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THE ANALYSIS OF MARKET DIDCIPLINE IN INDONESIA’S BANKING 
INDUSTRY 

 
By: M. Zaffier Dewangga 

 
Supervisor: Dias Satria, SE., M.App.Ec., Ph.D 

 

ABSTRACT 
 
 
The purpose of this research was to analyze the effect market 
disciplines in Indonesia’s Banking Industry on specific variables, 
including Capital Adequacy Ratio (CAR), Return on Asset 
(ROA), Non-Performing Loan (NPL), Loan to Deposit Ratio 
(LDR), Foreign Owner (FO), Total Asset (TA), and Disclosure 
Index (DI). The data used in this study was annual data on 2016 
taken from Financial Services Authority and Bank Indonesia. 
This study used regression cross section analysis with the help 
of a computer program, Stata version 14.2, as the main software 
to process the research data. 
 
The results showed that some of the independent variables 
(LDR, TA, DI) are significantly affected the change in the Capital 
Adequacy Ratio. While the other independent variable (ROA, 
NPL, FO) doesn’t have any effect on CAR. Therefore the 
analysis for this variable was being done descriptively. In other 
words, it can be concluded that not all the independent variable 
are have effect on CAR. Therefore, Loan to Deposit Ratio 
(LDR), Total Asset (TA), and Disclosure Index (DI)1 has 
affected by the CAR variable on Market Discipline in Indonesia’s 
Banking Industry. 

 
Keyword: NPL, CAR, ROA, LDR, Disclosure Index 
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ANALISIS PADA DISIPLIN MARKET DI SEKTOR PERBANKAN 
INDONESIA 

 
By: M. Zaffier Dewangga 

 
Supervisor: Dias Satria, SE., M.App.Ec., Ph.D 

 
ABSTRACT 

 
 
Tujuan dari penelitian ini adalah untuk menganalisis efek disiplin 
pasar di Industri Perbankan Indonesia pada variabel tertentu, 
termasuk Capital Adequacy Ratio (CAR), Return on Asset 
(ROA), Non-Performing Loan (NPL), Loan to Deposit Ratio 
(LDR) , Pemilik Asing (FO), Total Aset (TA), dan Indeks 
Pengungkapan (DI). Data yang digunakan dalam penelitian ini 
adalah data tahunan 2016 yang diambil dari Otoritas Jasa 
Keuangan dan Bank Indonesia. Penelitian ini menggunakan 
analisis penampang regresi dengan bantuan program komputer, 
Stata versi 14.2, sebagai perangkat lunak utama untuk 
memproses data penelitian. 
 
Hasil penelitian menunjukkan bahwa beberapa variabel 
independen (LDR, TA, DI) secara signifikan mempengaruhi 
perubahan dalam Capital Adequacy Ratio. Sementara variabel 
independen lainnya (ROA, NPL, FO) tidak berpengaruh pada 
CAR. Oleh karena itu analisis untuk variabel ini dilakukan 
secara deskriptif. Dengan kata lain, dapat disimpulkan bahwa 
tidak semua variabel independen berpengaruh terhadap CAR. 
Oleh karena itu, Loan to Deposit Ratio (LDR), Total Asset (TA), 
dan Disclosure Index (DI) 1 telah dipengaruhi oleh variabel CAR 
pada Disiplin Pasar di Industri Perbankan Indonesia. 

 
Kata kunci: NPL, CAR, ROA, LDR, Indeks Pengungkapan 
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CHAPTER 1 

INTRODUCTION 
 

1.1 Research Background 

The failure of a company, especially the one engaging in banking sector 

can be seen and measured. Among those measurements, financial performance 

can be utilized by analyzing its financial statements. Analysis of financial 

statements is a significantly important tool for obtaining information related to the 

company's financial position and the results achieved on its connection with the 

selection of the company's strategy to be applied. By analyzing a company's 

financial statements, the director can have knowledge of the state and financial 

developments of the company as well as the accomplished and targeted results. 

In addition, by conducting financial analysis, the company's weaknesses and 

potential failures can be identified. By understanding the possibility of any 

occurring financial difficulties as early as possible, management can anticipate by 

taking necessary steps. However, other information related to macro variables 

becomes also very important and needs to be taken into account. 

In the last two decades before the global crisis that hit all business 

sectors, several developed and developing countries experienced a crisis in the 

banking sector. To avoid such a crisis, regulators need a way to determine a wise 

move for the banking sector. The usual standard recommendations for facing the 

crisis is to tighten controls and regulations. 

In addition to supervision carried out by the banking authorities, an 

alternative means of solution is offered by increasing trust in the mechanism of 

market discipline to provide control of the banking system. Market discipline is 

defined as the level of general public awareness and community as banking 
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customers towards the conditions being faced by the banks directly related to 

savings and investment customers. 

In general, the community will play monitoring activity by perceiving the 

level of risk being faced by a particular bank. The public perception of the level of 

risk will motivate people to exercise control over the banking system. People's 

behavior in the face of the bank with a high level of risk perception will certainly 

differ from those who deal with banks having a low level of risk perception. In a 

country where market discipline pillars already exist, the reward and punishment 

mechanism can proceed smoothly. Thus, the expectation towards the banking 

sector will also be more concerned on the level of risk concerning to the security 

of customer funds. 

Several studies utilizing the setting of advanced countries, indicate that 

the depositor savings provide an effective monitoring and control of the bank (De 

Ceuster and Masschelein, 2003). Results on similar findings were also supported 

by some other studies in the United States (Park, 1995) (Goldber and Hudgins, 

1996) (Park and Peristiani, 1998) (Jordan, 2000) (Khorassani, 2000) (Goldber 

and Hudgins, 2002), in Australia (Dennis, Sharpe and Sim, 1998) and in 

Switzerland (Birchler and Maechler, 2002). Results of other findings related to 

research on market discipline in some developing countries such as in Argentina, 

Chile and Mexico (Martinez Peria and Schmukler, 2001), Argentina (Calomiris 

and Powell, 2001), Bolivia (Luzio-Antezana, 2001), Columbia (Barajas and 

Steiner, 2000), India (Ghosh and Das, 2002) and Poland (Mondschean and 

Opiela, 1999), postulated that the depositor had the ability to discipline banks. 

This second finding is not relevant to the condition of the low quality of 

financial reporting in developing countries. It is due to the fact that Indonesia 

tends to have similar characteristics with the countries in South America; thus, 

the application of methods, selection of variables and samples will trace the 
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studies that have been conducted in South American countries with certain 

adjustments to the research model. This study will investigate the existence or 

absence of market discipline in Indonesia as part of the Basel II by employing the 

two indicators of: the interest rate and the amount of deposits. Furthermore, the 

author will also conduct an analysis on the existence of market discipline in crisis 

and the emergence of the Deposit Insurance Agency in Indonesia, regardless if 

market discipline would tend to strengthen in crisis along with government 

guarantee towards deposit. 

The monetary crisis that began in mid-1997 with the exchange rate 

depreciated against the US dollar led to most companies’ unability to pay their 

loans to the banks. On the other hands, the banks also face the risk of not being 

able to pay its obligations which are largely financed by foreign loans land and 

public funds. The amount of the credit reserves and losses as a result of the 

difference in the exchange rate caused the decrease of banks' capital; thus, most 

banks are no longer able to meet its obligations towards the capital adequacy 

The other unexpected result is bank’s reduced performance as identified in the 

form of financial statements analysis (marked by financial ratios such as the ratio 

liquidity, solvency ratios, profitability ratios, and other financial ratios). 

These financial problems are often recognized as financial distress, which 

is defined as the decline phase financial condition that occurs prior to the 

bankruptcy or liquidation (Platt, 2002). Impending distress signals at some 

companies are indicated by the difficulty in paying the salaries of employees, 

decreased service quality, and the payment of other obligations that have stalled. 

Upon understanding these signals, it is expected that all stakeholders be vigilant 

in overcoming them. For these reasons, the model of an early warning system to 

anticipate their financial distress is vital to be developed, to identify and even to 

improve the conditions prior to the crisis. 
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The lack of research on financial distress occurs due to the difficulty in 

objectively defining the beginning of the period of the occurrence of a financial 

distress (as mostly experienced by the company). Some researchers (Platt, 

2002), (Lau, 1987) and (Hill, 1996) using layoff, restructuring, or delaying 

dividend payments (missed devidend payments) (Asquith, Gertner, and 

Scharfstein, 1994) uses the interest coverage ratio; and (Whitaker, 1999) 

examine the condition of financial distress by measuring the company's financial 

characteristics as indicators differently,  at the first year in which cash flow is less 

than current maturities of long-term debt by using the change in equity price 

(John, Land and Netter, 1992) . Meanwhile, Platt (2002) himself in his research 

that uses company samples proxies the financial characteristics of companies 

experiencing financial distress with signals such as EBIT, net income, or negative 

cash flow. 

In terms of financial ratios, the bank's health can be measured by its 

capital ratio, ratio of assets (asset quality), management, ratio of earnings and 

liquidity ratio. Capital ratios commonly employed to measure the health of the 

banks is the Capital Adequacy Ratio (CAR) despite not being the only ratio to 

measure bank performance. However, there are many other fundamental factors 

that can be utilized as a material consideration for banks' performance. CAR is 

measured from the ratio of equity capital to Risk Weighted Assets (RWA). In 

accordance with SE BI No. 26/5 / BPP dated on May 29, 1993, the expected 

amount of CAR by a bank is at least 8% since the end of 1995. Unfortunately,  

due to the condition of the national banking system since the end of 1997 with 

numerous liquidated banks, since October 1998 the amounts of CAR are 

classified into 3 groups, such as: (1) Banks are healthy with qualification of A, if 

they have CAR of more than 4%; (2) Banks take over or under restructuring by 

IBRA (Indonesian Bank Restructuring Agency) with the classification of B, if the 
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banks have a CAR of between -25% to <4%; (3) Operation Frozen Bank (BBO) 

with classification of C, if the banks have a CAR of less than -25%. Thus, bank 

with qualification of C experiences liquidation (Faisal, 2003). 

Under a very sensitive nature of the effect of government policy and 

macroeconomic changes to the banking world, it is vitally necessary to further 

explore the factors that influence the Capital Adequacy Ratio. Based on previous 

research, few things are essential to note regarding the performance of the 

banking industry in terms of capital adequacy of the banking industry to have a 

strong capital adequacy ratio. With the maintained level of liquidity, the 

Indonesian banking profitability ratios are decreasing, but the decline is offset by 

increased interest income. This condition is also strengthened by the improved 

credit risk reduction in non-performing loans as a whole. 

Information about the condition of the banking industry becomes a signal 

for investors in various ways, one of them is through the disclosure of financial 

information published. The availability of this information is summarized in the 

form of disclosure index (DI). In general, disclosure index in this study consists of 

36 items representing the disclosure of credit risk, market risk, liquidity risk, 

operational risk, legal risk, reputation risk, strategic risk and compliance risk. 

