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ABSTRACT 

The purpose of this research is to analyze Capital Adequacy Ratio (CAR), 

Net Interest Margin (NIM), Loan to Deposit Ratio (LDR), Cost to Income Ratio 

(CIR) toward Return On Asset (ROA) of Domestic Banks and Foreign Banks in 

Indonesia from 2011 to 2015.  

The population of this research is all domestic banks and foreign banks in 

Indonesia that operate from 2011 to 2015. This research uses purposive sampling 

method as sampling technique, therefore total samples of this research is 92 

domestic banks and 10 foreign banks. The analysis technique that is used in this 

research is multiple linear regression analysis. This research also uses Chow test 

to compare the influence of CAR, NIM, LDR, CIR toward ROA between domestic 

banks and foreign banks. 

The result of analysis shows that CAR, NIM, LDR, and CIR have 

significant influence toward ROA in domestic banks. Meanwhile, only CAR and 

CIR in foreign banks show significant influence toward ROA. Chow test result 

shows that there is different influence of CAR, NIM, LDR, CIR toward ROA 

between domestic banks and foreign banks. 

 

Keyword :  Bank performance, Domestic Bank, Foreign Bank, Return On Asset 

(ROA), Capital Adequacy Ratio (CAR), Net Interest Margin (NIM), 

Loan to Deposit Ratio (LDR), Cost to Income Ratio (CIR). 

 

1. INTRODUCTION 

 Banks hold a vital role in the Indonesia’s economic condition. One of the 

most important role is the function as financial intermediary, such as function as 

broker, function as asset transformers, role as delegated monitor, and role as 

information producer. Therefore, the sustainable function as financial 

intermediary should bring profitability to the banks. Besides, the banks have to 

apply prudential principles because they have major responsibilities to manage 

funds from depositors and lend the funds to the borrowers.  

 The financial performance of banks has critical implication for Indonesia’s 

economic growth. Good banks’ performance generates more profit to shareholders 

and it can stimulate to increase the additional investment and give positive 

reaction to the economic growth. But, poor banks’ performance can lead to 

banking failure and economic crisis which have negative effect to the economic 

growth (Ongore & Kusa, 2013). 

The banking industry in Indonesia includes domestic banks and foreign 

banks where domestic banks consist of state-owned banks, national private 
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foreign exchange banks, non-foreign national private banks, regional development 

banks, and mixed banks. While foreign banks are the branch offices of foreign 

banks in Indonesia. This study uses domestic banks and foreign banks as the 

object of research because there are differences in terms of ownership (domestic 

and foreign) but competing to gain market share in Indonesia. Domestic banks are 

banks whose majority ownership is owned by the central government while 

foreign banks are banks owned by foreign investors (Kasmir, 2005). Domestic 

banks and foreign banks can be compared equally, because based on Bank 

Indonesia regulation; there is no different treatment between foreign banks and 

domestic banks. The differences between domestic banks and foreign banks are 

capital owner and the form of legal entity (Hadad et al., 2004). 

 Financial profitability ratio that has been use in banking industry are 

Return On Equity (ROE) and Return On Asset (ROA). ROA focuses on the 

company's ability to earn profit in its operations, while ROE only measures the 

earning that has been earned by the investors. So the profitability ratio that is 

being used in this research is ROA. ROA is one of the important ratios to show 

the profitability of a bank, which is the ratio of earnings to total assets. ROA 

measures the ability of bank management to generate profits by utilizing the 

company’s assets. In other words, ROA shows how efficiently the company's 

resources are used to generate revenue. It further demonstrates the efficiency of 

corporate management in generating net income from all resources of the 

institution (Sudiyatno & Suroso, 2010). 

According to Bank Indonesia Regulation Number 13/1 / PBI / 2011 related 

to Commercial Bank Soundness Rating which banks are required to conduct self-

assessment using Risk-based Bank Rating (RBBR) either individually or On a 

consolidated basis, with scope of assessment covering the following factors: Risk 

profile, Good Corporate Governance (GCG), Profitability (earnings); And Capital 

(capital) to produce Bank Composite Rating of Bank Soundness. So this research 

is using the ratio of Capital Adequacy Ratio (CAR), Net Interest Margin (NIM), 

Cost to Income Ratio (CIR), and Loan to Deposit Ratio (LDR) to assess the 

financial performance of banks. 

In 2011 – 2015, ROA of banks in Indonesia has decreasing pattern, so the 

further analysis is needed on this matter related to financial ratios affecting ROA. 

In this research there will be comparison between the financial ratios affecting 

ROA domestic banks and foreign banks. The past performance of domestic banks 

and foreign banks from year 2011 to 2015 can be observed from the changes in 

the tables below and we can find phenomenon gaps are occurring due to 

inconsistent data from CAR, NIM, LDR, CIR, and ROA that show inconsistent 

fluctuations. 

