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Abstract 

This study aims to determine whether there are implications of liquidity core capital on the profitability of 
commercial banks book IV in 2012 - 2016 in Indonesia, other things also to know the magnitude of the influence 
of capital adequacy and liquidity on bank profitability. The variables to measure bank profitability are Loan to 
Deposit Ratio (LDR), Capital Adequacy Ratio (CAR), and Return on Asset (ROA). The sample of this research 
is 5 banks in Indonesia from 2012 until 2016. This research method use multiple linear regression. The research 
hypothesis was tested using F-test statistic and T-test statistic. The analysis shows that CAR is proportional to 
ROA, but LDR is inversely proportional to ROA. LDR has a significant negative effect (with p-value 0.026) on 
ROA. If the LDR value is too high, it means that the bank does not have sufficient liquidity to cover its 
obligations to customers is Third Party Fund (TPF). 
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1. Introduction 

Banking is a financial institution that becomes the intermediary between parties in need of funds and excess 
funds. As an intermediary, banks carry out operational activities that are based on government regulations (Doris 
& Roger ; 2013; Beccalli, Anolli & Borello:2015; Huang & Ratnovski:2011; Köhler:2015; Tan & Floros:2012; 
Chmielewski & Krzesniak:2003). In Indonesia, banks apply prudential principles in accordance with Law 
Number 10 of 1998 concerning Banking in article 1. In the implementation of the regulation, banks take an 
active role in advancing the economy of a country as shown by the growth of banks that will have a direct impact 
on the growth of the country (Abdul, et all., 2011;  Adams & Mehran., 2008;   Agoraki., et all., 2010; Bektas 
& Kaymak., 2008; Kosmidou: 2008; Ben & Goaied: 2001; Henningsen: 2010). To achieve that objective, the 
bank must really function well; among them are financial intermediary, service function, and transmission 
function. To be able to perform the function then the bank must have good fund management. As part of 
managing the use of bank funds should pay attention to 3 things, namely: liquidity, security, and income. 
Liquidity is the ability of a bank to settle short-term financial obligations that can be found or that are due 
(Loran, Victor and Lu., 2010; Bektas, & Kaymak., 2009; Brissimis., et all., 2008;  Busta., 2007; Donaldson 
& Davis:1991; Fiordelisi & Mare:2014; Hoggarth, Milne, & Wood:1998). The bank is said to be 'liquid' if it can 
fulfill its debt obligations, and can fulfill the loan request without suspension. 

In addition to the above, capital is something that determines the size of bank profits, because basically this 
is the capital invested by the bank to make a profit (Bryman & Cramer: 1997; de Haan & Poghosyan: 2012: 
Liikanen: 2012; Shleifer & Vishny: 2010). Capital accumulation is directly proportional to the accumulation of 
profits, meaning that the greater the capital the greater the profit. Efforts to meet the level of capital adequacy as 
regulated by Bank Indonesia are important to note as the level of capital adequacy describes the ability of banks 
to overcome risks or losses that may arise (Calomiris & Kahn: 1991; Flamini, McDonald & Schumacher: 2009; 
Gabaix & Landier:2008; Uhde & Heimeshoff: 2009; Tahir & Bakar: 2009; Vukovic, et all: 2009). Furthermore, 
a high level of capital will increase the cash reserves that can be used to improve bank profitability. Conversely, 
the level of liquidity is inversely proportional to the level of profitability, if the liquidity of banks is high then the 
profitability is low, and vice versa if liquidity is low then profitability is high (Isik & Hassan., 2003; Kapopoulos 
& Lazaretou., 2007; Radzic & Yuce.,2008; Altaee.. et all: 2013; Rose & Hudgins:2008). However, liquidity 
should not be eliminated, liquidity must be maintained in accordance with management policies for short-term 
debt. 

 
2. Research Methods 

In doing this research, we use multiple linear regression method to know the implication of liquidity of core 
capital to bank book profitability IV year 2012 -2016. In this study we use variables such as: 
 

2. 1. Capital Adequacy Ratio (CAR), 

It is a capital adequacy ratio that indicates the ability of banks to provide funds used to overcome the potential 
risk of loss (Beltratti & Stulz., 2009; Ivashkovskaya, Ivantsova & Stepanova.,2012;Demirgüç-Kunt 
& Huizinga:2010; Drehmann & Nikolaou: 2010; Farhi & Tirole: 2012; Vickers:2011). This ratio is important 
because by keeping the CAR at a safe limit (at least 8% or 0.08), it also protects customers and maintains the 
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stability of the financial system as a whole. The greater the CAR value reflects an improved banking capability 
in the face of possible risk of loss (Jemrić & Vujičić., 2002; Stefanelli & Cotugno:2010; Beck, De Jonghe 
& Schepens: 2013; Mishkin:1999; Vu & Turnell: 2011). CAR can be obtained by dividing the total capital with 
risk-weighted assets (RWA), such as the formula below: 