 

 

 

 

Table 1.1 Disclosure Index (DI) based on BUKU 

BUKU 
Jumlah 

Bank* 
DI Rerata DI 

1 11 329 30 

2 15 473 32 
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3 12 391 33 

4 5 180 36 

Source : OJK 

The table above depicts the disclosure made by the banking industry in 

Indonesia based on BUKU group. On the average, it is seen that the highest DI is 

in BUKU 4 group followed by BUKU 3, 2 to 1. It indicates that banks with BUKU 4 

tend to disclose information more fully than the other BUKU groups. 

This study also utilizes several variables that describe the performance of 

the bank's CAR, NPL, and ROA. It is apparent that on average, banks in BUKU 1 

have the highest CAR followed by BUKU 2, 4 and 1. To sum up, BUKU 1 banks 

indicates banks with the greatest capital strength compared to other BUKU 

groups. 

The highest profitability performance shown by the BUKU 4 group is 

followed sequentially by the BUKU 3, 2 and 1 groups indicating that the average 

BUKU 1 ROA is minus. The data demonstrate that the capital strength 

possessed by the BUKU 1 group is not matched by good profitability 

performance. 

Furthermore, the best credit performance is shown by the BUKU 3 group 

followed by the BUKU 2, 4 and 1 indicating that credit management was well-

conducted by the BUKU 3 group. The relatively high credit risk is in the BUKU 1 

group. 

Table 1.2 Information Disclosure and Banking Industry Performance Based on BUKU group 

BUKU Rerata DI Rerata CAR 

(%) 

Rerata NPL 

(%) 

Rerata ROA 

(%) 

1 30 22,5 3,1 (2,1) 

2 32 22,3 1,9 1,9 
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3 33 19,5 1,7 1,5 

4 36 20,7 2,4 2,6 

Source : OJK 

Through exposure to the availability of financial information and 

performance of bank, it descriptively informs relatively diverse conditions. BUKU 

4 group with the most complete information disclosure is successful in presenting 

expected profitability performance compared to other BUKU groups. BUKU 1 

group presents the smallest relative disclosure of information despite managing 

to show the greatest capital strength among the other BUKU groups. 

In general, the premise which can be developed in the context of 

discipline is to establish market information to be properly absorbed by the 

investor (market participants). Later, the market discipline applies solely on the 

condition directing between the availability of information (disclosure index) and 

capital adequacy ratio; yet inversely related to the NPL. In other words, based on 

BUKU grouping in Indonesia, Market Discipline tends to exist in the context of 

bank profitability and NPL information but it does not apply to CAR information. 

Some studies suggest that ROA, LDR, and NPL significant partial effect 

on CAR (Shitawati, 2006) (Krishna, 2008). Meanwhile, according to Fitriyana 

(2011), ROA does not significantly affect the CAR, because the results of the 

tests display the amount of ROA to have no effect on CAR. This condition is 

caused by increases and decreases in the CAR ratio which is influenced by many 

factors creating high acquisition value of ROA as a form of income for high 

operational. This is due to the amount of the CAR not only from profits, but the 

magnitude of the CAR is also from capital injection from the owners of the bank. 

Inevitably, profit is one component that can increase the value of CAR. 

Based on the background and above problems, the author determines the 

title of thesis of ”The Analysis of Market Discipline in Indonesia’s Banking 
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Industry”. Proxies for factors that affect the CAR in this study are LDR, NPLs, 

ROA, Disclosure Index, Total Assets and Foreign owner. This study utilizes the 

cross-section data in 2016. 

1.2  Problem Formulation 
Based on the background above, the formulations of the problem are as 

follows: 

1. What are the dominant variables that affect CAR in the market 

discipline in the Indonesian multiplication sector? 

1.3  Research Objectives 
The objectives of this study are: 

1. To determine the effect of ROA, LDR, NPL, TA, FO, DI on CAR on 

market discipline in the Indonesian banking sector. 

2. To find out the dominant variables that affect CAR in the market 

discipline in the Indonesian multiplication sector. 

1.4  Benefits of Research 
This research is expected to provide the following benefits or uses: 

a. Academically 

This research was carried out in the context of carrying out the final 

assignment in completing the study to fulfill the undergraduate program 

curriculum at the Faculty of Economics and Business, Brawijaya University, 

Malang. In addition, by conducting research, it is expected that the author can 

solve problems related to Basel theory II, especially in market discipline to 

broaden the horizons of author and readers. 

b. Practically 

This research is expected to be applied as reference material and information to 

develop and advance the Indonesian banking sector. 
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CHAPTER II 

LITERATURE REVIEW 
 

2.1 Basel II Theory 
 Basel II is the second section of the Basel Accords, extended and 

effectively replaced by Basel III, which is recommended to recognize banking 

laws and regulations issued by the Basel Committee on Supervision and 

Banking. 

 Under an understanding of the capital importance to the bank, in 1988 the 

BIS issued a capital framework concept, more commonly known as the 1988 

accord (Basel I). The system is designed as a framework to measure the credit 

risk by requiring a minimum capital standard of 8%. The Basel Committee 

designed Basel I as a simple standard, requiring banks to separate their 

exposure into a broader class, illustrating the similarity of types of debtors. 

Exposures to customers of similar type (such as exposures to all corporate 

customers) would breed the same capital requirements, regardless of differences 

in loan repayment capacity and the risks owned by individual customer. 

 Along with the development of products in the banking world, BIS again 

refined the capital framework existed in the 1988 by issuing new capital concepts 

recognized as Basel II. Basel II is based on the basic structure of the 1988 

accord providing a framework for capital calculations that are more sensitive to 

risk and provide incentives to improve the quality of risk management at the 

bank. This is achieved by adjusting capital requirements to the risk of credit 

losses and by introducing changes in the calculation of capital to cover 

exposures due to the risk of losses from operational failures. 

In the Basel II version, banks are provided with the possibility to calculate 

their own risk weight by utilizing an internal model, subjected to initial validation 
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on the part of national regulatory authorities and ex-post monitoring by market 

investors (the third pillar of the regulation, due to market discipline). The original 

rationale for the system of Basel II enables banks to employ their own internal 

information to estimate the risk weight associated with more stringent actual risk 

(hypothesis "internal information").  

Better motivation and pledged to further adjust the financial structure of 

each bank's individual characteristics (and the state itself) shall be understood to 

join the international achievement and to further strengthen the soundness and 

stability of the international banking system (BCBS, 2006). The voluntary nature 

of the system raises some concerns (Blum, 2008) recommending the complete 

system to limit the influence of Basel II to avoid the negative consequences of 

strategic risk reporting. 

Recent studies have been devoted to scrutinize whether banks have 

exploited Basel II to be involved in the regulation arbitrase1 (hypothesis of 

"regulatory arbitrage"). Behn et al, (2014) found that major banks assign the 

weights on relatively low risk for the loans from internal models despite 

understanding the real risks when determining prices. Begley et al, (2015) 

reported that the bank did not report the risk in trading books when having low 

equity capital. Mariathasan and Merrouche (2014) claimed that banks (especially 

those with low equity) had manipulated the risk weight in order to intentionally 

reduce the amount of RWA. 

 

2.2 Market Discipline 

Buyers and sellers in a market are said to be constrained by market 

discipline in setting prices because they have strong incentives to generate 

revenues and avoid bankruptcy . This means, in order to meet economic 
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necessity, buyers must avoid prices that will drive them into bankruptcy and 

sellers must find prices that will generate revenue (or suffer the same fate). 

Market discipline is a topic of particular concern because of banking deposit 

insurance laws (Blum, J. M., 2002). Most governments offer deposit insurance 

for people making deposits with banks. Normally, bank managers have strong 

incentives to avoid risky loans and other investments.  

However, mandated deposit insurance eliminates much of the risk to 

bankers. This constitutes a loss of market discipline. In order to counteract this 

loss of market discipline, governments introduce regulations aimed at preventing 

bank managers from taking excessive risk. Today market discipline is introduced 

into the Basel II Capital Accord as a pillar of prudential banking regulation (Boot, 

A. W. and A. Schmeits, 2000). While there are only a limited research analyzes 

differences in market discipline across countries and how it relates to regulatory 

discipline, official supervision, or institutions.  

An important exception is DemirgüçKunt and Huizinga (2004). They use 

an international database of banks in 51 countries to show that explicit deposit 

insurance makes depositors less likely to monitor banks, weakening the degree 

of market discipline. The more generous the deposit insurance, the greater the 

weakening of market discipline. Nier and Baumann (2006) and Fonseca and 

González (2010) also use an international sample of banks to provide evidence 

that market discipline strengthens banks’ incentives to hold capital buffers. 

Market discipline is enhanced with accounting disclosure and institutional quality 

but weakens with the extent of government safety nets, restrictions on bank 

activities, and official supervision. 

The influence of banking crises on market discipline has been analyzed 

very little and theory does not provide clear predictions. It is possible that 

following bank interventions and failures, depositors may become more aware of 
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the risk of losing deposits, so they may start exercising stricter market discipline. 

Then again, governments usually respond to banking crises with containment 

and resolution policies that strengthen bank safety nets and depositor protection. 

As a consequence, depositors may be more relaxed if a new banking crisis 

occurs and have fewer incentives to exercise discipline (Honohan and Klingebiel, 

2003). Empirical evidence is not conclusive. Martinez Peria and Schmukler 

(2001) find in Argentina, Chile, and Mexico during the 1980s and 1990s that the 

relative importance of market discipline increases after crises and that deposit 

insurance does not appear to diminish the extent of market discipline. Hadad et 

al. (2011) find that adoption of a blanket guarantee scheme and the reduction in 

minimum capital adequacy ratios weaken market discipline in Indonesia 

following the 1997-1998 financial crisis. 

 Lane (1993) stated that market discipline is a condition in which the 

financial markets give a signal to the borrower, and the borrower based on the 

signal will behave according to their financial ability to repay the debt. Effective 

market discipline to prevent excessive government deficit will lead to a default 

due to the government guarantee on depositors' funds to be replaced due to 

moral hazard behavior of financial institutions (banks). 

 Market discipline becomes a mechanism by which market participants 

monitor and discipline the risky decision-making behavior by banks. The purpose 

of market discipline is to reduce the moral hazard problem of asymmetric 

information undertaking a long process in the banking sector. Therefore, market 

discipline is considered to have a greater role in overcoming prudential problems. 

Stephanou (2010) describes the framework of market discipline in four parts 

(building blocks) that are interrelated to be implemented not only in the banking 

sector but also in other financial systems. The four sections are as follows: 
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1. Building block 1: information and disclosure (information and 

disclosure), the availability of sufficient, timely, consistent and reliable 

information about the bank's financial performance and the risks it 

faces. 

2. Building block 2: market participants (market participants), the 

existence of independent market players to monitor the bank and be 

able to process the information that already available. 