 

 

 

 

 

 



Table 1. The Average of  ROA, CAR, NIM, LDR, and CIR of Domestic Banks 

Period CAR (%) NIM (%) LDR (%) CIR (%) ROA (%) 

2011 22.08 6.57 82.53 80.79 2.32 

2012 20.78 6.28 86.07 79.07 2.29 

2013 21.80 6.40 94.57 79.46 2.32 

2014 20.06 6.09 92.85 82.54 2.00 

2015 20.02 5.94 86.89 85.18 1.72 

 

Table 2. The Average of  ROA, CAR, NIM, LDR, and CIR of Foreign Banks 

Period CAR (%) NIM (%) LDR (%) CIR (%) ROA (%) 

2011 33.23 3.23 136.32 70.05 3.05 

2012 34.51 2.82 147.34 76.18 2.53 

2013 41.04 3.09 167.31 77.46 2.53 

2014 42.56 3.76 152.59 72.49 2.86 

2015 44.06 3.92 129.31 84.84 1.79 

 

According to Table 1, CAR, NIM, LDR of domestic banks are in line with 

the ROA of domestic banks in 2011-2015, except for LDR in 2011 – 2012. The 

positive effects of CAR, NIM, and LDR toward ROA in the domestic banks will 

be analyzed further in this research. CIR of domestic banks has inverse 

relationship with ROA of domestic banks in 2013 – 2015. However, CIR is in line 

with the ROA of domestic banks in 2011 - 2013. The inconsistent data 

fluctuations show phenomenon gaps in domestic banks’ performance, so the 

further research is needed. 

According to Table 2, CAR of foreign banks increases year to year but ROA 

of foreign banks fluctuates in 2011 – 2015. In 2011 – 2012 and 2013-2014, NIM 

and ROA of foreign banks have in-line movement, but NIM has inverse 

relationship with ROA of foreign banks in 2012-2013 and 2014-2015. In 2011 – 

2013, LDR has inverse relationship with ROA of foreign banks, but in 2014 – 

2015, LDR is in line with ROA of foreign banks. The positive effects of CAR, 

NIM, and LDR toward ROA in the foreign banks will be analyzed further in this 

research. In this period, CIR of foreign banks has inverse relationship with ROA 

of foreign banks. The negative effect of CIR toward the ROA in the foreign banks 

will be analyzed further in this research. This inconsistency of data fluctuations 

show phenomenon gaps in foreign banks’ performance and therefore, further 

research is required. 

Based on previous researches, there are some gaps in the impact of CAR, 

NIM, LDR, and CIR toward ROA. According to research done by Irmawati & 

Lestari (2014), Mayes & Stremmel (2012), Rahman et al (2015), Ongore & Kusa 

(2013), CAR has positive and significant impact on ROA. On the opposite to this, 

based on research done by Putranto et al. (2014), Jha & Hui (2012), Azam & 

Siddiqui (2012), CAR has negative and significant impact on ROA. And based on 

Jumono et al (2015), research shows that CAR has insignificant impact to ROA. 



According to research done by Hutagalung et al. (2013), Azam & Siddiqui 

(2012),  Raharjo, et al (2014), NIM has positive and significant impact on ROA. 

Otherwise, Jha & Hui (2012) research shows that NIM has negative and significant 

impact on ROA. Based on Boehmer & Ljungvist (2004) research, shows that NIM 

has insignificant impact to ROA. 

Based on Maharani & Sugiharto (2007), Rengasamy (2014) researches 

shows that LDR has positive and significant impact on ROA. On the contrary 

Gelos (2006) research shows that LDR has negative and significant impact on 

ROA. According to Jumono et al (2015) research, shows that LDR has 

insignificant impact to ROA. 

According to research done by Irmawati & Dewi Lestari (2014), CIR has 

positive and significant impact on ROA. But based on Sudiyatno & Suroso 

(2010), Azam & Siddiqui (2012), Rachdi (2013), Almazari (2014) researches, 

CIR has negative and significant impact on ROA. Ariyanto (2004) research shows 

that CIR has insignificant impact to ROA. 

On the Table 1 and Table 2, the ROA of domestic and foreign banks have 

declining trends, which means the profitability of banks are decreased that can 

give a major impact to the banks performance. Moreover, there are research gaps 

and phenomenon gaps occurring in this research, therefore the research questions 

are: 

1.a. Does Capital Adequacy Ratio (CAR) have a positive impact on the 

profitability (ROA) of domestic banks? 

1.b. Does Capital Adequacy Ratio (CAR) have a positive impact on the 

profitability (ROA) of foreign banks? 

