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Abstract. The banking sector plays an important role in the country's economic growth. International experience shows
that a weak banking sector not only threatens the long-term stability of a country's economy. It can also cause a
financial crisis which can lead to economic crisis. Therefore, it is important to identify and investigate the factors on
which the financial performance of banks depends. The purpose of this study is to analyze the influence of risk
management, third-party funds and capital structure on banking sector financial performance in Indonesia and
Thailand with corporate governance as moderating variable. The authors use return on assets (ROA) as the key
indicator of bank efficiency. The data used in this study are secondary data, including nonperforming loan (NPL), loan-
to-deposit ratio (LDR), operating expenses to operating income (BOPO), net interest margin (NIM), third party funds
(TPF), debt-to-equity ratio (DER), return on assets (ROA), corporate governance. The data was obtained from the
official website of the Indonesia Stock Exchange (www.idx.co.id) and the Thai Stock Exchange (www.set.or.th).
The sample used in this study is 20 conventional banks listed on the Indonesia and Thailand Stock Exchange from 2015-
2019. The methodological basis of this study is the use of the Structural Equation Model (SEM) with Partial Least
Square (PLS). Data processing was performed in the WarpPLS 7.0 software. The study results show that NPL and LDR
have a negative and significant influence on the financial performance of banks. At the same time, the BOPO and DER
do not affect the financial performance of banks. The NIM and TPF have a significant and positive influence on the
bank's financial performance. In addition, corporate governance does not moderate risk management relationship to
the bank's financial performance. The results of this study can benefit bank shareholders and customers, and bank
management.
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®diHaHCcKU Ta onoAaTKyBaHHA
Hyprika EKABATI

Jeporcasnuil ynisepcumem [ icaxapmu, m. caxapma, Inoonesis

Yurya IIYPBOXE/II

Hepoicasnuii ynisepcumem [picakapmu, m. ocaxapma, Inoonesis

Api BAPOKKA

Hepoicasnuii ynisepcumem [icakapmu, m. [ocaxapma, Inoonesis

BruiuB pu3uk-MeHeaKMeHTY, GOHIIB TPeTiX CTOPIH TAa CTPYKTYPH KamiTaay
Ha (QiHAHCOBI pe3yabTaTH 0aHKIBCHKOI AislibHOCTI B IHgoHe3ii Ta Taimanai
3 PO3IJISI0M KOPIOPATHBHOIO YIIPABJIIHHA K MOJAEPYHOY0i 3MiHHOI
y 2015-2019 poxax