CAR = capital / ATMR × 100% 

2.2. Loan to Deposit Ratio (LDR), 

LDR (Loan to Deposits Ratio) is a ratio that measures the ability of banks to meet short-term liabilities     (can be 
called liquidity) by dividing total loans to total Third Party Funds. Bank liquidity needs to be managed to meet 
the needs when customers take their funds and disburse loans (credit) to borrowers            ( Košak & Čok.,2008; 
Stančić., et all: 2012a; Amidu & Wolfe:2013; Karimzadeh: 2012). If the LDR is too high, it means that the bank 
does not have sufficient liquidity to cover its obligations to customers. Conversely, if the LDR value is too low it 
means that the bank has adequate liquidity but may have lower revenues, as it is known by the banking world to 
generate income through credit channeled. LDR can be calculated by: 

LDR = (total credit to third party non-bank) / (total third party funds) × 100% 

 

2.3. Return on Assets (ROA) 

ROA (Return On Assets) is a ratio that measures the ability of banks to generate profit or profit (can be called 
profitability) by comparing net income with resources or total assets owned (Matić & Papac 
2010.,  Micco, Panizza, & Yanez., 2007; Pathan, Skully & Wickramanayake:2007;Boot & Thakor: 2000; Nair 
& Fissha:2010; Claessens, Demirgüç-Kunt & Huizinga: 2001; Sufian: 2009). Its function is to see how 
effectively banks use their assets in generating revenue. The greater the value of ROA means the better the 
ability of banks in generating profits. The formula for calculating ROA is: 

ROA = (net profit before tax) / (total assets) × 100% 

The data we collect is secondary data taken from the annual financial report of Bank Books IV which is 
represented by Bank Mandiri, BRI, BNI, BCA and CIMB Niaga in 2012-2015 (Bank Mandiri: 2017; Bank 
Central Asia: 2017; Bank Negara Indonesia: 2017; Bank CIMB Niaga: 2017; Bank Indonesia: 2017). The 
analytical technique that we use is with multiple linear regression method, so that the following equation is 
obtained: 

��� = �� + �� 
�� + ���
� + � 

Partial test or individual significance to determine whether the independent variables (CAR and LDR) 
individually affect the dependent variable (ROA) with other assumptions variable constant. Level of significance 
used is 0.05 or 5%. If the probability value of the free variable is less than 0.05 then it can be said that variable 
has a significant influence. Whereas if the probability value of the free variable is more than 0.05, it can be 
concluded that the variable has no significant effect on ROA (La Porta., et all.,2002;  Mian., 2003; Stančić, et 
all.,2012; Curak, Poposki & Pepur:2012; Hannan & Prager: 2009; Laeven, Ratnovski & Tong: 2014; Viñals, et 
all: 2013; Bonin., Hasan & Wachtel: 2008; Delis & Papanikolaou:2009; Tesfay: 2016). Wald-test to test the 
significance of simultaneously independent variables ie CAR and LDR against ROA. If the probability of F-stat 
is less than its significance level (0.05), it can be indicated that the CAR and LDR simultaneously have a 
significant effect on the ROA. 
 
3. Result And Discussion 

Several banking activities are increasing rapidly, therefore the Financial Services Authority as the 
regulatory body issues the Regulation of the Financial Services Authority Number 6 / POJK.03 / 2016 on 
Business Activities and Office Networks Based on Core Bank Capital. This regulation is positively responded by 
all banks, as evidenced by the increase in capital owned by PT Bank CIMB Niaga Tbk to become Book IV. 
Capital owned by banks is currently being upgraded to comply with the regulations of Financial Sevice 
Authtority because with the different classification of Commercial Bank Business Activities, the facilities that 
can be given are also different. Then banks that manage the public funds are faced by various risks that have an 
effect on fluctuations in bank financial statements and especially for bank profits. 
Table: 1. Descriptive Statistics 
 Mean Std. Deviation 
Y_ROA  

 0.032740 
 

 
 0.010456 

 

X1_CAR  
 0.174944 

 

 
 0.010953 

 

X2_LDR  
 0.853372 

 

 
 0.076469 

 

 
In the banking industry the risk of failure is usually caused by failure in handling credit portfolio and 
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mismanagement of the company resulting in financial difficulties and even the failure of the banking business, 
which ultimately can harm the national economic activities and harm the community as the owner of the funds. 