2.a. Does Net Interest Margin (NIM) have a positive impact on the profitability 

(ROA) of domestic banks? 

2.b. Does Net Interest Margin (NIM) have a positive impact on the profitability 

(ROA) of foreign banks? 

3.a. Does the Loan to Deposit Ratio (LDR) have a positive impact on the 

profitability (ROA) of domestic banks? 

3.b. Does the Loan to Deposit Ratio (LDR) have a positive impact on the 

profitability (ROA) of foreign banks? 

4.a. Does Cost to Income Ratio (CIR) have a positive impact on the profitability 

(ROA) of domestic banks? 

4.b. Does Cost to Income Ratio (CIR) have a positive impact on the profitability 

(ROA) of foreign banks? 

5. Is there any difference between the impact of CAR, NIM, LDR, and CIR on 

domestic banks and foreign banks profitability (ROA)? 

 

2. LITERATUR REVIEW 

2.1 Theory 

The Trade-off theory of capital structure refers to the idea that a company 

chooses how much debt finance and how much equity finance to use by balancing 

the costs and benefits. Trade-off theory of capital structure basically entails 

offsetting the costs of debt against the benefits of debt. Trade-off theory of capital 

structure primarily deals with the two concepts – cost of financial distress and 



agency costs. An important purpose of the trade-off theory of capital structure is 

to explain the fact that corporations usually are financed partly with debt and 

partly with equity (Myers, 2001). 

Based on a markup theory of bank loan rates (Rousseas, 1985), interest rate 

on bank loans is to be seen as the ―price‖ of financial ―goods‖ provided by 

financial industry. In raising funds, banks compete in wholesale financial markets, 

while banks determine the price of credit as a retail market. Banks have the ability 

as a price setter by determining the size of the desired mark up in pricing on 

credit. The amount of markup will determine the achievement of banks’ profit 

target (Koch, 1997). 

The efficiency hypothesis emphasizes the efficiency of operations that can 

decrease the average cost due to increase output. Several studies have found that 

efficiency is the dominant variable explaining in bank profitability (Subandi & 

Ghozali, 2013). 

Liquidity theory is the ability of a company to fulfill its short-term 

obligations to make some cash (and cash equivalents, such as current or other 

deposits at a bank that can be withdrawn at any time) owned by the company. The 

higher liquidity indicates the company's cash capability to pay its short-term 

liabilities (Brigham & Gapenski, 1996). 

Return on Asset (ROA) is a profitability ratio that can be used to measure 

the effectiveness of the company to generate profits by utilizing its total assets. 

Bank with higher ROA shows better financial performance. The increase of ROA 

can generate the increase of banks’ profitability, besides the profitability for the 

shareholders can also increase (Husnan, 1998). ROA is calculated based on the 

ratio of earnings before tax with the average total assets with the best standard of 

1.5 %. 

According to Lukman Dendawijaya (2005), Capital Adequacy Ratio (CAR) is 

a ratio used to measure a bank's capital adequacy to cover all the potential inherent risk in 

the bank earning assets, mostly in the form of loans. CAR based on the principle that any 

assets owned by the bank carries the risk that banks should provide capital for a certain 

percentage of total earning assets. In accordance with the conditions set by Bank 

Indonesia to adopt international banking regulations relating to minimum capital 

adequacy (Basel Capital Accord) set by the Basel Committee on Banking 

Supervision, currently all commercial banks in Indonesia have to have minimum 

capital of at least 8 % of total risk-weighted assets (risk weighted assets) (PBI, 

2013). 

Net Interest Margin (NIM) reflects market risks arising from the movement 

of market variables, which may harm banks. Based on Bank Indonesia regulation, 

one proxy of market risk is the interest rate, measured from the difference 

between interest income received from bank loans and other earning assets at a 

given time period reduced by the amount of interest paid to depositors and holders 

of bank debt divided by the average number of earning assets in the same time 

period (Mawardi, 2005). NIM will affect the bank's profit and loss which 

ultimately affects the bank's performance (Hutagalung et al., 2012). A healthy 

bank has NIM above 2% (Muljono, 1999). 



Loan to Deposit Ratio (LDR) is a ratio that measures bank liquidity in 

meeting the funds withdrawn by the public in the form of savings, time deposits, 

and demand deposits. LDR is a commonly used statistic for assessing a bank's 

liquidity by dividing the bank's total loans by its total deposits. The risk of 

withdrawing funds for each liquidity varies (Cashmere, 2012).  

Based on Bank Indonesia Regulation, a healthy bank should have LDR in 

the range of 78% to 92%. Bank Indonesia needs to establish the LDR range 

because besides it can affect bank liquidity. LDR is also an indicator that can 

perform its function as financial intermediary (Peraturan Bank Indonesia, 2013). 