Anomauin. banxigcokuil cekmop 6i0iepae 8axiciugy poib 6 eKOHOMIYHOMY 3pOCmaHHi Kpainu. Misxcnapoonuii 00c6io
c8IOUUMb, WO CIAOKUN OAHKIBCLKUL CEKMOP He MINbKU 3A2POACYE 00820CMPOKOBIU cmAdiIbHOCMI eKOHOMIKU KPAiHu,
ane makod;ic Modice CRPUYUHUMU (QIHAHCOBY KPU3Y, AKA MOJCe NEPepoCmU 8 eKOHOMIUHY. V 36’A3KY 3 yYum, 6adiCiuU60
CBOEUACHO BUABUMU MA OOCTIOUMU PAKMOPU 6i0 AKUX 3anedHcUmd epekmusHicms disabHocmi 6ankie. Memorw yboco
00CHIOMNCEHHS € AHANI3 BNIUBY PUBUK-MEHEeONCMeHmY, (hoHOie mpemix ocib ma cmpyKmypu Kanimaniy Ha ¢QiHaHCcosi
pesyrvmamu disnbHocmi 6ankie 6 Inoonesii ma Tainanodi 3 pozensidom KOpnopamueHoeo YNPAGHiHHA K MOOepYUoi
3MiHHOL. B yitl cmammi epexmugnicms pobomu 6aHKYy a8mopu OYiHIIOMb HA OCHOBI NOKA3HUKA PeHmMAabenbHoCmi
axmusie (ROA). Jani, euxopucmani 8 ybomy OOCHONCEHHI, € SMOPUHHUMU OAHUMU U000 HACTYNHUX NOKAZHUKIE:
npobnemnuti kpeoum (NPL), xoegiyienm noszuuxosux oenoszumis (LDR), cnigsionowenns onepayitinux eumpam ma
onepayitinozo doxody (BOPQ), yucma npoyenmna mapoaca (NIM), kowmu mpemix cmopin (TPF), xoepiyiecnm b6opzy
0o enacnoeo kanimany (DER), pemmabenvnicmo axmusie (ROA), xopnopamusne ynpaeninnsa. Jlanwi ompumani 3
ogiyitinozo catimy Inoonesiticokoi gponoosoi Gipoci (WWW.idx.co.id) i Taticoxoi gpondosoi Gipaci (Www.set.or.th).
Bubipxa, suxopucmana 6 yvomy odocnioocenni, — ye 20 3euuatinux O0aHKI8, SIKI KOMUPYEANUCS HA (POHOO08IU Oipici
Inoonesii ma Tainanoy 6 nepioo 2015-2019 poxkie. Memoodonoziunorw ocHo6010 0aH020 O0CNIONHCEHHA € BUKOPUCTHAHHS
mooeni cmpykmypnoeo pienanns (SEM) 3 uacmrxosum natimenwum kéaopamom (PLS). O6pobky danux nposedeno &
npoepami WarpPLS 7.0. Pezyrbmamu 0ocniodcents ROKA3yl0ms, Wo 4acmra npooieMux Kpeoumie ma xoegiyienm
NO3UYKOBUX O0eno3Umis He2amueHo ma iCTMOMHO 6NAUSAIOMb HA (hiHaHco8i pe3yibmamu OaHKie. Y mou dce uac
CRIGBIOHOULEHHS. ONEPAYITIHUX SUMPAm ma Onepayitino2o 0oxody ma Koegiyicum 6opey 00 61ACHO20 KANimaiy He
enauBaOmev Ha Qinancosi pesyromamu Oauxie. Hucma npoyenmuna mapoica ma KOwmy mpemix Cmopin Maiomb
3HAUHUL ma NO3UMUEHUL 6nau8 Ha Qinancosi pezynbmamu 0Oauxy. Kpim moco, xopnopamusne ynpagninmsi He
NOM'AKULYE 6NIUE PUSUK-MEHEONHCMEHMY HA (hinancosi pesyibmamu banky. Pezynomamu yb020 00CiOHCeH s1 MOJCYMb
npuHecmu Kopucms 6aHKy, akyionepam i KIiEHmam, a maxkodlc KepiHuymey 6aHxy.

Kntouoei cnoea: npobremnuti kpedum, Koe@iyicum no3u4Ko8Ux 0eno3umis, CnieiOHOUEHHS ONEPayitiHux eumpam ma
onepayitinozo 00X00y, YUCMA NPOYEHMHA Mapxicd, Kowmu mpemix ocib, Koegiyicum b6opey 00 61acH020 Kanimaiuy,
penmabenvricmb aKMuUgie, KOpROpamueHe YNpagiiHHs, 6AHKIGCLKULL CEKMOop.

INTRODUCTION

The banking sector plays an important role in the
country's economic growth. Banks are business entities
that collect funds from the community in the form of
deposits and distribute funds to the community in the
form of credit and or other forms in order to improve the
standard of living of many people. So, an important factor
in the development of banking is the public confidence in
banks.

In conditions of dynamic market competition,
measuring performance accurately is very important and
becomes the center of attention for every organization
(Irawati et al., 2019). Banking growth in Indonesia has
been positive in the last five years. Statistical data
obtained from the Financial Services Authority (OJK)
website, show that commercial bank assets in Indonesia
in 2015 amounted to 6,095,908 billion rupiah while in
2019 amounted to 8,562,974 billion rupiah, so there was

an increase of 40% over the last five years. While net
profit increased by 50% from 104,628 billion rupiah in
2015 to 156,487 billion rupiah in 2019.