Based on the calculation can be obtained that the standard deviation of ROA of 1% and the average value of 
3%. ROA is important for banks because ROA is used to measure the company's effectiveness in generating 
profits by utilizing its assets. ROA is the ratio between profit after tax to total assets. The greater the ROA shows 
the better the company performance, because the rate of return is greater ( Bobirca & Miclaus., 2007; Košak., 
2011; Mirzaei, Moore, & Liu: 2013; Stiroh:2004a; Coelli & Rao:2005).  The bank ratios affect ROA are: ROA, 
CAR, LDR, BOPO, and NPL (Blaszczyk., et all.,2003; Tochkov & Nenovsky., 2011; Adusei:2015).   

CAR standard deviation of 1% and the average value of 17.4%, it shows that during the period 2012-2016 
statistically capital adequacy already meets the minimum standard set ie 8%. The LDR ratio has a standard 
deviation of 7% with an average value of 85%. 

CAR is an important factor for banks in the development of business and accommodates losses and reflects 
the health of banks aimed at maintaining public trust to banks, protecting public funds to the banks concerned 
and to meet the standards. With strong capital will be able to maintain public confidence in the bank concerned, 
so that people believe to raise funds to the bank, the funds collected are then channeled back to the bank to the 
community through credit. Credit can encourage income so that it can generate interest, from the interest that the 
bank earns profit / profit. 

With this level of profit banks can improve the strong capital structure so as to form a healthy financial 
condition. Capital factor is very important in carrying out bank operational activities and to support all its needs, 
with the quality of the management in the management of banking activities will get the expected profit level. 
With good management of a bank will continue to increase capital by taking into account the capital health 
indicator that is CAR, then profitability will also increase. 

T-test; Regression results show that CAR has a positive and significant influence (with p-value 0.0032) on 
ROA, meaning that when the capital adequacy of banks increases then bank profitability will also increase along 
with the increase in capital. 

LDR has significant negative effect (with p-value 0.026) on ROA. If the LDR value is too high, it means 
that the bank does not have sufficient liquidity to cover its obligation to the customer. Therefore, the increasing 
LDR ratio will increase the bank's obligation to finance the credit so that bank profitability will decrease. 

LDR is the ratio between the amount of credit granted to the amount of third party funds collected from the 
public. In terms of health assessment, a healthy bank is a bank with a high LDR level. This means that the bank 
is quite active in channeling credit to the community. While the profit or profit is an indication of the success of a 
business entity. In addition to performing the intermediary function, profitability is a goal to be achieved by a 
bank. 

Profitability ratios are from a large number of policies and management decisions in using bank resources. 
Through profitability analysis can be known the efficiency and effectiveness of a bank for a certain period of 
time. The credit expansion factor shown by the LDR ratio is very important by the bank in performing its 
intermediary function in order to obtain the profit earned from the difference between the interest income of the 
loan and the interest expense of the spread. With the improvement and management of good credit channeling 
will encourage a bank to improve its ability to earn profit. 

Test-f; Based on the following results, the probability of F-statistic is 0.0045 smaller than 0.05, it can be 
concluded both variables CAR and LDR have a significant effect simultaneously on ROA. 

 
4. Conclusion 

Based on statistical data, it can be concluded that the standard deviation of ROA of 1% and the average 
value of 3%. CAR standard deviation of 1% and the average value of 17.4%, it shows that during the period 
2012-2016 statistically capital adequacy already meets the minimum standard set 8%. The LDR ratio has a 
standard deviation of 7% with an average value of 85%. 

The result of regression of T-statistic test, it can be concluded that CAR has a positive and significant 
influence (with p-value 0.0032) to ROA, meaning that when the capital adequacy of banks increases then bank 
profitability will also rise as capital increases. 

LDR has significant negative effect (with p-value 0.026) on ROA. If the LDR value is too high, it means 
that the bank does not have sufficient liquidity to cover its obligation to the customer. Therefore, the increasing 
LDR ratio will increase the bank's obligation to finance the credit so that bank profitability will decrease. 

Based on the results of regression F-statistic test can be concluded that the probability of F-statistics is 
0.0045 smaller than 0.05, it can be concluded both variables CAR and LDR have a significant influence 
simultaneously on ROA. 
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