational management. Meanwhile, banks with poor profit
quality indicate the inability of banks to finance customers'
credit needs.
B. Non-Performing Loans
Non-performing loans is a loan fund which is blocked by
the debtor's return [18]. Non-performing loans are defined as
loans that the debtor cannot pay or fulfill obligations according
to a credit agreement for ninety days or more at maturity [19].
Non-performing loans are a measure to assess the credit quality
of a bank [17]. The higher quality of loans given by banks can
reduce the risk of the possibility of bad credit [4]. Nonperforming loans can be calculate using the ratio of nonperforming loans to the number of loans [18]
C. Liquidity Ratio
Liquidity is the ability of banks to meet short-term
obligations when due [15]. Fahmi [20] describes liquidity as
the ability of banks to provide savings when withdrawals by
customers, meet funding requests for credit, and control the
operational conditions of a bank. Liquidity ratios are used to
measure the liquidity position of a bank which is calculated by
comparing net loans and total deposits, if the liquidity ratio is
high then the liquidity risk will increase resulting in a bank's
financial difficulties [5]. Liquidity ratio is calculated by
comparing the ratio of credit and deposits, if the ratio is not
managed properly will have an impact on the failure of a bank
in running its business [10].
D. Capital Adequacy Ratio
Capital adequacy ratio is the ratio of capital adequacy
owned by banks to support credit activities [4]. Ozili [11]
defines the Capital Adequacy Ratio as the capital ratio used to
overcome credit risk. Fahmi [20] explains the capital adequacy
ratio as a ratio to assess a bank's capital ability to fund all it’s
business activities to cover credit activities that contain risks.
Capital adequacy ratio serves to protect customers from
potential unexpected losses and as a reserve when a crisis
occurs in a bank. Bank Indonesia (BI) regulations set a capital

adequacy ratio standard for a healthy bank, that is, no less than
8% [9].
E. Gross Domestic Product (GDP)
Gross domestic product (GDP) is a macroeconomic factor
of a country that is in the bank's external environment and
indirectly influences the activities of a bank [15]. Mankiw [21]
discusses GDP as a measurement in a country's economy to
calculate total community income and total expenditure on
goods and services produced. GDP can be calculated and
obtained from annual GDP growth rates [5]. Ally [10] argues
that a country's GDP growth can affect the increase in demand
for loans by the public and supply of deposits by banks.
F. Bank Size (BS)
Menicucci and Paolucci [12] stated that bank size positively
and significantly affects bank profitability, this shows the size
of a bank is a measure of the amount of investment made by
banks to increase bank profitability. Roman and Şargu state
that the size of the bank's company uses ln total assets [13].
III. METHODS
This research uses hypothesis testing to see the effect of
non-performing loans on bank profitability. Based on the type
of data, this study is included in the panel data because it
examines several conventional banks in Indonesia with several
periods of research. The object of research used in this study
uses conventional bank data listed on the Indonesia Stock
Exchange (IDX) from 2009 to 2017 with observation data of
234.
Regression Analysis:

ROA =  + 1NPL + 2LQDT + 3SLVT + 4GDPGR +
5SIZE + 
ROA = Return on Asset


= Constanta

1

= Coeff of Non-performing Loans

2

= Coeff of Liquidity Ratio

3

= Coeff of Capital Adequacy ratio

4

= Coeff of Gross Domestic Product

NPL = Non-performing Loans
LQDT

= Liquidity Ratio

SLVT

= Capital Adequacy Ratio

GDPGR

= Gross Domestic Product Growth Rate

e

= Residual (Error)
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TABLE I.

