PRESIDENT
UNIVERSITY

Analysis of the Effects of Financial Risks on the
Profitability of Commercial Banks in Indonesia Period
2012 — 2021

By:
Rosyid Nur Salam
021201800023

A Thesis presented in the Faculty of Business President
University in partial fulfillment of the requirements for

Bachelor’s Degree in Actuarial Science

2022



ACKNOWLEDGEMENT

All praises and gratitude are given to Allah SWT the Most Gracious and
Merciful, who has generously bestowed His grace and blessings so that the author
can complete this undergraduate thesis titled “Analysis of the Effects of Financial
Risks on the Profitability of Commercial Banks in Indonesia Period 2012 —
20217 as one of the requirements for acquiring Bachelor of Actuarial Science
Degree. This thesis cannot be completed without the proper support,
encouragement, advice, and guidance which given by many parties. The researcher

would like to convey his greatest gratitude to:

1. Dr. Edwin Setiawan Nugraha, S.Si., M.Sc. as the thesis advisor, who has given
many important guidance, knowledge, and advice to the author in completing
this thesis.

2. Mr. Agus Sofian Eka Hidayat, M.Ed., M.Sc., ASAI. and Mrs. Fauziah Nur
Fahirah Sudding, S.Pd., M.Si. as the thesis examiner who has given advice and
feedback on how to improve this thesis.

3. Mrs. Maria Yus Trinity Irsan, S.Si., M.Si. as the Head of Actuarial Science
Study Program who has given the facilities in completing undergraduate
program and also this thesis.

4. All the lecturers of Actuarial Science Study Program who had shared all the
knowledge and experiences during author’s time as a student of Actuarial
Science in President University.

5. The entire researcher’s family member, especially the researcher’s mother for
all the prayers, advice, and unconditional support that have been given to the
author.

6. All the friends and fellow students at Actuarial Science President University
Batch 2018 for all the happiness and hardships shared together during
university years.

7. All the other parties who have given assistance which the author is not able to

name one by one.



Author acknowledges that this thesis is still not faultless and far from perfect.
Therefore, author would appreciate a constructive feedback and recommendation
for future improvements. Hopefully, this thesis will be beneficial to various parties
and can be utilized as inspiration for a thesis in the future.



PLAGIARISM REPORT

Analysis of the Effects of Financial Risks on the Profitability of
Commercial Banks in Indonesia, Period 2012 - 2021

ORIGINALITY REFORT

15, 11+ 6w Oy

SIMILARITY INDEX INTERNET SOURCES PUBLICATIONS STUDENT PAPERS

PRIMARY SOURCES

.

etd.aau.edu.et

Internet Source

2]

Submitted to School of Business and

Management ITB
Student Paper

]

erepository.uonbi.ac.ke

Internet Source

]

Submitted to STEI Tazkia

Student Paper

[=]

Submitted to President University
Student Paper

Submitted to Universitas Jenderal Soedirman
Student Paper

B £

Submitted to Universiti Teknologi MARA <1
Student Paper %
repository.smuc.edu.et

E Interpnet Suurcey <1 %




PANEL OF EXAMINERS APPROVAL SHEET

The Panel of Examiners declare that the thesis entitled “Analysis of the Effects of
Financial Risks on the Profitability of Commercial Banks in Indonesia Period
2012 - 2021” that was submitted by Rosyid Nur Salam majoring in Actuarial
Science from the Faculty of Business was assessed and approved to have passed

the Oral Examinations on December 8%, 2022.

Agus Sofian Eka Hidayat, ¥1.Ed., M.Sc., ASAL

Chair - Panfl of Examiners

Fauziah Nur Fahirah Sudding, S.Pd., M.Si.

Examiner 1
Promoted by, Recommended by,
Maria Yus Trinity Irsan, Dr. Edwin Setiawan Nugraha,
S.Si., ML.Si. S.Si., M..Sc.

Head of Actuarial Science

Thesis Advisor
Program



STATEMENT OF ORIGINALITY

In my capacity as an active student of President University and as the author of the
thesis stated below:

Name : Rosyid Nur Salam
Student ID Number : 021201800023
Study Program : Actuarial Science
Faculty : Business

I hereby declare that my thesis entitled “Analysis of the Effects of Financial Risks
on the Profitability of Commercial Banks in Indonesia Period 2012 — 2021” is
to the best of my knowledge and belief, an original piece of work based on sound

academic principles. If there is any plagiarism detected in this thesis, I am willing
to be personally responsible for the consequences of these acts of plagiarism, and

accept the sanctions against these acts in accordance with the rules and policies of
President University.

