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Abstract: This study aims to determine the effect of Non-

Performing Loans and loan to deposit ratios on return on assets in 

the banking sector on the Indonesia Stock Exchange in 10 years at 

conventional commercial banks from 2011-2020. This study uses 

panel data consisting of 14 conventional commercial banks listed 

on the IDX and uses time series data from 2011 to 2021. The 

regression used is static panel data regression. The results show 

that the NPL variable has a negative and significant effect on ROA 

with a probability level of 0.0002 which is less than the α level of 

5% with a coefficient of -0.253098 if the NPL increases by 1% it 

will reduce ROA by 0.253098%. if there is an increase in bad loans 

this will reduce bank profits and slow down bank activity cycles, 

in very bad conditions it can even result in a decrease in the bank's 

ability to guarantee funds raised from the public, and allow 

systemic risk to occur. 
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I. INTRODUCTION 

n an economic system in the world, banking has an important 

role in order to encourage economic progress in a country. 

Almost all sectors related to financial activities use the services 

of banks, so banking is one of the industries that involves risk, 

this is because banks manage people's money and are rotated in 

the form of various investments (Wijaya et al., 2021; Norrahmi 

et al., 2021). ROA is one of the indicatoes to measure a 

company's financial performance and is a profitability ratio 

used to measure the effectiveness of a company in making a 

profit by utilizing total assets that his possession (Siamat, 

2004). The increased ROAshows that the company has   good 

prospects in the future because the company has the potential 

to increase profits (Mahfuzah et al., 2021).  Therefore, to 

maintain or increase ROA, it is necessary to pay attention to 

several factors that affect ROA including; Capital Adequacy 

Ratio (CAR), Loan To Deposit Ratio (LDR) and Non-

Performing Loan (NPL) (Norrahmiati et al., 2022). 

According to Riyadi (2006), the higher the LDR, the 

company's profit will increase, assuming the bank is able to 

disburse credit effectively. This ratio is used to measure the 

level of liquidity (Wanidison & Shaddiq, 2021; Joko et al., 

2022).  A high ratio indicates that a bank lends all its funds 

(loan-up) or is actually illiquid.  Conversely   a low ratio 

indicates a liquid bank with an overcapacity of funds ready for 

lending (Latumaerissa, 1999; Kurniawan et al., 2021). 

According to Sapariyah's research (2010) LDR partially has a 

positive and significant effect on ROA. Other studies 

conducted by Mahardian (2008), Susant hi (2010), Jantarini 

(2010) and Rahtini (2011) found that LDR had a significant 

effect on ROA. And another study conducted by Yuliani (2009) 

found LDR had no significant effect on ROA (Wagiono et al., 

2020; Iyansyah et al., 2021). 

  Complex banking activities have a high potential for 

risk.  Related to this risk, in the banking world there is the term 

Non-Performing Loan (NPL) is a ratio used to measure the 

bank's ability to overcome the risk of credit repayment failure 

by debtors (Darmawan, 2004; Irpan et al., 2021). Banks that 

have a high NPL rate are more at risk of experiencing losses in 

lending (Tracey, 2010; Surti et al., 2022). The provision of 

credit made by the bank contains risks, namely in the form of 

non-smooth repayment of loans thatwill affect the bank's 

performance. According to Mahmoedin (2001: 14) NPL has a 

positive effect on profitability (ROA) which can be seen from 

credit quality, if the NPL is higher, the profitability (ROA) will 

be lower. Research conducted by Alhaq, et al (2012) and 

Suhardi (2013) showed different results, that NPL had no effect 

on ROA.  

Based on several previous studies described earlier, it 

shows inconsistent results.  There are differences in research 

results between several researchers with the same variable, this 

has caused the author's interest in further researching the Loan 

to Deposit Ratio and non Performing Loan and their effect on 

Return On Assets. 