The internal factors that have been widely identified
as determinants of banking sector development are risk
management, third-party funds and capital structure and
corporate governance. Each of these factors can
significantly affect the financial performance of the bank.
Therefore, there is an obvious need to study such an
impact.

LITERATURE REVIEW

Financial performance

Financial performance is a subjective measure of how
well a bank can use its assets and generate revenues.
According to Flamini, et al. (2009), return on assets
(ROA) is a measure of a bank's profitability that reflects a
bank's management ability to make a profit from a bank's
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assets. Return on asset also provides information about
added value for the company that leads to better
performance of that company. The authors of this study
also used return on assets as an indicator of bank
efficiency.

Risk management

Banking is characterized by different types of risks.
Therefore, an integral part of corporate governance in
banks is risk management. Risk management is a set of
methodologies and procedures used to identify, measure,
monitor, and control risks arising from all business
activities of banks (POJK Number 18/POJK.03/2016).
The application of risk management can detect the
maximum losses that may arise in the future and
additional capital needs if the impact of projected losses
can result in the amount of capital below the minimum
provisions required by Bank Indonesia's supervisory
authority. Managers can apply comprehensive risk
management principles to any type of risk such as credit
risk, liquidity risk, and operational risk, because each risk
contributes to the bank's performance. Attar & Islahuddin
(2014); Soyemi, Ogunleye & Ashogbon (2014) found
that there is a significant influence of the effectiveness of
risk management on bank performance. In contrast,
Olamide, Uwalomwa & Ranti (2015) found that there
was no relationship between risk management and bank
performance. Husain & Abdullah (2008) divides bank
risk into credit risk and liquidity risk. Their research
shows that such risks do not affect profitability.
According to Isanzu (2017), risk management should be
implemented in order to reduce the negative impact of
credit risk on a bank's financial performance.

Third party funds

The main source of bank funds is Third Party Funds
(TPF) — funds that have been collected by commercial
banks from the community usually in the form of current
deposits (demand deposits), saving deposit, and deposit
deposits (time deposit). According to Banking Law
No. 10, Year 1998, the calculation of TPF is as follows:
TPF = Giro + Savings + Deposits. This source of funds is
the most important source of funds for the bank's
operational activities and becomes a benchmark for the
bank’s success if it can finance its operations from this
source of funds (Hermuningsih et al., 2020). Allocation
of funds can be realized in the form of loans or better
known as credit (Basha, 2017; Erge¢ & Kaytanci, 2017;
Naz, Shah, & Kutan, 2017). Third-party funds represent
funds or money that comes from customers or residents
who invest in several programs, namely deposits, current
accounts, and time savings. Meanwhile, according to
Oktaviani & Pangestuti (2012) Third party funds are the
largest source of funds for banks to conduct their
operations distributing credit.

Capital structure

The profitability of banking is also influenced by the
capital structure (Pinto et al., 2017). Fahmi (2015) states
that the capital structure is as follows: “The capital
structure is an illustration of the form of the company's
financial proportion that is between the capital held that is
derived from long-term liabilities and its own capital
(shareholders' equity) which is the source of financing of

a company”. According to Halim, (2015) the capital
structure is as follows: “The capital structure is a
comparison between total debt (foreign capital) and total
capital alone / equity)”. The reason the author chose the
Debt-to-Equity Ratio (DER) indicator as a measure of
capital structure, because this indicator describes the
source of company funding with the consideration that
the greater the total debt it will increase the risk of the
company to face bankruptcy. This will be a negative
response for investors. According to Nugrahani &
Sampurno (2012), the investors tend to be more interested
in certain DER levels for less than one or more.