3. Building block 3: mechanisms of discipline, the instrument varied, 

whether in terms of financial, legal or supervisory institution that 

allows people to test the level of discipline. 

4. Building block 4: internal governance, organizational structure that can 

determine whether insiders (senior management and board of 

directors) understand and can control the risks that the bank is taking 

besides also whether they are rewarded in order to change behavior 

according to the signal market. 

In addition, in the framework presented by Stephanou (2010), it 

mentioned some previous empirical researches in the following figure: 
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Figure 2.1 Framework of Market Discipline 

In his writings, Stephanou (2010), states that the framework is 

constructed based on the theory of the existing market discipline (as presented in 

Table 2.1). 

 

 

 

 

Table 2.1 Main Points on Market Discipline 

Crocket (2002) Sufficient information, ability to process it correctly, 

right incentives, and existence of mechanisms to 

exercise discipline. 

Scott (2004) A market in the financial instrument of the issuer, 

enforceable credit contracts and a market for 

corporate control. 
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Llewellyn (2005) The abundance of stakeholder monitors with the 

right incentives to monitor a bank, efficient markets 

through which price and quantity adjustments can 

take place, and appropriate incentives for bank 

management to adjust their behavior in response to 

such signals. 

Bliss and Flannery 

(2001) 

The ability of investors to evaluate a firm’s true 

condition (monitoring) and the responsiveness of 

firm managers to investor feedback as reflected in 

security prices (influence). 

Hamalainen et al. in 

Kaufman (2003) 

A recognition phase and a control phase for 

effective market discipline. 

Source: (Stephanou, 2010) 

 

 In a document issued by the Bank of International Settlement (BIS) Basel 

II Pillar 3, it is stated that the requirement to complete the conditions of market 

discipline becomes the minimum capital requirements (Pillar 1) and the review 

process of supervision (supervisory review process). In order to encourage 

market discipline, a set of disclosure requirements is completed that enable 

financial sector actors to assess important information including: capital, risk 

exposure, risk assessment processes and capital adequacy from financial 

institutions. 

 The growing complexity of banking institutions unfortunately provides an 

impact on the weakness for monitoring mechanism by using the 

procedure/traditional devices in monitoring and controlling the potential of 

emerging risks. Many analysts have suggested that, in order to face the problems 

of the potential risks among banks, the banking supervision agency should rely 
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on market discipline to complete the procedure accomplished by the banks 

(Flannery, 2001). 

 In a paper entitled The Faces of "Market Discipline", Flannery (2001) 

states that market discipline consists of at least two different components of: 

1. Market monitoring, this phrase refers to the hypothesis that investors 

precisely evaluate the conditions of a company's change and relate it 

to the price of the company's securities. Supervision agency oversight 

efforts will produce a signal containing useful market information 

(indicated at point A). 

2. Effect of the market (market influence), is a process where the 

outsiders who claim to influence the behavior of companies (indicated 

by point B). 

 

 

Figure 2.2 Anatomy of Market Discipline (Flannery, 2001) 
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 In anatomy market discipline, these two aspects can affect the behavior of 

the company through direct and indirect impact. Market surveillance (monitoring 

market) and conditions of change in the company are identified by the changes in 

the prices of stocks and bonds. 

2.3 Signal Theory 
 The emergence of signaling theory from the study of economic 

information offers certain conditions where buyers and sellers deal with 

asymmetric information while interacting in the market (Spence, 2009). This 

theory has been widely applied to study the asymmetry of information between 

the two parties, as a result of the knowledge gap in a variety of organizational 

and business contexts (Spence, 2002) (Stiglitz, 2002). According to Connelly et 

al., (2011) obtaining accurate information is important because it affects the 

decision-making process from individuals, businesses, and governments. 

Therefore, it becomes the key function of signaling theory to reduce the 

asymmetry in information (Spence, 2002). It is very relevant to the current 

research that examines the signal between the headquarters of European 

multinational corporations and subsidiaries in developing countries for 

implementation of employer brand change program. 

 There are 2 good signals according to Meggison (1997) in (Hartono, 

2005), which are: 1. Signals reaching potential investors 2. Not easily copied by 

other companies. According to Arifin (2005) in (Subalno, 2009), signaling theory 

is developed in economics and finance to take into account that insider 

companies in general have better and faster information relating to the current 

conditions and prospects of the company compared to outside investors. 

 Wolk and Tearney (1997) in (Rini 2010) states that the positive things in 

Signaling Theory will differentiate the companies with good information and those 

without, to inform the market about their situation. Signals about the good future 
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performance provided by companies whose past performance is not good, will 

not be trusted by the market. Thus, the symmetrical information is definitely 

required as a monitoring in investing funds in a company. 

 

2.4 Liquidity Theory 
 It is defined as the bank's ability to meet its obligations, particularly for 

short-term funding obligations. In view of the corner of assets, liquidity becomes 

the ability to change the entire assets into cash, while in terms of liabilities, 

liquidity becomes the ability of banks to meet the needs of funds through an 

increase in portfolio liabilities. Bank liquidity management is also part of a liability 

management. Good management of liquidity can provide confidence to 

depositors to withdraw funds at any time or at maturity (Krainer, J., 2001). 

 The two risks in liquidity are: the risk when excess funds and risks when 

underfunded. The risk of excess funds are funds that exist in many banks leading 

to the sacrifice of high interest rates and the risk of underfunding to meet the 

needs of short-term liabilities which do not exist. This liquidity risk is not expected 

by the bank due to disrupting financial performance and the trust of the bank. 

 

2.5 Capital Adequacy Ratio (CAR) 
 Manullang (2002) stated that the capital ratios that are commonly used to 

measure the health of the banks is the Capital Adequacy Ratio (CAR). The 

amount of CAR is measured by the ratio between own capital and Risk Weighted 

Assets (RWA). In accordance with SE BI No. 26/5/BPPP dated May 29, 1993 the 

amount of CAR that must be achieved by a bank is at least 8% since the end of 

1995. However, due to the deteriorating condition of the national banking system 

marked by the number of liquidated banks, since October 1998 the CAR was 

classified in 3 groups. Bank classifications since 1998 are grouped in: (1) Healthy 
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banks with classification of A, if they have CAR of more than 4%, (2) Banks take 

over or in restructuring by IBRA (Bank Restructuring Agency) with classification 

of B, if the bank has CAR of between -25% up to <of 4%, (3) Frozen Operation 

Bank (BBO) with classification of C, if they have CAR of less than -25%. Thus, 

bank with classification of C is liquidated. Mathematically CAR can be formulated 

as follows: 

 

 Own capital is the total capital originating from the company (bank) which 

consists of paid-up capital, non-divided profits and reserves formed by the bank. 

RWA is the sum of RWA assets and balance sheet assets of administrative 

assets. ATMR balance sheet assets are obtained by transferring the nominal 

value of the asset with the risk weight. RWA for administrative assets is obtained 

by transferring its nominal value to the risk weighting of administrative assets 

(Manullang, 2002). The more liquid, the risk assets are zero and the more illiquid 

the risk is 100, ranging from 0 - 100%. 

 

2.6 Return on Asset (ROA) 
 Return on assets (ROA) is utilized to measure the effectiveness of the 

company in generating profits by exploiting assets / assets owned. This ratio 

becomes the most important ratio in the profitability obtained by comparing the 

earnings before interest tax (EBIT) to total assets. EBIT is net income before 

interest and tax, total assets are total assets of the company from the beginning 

of the year and the end of the year. Greater value of ROA indicates better 

performance, due to higher return rate (Robbert Ang 1997).  
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 The total assets commonly applied to measure the ROA of a bank are the 

amount of productive assets consisting of the placement of securities (such as 

Bank Indonesia Certificates, Money Market Securities, placements in other 

company shares, placements in Call Money or Money Market) and placement in 

the form of credit (consumptive and productive credit to individuals and 

institutions or companies). 

 

2.6.1 The effect of ROA on CAR 

 In accordance with the results of previous researchers, the higher ROA 

achieved by banks indicates that the bank's performance is getting better, and an 

indicator of bank health. 

 

2.7 Non-Performing Loan (NPL) 
 Higher NPL affects higher loan interest to have the potential to reduce 

interest income and CAR. NPL is a ratio to measure a bank's ability to disprove 

the risk of failure of credit repayments by debtors (Komang Darmawan, 2004). 

NPL reflects credit risk, by which the smaller the NPL, the smaller the credit risk 

is borne by the bank. Banks in providing credit must analyze the ability of the 

debtor to repay its obligations. After credit is granted, banks must monitor the use 

of credit and the ability and compliance of the debtor in fulfilling its obligations. 

 The bank conducts reviews, evaluations, and bindings of collateral to 

minimize credit risk (Masyhud Ali, 2004). Previous study (Bahtiar Usman 2003) 

was conducted to investigate the effect of NPL for bank performance examining 

the effect of NPL on CAR. The study demonstrated that NPL did not have a 
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significant effect on CAR so further research was needed. The amount of NPL is 

calculated as follows; 

 

 

2.7.1 The effect of NPL on CAR 
 NPL is a measurement of the bank's business risk ratio indicating the 

amount of non-performing loan risk in a bank. Bahtiar Usman (2003) examined 

the effect of NPL on changes in earnings for the next year, where the results of 

his research showed results that did not significantly affect the changes in 

earnings for the next year. This means that the amount of bank credit risk does 

not affect earnings performance; thus, further research is required to examine the 

effect of NPLs on CAR. 

 

2.8 Loan to Deposit Ratio (LDR) 
 Loan to Deposit Ratio (LDR) reflects the ability of banks to channel third 

party funds on credit or a type of credit, and if it is not channeled, idle money will 

arise which will result in low opportunity costs and changes in earnings. LDR 

becomes a ratio that measures the ability of banks to fulfill financial obligations to 

be fulfilled immediately. The obligation is in the form of call money which must be 

fulfilled when there is a clearing obligation, where the fulfillment is carried out 

from the current assets owned by the company. The liquidity ratio as utilized in 

companies generally applies to banks. However, the difference in banking 

liquidity is not measured by Acid Test Ratio or Current Ratio. However, there are 

special measures to determine bank liquidity in accordance with Bank Indonesia 
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regulations. The liquidity ratio commonly used in the banking world is the Loan to 

Deposit Ratio (LDR). The magnitude of the LDR follows the development of 

Indonesia's economic conditions, and since the end of 2001, banks were 

considered healthy if the LDR was between 80% and 110% (Masyhud Ali, 2004). 

The amount of the LDR is calculated as follows: 

 

 

2.8.1 The effect of LDR on CAR 
 Sugiyanto et al. (2002) in his research indicates that LDR indicates a 

financial ratio to predict the bankruptcy of national banks in Indonesia (proxied 

through CAR) one year earlier. The results of his research are supported by 

Haryati (2001) agreeing that the LDR is able to distinguish CAR from bankrupt 

and healthy banks, while Widjanarko (2005) presented the negative effect of LDR 

on CAR. LDR is a measure of liquidity for the amount of funds placed in the form 

of loans originating from funds collected by banks (especially public funds). 