Cost to Income Ratio (CIR) can be called as the efficiency ratio used to 

measure the bank's management capability in controlling operating costs against 

operating income. This ratio shows how efficiently the bank is being run, the lower 

the ratio, the more profitable the bank (Almilia and Herdiningtyas, 2005). Based on 

Bank Indonesia regulation, the maximum percentage of CIR is 90%. The higher the 

ratio of CIR means the more inefficient the operating costs, therefore bank has 

smaller possibility to earn profit (Sudiyatno & Fatmawati, 2013). 

 

2.2 Previous Research 

Esther Novelina Hutagalung, Djumahir & Kusuma Ratnawati (2013) 

examines the analysis of financial ratios on the performance of commercial banks 

in Indonesia. The study was conducted on ROA, CAR, NPL, NIM, CIR, and LDR 

variables. Technical analysis used is regression analysis. The results showed that 

CAR and LDR had negative and insignificant effect on ROA. NPL and CIR have 

a negative and significant effect on ROA. NIM has a positive and significant 

effect on ROA. 

Bambang Sudiyatno & Jati Suroso (2010) studied the analysis of influence 

of third party funds, CIR, CAR, and LDR on Financial Performance in public 

banking sector at Indonesia Stock Exchange (Period 2005 - 2008). The study was 

conducted on variable ROA, third party funds, CIR, CAR, and LDR. Technical 

analysis used is regression analysis. The results showed that third party funds 

(DPK) and CAR have positive and significant effect on ROA. CIR have a 

negative and significant effect on ROA. LDR has positive and insignificant effect 

on ROA. 

Kartika Wahyu Sukarno, and Muhamad Syaichu (2006) examines the 

analysis of factors affecting the performance of commercial banks in Indonesia. 

The research was conducted on ROA, CAR, LDR, NPL, DER, and CIR. The 

analysis technique used was regression analysis. The results showed that CAR and 

LDR have positive and significant effect on ROA. CIR has a negative and 

significant effect on ROA. NPL has positive and insignificant effect on ROA. 

DER has negative and insignificant effect on ROA. 

Suvita Jha & Xiaofeng Hui (2012) examine the comparative financial 

performance of commercial banks which is a case study in Nepal. The research 

was conducted on the variable of ROA, NPL, IETTL (Interest Expense / Total 

Loans), CDR (Credit to Deposit Ratio). Technical analysis used is regression 

analysis. The results showed that CAR and IETTL had a negative and significant 

effect on ROA. NPL has negative and insignificant effect on ROA. NIM has a 



positive and significant effect on ROA. CDR has no significant positive effect on 

ROA. 

Vincent Okoth Ongore & Gemechu Berhanu Kusa (2013) examines the 

factors that determine the financial performance of commercial banks in Kenya. 

The study was conducted on ROA, CAR, management efficiency, asset quality, 

liquidity ratio, GDP, and inflation. Technical analysis used is regression analysis. 

The results showed that CAR and management efficiency have a positive and 

significant effect on ROA. Asset quality and inflation have a negative and 

significant effect on ROA. The liquidity ratio does not affect the performance of 

banks in Kenya. GDP has negative and insignificant effect on ROA. 

Muhammad Azam & Sana Siddiqui (2012) examines the differences and 

determinants of profitability of domestic banks and foreign banks in Pakistan. The 

study was conducted on ROA, CAR, NIM, and CIR (Cost to Income Ratio) 

variables. Technical analysis used is regression analysis. The results showed that 

CAR had a significant negative effect on domestic banks' ROA and was 

significantly positive for foreign bank ROA. NIM has a significant positive effect 

on the ROA of domestic banks and foreign banks. CIR has a significant negative 

effect on the ROA of domestic banks and foreign banks. Domestic banks in 

Pakistan generate greater profits than foreign banks, but foreign banks in Pakistan 

have better capital efficiency than domestic banks. 

Arief Putranto, Aldrin Herwany, Erman Sumirat (2014) examines the 

determinants of the profitability of commercial banks in Indonesia. The research 

was conducted on ROA, CAR, NPL, CIR, SIZE, Capitalization, Market Share of 

Third Party Funds, and Market Share of Credits variables. Technical analysis used 

is regression analysis. The results showed that CAR, NPL, and CIR have negative 

and significant effect on ROA. SIZE has no significant effect on ROA. Market 

Capitalization, Market Share of Third Party Funds, and Market Share of Credits 

have a positive and significant effect on ROA. 

Tan Sau Eng (2013) examines the effects of NIM, CIR, LDR, NPL and 

CAR on the ROA of the International Bank and the National Bank Go Public for 

the period of 2007 - 2011. The research was conducted on ROA, CAR, NPL, 

LDR, NIM, and CIR variables. Technical analysis used is regression analysis. The 

results showed that CAR and CIR have no significant effect on ROA. NPL and 

LDR have a negative and significant effect on ROA. CIR has no effect on ROA. 

