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Abstract—The growth of credit in Indonesian
Banking industry tends to be slower in period
2011 until 2016 whereas the credit growth only
7.87% compare to 10.4% in 2016. But based on
the important role of the banking sector for
economic development, the regulator should
manage the risk of the credit in order to create a
healthy and strong banking industry. According
to Bank Indonesia regulation, one of the banking
risks is the liquidity risk which Bl stipulated two
things in managing the bank’s risk that is CAR
and NPL. Then this research aim to investigate
whether CAR, NPL and Size will give an effect to
the profitability of the bank. With the sample of
30 commercial banks that quoted from
Indonesian Stock Exchange period 2011-2015 by
applying panel data regression analysis, the
research result showed that there is a positive
and significant effect of CAR toward bank’s
ROA. NPL had a negative but insignificant effect
toward ROA. Firm size had a positive and
significant effect toward ROA. It is more
profitable to invest in a bigger bank with a high
CAR and less NPL. It’s implied that it will be
more profitable to invest in a bigger bank with a
high CAR and less NPL. Even though, it is
important to monitor their CAR and NPL level.
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I. INTRODUCTION

A banking that has a primary function as a credit
channel for economic agents is a pillar for the
economic growth of a country. If credit increased, it
will signal the economy of a country is improving.
However, the credit disbursement of Indonesian
banking is always growing above 10% before 2014
but after the year 2014 began to decline below 10%.
The growth of credit of Indonesian banking is
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10,4% in 2015 and its declined to 7.87% in 2016.
Given the decreasing trend in Indonesian Banking
credit, it is highly necessary to investigate it cause
or determinant. Despite the trend in decreasing in
the growth of Indonesian banking credit, the bank
should not neglect to manage the risk especially the
credit risk in order to maintain its performance.
According to Igbal & Mirakhor (2011) argued that
existence of a strong risk management process can
help the private and public banks to minimize
exposure to risks and can enhance the competitive
ability of the bank in the market [1].

Il. LITERATURE REVIEW

Every business should have a good performance
in order to create a trust from the stakeholders.
Otherwise, the stakeholder will not give any
attention to the company. So it is crucial to have a
performance measurement for a bank [2].

One of the most preferred performance
measurement of a bank is Return on Asset (ROA) as
suggested in Bank Indonesia regulation PBI
no.13/1/PBI/2011 pasal 2. ROA gives a sign of the
capital strength of the banking industry, which will
depend on the industry; banks that require large
initial investment will generally have lower ROA
(Appa, 1996; Ahmed et al., 1998; Kolapo et al.,
2012) [3].

ROA is a ratio that measures a company’s profit
after tax or net income against its total assets. The
ratio is considered as an indicator of how efficient a
company is using its assets to generate earnings
before contractual obligation must be paid..In order
to get the profit, banks core business is to provide
credit or loans to customers. However, providing
the credit comes with risk. When banks makes bad
loans to customers, the bank will be in serious
problems if those loans are not repaid. Therefore,
banks should manage the risk especially credit risk

[4].
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Credit management as a apart of risk
management is therefore concerned with rewards
and risks that have to be objective through cautious
and careful risk management, failure of which may
possibly bring about legal action, economic loss or
harm the banks’ name.( Kurawa, 2014). Because of
profitability is a function of earnings resulting from
decent loans and advances, then follows that banks
should effectively manage its credit risks in order to
protect and increasing the profitability.( Kurawa,
2014) [5].

Accordingly, Banks should manage the risk
Moreover, banks as an important player in an
economic of a country will be regulated by the
government by imposing a regulation banks’
performance in managing the loans. The
government agencies formulate and issued the
specific rules under law for banking institution to
conduct  their  structure  and  businesses.
(Nasdag.com, 2016) [6].

Among other restrictions, government regulators
required an indicator of Non Performing Loans
(NPL) and a minimum capital requirement (as
known as CA= Capital Adequacy Ratio). Capital
Adequacy Ratio is an important assessment tool for
banking to capture the general safety and soundness
of banks. It is generally believe that well-captured
bank will be then get a better profitability. In fact
the higher the capital the more the profitability of
banks [7].