Higher LDR contributes to riskier conditions of bank liquidity. In contrast, lower 

LDR indicates the lack of effectiveness of banks in lending. Since higher LDR 

decreases CAR (the threatened liquidity condition); thus, the LDR has a negative 

effect on the CAR. 

 

2.9 Foreign Ownership 
According to Law Number 25 of 2007 article 1 point 6, foreign ownership 

is foreign individuals, foreign business entities, and foreign governments that 
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invest in the territory of the Republic of Indonesia. Thus, foreign ownership is the 

ownership of the company by foreign investors. 

 

2.9.1 Effect of FO on CAR 
Micco et al. (2004) conducted research on banks in several developing 

countries stated that private banks were better than government banks. The 

results of the study (Berger et al., 2000) between the efficiency of banks in 

France, Germany, Spain and the United States in the 1990s explained that 

foreign banks have advantages that can increase the power of domestic bank 

savings. Foreign banks can generate better profits because they have better 

management (Havrylchyk, 2006). 

 

2.10 Total Asset 
 Total Asset is a ratio used to measure the turnover of all assets owned by 

a company, and the number of sales obtained from each rupiah of assets 

(Kasmir, 2010). According to (Lukman 2011), Total Asset presents the level of 

efficiency of the overall utilization of company assets in generating certain sales 

volumes. Thus, it is concluded that Total Assets is about how companies 

efficiently utilize all assets owned by the company by creating sales to generate 

profits. Calculation of Total Asset Turnover according to Brigham (2012) is as 

follows: 

 

Total Asset Turnover = 
𝑆𝑎𝑙𝑒

𝑇𝑜𝑡𝑎𝑙 𝐴𝑠𝑠𝑒𝑡
 

Sales is the revenue from the sale of products such as the delivery of 

goods or the provision of services provided (Irham Fahmi, 2012). Assets are 

resources controlled by a company with the aim of generating profits. 
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2.11 Disclosure 
 According to Siegel and Shim (1994) in (Jurniarti and Frency, 2003), 

disclosure is information provided as an attachment to financial statements in the 

form of footnotes or additional information. Information as an attachment referred 

to in the financial statements provides a more complete explanation of the 

financial position and results of the company's operations. In addition, 

Suwardjono (2005) defines disclosure is the presentation of other relevant 

information contained in the basic financial statement. The company provides 

disclosure to the public, one of which is through annual reports and financial 

reports that have been regulated by the Financial Services Authority Regulation 

Number 6/Pojk.03/2015 concerning Transparency and Publication of Bank 

Reports. It is apparently stated that in order to create market discipline and in line 

with the development of international standards, it is necessary to make 

improvements to the provisions regarding transparency and publication of Bank 

reports. The regulation states that publication reports that must be compiled and 

published by banks include several requirements such as: Monthly Publication 

Reports, Quarterly Publication Reports, Annual Publication Reports, and other 

Publication Reports. The completeness and truth of the items in the mandatory 

reporting becomes the responsibility of the Board of Directors and Board of 

Commissioners of the Bank. 

 Entities with the obligation to apply accountability provide the information 

for the public to pay attention to issues related to information or disclosure. The 

obligation to implement public accountability becomes a consequence of 

providing capital to companies by stockholders and creditors, especially for 

companies whose shares are listed on the stock exchange. In this case, the 
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company must thoroughly comprehend the concept of disclosing information. 

According to Hendriksen (1996) in (Simanjuntak, 2004), there are three 

commonly proposed disclosure concepts, which are: 

1. Adequate disclosure consisting of minimum disclosure required by 

applicable regulations and the figures presented which can be 

correctly interpreted by investors.  

2. Full disclosure concerning the completeness of relevant information. 

Full disclosure requires full presentation of all information relating to 

the expected decision making. 

3. Fair disclosure, containing ethical goals or objectives by providing 

appropriate information to readers of potential financial statements. 

Fair disclosure provides the same treatment by providing appropriate 

and reasonable information for users of financial statements. 

The reason for increasing importance of disclosure in the future is 

revealed by Wolk et. Al, (1991) in (Subroto, 2003), which is due to the 

increasingly complex business environment growth; In addition, capital markets 

are able to absorb and reflect new information in stock prices quickly. According 

to Khomsyah,(2003) the expression of financial statements is useful to provide a 

guide, a facility for investors and users in directing economic decisions. Thus, 

investors can get optimal benefits from the investment they make. 

Disclosure in the banking sector is closely related to the amount of 

community capital managed by the bank. Banks that implement full disclosure 

tend to have more capital. The Disclosure Index consists of a list of selected 

accounting information that can be disclosed in company reports (Marston and 

Shrives, 1991) in (Hamid and Yunus 2017). Hasan and Marston (2010) in (Hamid 



 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 26 

and Yunus 2017) define disclosure index as a research instrument to measure 

the breed of reported information in an instrument of certain disclosures 

performed by an entity based on a list of selected information items. 

The regulatory framework requires a minimum level of disclosure from the 

banking company sector which is mandatory disclosure. However, banks often 

take the initiative to disclose additional elements called voluntary disclosures. 

Disclosure must be related to compliance issues, while voluntary disclosure is an 

entity governance issue (Kalfaoglou, 2006). This is in line with the regulations 

stipulated by the Financial Services Authority in which the OJK has stipulated the 

Financial Services Authority Regulation Number 32/POJK.03/2016 concerning 

Transparency and Publication of Bank Reports. It is declared that the regulation 

determines item disclosure that must be disclosed by a banking entity. On the 

other hand, the Financial Services Authority also stipulates regulations Number 

3/POJK.05/2013 concerning Monthly Reports of Non-Bank Financial Services 

Institutions. It is declared that the regulation stipulates to establish an integrated 

regulatory and supervisory system for all activities in the non-financial services. 

Data and information are needed regarding the financial condition and business 

activities of non-bank financial services institutions that are more comprehensive, 

qualified and fast. 

2.12 PREVIOUS RESEARCH 
Market discipline is no longer a new concept, as this concept has been 

around since the 1800s in Scotland and the United States. During the free 

banking era, in both countries, market players (note holders or other banks) could 

protect themselves by accessing information (England, 1988). Furthermore, 

England informs that the US information is provided by money brokers who set 

prices on bank notes and carry out disciplinary functions, such as by returning 
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bank notes to be redeemed. Contrastingly, in Scotland, information is provided 

through a national exchange system established in 1771 and through voluntary 

financial disclosures by banks in the country. The exchange provides a form of 

industrial discipline (a form of industrial discipline); thus, it involves in unprofitable 

business as the bank notes will be returned to the system and the bank is 

liquidated (England 1988, pp. 789-790). 

According to Kaufman (2004), the concept of market discipline in banking 

has been abandoned since the end of World War II, because the government 

and authorities tried to keep banks from being able to open and try to provide 

protection for stakeholders from several banks. In the modern era, the earliest 

research on depositor discipline was carried out in 1976 by studying the interest 

rate distribution from 24 major deposit issuers (CD) banks; and from 24 banks 

with large certificate deposits (CDs). In the second half of 1974, Crane (1976) 

found that the size of the bank's assets, current account deposits, bank growth, 

and the location of the bank, determine the distribution of interest rates, to 

compensate for the limitations of the data. Crane (1976) interviewed with CD 

traders regarding their assessment of banking risk reflected in the distribution. 

However, the trader also mentioned that at the beginning of bank failures that 

occurred in the US at that time, asset quality (problem loans) provided a greater 

pricing effect in the future. 

Hall et al. (2002) states that research on the second earliest depositor 

discipline is research as conducted by Goldberg and Davis (1985); however, they 

actually did not examine discipline by depositors or how depositors react to risk. 

In their study, the risk was expressed in the interest rate of three bulbs from a 

large CD. They discussed whether the standby letters of credit issued by banks 

had an effect on the bank's risk, and concluded that the linkages were absent. In 
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addition to Goldberg and Davis's research, research by (James 1988) and 

(Cargill 1989) referred to research on market discipline by depositors. However, 

James's research discusses standby letters of credit and Gargill research states 

that the CAMEL score impacts CD interest rates. Thus, it is apparent that the use 

of CD interest rate regression on bank financial ratios is sufficient that the study 

is classified as a market discipline research by depositors. In order to be more 

focused on the discipline carried out by depositors, this study selects literature 

discussing the reaction of depositors, either through the interest rate or deposit 

growth rate. 

Most of the previous literature on deputy disciplinary banks in the United 

States prefer large CD holders thanks to their discipline potential to their banks 

as such holders are not guaranteed. However, there are some who doubt this 

choice, De Ceuster and Masselein (2003) considered that the monitor carried out 

by the depositor is weak because individual stake of the depositor is smaller than 

the individual stakes of other monitors such as subordinate debt holders or banks 

shareholders. In the UK, the short-term maturity of large CDs and the availability 

of liquid secondary markets can reduce discipline as CD holders can quickly sell 

their certificates before maturity (Hamalainen, Hall & Howcroft 2003). In addition, 

Billet, Garfinkel, and O'Neal (1998) found that banks can quickly change their 

funds to become insured deposits once s decreasing their rating. 

Interestingly, most studies inside and outside the US that use CD holders 

as potential monitors for disciplining their banks find evidence supporting 

depositors’ discipline (Hannan & Hanweck, 1988) (Park, 1995) (Goldberg & 

Hudgins, 1996) (Jordan, 2000) (Khorassani 2000) (Gilbert & Vaughan, 2001). In 

a study in Australia, Dennis, Sharpe and Sims (1998) found the distribution of 

interest rates from large CDs that were comparable to bank risks during the 
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period of 1989-1992 apart from government guarantees. In line with this, Birchler 

and Maechler (2002) found that uncertain savings depositors (deposit depositors 

without collateral) attract their funds to discipline risky banks. However, different 

conclusions are given by Hall et al, (2002) finding out that the results and growth 

of large CDs published by the American Community Bank during the 1988-1995 

period were insensitive to bank risks. 

If the research on the discipline by depositors in developed countries 

utilizes large CD, research developing countries will be conducted by applying 

ordinary deposit (household deposits). In addition, doubts about the effectiveness 

of market discipline in developing country banks are far greater. The 

prerequisites for effective market discipline include: relevant and accurate 

information for all stakeholders, sufficient number of stakeholders capable of 

analyzing information, encouragement to monitor bank behavior, sufficient cohort 

of stakeholders who are able to adjust their behavior based on relevant 

information and able to make rational responses needed to achieve equilibrium in 

changes in quantity and / or changes in market prices; and bank managers who 

have the drive and ability to respond to market changes (Llewellyn & Mayes 

2003). 