NIM has a positive and significant effect on ROA. 

  Mokhamad Anwar & Aldrin Herwany (2006) examines the factors 

affecting bank profitability in Indonesia with empirical studies for government 

banks and non-foreign private banks. The research was conducted on LOTA 

(Loans to Total Assets) variables, TSTD (Time and Saving Deposits to Total 

Assets), CRTA (Loans to Deposits Ratio), and LOGTA (Logarithm of Total 

Assets Firm Size). Technical analysis used is regression analysis. Based on ROA 

measurement, it has seen that all internal variables (ROA and ROE) influence 

profitability (ROA and ROE) and variables that predict bank profitability are 

CRTA (Capital Reserves to Total Assets) and TETA (Total Expenses To Total 

Assets). LDR has a positive and significant effect on ROA and ROA. 



Houssem Rachdi (2013) examines the factors affecting bank profitability 

during and before the world financial crisis with data from banks in Tunisia. 

Technical analysis used is regression analysis. The research was conducted on 

ROA, ROE, NIM, CAR, liquidity, CIR, yearly growth of deposit, SIZE, GDP, and 

inflation. The results showed that before the international financial crisis, CAR 

showed a positive and significant impact on ROA and NIM, but negative and not 

significant to ROE. Liquidity positively affects the performance of banks in 

Tunisia before and after the crisis. CIR, yearly growth of deposit, and SIZE have a 

negative and significant effect on bank profitability. GDP growth has a significant 

positive effect on profitability. Before the international crisis, inflation had a 

negative and significant effect, and after the crisis had no effect except for ROA. 

Sudiyatno, Bambang & Asih Fatmawati (2013) examines the effect of credit 

risk and operational efficiency on bank performance (empirical study on banks 

listed in Indonesia Stock Exchange). The study was conducted on CAR, LDR, 

CIR, and ROA variables. Technical analysis used is regression analysis. The 

results showed that CAR and LDR had positive and insignificant effect on ROA. 

CIR has a negative and significant effect on ROA. 

Arlina Susanto & I G B Wiksuana (2014) examines the Non-Performing 

Loan and Operational Expenses on Operational Income as a predictor of Return 

on Assets and the effect on Price Earning Ratio in Banking Companies in 

Indonesia Stock Exchange. The research was conducted on ROA, NPL, CIR, and 

PER (Price Earning Ratio) variables. Technical analysis used is regression 

analysis. The results showed that NPL and CIR have negative and significant 

effect on ROA. NPL and CIR have negative and insignificant effect on PER. 

ROA has a positive and significant effect on PER. ROA is able to mediate the 

influence of CIR on PER. 

 

 

3. DATA AND METHODOLOGY 

3.1 Data 

This research uses secondary data from published financial statements of 

commercial banks in Indonesia published through www.bi.go.id or www.ojk.go.id 

or other official publications media in 2011 - 2015. The population of this study 

are all domestic banks and foreign banks in Indonesia that are operating between 

2011 and 2015. The population of banks in Indonesia is 118 banks, consisting of 

108 domestic banks and 10 foreign banks. There are 10 domestic banks that do 

not meet the criteria (do not earn profit and merge during period of 2011-2015), 

therefore the total samples are 102 banks, consist of 92 domestic banks and 10 

foreign banks.  

 

 

 

 

 

 



While the related indicators of this research are contained in the following 

framework: 

Source : Awdeh (2005), Hutagalung et al. (2013), Eng (2013), Purwana 

(2009) & being developed for this study 

 

3.2 Operational Definition of Variables 

Dependent variable is a variable whose value is influenced by independent 

variable. Dependent variable in this research is ROA. Independent variables are 

the variables that cause the occurrence or influence of the dependent variable. The 

independent variables in this research are CAR, NIM, LDR, and CIR. 

No Variable Operational Definition Measurement Scale 

1 ROA 
Percentage of earning 

before tax to total assets 

                    

            
        % 

2 CAR 

Percentage of  Capital 

to Risk Weighted 

Assets Ratio 

        

                   
        % 

3 NIM 

Percentage of net 

interest income to 

average earning assets 

                   

                     
       % 

4 LDR 
Percentage of loans to 

deposits 

     

        
         % 

5 CIR 

Percentage of  operating 

cost and operating 

income  

                    

                      
      % 

Source: SE BI No. 13/30 / DPNP dated 16/12/2011 where the formula is adjusted 

to be in percentage scale (%) therefore the calculation is multiplied 100% in the 

measurement. 