I also declare that this work, either in whole or in part, has not been submitted to
another university to obtain a degree.

Tangerang, 14™ November 2022

(Rosyid Nur Salam)



ADVISOR’S APPROVAL FOR PUBLICATION

As an academic community member of the President's University, I, the

undersigned:

Advisor’s Name : Dr. Edwin Setiawan Nugraha, S.Si., M.Sc.
Employee ID number : 201910822

Study program : Actuarial Science

Faculty : Business

Declare that following thesis:

Title of Thesis : Analysis of the Effects of Financial Risks on the
Profitability of Commercial Banks in Indonesia,
Period 2012 — 2021

Thesis Author : Rosyid Nur Salam

Student ID Number : 021201800023

will be published in journal / institution’s repository / proceeding / unpublish /
veveveeeen.... (Underline one that applies)

Cikarang, 30 January 2023

(Dr. Edwin Setiawan Nugraha, S.Si., M.Sc.)



SCIENTIFIC PUBLICATION APPROVAL FOR
ACADEMIC INTEREST

As an academic community member of the President's University, I, the

undersigned:

Name : Rosyid Nur Salam
Student ID number 021201800023
Study program : Actuarial Science

for the purpose of development of science and technology, certify, and approve to
give President University a non-exclusive royalty-free right upon my final report

with the title:

Analysis of the Effects of Financial Risks on the Profitability of Commercial
Banks in Indonesia Period 2012 — 2021

With this non-exclusive royalty-free right, President University is entitled to
converse, to convert, to manage in a database, to maintain, and to publish my final
report. There are to be done with the obligation from President University to

mention my name as the copyright owner of my final report.

This statement I made in truth.

Tangerang,y? January 2023

(Rosyid Nur Salam)



TABLE OF CONTENTS

ACKNOWLEDGEMENT ..ottt e e reb e i
PLAGIARISM REPORT ...ttt ettt eeeaaans iii
PANEL OF EXAMINERS APPROVAL SHEET .....oooiiiiiii e, iv
STATEMENT OF ORIGINALITY .ttt \
ADVISOR’S APPROVAL FOR PUBLICATION .....coiiiiiiiieeiiiiee e vi
SCIENTIFIC PUBLICATION APPROVAL FOR ACADEMIC INTEREST............ Vii
TABLE OF CONTENTS. ...ttt ettt e e et e e e viii
LIST OF FIGURES ...t Xi
LIST OF TABLES ... .ottt e et e e aeans Xi
AB ST R A CT e et et eaeans Xii
AB ST RAK e et at e Xiii
1 CHAPTER | ettt e e e e 1
1.1 BACKGIOUNG ...ttt 1
1.2 Statement Of the ProbIem .............ueuiiiiiiiiiiiiiiiiiiiiiiiieieeeeeeees 6
1.3  Research QUESHIONS ........uuciii it e e e e e eaanees 6
1.4 Research ODJECHVES ...........uuuiiiiiiiiiiiiiiiiiiiiiii e 7
1.5 ReSearch BenefitS ........ccuiiiiiiiiiiiiii e 8
1.6 Research LimitationS .............uuuuuuumemiiiiiiiiiiiiiiiiiiiiiiiiiieeieiieeeeeeeeeeeeeeeneeeee 8
1.7  Outline of the RESEArCN ...........cooiiiiiiiii e 9

2 CHAPTER Il et e s 11
2.1 Banking in INAONESIA .......ccooieiiiiiiii e 11
2.2 Profitability ..o 13
221 RETUIMN ON ASSEIS ..o e 14
222 Return 0N EQUILY .......ii e 15

2.3 FINANCIal RISK ......cuuiiiiii i 16
2.3. 1 Credit RiSK... . e i 17
2.3.2 LIQUIILY RISK ... 17
2.3.3  Operational EffiCIENCY ......coiiiiiiiiiiiiiiie e 18
2.3.4  INFIALION.....uiiiiiiice s 19
2.35 INterest Rate RISK............uuuuiiiiiiiiiiiiii e 20
2.3.6 Foreign Exchange Rate............coiiii i 20