Awunyo-Vitor & Badu (2012) studied the capital
structure and performance of registered banks in Ghana.
The results of their study showed a negative relationship
between capital structure and financial performance.
Capital structure decisions are essential for any business
organization. This decision is important because of the
need to maximize returns and the impact of those
decisions on a company's ability to handle a competitive
environment. According to Allahham (2015), the capital
structure has not fully impacted the financial performance
of a country's banks. Ramli et al. (2019) found that that
the characteristics of the company and the state directly
affect the financial performance of the company.

Corporate governance

It is widely recognized that better corporate
governance practices improve a company's performance
(Adams & Mehran, 2012; Chung et al.,, 2003).
The Organization for Economic Co-operation and
Development (OECD) (2015) defines corporate
governance as a kind of relationship between
shareholders, boards, management, and others with an
interest in a company. According to Bank Indonesia
regulations, corporate governance is bank governance
that applies the principles of transparency, accountability,
accountability, independence (independence), and
fairness. Corporate governance is concerned with two
theories, namely agency theory and stewardship theory.
Agency theory states about the importance of company
owners (shareholders) handing over the management of
the company to professionals who are more
understanding and professional in running a business
(Hutabarat & Huseini, 2006). An agency theory is more
often used because it reflects the reality.

According to Shahid et al (2019) corporate
governance can help create a conducive and responsible
relationship between every element of the company
between the board of commissioners, board of directors,
and shareholders in order to improve the company's
performance. In addition, corporate governance has a
positive influence on financial performance (Haris et al.,
2019). In this case the implementation of corporate
governance can reduce agency problems and conflicts of
interest and the efficiency of corporate governance can be
increased if the influence and responsibility of the board
of commissioners is increased. Meanwhile, according to
Yatim & Yusoff (2014), the corporate governance
practice contributes greatly in achieving improved bank
performance, which is very important for the
sustainability of the entire financial system. To support
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this proposition, one can bring up the fact that the
organizational relationship  between the banking
supervisor and the Central Bank has been formed in many
separate ways in different countries (Goodhart
&Hartmann, 1998). Despite the generally accepted idea
that good corporate governance improves a company's
performance, several studies have reported a negative
relationship (Manurung et al, 2019; Pathan & Faff, 2013,;
Shahwan, 2015). Other studies have found no association
between corporate governance and performance (Park
&Shin, 2004; Wintoki et al, 2012).

RESEARCH HYPOTHESIS

Bank Indonesia Regulation No. 13/1/PBI/2011 on
Commercial Bank Rating states that the higher the value
of Nonperforming Loan (NPL) (above 5%) then the bank
is more unhealthy. Theoretically the higher the NPL
value, the more unhealthy the bank, because of the high
credit risk that must be borne by the bank. Increasingly
unhealthy bank conditions will greatly affect stakeholder
investment decisions. This causes the bank's profitability
to decline. Husain & Abdullah (2008) divides bank risk
into credit risk and liquidity risk. However, their study
showed that such risks did not affect profitability.
According to Isanzu (2017), risk management should be
implemented in order to reduce the negative impact of
credit risk on a bank's financial performance. Ariyanti
(2010) stated that the smaller the ratio of nonperforming
loan, the smaller the risk borne by banks. Conversely, the
greater the nonperforming loan, the greater the risk of
credit failure that has the potential to lower interest
income and decrease income. According to Mardiana
(2018), nonperforming loan partially has no significant
effect on financial performance. According to Kajirwa
&Katherine 's (2019) study, credit risk has a significant
negative effect on banking financial performance.
An increase in the ratio of nonperforming credit to total
loans & down payments becomes a reduction in the
bank's financial performance. Therefore, we can form the
following hypothesis:

H;: The nonperforming loan effects on the bank's
financial performance.