Developing countries are unlikely to be able to fulfill these requirements 

due to the relatively low quality of information disclosure. Moreover, the ability 

and encouragement of depositors to become monitors is still not good. It is due to 

the fact that the majority of developing countries cannot qualify for the passage of 

an effective market discipline. Surprisingly, that most of the research on discipline 

by depositors find evidence about the ability of depositors to discipline their 

banks. Polish depositors discipline their banks by demanding higher interest 

rates during the period of 1992-1996, before deposit guarantee scheme was 
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introduced (Mondschean & Opiela 1999). Barajas and Steiner (2000) found that 

Columbia depositors withdraw their money from the bank at risk. Similar 

conclusions were also found in studies of discipline depositors in: Bolivia (Luzio-

Antezana 2001), Argentina (Calomiris & Powell 2001,) Argentina, Chile and 

Mexico (Martinez Peria & Schmukler 2001) and India (Ghosh & Das 2002). 

However, Martinez Peria and Schmukler (2004) did not find Argentine and 

Uruguayan depositors disciplining their banks during the crisis period of 2000-

2001. Furthermore, in a published article (Martinez Peria & Schmukler 2004) it is 

stated that the absence of market discipline can be linked to institutional factors 

(government ownership of banks, savings insurance schemes, transparency 

levels) and macroeconomic variables (economic crisis). 

In addition, the lesson from the banking crisis is by promoting prudent 

behavior by regulators carried out by tightening supervision and making 

regulations on bank prudential behavior. With the development of the financial 

sector, the regulations and regulations applied cannot be fully carried out in rigid 

ways. Therefore, it is necessary to regulate the bank through a market 

mechanism or policy based on incentives. 

As an alternative, the monitoring and regulation mechanism through these 

regulations can increase market discipline. The level of effectiveness of market 

discipline in the fields of finance and banking as a complement of regulatory 

discipline is increasing in line with the development of increasingly complex 

financial markets. With the growing market, the risks faced by these financial 

institutions will be higher. As a result, supervision is inadequate to charge the 

regulators; thus, market participation is also required (market participants) to 

behave in responding and tackling the risks. Banking regulation and supervision 

aim to: (1) protect small depositors by limiting the frequency and cost of failure of 
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a bank, such as through micro prudential regulation and the existence of this 

regulation aims to protect small depositors from possible bank failures., and (2) 

protect the banking system as a whole by limiting the frequency and cost of 

banking crises, through macro prudential regulation. 

The existence of market discipline is achieved in two ways, such as: (1) 

direct market discipline that aims to make investors in the market influence the 

behavior of bank managers, and function as a substitute for bank prudential 

supervision; and (2) indirect market discipline aimed at allowing investors in the 

market to monitor the behavior of bank managers and to function as a 

complement for supervision of bank prudence (Muazaroh, 2009). It is apparently 

important to understand that elements of market discipline is actually based on 

the benefits and disadvantages of increasing market discipline. 

Berger (1991) in (Muazaroh 2009) stated that the benefits of market 

discipline are as: (1) an increase in market discipline to reduce the moral hazard 

created by guarantees created by the government; (2) market discipline to force 

banks to increase efficiency or force banks that do not efficiently out of the 

banking industry; (3) reduction to the cost of bank supervision; (4) the market to 

provide information needed by regulators to improve bank regulation; (5) market 

discipline to reduce the burden of regulators in overseeing banking; and (6) 

market discipline as complement of regulator disciplines. 

Then specifically in the constellation of supervision of financial services 

(micro prudential) in Indonesia where it is carried out by the OJK (Financial 

Services Authority), the supervision corridor is at least divided into 3 sectors 

which are detailed in article 6 of Law No. 21 of 2011. The three corruptions are: 

a) Financial service activities in the Banking sector; b) Financial service activities 
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in the Capital Market sector; and c) Financial service activities in the Insurance, 

Pension Funds, Financing Institutions and Other Financial Services Institutions 

sectors. 

However, the measurement of the existence of market discipline remains 

a challenge because markets are formed by the interaction of demand and 

supply force. Market discipline can also be carried out by financial service 

provider institutions (supply side) and by users / consumers of financial services 

(demand side). The research focused on the third mission of the FSA is devoted 

to protect the interests of consumers and the public, to develop measurement 

variables towards an explanation of market discipline.  

Author Title Variable Result 

Dependent Independent 

F. ARTIN 
SHITAWATI 
(2006) 

ANALISIS 
FAKTOR-
FAKTOR YANG 
BERPENGARUH 
TERHADAP 
Capital Adequacy 
Ratio 

 

CAR ROA, ROE, 
NIM, LDR, 
BOPO, GWM 

The results of 
this study 
indicate that 
ROA, ROE, 
NIM, LDR, 
BOPO and 
GWM partially 
have a 
significant 
effect on CAR 
in Indonesian 
commercial 
banks in the 
period 2001 - 
2004 with a 
probability 
value of all 
smaller than 
0.05 

Rintistya 
Kurniadi 
(2012) 

PENGARUH 
CAR, NIM, LDR 
TERHADAP 
RETURN SAHAM 

ROA CAR, LDR, 
NIM 

Based on the 
results of 
partial testing, 
Net Interest 
Margin has a 
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PERUSAHAAN 
PERBANKAN 
INDONESIA 

positive effect 
on stock 
returns, the 
Loan To 
Deposit Ratio 
has a positive 
effect on stock 
returns, while 
the Capital 
Adequacy 
Ratio does not 
affect stock 
returns. 

 

Haqiqi 
Rafsanjani 
(2016) 

PENGARUH 
INTERNAL CAR, 
FDR, DAN 
(BOPO) DALAM 
PENINGKATAN     
PROFITABILITAS 
INDUSTRI BANK         
SYARIAH DI 
INDONESIA  

ROA CAR, FDR, 
BOPO 

CAR, FDR, 
and BOPO on 
ROA which is a 
health indicator 
of the Bank to 
measure its 
profitability has 
a high 
relationship 

Yansen 
Krisna 
(2008) 

FAKTOR-
FAKTOR YANG 
MEMPENGARUHI 
CAPITAL 
ADEQUACY 
RATIO (Studi 
Pada Bank-bank 
Umum di 
Indonesia Periode 
Tahun 2003-2006)  

 

CAR ROI, LDR, 
NPL, ROE, 
BOPO, NIM 

The results of 
the analysis 
show that the 
ROI, LDR, and 
NPL data are 
partially 
significant 
towards the 
CAR at a 
significance 
level of less 
than 5% (at 
3.6%; 0.01%; 
and 0.01%). 
ROE, BOPO, 
and NIM did 
not significantly 
affect CAR 
with a 
significant 
value of 
79.6%; 22.4%; 
and 23.6%. 
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Muhammad 
Faisal Bahri 
(2014) 

 

PENGARUH CAR, 
NPL, NET 
INTEREST 
MARGIN, 

OPERATIONAL 
EFFICIENCY 
RATIO, 
LIQUIDITY TO 
DEBT RATIO 
TERHADAP 
RETURN ON 
ASSETS PADA 
PERUSAHAAN 
PERBANKAN DI 
INDONESIA 

ROA NIM, BOPO, 
LDR, NPL, 
CAR 

Net Interest 
Margin (NIM) 
has a positive 
effect on 
Return On 
Assets 
(ROA) and 
Operational 
Cost Ratio to 
Operating 
Income 
(BOPO) have a 
significant 
negative effect 
on Return On 
Assets (ROA), 
while Liquidity 
to Debt Ratio 
(LDR), Non-
Performing 
Loans (NPL), 
and Capital 

Adequacy 
Ratio (CAR) 
does not 
significantly 
influence 
Return On 
Assets (ROA) 

Kartika 
Wahyu 
Sukarno, 
Muhammad 
Syaihu 
(2006) 

ANALISIS 
FAKTOR-
FAKTOR YANG 
MEMPENGARUHI 
KINERJA BANK 
UMUM DI 
INDONESIA  

ROA CAR, LDR, 
BOPO, NPL, 
DER 

The results 
showed that 
the CAR, LDR, 
and BOPO 
variables 
significantly 
affected ROA, 
but not for the 
NPL and DER 
variables. 
CAR, LDR, 
and NPL have 
a positive 
influence on 
ROA, while 
BOPO and 
DER have a 
negative 
influence. 
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Angbazo 
(1997) 

 

Commercial Bank 
Net Interest 
Margins, Default 
Risk, Interest Rate 
Risk, and Off- 
Balance Sheet 
Banking 

 

CAR  

 
IRR, LDR, 
NPL, dan 
BOPO 
Analisis 
Regresi 

LDR and 
BOPO showed 
a positive 
effect on CAR 
while IRR and 
NPL did not 
show a 
significant 
effect on CAR 

Laurence A 
Manullang 

(2002)  

 

Analisis Pengaruh 
Rentabilitas 
terhadap Rasio 
Kecukupan Modal 
Pada Bank 
Tabungan 
Pensiunan 
Nasional 

 

CAR ROI, ROE ROI and ROE 
are not 
significant to 
increase the 
value of CAR 

Afanasief et 
al (2004) 

 

The Determinants 
of Bank Interest 
Spread in Brazil 

 

CAR 

 
Inflasi dan 
tingkat suku 
bunga dan 
rasio CAMEL 
(CAR, ROI, 
BOPO, NPL 
dan LDR) 

Inflation and 
interest rates 
and CAMEL 
ratios (CAR, 
ROI, BOPO, 
NPL and LDR) 
have a 
significant 
effect on CAR 

Widjanarko 
(2005) 

 

Analisis Faktor-
Faktor Yang 
Berpengaruh 
Terhadap Capital 
Adequacy Ratio 
(CAR) (Studi 
Empiris : Bank 
Umum Di 
Indonesia Periode 
2001-2003) 

 

CAR 

 

ROI, ROE, 
BOPO, NIM, 
LDR dan 
GWM 

ROI, ROE, and 
LDR have a 
significant 
effect on CAR, 
while BOPO, 
NIM, and 
GWM have no 
significant 
effect on CAR 

 

 

2.13 Framework of Thinking 
 This is functioned to theoretically describe and explain between the 
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dependent variables that are influenced by the independent variable. The 

dependent variable is the Capital Adequacy Ratio (CAR) which is influenced by 

independent variables such as: Return on Assets (ROA), Non-Performing Loans 

(NPL), Loan to Deposit Ratio (LDR), Total Assets (TA), Foreign Owner (FO), and 

Disclosure Index (DI). 

Capital Adequacy Ratio (CAR) is influenced by independent variables such as: 

Return on Assets (ROA), Non-Performing Loans (NPL), Loan to Deposit Ratio 

(LDR), Total Assets (TA), Foreign Owner (FO), and Disclosure Index (DI). 