2.4 DesCriptive StatiStICS .....cceviiiieiiiiieie e 21



2.5  Multiple Linear REQreSSIiON .........ceiiiieeiiiiiiiieee e 22

2.6  Classical ASSUMPLION TEST......ccoiiiiieei i 25
2.7 HYPOIhESIS TESL...cuiiiiiii i 29
2.8 Variables and Hypotheses Development............ccceeiiiiieeeeee, 32
2.8.1  Credit RiSK... .. i e 32
2.8.2 LiqUIidity RISK ...ceeeviiiiee e e e 33
2.8.3  Operational EffiCIENCY.........uuuuuuiriieiiiiiiiiiiiiiiiiiiiiieiieieeeeeenene. 33
2.8.4  INFIALION.....uiiiiiiiie s 34
2.8.5 INterest RAte RISK...........uuuuuiiiiiiiiiiiiiiii e 34
2.8.6 Foreign EXchange Rate..........ccccoeviiiiiiiiiiiiiiee e 35

2.9  Research Framework ... 36
2.10 Previous RESEAICN .........ccciiiiiiiiiiiiiice e 37
2.11 RESEAICN GaAp ..oooieiie e 39

3 CHAPTER e 40
3.1 RESEAICH DESION ..ovvtiiiii i e 40
3.2 Sampling DeSIGN .....coooeiiiieeeeeee e 40
3.3 INSIUMENTIS USAQE . .oeeiiiii et e et e e e e e e e e eeas 42
3.4  Data Collection DESIGN ......ccceeeieieiieeeee e 42
3.5  Data AnalysiS DESIgN .....cccoiiiiiiiiiii e 42

4 CHAPTER IV et e e et e e e e ees 44
4.1 Data ANAIYSIS .oovveiiiiie e 44
41.1 DeSCriptive STatiSHICS .........uuuuuuiiiiiiiiiiiiiiiiiiieeeeeees 44
4.1.2  Classical ASSUMPLION TESL......uuuuuiiiiiiiiiiiiiiiiiiiiiiiiiiiiebiiibeiieeeeeaeanees 46
41.3 Multiple Linear REgreSSION ........ooiiieeeiieiiiiiiaee e e 49
4.1.4  HyPOtNESIS TESHNG ....uuuuuuuuiiuiiiiiiiiiiiiiiiiiiiiiiiiiiiiiebbbebbeeeeeeeeeeeeaeanee 52
4.1.5  Significant Variable Regression Model .............ccoviiiiiiiiiiiiiniennns 57

4.2 Discussion Of FINAINGS........ccooiiiiiiiiiiiiiiiiiieeeeeee e 58

5 CHAPTER V .t 62
5.1 CONCIUSION .. 62
5.2  ReCoMMENALiON .......cooiiiiiieieee e 63
521  For Commercial BanK...........ccoouiuiiiiiiiiiiiiiiiiiiieieee e 63
5.2.2 For Future ReSEArChEr .........cooviiiiiiiiiiicceee e 64
REFERENCES ... ettt e et a et e e eeeans 65



APPENDIX



LIST OF FIGURES

Figure 1.1. Credit Distribution Commercial Banks 2012-2021...........cccccccvvvveeeenn. 1
Figure 1.2. Non-Performing Loans Commercial Banks 2012-2021 ...................... 2
Figure 1.3. Operational Expenses Commercial Banks 2012-2021 ............ccc....... 3
Figure 1.4. Domestic Credit Provided by Banking in Percentage of GDP............. 4
Figure 2.1. Durbin-Watson AutoCOrrelation ..............ccouuvvvviiiiiiiiiiiiiiiiiiiiiiiieeeeee 26
Figure 2.2. Research Framework Model 1............cccccvviiiiiiiiiiiiiiiiiiiiee 36
Figure 2.3. Research Framework Model 2..........cccoooviiiiiiiiiiiiii e, 37
Figure 3.1. General WOorkflow ............cooiiiiiiiiiiic e 43
LIST OF TABLES
Table 2.1. Bank Category Based on Capital ...........ccoooevieeiiiiiieeee, 13
Table 2.2. Descriptions of The Variables and Their Expected Relationship ....... 35
Table 2.3. Previous ReSearch..........cooooioii 37
Table 3.1. List of The Selected Commercial Banks..............cccoooeeeieiiiiiiieeeeee, 41
Table 3.2. INStrumMENtS USAQE ......ccoo oo 42
Table 4.1. Descriptive Statistics of Sample Banks ..., 44
Table 4.2. NOrmality TeSt.....ccoo oo 46
Table 4.3. AUtOCOITEIAtION TEST....ccco oo a7
Table 4.4. MURICOINEAITLY TESt ..o 47
Table 4.5. HeteroscedastiCity TeSE........uii i 48
Table 4.6. Multiple Linear Regression Model 1 ..o 49
Table 4.7. Multiple Linear Regression Model 2 ... 50
Table 4.8. Coefficient of Determination .............ooooeeeeeeeeeeeeee e 52
Table 4.9. AdJUSIEA R2.........ooi e 53
TaBIE 4.10. FESE ... 53
Table 4.11. MOAEl 1 T-TESt. ..o 54
Table 4.12. MOAEl 2 T-TEST.. ..o 55
Table 4.13. R? Significant Independent Variable..............ccccovvevviiie e 57
Table 4.14. Adjusted R? Significant Independent Variable ..................ccc.cec...... 58