Beside that the profitability of a business depend
on its size. Business size is a way to posses the
ability of a firm to have and conduct a variety of
production capability and multiplicity of services
the firm can be offered simultaneously to its
customers. In other word, the meaning of the firm
size is the size of its management group or the
amount of assets it possesses compared to others in
the same industry (Sritharan, 2015). Firm size is the
speed and extent of growth that is ideal for a
specific business. Bank size is usually used to
examine the economies or diseconomies of scale in
the banking sector. A large bank reduces cost
because of economies of scale and scope [8].

I1l. RESEARCH METODOLOGY

The objective of the present study is to ascertain
the impact of risk management practices and size on
the profitability of commercial banks in Indonesia
will be made. To attain this objective, methodology
employ the statistical tools and techniques in
conducting the research. The research will covered
of 30 commercial banks that quoted from
Indonesian Stock Exchange period 2011-2015.
Those banks should be continually registered in the
range period of the research period 2011-2015.

Panel data used from a five year period (2011 to
2015). The panel data were advantageous as they
allowed for the study of bank behaviour over a
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period (Gujarati, 2003). The analysis will be
covered into descriptive analysis and regression
analysis. For regression analysis, the fixed effects
taken into consideration.

The model was proposed in this research which
Return On Assets can be predicted from the banks’
size and risk management. Risk management will
measures of Non Performing Loan and Capital
Adequacy Ratio. In a mathematical expression, it
may state:

ROA = f(Size, CAR,NPL)

ROA = f(LNTA,CAR,NPL)
Whereas,
ROA = Return on Assets as firm’s profitability.

CAR = Capital Adequacy Ratio as firm’s capital to
risk management.

NPL = Non-performing Loan, Loan level that close
to default as risk management.

LNTA = Log Natural of Total Assets, representing
firm’s size.

IV. THE RESULT AND DISCUSSION

TABLE I. DESCRIPTIVE STATISTICS

Variable Min. Max. Range Mean Star.‘d?rd
Deviation
LNTotal | 454, | 3050 | 1514 | 19.80 324
Assets
NPL (%) 0.14 5.88 5.74 214 1.32
CAR (%) 9.41 27.91 18.50 16.16 3.38
ROA (%) (7.64) 22.14 29.78 2.36 4.06

Source: Author’s Calculation 2017

Profitability was measured by using Return on
Assets. In accordance with our result, on average
banking industries had 2.36% return on assets for
2011 through 2015. It was distributed as low as -
7.64% to as high as 22.14%. On average, banking
industries had 16.16% Capital Adequacy Ratio to
manage the risk of its services. However, in 2011 to
2015 there is a bank that lower its CAR to level
9.41% or maintain it at level of 27.91%. Non-
Performing Loan, which should be avoided were on
2.14% in average. The lowest level of NPL for 2011
to 2015 was 0.14% and the highest was 5.88%.

Size of the firm was measured using its total
assets. The more the banks’ total assets, the bigger
its firm size. In this paper we used logarithm natural
of total assets to maintain the balance of firm size.
We found that there was a huge gap between the
smallest bank and the largest bank in term of their
total assets. The smallest size was in 15.44 LN total
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assets. The biggest size was 30.59. The average size
of banking LN total assets was 19.80.

TABLE Il. CORRELATION ANALYSIS

Correlations

Log
Natural| Capital Non-  [Return
Spearman's rho Total |[Adequacy|Performing| on
Asset | Ratio Loan |Assets
(Size)
Correlation
Log Natural Coefficient 1.000
ITotal Asset =
(Sizey 9 (&
tailed)
Capital Correlation 011 | 1.000
apita Coefficient ) )
IAdequacy Sig. (2-
Ratio tailed) 457
Correlation
Non- Coefficient -.138 .025 1.000
Performing Sig. -
Loan tailed) .098 .408
Correlation . - .
Retumon  [Coefficient | “*2* 266 -421 1.000
IAssets Sig. (2-
tailed) .000 .006 .000