3.3 Method of Analysis 

The method of analysis used in this research is quantitative method. The 

multiple regression equation is being used as the method of analysis, but the data 

must qualified normality test, multicolinearity test, heterocedasticity test, 

autocorrelation test. Next, it will be examined about hypothesis testing (R Square 

test, F test, t test) and Chow test. 
The regression models of the study are as follows: 

ROA = a + b 1 CAR +  b 2 NIM + b 3 LDR + b 4 CIR + e.   

Notes:

a = constants 

b 1 , b 2 , b 3 , b 4 , b, b 6  = Independent Regression Coefficient of Independent 

e = error term 

 

4. DATA ANALYSIS 

4.1 Descriptive Statistics 

The samples used in this study were 102 banks consisting of 92 domestic banks 

and 10 foreign banks in 2011 - 2015. The descriptive statistics of the data used in 

this research, are as follows: 

Table 3. Descriptive Statistics of Domestic Banks 

 N Minimum Maximum Mean Std. Deviation 

CAR 460 9.57 146.14 20.9495 11.61974 

NIM 460 .78 34.01 6.2548 3.02087 

LDR 460 13.96 291.04 88.5928 29.85400 

CIR 460 45.72 100.77 81.4059 11.14896 

ROA 460 .01 7.44 2.1313 1.28333 

Valid N (listwise) 460     

Source: Proceed 

   

Table 4. Descriptive Statistics of Domestic Banks 

 N Minimum Maximum Mean Std. Deviation 

CAR 50 14.10 84.53 39.0808 21.39314 

NIM 50 .78 6.76 3.3622 1.30615 

LDR 50 42.57 559.97 146.5746 119.54375 

CIR 50 38.76 99.62 76.2022 16.62277 

ROA 50 .02 5.55 2.5502 1.36465 

Valid N (listwise) 50     

Source: Proceed 

 Based on Table 3 and Table 4, average CAR values of domestic and 

foreign banks are 20.95% and 39.08% which are more than the minimum 

requirements set by Bank Indonesia (min. 8%). Average NIM values of domestic 

and foreign banks are 6.25 and 3.36% which are healthy banks at least have 2% of 



NIM. Average CIR values of domestic and foreign banks are 81.41% and 76.20% 
which are less that the maximum requirements set by Bank Indonesia (max. 90%). 

Average LDR values of domestic and foreign banks are 88.59% and 119.54% 

which are good for domestic banks and not good for foreign banks; because the 

average LDR of foreign banks is exceed the Bank Indonesia requirements range 

for LDR (78%-92%). Average ROA values of domestic and foreign banks are 

2.13% and 2.55% which are higher the better. 

 

4.2 Coefficient of Determination 

Table 5. Domestic Banks Coefficient of Determination  

Model R R Square Adjusted R Square 

Std. Error of the 

Estimate 

1 .989
a
 .979 .979 .16325 

a. Predictors: (Constant), CIR, CAR, LDR, NIM 

b. Dependent Variable: ROA 

Source: Proceed  
 

Table 6. Foreign Banks Coefficient of Determination  

Model R R Square Adjusted R Square 

Std. Error of the 

Estimate 

1 .903
a
 .816 .767 .59355 

a. Predictors: (Constant), CIR, NIM, LDR, CAR 

b. Dependent Variable: ROA 

Source: Proceed  

 Based on Table 5 and Table 6, it can be seen the domestic and foreign 

banks coefficient of determination (R
2
) that indicates the proportion of the 

variance in the dependent variable that is predictable from the independent 

variables. The Adjusted R
2
 value of domestic banks showed 97.90% variation of 

domestic banks ROA can be explained by the variation of the independent 

variables (CAR, NIM, LDR, and CIR). The Adjusted R
2
 value of domestic banks 

showed 76.70% variation of foreign banks ROA can be explained by the variation 

of the independent variables (CAR, NIM, LDR, and CIR).  

 

4.3 F-Test  

Table 7. F-Test Result of Domestic Banks 

Model Sum of Squares df Mean Square F Sig. 

1 Regression 396.285 4 99.071 3717.307 .000
a
 

Residual 8.475 318 .027   

Total 404.760 322    

a. Predictors: (Constant), CIR, CAR, LDR, NIM 

b. Dependent Variable: ROA 

Source: Proceed  

 



Table 8. F-Test Result of Foreign Banks 

Model Sum of Squares df Mean Square F Sig. 

1 Regression 23.442 4 5.861 16.635 .000
a
 

Residual 5.284 15 .352   

Total 28.727 19    

a. Predictors: (Constant), CIR, NIM, LDR, CAR 

b. Dependent Variable: ROA 

Source: Proceed  

 Based on Table 7 and Table 8, calculated F-test of domestic and foreign 

banks are bigger than F table with the significance value of 0,000. Because the 

value of significance is less than 0.05, therefore the regression model is feasible or 

has a goodness of fit. In addition, this regression model can be used to predict 

ROA or CAR, NIM, LDR, CIR together affect the ROA. 