VARIABLE AND MEASUREMENTS

Variables

Measurements

Dependent Variable
Return on Asset
(ROA)

Net Profits
Total Assets

Independent
Variables
Non-performing
Loans

Control Variables
Liquidity Ratio
Capital
Ratio

Adequacy

Gross
Domestic
Product (GDP)
Bank Size

Expected
Sign
/

Literature

[5]

Total
Nonperforming Loans
/ Total Loans

(-)

[18]

Net Loans / Total
Deposits
Equity / Total
Assets

(-)

[5], [13]

(+)

[5]

Year – on – Year
GDP
Growth
Rate
LN Total Asset

(+)

[5]

(+)

[13]

IV. RESULTS AND DISCUSSION
The object of research used is conventional banking
companies listed on the Indonesia Stock Exchange with a
sample of 26 banks. This study uses secondary data, namely,
financial statements recorded during the last nine years of the
period 2009 to 2017. The number of observational data is 234
observations.
TABLE II.
Variables

Obs

ROA (%)
NPL (%)
LQDT
(%)
SLVT (%)
GDPGR
(%)

234
234
234
234
234

Mean
0.011251
0.026533
0.871836

Std.
Deviasi
0.014314
0.018559
0.256176

-0.117277
0.002144
0.357370

Maximu
m
0.034102
0.158211
2.183570

0.131202
0.054367

0.100762
0.006293

0.060168
0.046300

1.542252
0.064900

TABLE III.
Variable
NPL
LQDT
SLVT
GDPGR
BS

DESCRIPTIVE STATISTIC
Minimum

TEST RESULT (HIPOTHESIS TEST)
Coefficient
-0.475762
0.001781
-0.005254
0.230370
-0.002242

Prob.
0.0000*
0.5950
0.3638
0.0102*
0.0001*
*Significant on alpha 0.05 (5%)

The results showed that non performing loans had a
significant negative impact on profitability. This study is in
accordance with previous research conducted by Roman and
Şargu [13] which shows that there is a significant negative
effect between non-performing loans and profitability. This
research is also supported by Hallunovi and Berdo [7] which
discussed that non performing had a negative impact on
profitability.

Liquidity ratio also has a significant positive effect on
profitability. This research is supported by research Juwita et
al. [22] which explains that the high liquidity ratio will affect
profitability because the more customers deposit funds
provided for loans will increase bank profits derived from
credit interest income. Ally [10] also proved in his research that
liquidity ratio has a significant positive effect on profitability
where the high liquidity ratio of a company indicates that
available investment funds will increase profitability. The
results of this study are strengthened by the research of Haidary
and Abbey [15] which shows the company’s liquidity ratio has
a positive influence to profitability.
Capital adequacy ratio does not have a significant effect on
profitability. This research is in line with research conducted
by Kusmayadi [23] which proves that there is no influence
between the capital adequacy ratio to profitability, which
means the size of the capital adequacy ratio of a bank cannot
contribute to increasing bank profitability because of the
provisions set by Bank Indonesia (BI) many banks must have a
capital adequacy ratio of 8% which shows the bank is in a
healthy condition. Ndoka and Islami [24] also support the
results of this study which explain the absence of influence
between the capital adequacy ratio and profitability.
Gross domestic product (GDP) has a significant positive
influence on profitability. The results of this study are in line
with research from Bilal et al. [25] who found that GDP had a
significant positive effect on a bank's profitability. Samad [14]
explained that increasing economic growth was able to increase
people's desire to save and increase demand for a loan by the
community so that a lot of credit loan funds that banks had to
give to the community. The more credit loans provided by
banks, this increases profits which results in a high level of
profitability of a bank. Haidary and Abbey [15] also support
this study which shows a positive influence between GDP and
profitability.
Bank Size has a positive and significant effect on
profitability. The results of this study are supported by research
conducted by Roman and Şargu [13].
V. CONCLUSION
To increase the profitability of a bank, managers should pay
attention to non-performing loans, liquidity ratio, gross
domestic product (GDP) and bank size. In maintaining nonperforming loans so as not to increase the bank must increase
monitoring in it’s management by paying attention to the
analysis of lending such as procedures for granting loans,
examining data information about debtors, controlling the
duration of lending and repayment of loans so as to avoid the
existence of problem loans or bad loans. While the liquidity
ratio, banks must increase monitoring of each customer's funds
both deposit funds received and credit funds provided to
debtors. In addition, an increase in GDP of a country must be
supported by an increase in optimal lending to entrepreneurs in
Indonesia so that it is expected to have an impact on increasing
bank profitability with an increase in bank investment.
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