**_Correlation is significant at the 0.01 level (2-tailed).
Source: Author’s Calculation 2017

Spearman’s rho calculated the correlation
between our variables. The table showed significant
relationships between the independent variables to
our dependents variables, Return on assets. There is
a significant relationship between the firm’s size,
capital adequacy ratio, and their non-performing
load to their profitability. As the firm size become
bigger, it is more likely to generate a better
profitability level. Furthermore, as the firm able to
manage higher CAR level, it is more likely to
generate more return on assets. If the firm able to
suppress their non-performing loan, it will me more
likely to generate more return for the firm. Lastly,
there is no significant correlation between our
independents variables.

TABLE Ill. REGRESSION FIXED-EFFECT

MODEL
R R Square Adjusted R Std. Error of the
Square Estimate
.362 131 .101 3.53640

Predictors: (Constant), Log Natural Total Asset (Size), Capital
Adequacy Ratio, Non-Performing Loan

Dependent Variable: Return on Assets

Source: Author’s Calculation 2017

As we evaluate the model, there is a relationship
between the predictor toward ROA. However, the
proposed model can only explained 13.1% variabce
of ROA. There was 86.9% variance that can be
explained by variables outside the proposed model.
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The model was evaluated using fixed-effect
regression as we suggest that independency between
time-series data from 2011 through 2015. We also
treated the explanatory variables as non-random.
The regression analysis result were summarized as
follow:

TABLE IV. REGRESSION FIXED-EFFECT

ANALYSIS
Unstandardized | Standardized
Coefficients Coefficients
Predictors t | Sig.
Std.
B Beta
Error
(Constant) | -7.264 3.224 2953 .027
Capital
Adequacy .307 112 .278 | 2.748 | .007
Ratio
Non-
Performing -.139 .288 -.049 | -.481|.632
Loan
Log Natural
Total Asset .262 117 .228 | 2.239 | .008
(Size)

a.  Dependent Variable: Return on Assets

Source: Author’s Calculation 2017

Based on the fixed-model regression, we can
formulate that,

ROA = —7.264 + 0.307CAR — 0.139NPL
+ 0.262LNTA

There is positive and significant effect of CAR
toward firm’s ROA. As correlation analysis suggest,
we found that CAR positively affecting the firm’s
ROA. One percent increase in CAR will bring out
an increase to 0.307% ROA. Thus, firm should
improve their CAR policy by increasing its CAR
level.

NPL had a negative but insignificant effect
toward ROA. It is true that the presence of NPL may
reduce firm’s profitability as the load was closed to
default. It will be hard for the bank to collect the
money if the loan could not be collected. Even
though it had an insignificant effect, firm should
suppress their NPL level.

Firm size had a positive and significant effect
toward ROA. Our finding showed that the bigger the
firm, the higher level of ROA can be generated. This
research showed that a bigger firm can perform
better than the small one. They can generate more
income based relatively to the assets used to operate
the business. A bigger firm may learned to operate
efficiently or cutting cost through their size which
can improve its return on assets.
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For investors, it is more profitable to invest in a
bigger bank with a high CAR and less NPL. As our
findings suggest, it will bring out a better
performance for the banks. It is important to monitor
their CAR and NPL level.

V. CONCLUSION AND RECOMMENDATION

The study slightly confirms that there is a
relationship  between risk management and
profitability in such way that profits of banks are
affected by CAR but NPL have an insignificant
effect on the profitability. This finding support by
Bayyout, (2t015). Moreover, the research finding
contrary with Li and Zou (2014) finding that the
NPL have a significant effect on banking
profitability and CAR have insignificant effect on
the banking profitability. The regression analysis
finding concluded that bank in Indonesia had a
capital sufficient capacity to generate profitability
from their assets. The majority of banks will use
credit risk management principles within their
institutions for the development of value and
evaluating uncertainties in order to prevent the
credit default.
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