Factors influencing this CAR will have an effect on the model of market discipline 

in the Indonesian banking sector. Thus, a framework of relations in this study is 

intended to find out the relations between Return on Assets (ROA), Non-

Performing Loans (NPL), Loan to Deposit Ratios (LDR), Total Assets (TA), 

Foreign Owners (FO), and Disclosure Index (DI) to the Capital Adequacy Ratio 

(CAR) which can be described as follows 

 

 

 

 

 

  

 

 

ROA 

NPL 

LDR 

TA 

FO DI 

CAR 

Figure 2.3 Concept Framework 
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2.14 Hypothesis 
Based on a theoretical framework, the following hypotheses can be 

formulated: 

H1: It is suspected that there is a significant effect of ROA on CAR 

H2: It is suspected that there is a positive effect on LDR on CAR 

H3: There is a significantly negative effect of NPL on CAR 

H4: There is a significantly positive effect of TA on CAR 

H5: There is a significantly negative effect of FO on CAR 

H6: There is a significantly positive effect of DI on CAR 
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CHAPTHER III 

RESEARCH METHODOLOGY 
 

3.1 APPROACH AND SCOPE OF THE ENVIRONMENT 
This study utilizes a quantitative descriptive approach to emphasize the 

form of calculations in formulation and to focus on testing the hypothesis. The 

place that became the object of this research was INDONESIAN BANKING with 

observation time from 2016.  Approximately 38 BANKS were chosen as research 

objects based on existing data. 

3.2 RESEARCH VARIABLES AND DEFINITIONS OF OPERATIONAL 
VARIABLES 

According to Nasir (1999), operational definitions are presented to 

variables by giving meaning or specifying activities or by providing operations 

needed to measure these variables: 

CAR / CAPITAL ADEQUACY RATIO (Dependent variable) 
It is a changeably variable or factor if there is a change in the independent 

variable; in other words, this variable is influenced by the independent variable. In 

this study the dependent variable is CAR throughout Bank Indonesia in units of 

percent. 

Independent Variables (Independent Variables) 
It is a variable or factors that become input where its existence can influence 

the dependent variable. In this study, the independent variables consist of: 

a. ROA / RETURN ON ASSETS (X1): to measure the effectiveness of 

the company in units of percent. 

b. NPL / NON-PERFORMING LOAN (X2): to measure a bank's ability in 

units of percent. 
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c. LDR / LOAN TO DEPOSIT RATIO (X3): to channel third party funds 

on credit or a type of credit in units of percent. 

d. DISCLOUSURE INDEX / DI (X4): as an attachment to financial 

statements in the form of footnotes or additional information in units of 

percent. 

e. FOREIGN OWNERSHIP / FO (X5): to describe the level of capital of 

financial institutions owned by foreign companies in the form of 

percent. 

f. TOTAL ASSET / TA (X6): to describe the size of financial institutions 

in the form of percent. 

3.3  TYPES AND DATA SOURCES 
The type of data in this study is secondary data, in the time of research of 

2016. Secondary data is data obtained or collected and put together by previous 

studies or published by various other agencies. The data is processed by using a 

tool that can reveal the answers and the desired results to reveal the problem in 

the study. The data to be used in this study are data on bank or financial 

institutions and capital markets that are listed on the Indonesia Stock Exchange. 

3.4  ESTIMATION TECHNIQUES 

3.4.1  CROSS SECTION REGRESSION 
Panel data is a combination of time series data and cross data (cross 

section. According to Widarjono (2009,) the use of panel data in an observation 

has several benefits, such as: (1) combining two time series data and cross 

section to provide more data so as to produce a greater degree of freedom; and 

(2) combining information from time series data and cross section to overcome 

problems that arise when there is a problem of omitted variables. 

In line with Widarjono's statement, Hsiao (1986) noted that the use of data 
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panels in economic research has several main advantages compared to cross 

section and time series data. First, it provides researchers a large number of 

observations, increase the degree of freedom (data degrees of freedom), a large 

variability of data and reduces the collaborationism between explanatory 

variables, which can produce efficient econometric estimates. Second, the data 

panel can provide more information that are not provided by cross section data or 

time series. Third, the data panel can provide a better solution in dynamic change 

inference compared to cross section data. 

In addition, the use of panel data is able to handle the heterogeneity of 

individuals in an expeditious manner by allowing individually specific variables. 

The ability to control heterogeneity assists panel data to test and build more 

complex behavior models (Wibisono, 2005). 

Another reason for using cross section data is the limited data in a long 

period of time (often being an obstacle in carrying out time analysis). In order to 

cope this barrier, a number of observations of cross section data is added in the 

model. Thus, the adequacy of the data as a basis for estimating the model can 

be fulfilled. In other words, repeated use of cross-section observation data will 

replace the role of data duplication that cannot be fulfilled by the use of long time 

series data. Therefore, the use of data panels is suitable as a study of dynamic 

adjustment. 

The quantitative approach requires the adequacy of data, derived from 

time series data and cross section data. Securely, the amount of data 

(observation) used will be better. The high number of observations has 

implications for data that are more informative, more various, decreasing 

collaboration between the data and the degree of freedom (degree of freedom / 
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df) to obtain more efficient estimation results. Thus, the use of large numbers of 

cross section data is an alternative solution. Therefore, this study will use a 

cross-section database as a solution to meet the data adequacy 

To address the research problem formulation, the model is developed in 

the research specifically to explain market discipline and market integrity. As 

explained in the previous section, the model is classified in 3 different sectors, 

including the banking industry, the capital market, and the non-bank financial 

industry. 

The following formulas are the main models that will be tested in this 

study (Hamid & Jonah 2017): 

CAR,j,t = ao + b1ROAi,j,t + b2NPLi,j,t + b3Total Asseti,j,t 

+ b4Disclossure Indexi,j,t + b5ForeignOwnershipi,j,t+b6LDRi,j,t  

 

Wherein:  

CAR = Capital Adequacy Ratio 

ROA = Return on Asset 

NPL = Non-Performing Loan 

LDR = Loan to Deposit Ratio 

Total Asset = Total Asset Size 

Disclosure Index = Index of disclosure of financial information 

Ownership = Ownership 

b (1 ... n) = Regression coefficient of each independent variable 
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3.4.2 Statistic test 
a. F Test 

F test is conducted to find out the significance of the fixed effect 

technique, with the formula: 

F = 
𝑅2/ 𝐾

(1−𝑅2)/ (𝑛−𝑘−1)
 

Wherein: 

K = Number of independent variables 

R2 = regression coefficient 

n = Number of samples 

F = F count compared to F table 

b. T Test 

To find out the significant level of regression partially, it can be tested by t 

calculate with the following formula: 

T count = 
𝑏

𝑠𝑏
 

 

Wherein: 

  b = Regression Weight 

sb = Standard deviation of the independent variable 

 

− If t table < t count < t table, then Ho is accepted and Ha is rejected 

which means there is no significant influence between the independent 

variables on the dependent variable. 
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− If t count > t table or t count <- t table, then Ho is rejected and Ha is 

accepted, which means there is influence between the independent 

variables on the dependent variable. 

3.5  TEST OF CLASSIC ASSUMPTIONS 
To determine the accuracy of the model, it is necessary to test the basis 

of some classic assumptions from ordinary least squares (OLS), including: 

multicollinearity, and heteroscedasticity which can be explained in detail as 

follows: 

3.5.1 MULTICOLLINEARITY 
Testing the first assumption is conducted between the independent 

variables that enter the model for diagnosing the presence of multicollinearity. It 

is carried out by assuming a correlation (r) of 0.70 (Singgih Santoso, 1999: 262); 

and when the degree of correlation is also high. Additionally, the Variance 

Inflation Factor (VIF) test is also applicable which is calculated by the following 

formula: 

VIF = 1/Tolerance 

If VIF is greater than 5, then between independent variables occurs the problem 

of multicollinearity (Singgih Santoso, 1999) 

 

3.5.2 DETERMINATION COEFFICIENT TEST (R2) 

The coefficient of determination or R square (R2) is the magnitude the 

effect of independent variables to the dependent variable. The higher the 

coefficient of determination, the higher the ability of independent variables to 

explain variations in changes prior to the dependent variable. The coefficient of 

determination has a weakness, namely the bias towards the number of 

independent variables included in the regression model where each addition of 
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one independent variable and number of observations in the model will increase 

the value of R2 even though the entered variable does not have a significant 

effect on the dependent variable. To reduce this weakness, the adjusted 

coefficient of determination is used, Adjusted R Square (R2 adj). The adjusted 

coefficient of determination means that the coefficient has been corrected by 

entering the number of variables and the size of the sample used. By using an 

adjusted coefficient of determination, the adjusted coefficient of determination 

can go up or down by adding new variables in the model. If adjusted R² 

approaches 1 (100%), then the calculation results show that the better or more 

precise the regression line is obtained. Conversely, if the value of adjusted R² is 

close to 0, then it shows that there is not exactly the regression line to measure 

observation data (Gujarati & Porter, 2013). 

3.5.3 HETEROSCEDASTICITY 
The third assumption of heteroscedasticity is performed to determine 

whether heteroscedasticity is figured out with Glejser-test which is calculated by 

the following formula (Gujarati, 1995): 

[ei] = B1X1 + V1 

X1: the independent variable which is estimated to have a close 

relationship with variance (δ12); and 

V1: element of error. 
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CHAPTER IV 

RESULTS AND DISCUSSION 
 

4.1 General description 

4.1.1  Development of CAR in 2016 
Data indicate that approximately 108 banks have been operating in 

Indonesia. This figure includes a list of state-owned commercial banks, national 

and private commercial banks, as well as regional development banks. However, 

in this study, the author only presents data from 38 banks, due to the limited data 

sources. The development of CAR in Indonesia indicates a good development, 

where the average CAR from 38 banks sampled during 2016 indicated the value 

of CAR which is above 8%. Unfortunately, high value of CAR is also unexpected 

revealing that the bank's own capital is not used optimally for its operational 

activities. The data depict that the CAR range is still too wide, indicating that the 

health level of banks in Indonesia is very different and is prone to fluctuations. 
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Figure 4.1.1 CAR Development based on BUKU 

 source: processed by the Financial Services Authority 

 

4.1.2 LDR Development in 2016 
Based on data released by OJK in 2016, banking intermediation in the 

second semester of 2016 was marked by a slowdown in credit growth, despite an 

increase in deposit growth. The increase in deposits was due to the receipt of tax 

amnesty funds by designated banks declining the Bank's Loan-to-Deposit Ratio 

(LDR). 

The slowdown in credit has been continuing compared to the previous 

year, despite improvement from to the first semester of 2016. The increasing 

demand for financing the government infrastructure projects has weakened 

demand for new loans from corporations. The implementation of non-performing 

loan consolidation by banks has also been reduced as the bank's NPL growth 

has slowed. 

Improved credit growth was confirmed by a slight decline in the standard 

lending index in the fourth quarter of 2016, in spite of standing at a fairly high 
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level. Bank lending in the first quarter of 2017 was not expected to be as tight as 

in the previous quarter. 