Xi



ABSTRACT

In carrying out their business operations, commercial banks in Indonesia are
exposed to various uncertainties that can pose as financial risks. Based on
Indonesian Banking Statistics, non-performing loans have increased annually in
Indonesian commercial banks from 2012 to 2021, which is only one source of risk.
Additionally, fluctuations in external variables can result in uncertainties which
cannot be controlled by the relevant institutions. In line with this problem, the
following research is aimed at analyzing the relationship between internal risks
(such as: credit, liquidity, and operational risk) along with external risks (such as:
interest rate, inflation, and foreign exchange) with Indonesian commercial bank’s
profitability in period 2012 to 2021. In this research, 10 commercial banks in
Indonesia which categorized into BUKU 4 will be used as samples. Multiple linear
regression and descriptive statistics were implemented in this study to obtain
accurate hypothesis test results. This research established a result that in the period
used, selected independent variables simultaneously have a significant relationship
to the profitability of commercial banks. In addition, operational and liquidity risks
are internal financial risk that were shown to have partial significant relationship.
As for external risks, the result shows that the inflation rate has a partial significant

relationship with the profitability of commercial banks.

Keywords: Indonesian commercial banks, internal financial risks, external

financial risks, return on asset, return on equity.
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ABSTRAK

Dalam menjalani operasional bisnisnya, bank komersial di Indonesia terekspos
dengan berbagai ketidakpastian yang dapat menimbulkan risiko keuangan.
Bedasarkan OJK, salah satu sumber risiko pada bank komersial Indonesia yaitu
kredit bermasalah mengalami peningkatan setiap tahunnya di periode 2012 hingga
2021. Terlebih lagi, fluktuasi variabel-variabel eksternal dapat mengakibatkan
ketidakpastian yang tidak dapat dikontrol oleh institusi terkait. Selaras dengan
masalah ini, penelitian berikut ditujukan untuk menganalisa hubungan antara risiko
internal (seperti: risiko kredit, likuiditas, dan operasional) beserta risiko eksternal
(seperti: suku bunga, tingkat inflasi, dan nilai tukar rupiah) terhadap profitabilitas
bank komersial Indonesia di periode 2012 hingga 2021. Dalam penelitian ini, 10
bank komersial di Indonesia yang termasuk dalam kategori BUKU 4 akan
digunakan sebagai sampel. Regresi linear berganda dan statistik deskriptif
diimplementasikan dalam penelitian ini untuk mendapatkan hasil uji hipotesis yang
akurat. Penelitian ini menunjukan hasil bahwa dalam periode yang digunakan,
variabel independen terpilih secara bersamaan memiliki hubungan yang signifikan
terhadap profitabilitas bank komersial. Sebagai tambahan, risiko internal yang
memiliki hubungan signifikan secara parsial merupakan risiko operasional dan
likuiditas. Sedangkan untuk risiko eksternal, hasil menunjukan bahwa tingkat

inflasi memiliki hubungan yang signifikan terhadap profitabilitas bank komersial.

Kata kunci: Bank komersial Indonesia, risiko keuangan internal, risiko keuangan

eksternal, tingkat pengembalian aset, tingkat pengembalian ekuitas.
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