II. LITERATURE REVIEW AND HYPOTHESIS 

DEVELOPMENT 

ROA or Return on Assets is a type of profitability ratio 

that is able to assess the company's ability to make a profit from 

the assets used. ROA will assess the company's ability based on 

past profit income so that it can be utilized in the next period or 

period. ROA is used to be able to evaluate whether the 

management has received appropriate rewards based on the 

assets they already own (Shaddiq et al., 2021; Hidayat et al., 

2021).  The ratio is a very useful value if someone wants to 

evaluate how well the company has used its funds Non 
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performing loan (NPL) is one of   a number of factors   which 

indicates the health of a bank. From the NPL information, it can 

be seen the evaluation of rentability conditions, credit risk, 

capital conditions, liquidity, and market risk. The higher the 

NPL ratio, it can be concluded that there is something wrong 

with the bank's performance (Saputra et al., 2020; Handayani 

et al., 2022). 

The NPL ratio has a major effect on the health of the 

tires, therefore, banks must provide solutions to reduce the NPL 

ratio, the problem that will be caused if the NPL has a high 

ratio, namely Liquidity, related to whether the bank can afford 

to pay third parties or not.  A third party in this contextis a party 

working in a bank (Shaddiq & Wanidison, 2021; Habibah et al., 

2021). In the event of a liquidity problem, the bank will be in 

danger of reducing working employees (Shaddiq & Handayani, 

2021; Fadilurrahman et al., 2021). Second, rentability, a type 

of rentability ratio commonly   used in practice to   measure a 

company's ability to make a profit (Rizal et al., 2020). Focus on 

measuring the comparison of gross profit with the overall assets 

owned by the company. Thirdly Solvency, solvency problems 

arise in the internal banks (Arizal et al., 2021). This problem 

arises when the bank's capital decreases and the bank fails to 

doits fusi (Ramadhani et al., 2021).  

The loan to deposit ratio is used to assess liquidity risk, 

namely loan to deposits rati (LDR) which is the ratio between 

the size of the entire volume of credit disbursed by banks and 

the amount of funds received from various sources. The LDR 

showsn how far the liquidity level of a bank is. The higher the 

LDR rate, the more illiquid a bank is, meaning that it will find 

it difficult to meet its short-term obligations, such as sudden 

withdrawals by customers of their deposits (Rahmadani et al., 

2022). 

According to Cashmere (2014) "LDR (Loan To Deposit 

Ratio) is a ratio used to measure the composition of the amount 

of   credit provided compared to the amount of public funds and 

own capital used. Loan to Deposit Ratio (LDR) indicator 

According to Sudirman (2013:158) this ratio shows one of the 

bank's liquidity assessments (Putera et al., 2022). 

According to Frianto (2012:128) "Loan to Deposit 

Ratio is a ratio that expresses how far a bank has used the 

money of depositors to provide loans to its customers. In other 

words, the amount of money used to make loans is money that 

comes from the deposits of the depositors. 

Hypothesis 

Based on the background description and formulation 

of the problem, after being linked to the literature review, the 

author hypothesized as follows: "It is suspected that NPL and 

LDR have an effect on the profitability of B ank Umum 

Konvensional listed on the IDX  

III. RESEARCH METHODS 

The object of this study is a conventional commercial 

bank listed on the Indonesia Stock Exchange which provides 

annual reports for the 2011-2020 period. This study uses 

quantitative data in the form of secondary data which is data 

obtained in the form of already numbers.  

Data collection is carried outin accordance with the way 

of documentation. The data analysis method used is the Static 

Data Panel.  In this research, empirical findings were tested on 

the effect of the financial ratio of Non-Performing Loan (NPL), 

Loan to Deposit Ratio (LDR), as an Independent variable on 

Return On Asset (ROA).  

IV. RESULTS OF RESEARCH AND DISCUSSION 

Panel data regression model selection is a selection analysis 

stage to determine the best estimation model between common 

effect, fixed effect and random effect.  

1. Chow Test 

The chow test aims to find out the choice of a better model to 

use between common effect and fixed effect.   