Figure 4.1.2 Development of LDR based on BUKU Group 

 

Source: processed by the OJK 

4.1.3 Development of ROA in 2016 
Based on data released by OJK in 2016, during semester II 2016, the 

Non-Bank Financial Industry (IKNB), especially Financing Companies (PP) 

depicted a positive performance. After experiencing a decline in growth since the 

second semester of 2013, PP performance during the second semester of 2016 

experienced improvements in terms of financing and funding. Increased financing 

has a positive impact on PP profitability performance as indicated by slightly 

higher ROA compared to the first semester of 2016. This is illustrated by ROA in 

semester II 2016 recorded at 3.87% (yoy), slightly higher than the first semester 

of 2016 (3.59%) and in the previous year (3.36%). 
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Figure 4.1.3 Development of ROA, ROE, BOPO 

  

Source: processed by the OJK 

 

 

4.1.4 Development of NPL in 2016 
Data obtained from OJK in 2016 concluded that though credit risk 

continued presenting the upward trend in the second semester of 2016, growth in 

non-performing loans had slowed. The gross NPL ratio increased to 2.93% 

compared to 2.49% in the second semester of 2015. However, the gross NPL 

level in the reporting semester was lower than 3.05% in the first semester of 

2016. The increase in NPL that occurred was lower than in several previous 

semesters. The increasing trend in credit risk was due to a decline in corporate 

performance and a slowdown in credit growth. The highest gross of NPL increase 

was experienced by KMK and KI, each rising from 2.99% and 2.61% in the 

second semester of 2015 to 3.59% and 3.21% in the second semester of 2016. 

Meanwhile. the gross NPL of KK slightly rose from 1, 50% to 1.53%. 
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If viewed by economic sector, the biggest contributors to the increase in 

gross NPL of the banking industry are from the trade, processing and mining 

sectors, with gross NPL in the second semester of 2016 amounting to 7.16%. 

The increase in NPL in the trade sector mainly comes from trade in construction 

materials and trade in other foods, beverages and tobacco. 

Furthermore, based on the BUKU, compared to the second semester of 

2015, an increase in gross NPL ratios occurred in all BUKU. The largest gross of 

NPL increase occurred in BUKU 1 and BUKU 4. However, the level of the NPL 

was still far below the 5% threshold. The deterioration in the quality of bank credit 

is in line with the increasing number of corporate bonds experiencing a 

downgrade rating. Referring to Pefindo's rating, the number of bonds 

experiencing a rating decline in 2016 amounted to 24 bonds or increased from 

2015 which only amounted to 13 bonds. 
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Figure 4.1.4 Development of NPL in 2016 

 

Source: Bank Indonesia 

 

4.1.5 Development of Total Assets in 2016 
Based on data obtained from the Financial Services Authority (OJK), the 

total assets of Commercial Banks in February 2016 slightly increased by IDR 

6,119 trillion, higher than was in January 2016 of IDR 6,096 trillion. According to 

the banking group, State Banks, Foreign Exchange BUSN, Non-Foreign 

Exchange BUSN, BPD, Foreign Banks experienced an increase in assets, while 

Conventional Mixed Banks experienced a decline in the number of assets. The 

total assets of the Persero's Bank amounting to IDR 2,272 trillion were higher 

compared to that in January 2016 with IDR 2,255 trillion. Foreign Exchange and 

Non-Foreign Exchange BUS also experienced an increase in assets of IDR 

2,349.3 trillion and IDR 191 trillion respectively from IDR 2,349.1 trillion and IDR 

190 trillion in January 2016. BPD Banks and Foreign Banks also performed an 

increase, respectively amounting to IDR 507 trillion and IDR 487 trillion, which in 

January 2016 was lower by IDR 503 trillion and IDR 483 trillion. Meanwhile, the 
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decline occurred in Conventional Mixed Banks of IDR 312 trillion, lower than that 

in January 2016 with IDR 314 trillion. 

 

4.2 Factors influencing CAR on market discipline in the Indonesian 
banking sector 

There are several factors that influence CAR on market discipline in the 

Indonesian banking sector including: ROA, LDR, NPL, LTA, FO, and DI 

presented separately by using regression cross section. The results are as 

follows: 

Standard errors in parentheses and *** p<0.01, ** p<0.05, * p<0.1  

Based on the results of STATA14, the cross-section regression is taken as 

follows: 

 

4.2.1 F Test 
The results of the F Test are applied to simultaneously see the 

independent variables affecting the dependent variable. Based on the results of 

the f test, it is known that the significant value is smaller than the alpha of 5% or 

0.05. 

CAR 
(Capital Adequacy 

Ratio) 

Coefficient P>|t| 

ROA 
(Return on Asset) 

-0.038 0.927 

NPL 
(Non Performing 

Loan) 

-0.115 0.543 

FO 
(Foreign Owner) 

-0.004 0.839 

LLDR 
(Log Loan to Deposit 

Ratio) 

-0.129** 0.058 

LTA 
(Log Total Asset) 

-0.012** 0.035 

LDI 
(Log Disclosure Index) 

0.202** 0.035 
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4.2.2 Partial Test (t Test) 
The results of the t test are employed to measure the individual influence 

of an independent variable on the dependent variable. The results of the t test 

presented in the table above, indicating that:  

a. The significant value of the ROA variable (X1) is 0.927. This value is 

greater than the required alpha of 5% or 0.05. Thus, Ho is accepted 

and Ha is rejected. In conclusion, ROA partially has significantly 

positive effect on CAR for every 1% increase in ROA will reduce CAR 

by -0,0387909. 

b. The significant value of the NPL variable (X2) is 0.543, which is 

greater than the required alpha of 5% or 0.05. Therefore, Ho is 

accepted and Ha is rejected, concluding that NPL partially has no 

significantly negative effect on CAR, for every 1% increase in NPL will 

decrease CAR by -0.1158902. 

c. The significant value of the FO variable (X3) is 0.839, which is greater 

than the required alpha of 5% or 0.05. Thus, Ho is accepted and Ha is 

rejected, summarizing that FO partially has no significantly negative 

effect on CAR, for every 1% increase in FO will decrease CAR by -

0.0043064. 

d. The significant value of the LLDR (X4) variable is 0.058, which is 

greater than the required alpha of 5% or 0.05. Thus, Ha is accepted 

and Ho is rejected, concluding that LLDR partially has a significant 

positive effect on CAR, for every 1% increase in LLDR will reduce 

CAR by -0.1290483. 

e. Significant value of the variable LTA (X5) is 0.035, which is greater 

than the required alpha of 5% or 0.05. Thus, Ha is accepted and Ho is 

rejected, concluding that LTA partially has a significantly positive 
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effect on CAR, for every 1% increase in LTA will decrease CAR by -

0.0126816. 

f. The significant value of the LDI variable (X6) is 0.035, which is greater 

than the required alpha of 5% or 0.05. Thus, Ha is accepted and Ho is 

rejected, concluding that LDI partially has a significantly positive effect 

on CAR, for every 1% increase in LDI will increase CAR by 

0.2027922. 

4.2.3 Multicollinearity Test 

 

Based on the results of the Multicollinearity Test, it is apparent that no VIF 

value for the ROA, LLDR, NPL, LTA, FO, and LDI variables are found to be 

greater than 10. Therefore, multicollinearity in the six independent variables are 

not present. 
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4.2.4 Determination Coefficient test (R2) 

 

Gujarati and Porter (2013) stated that If adjusted R² approaches 1 

(100%), then the calculation results show that the better or more precise the 

regression line is obtained. Conversely, if the value of adjusted R² is close to 0, 

then it shows that there is no exact regression line to measure observation data. 

Based on Table in the above, the adjusted R2 accounts for 0.2522 

(25.22%) which can be concluded that the effect of Independent Variables 

namely: ROA (Return On Asset), NPL (Non Performing Loan), FO (Foreign 

Owner), LDR (Loan to Deposit Ratio), TA (Total Asset), DI (Disclosure Index), to 

the CAR (Capital Adequacy Ratio) are 25.22%. While the rest 74.78% are 

affected by various factors & variables outside the research model. 

4.2.5 Heterocedasticity Test 

Based on the results of the Heterocedasticity test, it is apparent that Prob Value. 

Chi-Square is (0.0380). If the value of the Prob. Chi-Square (0.0380) is smaller 

than alpha of 0.05 (5%), then H0 is rejected and Ha is accepted, indicating 
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occurrence of heteroscedasticity. On the other hand, if the Prob. Chi-Square 

(0.0380) is greater than alpha 0.05 (5%) then Ho is accepted and Ha is rejected, 

indicating no occurrence of heteroscedasticity. 

 

4.3 Economic Analysis 
The Indonesian economy in 2016 remained strong amid the unstable 

global economic conditions with. These developments were influenced by the 

dominant structure of domestic demand sustaining adequate policy responses. 

The combination of these two things in turn can influence the risk of the impact of 

unstable world economic growth, low global commodity prices, and the 

uncertainty of world financial markets that remain high. 

Indonesia's economic growth in 2016 increased from 4.9% in 2015 to 

5.0%,bolstered by sustained economic stability characterized by low inflation, a 

declining current account deficit, a controlled rupiah exchange rate, and financial 

system stability with low systemic risk. 

Overall, the economic dynamics of 2016 indicated positive progress in the 

Indonesian economy. Economic stability maintained as a consistency of policies, 

was previously pursued as a strong foundation for the ongoing process of 

adjusting the domestic economy and encouraging economic growth in Indonesia 

in an increasing trajectory. 

The achievement of Indonesia's 2016 economic growth is different from 

the growth performance of several under-developed countries. In addition, 

structural policy synergies are also increasingly solid. This policy synergy can 

support the process of economic recovery and strengthen medium-term 

economic resilience. 

Policies made by the Government, Bank Indonesia, and the OJK as well 

as the role of large domestic demand can direct Indonesia's economy in 2016 to 
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remain stable. The combination of these two factors can minimize the risks that 

arise from less favorable global conditions. The economic structure of around 

60%, is sustained by private consumption, which is able to minimize the impact of 

the external sector performance that has not been strong. The role of largely 

private consumption is also inseparable from fiscal, monetary and macro 

prudential policies, as well as the positive impact of controlled economic and 

financial system stability. 

The financial system conditions in 2016 remained stable, supported by 

high liquidity and bank capital, as well as improved performance in the bond 

market and capital market. However, Financial System Stability (SSK) in 2016 

faced challenges, especially in the form of increased credit risk. The slowdown in 

corporate performance affected by the decline in global commodity demand and 

prices, as well as the lack of strong domestic economic growth have encouraged 

corporations to carry out internal consolidation and delay business expansion. 

This condition led to an increase in credit risk and lowered the performance of 

bank intermediation in 2016. Increased credit risk encouraged banks to be more 

careful in lending new loans and prioritizing internal consolidation rather than 

credit expansion. 