 

4.4 T-Test 

Table 9. T-Test Result of Domestic Banks 

Model 

Unstandardized 

Coefficients 

Standardized 

Coefficients 

t Sig. B Std. Error Beta 

1 (Constant) 9.309 .111  84.170 .000 

CAR -.005 .001 -.037 -4.549 .000 

NIM .119 .004 .256 28.996 .000 

LDR -.001 .001 -.018 -2.238 .026 

CIR -.095 .001 -.864 -98.394 .000 

a. Dependent Variable: ROA 

Source: Proceed 

Based on Table 9, it can be compiled multiple linear regression equation as 

follows: 

ROA = 9,309 – 0,005 CAR + 0,119 NIM - 0,001 LDR – 0,095 CIR 

 

Table 10. T-Test Result of Foreign Banks 

Model 

Unstandardized 

Coefficients 

Standardized 

Coefficients 

t Sig. B Std. Error Beta 

1 (Constant) 7.400 1.243  5.954 .000 

CAR -.032 .007 -.611 -4.689 .000 

NIM .198 .095 .256 2.089 .054 

LDR -.006 .005 -.156 -1.365 .192 

CIR -.048 .014 -.415 -3.424 .004 

a. Dependent Variable: ROA 

Source: Proceed 



From Table 10, it can be compiled multiple linear regression equation as 

follows: 

ROA = 7,400 – 0,032 CAR + 0,198 NIM - 0,006 LDR - 0,048 CIR 
 

4.5 Research Results 

4.5.1 Domestic Banks Results  
CAR of domestic banks shows negative and significant impact on ROA of 

domestic banks. This is in contrast to previous researches from Irmawati & Lestari 

(2014), Mayes & Stremmel (2012), Rahman et al (2015), Ongore & Kusa (2013) 
which found CAR had positive impact on ROA. But the result of this study is 

consistent with the researches by Putranto et al. (2014), Jha & Hui (2012), and Azam 

& Siddiqui (2012) which found that CAR had significant negative impact on ROA. 

Bank with higher capital than their target capital demonstrated a negative effect 

towards profitability. This is related to the tradeoff theory of capital structure that 

says that companies balance their benefits of debt with the financial distress cost of 

debt. Apparently, based on this theory, the domestic banks are indicated to have 

capital values above their optimal target values. Besides, CAR values of domestic 

banks are too high. This condition is not very good, even though the bank's solvency 

is safe, but the fund that has been allocated to the CAR will become less useful and 

the bank will lose the opportunity to expand its business to increase profitability. 

NIM of domestic banks shows positive and significant impact on ROA of 

domestic banks. The results of this study are supported by the researches of 

Hutagalung et al (2013), Azam & Siddiqui (2012), and Raharjo et al (2014) which are 

showed that NIM had positive and significant impact on ROA. Net interest income is 

one of the NIM components. Any increase in net interest income, which is the 

difference between the total interest cost and the total interest income resulting in an 

increase in profit before tax, which in turn leads to an increase in ROA. This means 

that the bank's management capability in generating net interest income affects the 

bank's income level for its total assets.  

LDR of domestic banks shows negative and significant impact on ROA of 

domestic banks. This is in contrast to previous researches from Maharani & Sugiharto 

(2007), Rengasamy (2014) which found LDR had positive impact on ROA. But the 

result of this study is consistent with the researches by Gelos (2006), Putranto et al. 

(2014), Widiarti et al. (2015) which are showed that LDR had positive and significant 

impact on ROA. The LDR values of domestic banks show that majority of the 

samples are exceed the bottom and the upper limit of the Bank Indonesia 

requirements range for LDR (78%-92%). Only 40.87% of the samples are in the 

range of the Bank Indonesia requirements range for LDR. This makes the LDR 

have negative impact on ROA. 

CIR of domestic banks shows negative and significant impact on ROA of 

domestic banks. The results of this research are supported by research from 

Hutagalung (2013), Putranto et al (2014), Susanto & Wiksuana (2014) which showed 

that CIR has negative and significant impact on ROA. Achieving a high level of 

efficiency means that management has managed to efficiently utilize their resources. 

The high ratio of CIR indicates that the bank has not been able to utilize its resources 

or has not been able to run its operations efficiently, so that will result in decreased 



profitability. The smaller ratio of CIR shows the more efficient the bank in carrying 

out its business activities, so the opportunity to gain more benefits will be higher. 