Table 1. Chow Test 

Redundant Fixed Effects 

Tests Equation: FIXED 

Test cross-section fixed effects 

Effects Test Statistics d.f. Prob. 

Cross-section F 8.366493 -13,122 0.0000 

Chi-square cross-section 87.95793 13 0.0000 

The table above shows that the p-value in the chi-square cross-

section is 0.0184 < a=0.05 then H0 is rejected which means it 

is better to use the fixedeffect model than model commonefect 

2. Intepretation of panel data results 

Table 2. Panel Data Results 

Variables Coefficient Std. Error t-Statistics Prob. 

C -0.040451 1.126063 -0.035923 0.9714 

NPL -0.253098 0.064810 -3.905214 0.0002 

LDR 0.024069 0.014224 1.692083 0.0932 

Based on the table above, the estimation results using the fixed 

effect model will obtain the regression equation as follows: 

ROA = -0.040451 - 0.253098NPL t + 0.024069LDRt + e  

1) Due Diligence 

Based on the table above, it is known that Adjusted R-squared 

is 0.608198 or 60.81% meaning that the  NPL and LDR 

variables, simultaneously Together affect  the  ROA variable  

by 60.81%  while the  remaining 59.81% is influenced by other 

variables outside the regression equation   that we have 

2) Test F 

Judging from the Prob level of   Test F in the results of 
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estimated eviews of 0.000000 smaller than the level of α = 5%, 

then the variable NPL and LDR, rejecting H0, means, overall 

the variables   Together affect the variable ROA   

3) Probability Test 

• NPL variable: the NPL variable affects the ROA with 

a probability of 0.0002 less than the level of α = 5% 

conclusion rejecting H0 then has a significant impact 

on ROA  

• LDR variable: the LDR variable has no effect on 

ROAwith a probability level of 0.0932 greater than the 

level of α = 5% of the conclusion of failing to reject 

H0 then it is unaffected. 

4) Interpretation of Results 

• NPL Variable Coefficient (-0.253098): the NPL 

variable affects ROA, reflected in the probability level 

of 0.0002 smaller than the level of α = 5%, if the NPL 

increases by 1% it will decrease ROA by as much as 

0.253098%. This means that if bad debts increase, it 

will reduce the performance of the bank, the turnover 

of funds will not be optimal where it is known that the 

main activity of banking is asset management, namely 

collecting funds and distributing them.  Then the bank 

gets a profit based on the asset management activity. 

So that if there is an increase in bad debts, this will 

reduce bank profits and slow down the rotation of 

bank activity, in very bad conditions it can even result 

in a decrease in the bank's ability to guarantee funds 

from the public, and enabling systemic risks. 

• LDR Variable Coefficient (0.024069): LDR variable 

has no effect on ROA reflected in Probalitity level of 

0.0932 

V. CONCLUSION 

Based on the description and analysis put forward, it can be 

broadly concluded as follows: 

1. NPL variable: the NPL variable affects ROA with a 

probability of 0.0002 less than the level of α = 5% 

conclusion rejecting H0 then has a significant impact 

on ROA 

2. LDR variable: the LDR variable has no effect on ROA 

with a probability level of 0.0932 greater than the 

level of α = 5% of the conclusion of failing to reject 

H0 then it is unaffected. 

3. Based on the results of Test F, it was concluded that 

independent variables namely Non-Perfoaming Loan 

(NPL) and Loan to Deposit Ratio (LDR) and 

simultaneously affect the dependent variable, namely 

Return On Asset (ROA).  

VI. SUGGESTION 

The suggestions that the author can give to future researchers 

through the results of this study are as follows: 

1. Bank management should pay attention to the 

management of the credit provided and then be able to 

find out if there are indications of non-performing 

loans so that bank activities do not affect the bank's 

profit. 

2. Can develop further research on other financial 

variables that have a greater influence on bank 

profitability (ROA) in addition to the variables used in 

this study and expand the sample of companies that 

includes all types of banks using newer methods and 

data.  
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