Considering the importance of capital to banks, BIS issued a capital 

framework concept, recognized as the 1988 accord (Basel I). This system is 

created as the application of a measurement framework for credit risk, requiring a 

minimum capital standard of 8%. The Basel Committee designed Basel I as a 

simple standard, requiring banks to separate their exposure into a broader class, 

illustrating the similarity of debtor type. Exposures to customers of the same type 

(such as exposure to all corporate customers) will have the same capital 

requirements, regardless the ability to repay loans and the risks of each 

individual customer. 
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In the Basel II version, banks are given the possibility to calculate their 

own risk weight by using an internal model, subjected to initial validation on the 

part of national regulatory authorities and ex-post monitoring by market investors 

(the third pillar of the regulation, due to market discipline). The original rationale 

for the Basel II system was endorsed to enable banks in utilizing their own 

internal information to estimate the more tightly risk weight related to the actual 

risk (the "internal information" hypothesis). Motivation and promise adjust better 

financial structure of each bank for individual characteristics (and their own 

country), to further strengthen the health and stability of the international banking 

system" (BCBS, 2006). The voluntary nature of the system raises some concerns 

(Blum, 2008) advocating the completion of the Basel II system to avoid the 

negative consequences of strategic risk reporting. 

Manullang (2002) states that the capital ratio is commonly employed to 

measure bank health which is the Capital Adequacy Ratio (CAR). The amount of 

CAR is measured by the ratio between own capital and Risk Weighted Assets 

(RWA). In accordance with SE BI No. 26/5 / BPPP dated on May 29, 1993; the 

amount of CAR that must be achieved by a bank is at least 8% since the end of 

1995. Unfortunately, due to deteriorating condition of the national banking system 

marked by the number of liquidated banks, CAR was classified in 3 groups, into: 

(1) Healthy banks with classification of A, if they have CAR of more than 4%, (2) 

Banks in restructuring by IBRA (National Bank Restructuring Agency) with 

classification of B, if the bank has CAR between -25% to < of 4%, (3) Frozen 

Operation Bank (BBO) with classification of C, if the banks have CAR of less than 

-25%, which is commonly liquidated. 

Based on Bank Indonesia Regulation No.17 / 11 / PBI / 2015 dated on 

June 26, 2015, the loan to deposit ratio (LDR) formula was altered by entering 

securities into the LDR calculation, changing the name from a loan to funding 
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ratio (LFR) . The policy to adjust the provisions of the Minimum Statutory 

Reserves (GWM) -LFR was changed by expanding the funding component to 

encourage greater credit to the Micro, Small and Medium Enterprises (MSME) 

sector. 

Banking intermediation in the second semester of 2016 has improved 

despite facing limitation. This was marked by improved credit growth, although 

growth in deposits continued to slow. This has resulted in an increase in the loan 

to deposit ratio (LDR) of banks. Improved credit growth in the second semester of 

2016 was sectorally supported by loans in other sectors, especially in 

Multipurpose Utilization Household Loans and Type 22 - 70 Housing Ownership 

Loans. Increasing demand for financing government infrastructure projects also 

reduced the impact of weak loan demand.  

Improved credit growth was also confirmed by a decrease in the lending 

index in the second semester of 2016 which was lower than in the first semester 

of 2016.  

Loan to Deposit Ratio (LDR) reflects the ability of banks to channel third 

party funds of credit, and if it is not channeled, idle money will arise resulting in 

low opportunity costs and changes in earnings. LDR is a ratio to measure the 

ability of banks to immediately fulfill financial obligations. The obligation is in the 

form of call money that must be fulfilled when there is a clearing obligation, where 

the fulfillment is carried out from the current assets owned by the company. The 

liquidity ratio used in companies is generally applied to banks. However, the 

difference in banking liquidity is not measured by Acid Test Ratio or Current 

Ratio, but there are special measures to determine bank liquidity in accordance 

with Bank Indonesia regulations. The liquidity ratio commonly used in the banking 

world is mainly measured by the Loan to Deposit Ratio (LDR) referring to the 

development of Indonesia's economic conditions. Since the end of 2001 banks 
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were considered healthy if the LDR was between 80% and 110% (Masyhud Ali, 

2004). 

Sugiyanto (2002) in his research shows that the LDR is a financial ratio to 

predict the bankruptcy of national banks in Indonesia (which was proxied through 

CAR) one year earlier. The results of his research are supported by previous 

study (Haryati 2001) indicating that the LDR is able to distinguish CAR from 

bankrupt and healthy banks. In contrast, Widjanarko (2005) delivered the 

negative effect of LDR on CAR. LDR is a measure of liquidity calculating the 

amount of funds placed in the form of loans collected by banks (especially public 

funds). Higher LDR indicates riskier conditions of bank liquidity; contrastingly, 

lower LDR indicates the lack of effectiveness of banks in lending. Since higher 

LDR decreases CAR (the threatened liquidity condition); thus, LDR has a 

negative effect on the CAR. 

The purpose of Bank Indonesia financial statements is to show 

management achievement or management accountability for the use of financial 

resources in achieving and maintaining the stability of IDR value, including 

information about the financial impact of Bank Indonesia's policies on financial 

position and Bank Indonesia's surplus / deficit. 

Financial management at Bank Indonesia is not seen as appropriate for 

the financial management of commercial entities that carry out their business with 

the aim of achieving profits. For Bank Indonesia, the surplus / deficit is not an 

objective but rather the impact of carrying out its duties. Thus, the surplus / deficit 

of Bank Indonesia becomes a consequence and impact of implementing policies 

to achieve the objectives of Bank Indonesia. 

Total Asset is a ratio to measure the turnover of all assets owned by a 

company and sales obtained from each IDR of assets (Kasmir, 2010). According 

to Lukman (2011), Total Asset shows the level of efficiency of the overall use of 
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company assets in generating certain sales volumes. Thus, it is concluded that 

Total Assets indicate company ability to utilize all assets owned by the company 

by creating sales to generate profits. 

According to Siegel and Shim (1994) in (Jurniarti and Frency, 2003), 

disclosure contains information provided as an attachment to financial statements 

in the form of footnotes or additional information. Information as an attachment 

referred to the financial statements with more complete explanation of the 

financial position and results of the company's operations. In addition, 

Suwardjono (2005) defines disclosure as the presentation of other relevant 

information as the basic financial statement. 

The company provides disclosure to the public, through annual reports 

and financial reports that have been regulated by the Financial Services Authority 

Regulation Number 6/POJK.03/2015 concerning Transparency and Publication of 

Bank Reports to create market discipline following the development of 

international standards, as it is necessary to make improvements to the 

provisions regarding transparency and publication of bank reports. 

The regulation states that publication reports that must be compiled and 

published by banks include Monthly Publication Reports, Quarterly Publication 

Reports, Annual Publication Reports, and other Publication Reports. The 

completeness and truth of the items in the mandatory reporting is the 

responsibility of the Board of Directors and Board of Commissioners of the Bank. 

Entities with the obligation to apply accountability to the public must pay attention 

to issues related to information or disclosure. The obligation to implement public 

accountability gives a consequence by providing capital to companies by 

stockholders and creditors, especially for companies whose shares are listed on 

the stock exchange. In this case, the company must know the concept of 

disclosing information. 
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The reason for the increasing importance of disclosure in the future is 

revealed by Wolk et al. 1(991) in (Subroto, 2003), as the business environment 

grows increasingly complex, and capital markets are able to absorb and reflect 

new information in stock prices quickly. According to Khomsyah (2003), the 

expression of financial statements is useful to provide a guide, a facility for 

investors and users in making economic decisions. Thus, investors can get 

optimal benefits from the investment they make. 

CHAPTER V 

CONCLUSION AND DISCUSSION 
 

5.1 Conclusion 
 Based on the result of data analysis and finding presented in the previous 

chapters, the author withdraws the following conclusion: 

1. Variables that have an influence on CAR on market discipline in the 

Indonesian banking sector are the Loan to Deposit Ratio (LDR), Total 

Asset Size (TA), and Index of financial information disclosure (DI). LDR 

has a positive and significant effect on the Capital Adequacy Ratio (CAR), 

which means the higher the LDR ratio, the higher the CAR ratio and vice 

versa. Meanwhile, Total Assets (TA) has a positive and significant effect 

on CAR, which means that higher TA ratio, will be followed by a higher 

CAR ratio and vice versa. Furthermore, the Disclosure Index (DI) has a 

positive and significant influence on CAR, which means a higher DI ratio 

will lead to a higher CAR ratio and vice versa. 

2. Meanwhile, the above variables have been shown to have an effect on 

CAR for the market discipline in the Indonesian banking sector. Return on 

Assets (ROA) does not have a significant effect on CAR, which means 
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that higher or lower ROA will not affect the CAR ratio. In addition, Non-

Performing Loans (NPL) do not have a significant effect on CAR, which 

also means that the ratio will not affect the NPL ratio. Foreign Owner (FO) 

does not have a significant effect on CAR, which also means that the ratio 

will not affect the CAR ratio. 

5.2 Research Implication 
 After conducting research and discussion, as well as formulating 

conclusion from the result of the research, the author provides several 

suggestions as input and consideration which will be useful for concerned 

parties. With the findings of variables affecting CAR, such as: LDR, TA and DI, it 

will be useful to evaluate management systems and improve decision-making 

capabilities in market discipline as follows: 

1. Guidance to foresee trends before deciding to increase / decrease the 

Loan to Deposit Ratio (LDR), with records showing the bank to meet the 

minimum requirements of Bank Indonesia. 

2. Disclosure index which is very important to provide useful guidelines for 

investors and users in directing and planning the economic decisions. 

Therefore, it is advised that banks should provide more info to assist 

investors or users in understanding their financial plans. 

3. Policies for the banking industry to succeed in implementing any policy, 

and to discipline within it. The formulation of policy / new regulation in the 

future is also expected to keep the banking industry remains healthy, 

strong, and ready to face new challenges. 

 

5.3 Research Limitation 
Some of the limitations that the author faced in this study include: 



 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 63 

1. The period for this study was 2016; thus, all findings and conclusions 

obtained from this study are limitedly applicable for similar study with 

different time periods. 

2. The bank as the subject of this study is BUKU 1-4 in conventional 

commercial banks; therefore, the final conclusion obtained in this study 

only describes the general characteristics of the BUKU 1-4 in 

conventional commercial banks, not the characteristics that can be found 

on all banks operating in Indonesia.  
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APPENDIX 
 

Regression Result 

 

Multicollinearity Test 

 

 

 

 

 

 

CAR 
(Capital Adequacy 

Ratio) 

Coefficient P>|t| 

ROA 
(Return on Asset) 

-0.038 0.927 

NPL 
(Non Performing 

Loan) 

-0.115 0.543 

FO 
(Foreign Owner) 

-0.004 0.839 

LLDR 
(Log Loan to Deposit 

Ratio) 

-0.129** 0.058 

LTA 
(Log Total Asset) 

-0.012** 0.035 

LDI 
(Log Disclosure Index) 

0.202** 0.035 
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R2 Test 

 

 

Heterocedasticity Test 

 