 

4.5.2 Foreign Banks Results  
CAR of foreign banks shows negative and significant impact on ROA of 

domestic banks. This is in contrast to previous researches from Irmawati & Lestari 

(2014), Mayes & Stremmel (2012), Rahman et al (2015), Ongore & Kusa (2013) 
which found CAR had positive impact on ROA. But the result of this study is 

consistent with the researches from Putranto et al. (2014), Jha & Hui (2012), and 

Azam & Siddiqui (2012) which found that CAR had significant negative impact on 

ROA. Bank with higher capital than their target capital demonstrated a negative effect 

towards profitability. This is related to the tradeoff theory of capital structure that 

says that companies balance their benefits of debt with the financial distress cost of 

debt. Apparently, based on this theory, the domestic banks are indicated to have 

capital values above their optimal target values. Besides, CAR values of foreign 

banks are too high. This condition is not very good, even though the bank's solvency 

is safe, but the fund that has been allocated to the CAR will become less useful and 

the bank will lose the opportunity to expand its business to increase profitability. 

NIM of foreign banks shows positive and insignificant impact on ROA of 

foreign banks. The results of this study are in contrast with the researches of 

Hutagalung et al (2013), Azam & Siddiqui (2012), and Raharjo et al (2014) which are 

showed that NIM had positive and significant impact on ROA. But the result of this 

study is consistent with the research from Widiarti et al. (2015) which found that NIM 

had insignificant impact on ROA. In contrast to domestic banks whose main income 

is based on net interest income, while the main income of foreign banks are from fee 

based income. Therefore NIM has insignificant impact on ROA.  

LDR of foreign banks shows negative and insignificant impact on ROA of 

domestic banks. This is in contrast to previous researches from Maharani & Sugiharto 

(2007), Rengasamy (2014) which found LDR had positive impact on ROA. But the 

result of this study is consistent with the researches from Jumono et al (2015) which is 

showed that LDR had insignificant impact on ROA. The LDR values of foreign banks 

show that majority of the samples are exceed the bottom and the upper limit of the 

Bank Indonesia requirements range for LDR (78%-92%). Only 20% of the 

samples are in the range of the Bank Indonesia requirements range for LDR. 

Besides, the main income of foreign banks is from the fee based income that does 

not related to loan which means it is not significantly related to LDR.  

CIR of foreign banks shows negative and significant impact on ROA of foreign 

banks. The results of this research are supported by research from Hutagalung (2013), 

Putranto et al (2014), Susanto & Wiksuana (2014) which showed that CIR has 

negative and significant impact on ROA. Achieving a high level of efficiency means 

that management has managed to efficiently utilize their resources. The high ratio of 

CIR indicates that the bank has not been able to utilize its resources or has not been 

able to run its operations efficiently, so that will result in decreased profitability. The 

smaller ratio of CIR shows the more efficient the bank in carrying out its business 

activities, so the opportunity to gain more benefits will be higher. 

  

 



4.5.3 The Difference Impact of CAR, NIM, LDR, and CIR on ROA at 

Domestic and Foreign Banks 

Based on the Chow test result shows that there is the difference impact of 

CAR, NIM, LDR, and CIR on ROA at domestic banks and foreign banks. CAR, 

NIM, LDR, and CIR impact on domestic banks ROA, while the ROA of foreign 

banks only be impacted by CAR and CIR. Domestic and foreign banks have 

different characters and performances; therefore the independent variables that 

impact on ROA are different. 

 

5. CONCLUSION  

According to the results of data analysis and previous discussion, it can be 

concluded as follows: 

a. NIM has the greatest and significant impact on ROA at the domestic banks 

with coefficient value of 0.119, after that followed by CIR with coefficient of 

-0.95, CAR with coefficient of -0.005, and LDR with coefficient value of        

-0,001. Therefore the bank management should give special attention to those 

four variables. We recommend that the bank management should increase 

NIM, by increasing the net interest income so the profitability can increase 

significantly and suppressed the CIR by doing the business activities 

efficiently. The management also has to keep the CAR and LDR in optimal 

position and still in the range of Bank Indonesia requirements to increase the 

ROA of domestic banks. It can be done not only by increasing the loan to get 

more interest income, but also increase the fee based income of domestic 

banks. 

b. There are only CIR and CAR variables that give significant impact on ROA of 

foreign banks. CIR has the greatest and significant impact on ROA of foreign 

banks with values of -0.048. After that followed by CAR with coefficient of    

-0.032. NIM and LDR don’t give significant impact on ROA, because the 

main incomes of foreign banks are from fee based income, not from loans that 

can be related to NIM and LDR. We highly recommend that the bank 

management should pay special attention to CIR and CAR of foreign banks in 

order to increase the profitability by doing the business activities efficiently 

and to keep the CAR in optimal position and still in the range of Bank 

Indonesia requirements to increase the ROA of foreign banks. 
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