Olamide et al. (2015) found that there was no
relationship between liquidity risk as measured by the
Loan-to-Deposit Ratio (LDR), and the bank's financial
performance as measured by the ROA for the 14 banks
listed on the Nigerian Stock Exchange for the period
2006-2012. (Attar & Islahuddin, 2014) concluded that
liquidity risk management does not affect the bank's
financial performance. Kumar (2019) also found that
liquidity risk did not have a significant negative effect on
ROA. Ariffin (2012) found that liquidity risk affects the
bank’s financial performance. The findings also suggest
that liquidity risk management will be followed by ROA
and ROE. Capriani & Dana (2016) Liquidity risks have a
significant positive effect on bank profitability. Soyemi et
al (2014) examined liquidity ratios and financial
performance as measured by ROA and ROE. They found
that banks' risk management practices were against
banking financial performance. Meanwhile, according to

Saiful & Ayu (2019) liquidity risk management has a
positive effect on the bank's performance against ROA.
Therefore, we can form the following hypothesis:

H,: The loan-to-deposit ratio effects on the bank's
financial performance.

According to Bank Indonesia, operational efficiency
is measured by comparing total operating costs with total
operating income or often called BOPO. According to
Aulia & Prasetiono (2016) to show the efficiency of a
bank is to determine the level of BOPO, it must be known
operational costs and operating income first. The smaller
the BOPO, the better because the bank has an excellent
level of efficiency. The existing BOPO category consists
of very poor efficiency rates above 96%, very good less
than 80%. Operational efficiency or BOPO basically
affects the bank's performance, i.e. to show whether the
bank has used all of its factors of production
appropriately (Wibowo &Syaichu, 2013). According to
Yusuf & Surjaatmadja (2018), BOPO has a significant
negative effect on ROA. According to Mardiana (2018),
BOPO has a partial effect on financial performance.
According to Shahid et al. (2019), the operational risks
related to positive company performance turned into
negative relationships that indicate increased operational
risk decreased the company's performance. Therefore, we
can form the following hypothesis:

Hs: The operating costs and operating income effect
on the bank's financial performance.

Net Interest Margin (NIM) is strongly influenced by
changes in interest rates as well as the quality of
productive assets. According to the results of research De
Silva et al. (2020), the net interest margin has a
significant effect on the probability of a bank. Sofie,et al.
(2020) found that net interest margin significantly
affected the profitability of banks of return on asset
(ROA). The research of Sari & Endri (2019) shows that
the relationship between NIM and ROA variables is
positive and significant. This result is in line with the
profitability theory where the environment triggers banks
to increase the NIM ratio partially in accordance with the
direction of the bank towards the desired position
determined by Bank Indonesia by 1.5%. The growth
value of large bank assets will be followed by increased
capital and more ability to generate ROA. Therefore, we
can form the following hypothesis:

H;: The net interest margin effects on the bank's
financial performance.

The third-party funds (TPF) have a positive effect on
the profitability of a bank (Hermuningsih et al., 2020).
Savings funds in banks are also used by banks for their
operational activities (Gumilarty & Indriani, 2017).
According to Tanjung (2019) that third party funds have a
positive and significant effect on the bank’s performance.
This means that the more third-party funds that can be
collected by banks, the higher the bank's performance.
Katuuk et al. (2018) explained that third-party funds have
a significant influence on return on assets in commercial
banks in Indonesia. In addition, Edo & Wiagustini (2014)
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found that same thing that the variable of TPF against
ROA in banks on the Indonesia Stock Exchange had a
positive and significant effect. Therefore, we can form
the following hypothesis:

Hs: The third party funds effect on the bank's
financial performance.

Pinto et al. (2017) stated that capital structure has a
significant effect on the financial performance of banks in
a country. While Allahham (2015) revealed that the
Capital Structure has not fully impacted the financial
performance of a country's banks. According to Ramli et
al. (2019), the characteristics of the company and the
state not only directly affect the financial performance of
the company. Awunyo-Vitor & Badu (2012) studied the
capital structure and performance of registered banks in
Ghana. Velnampy & Niresh (2012) examined the
relationship between capital structure and profitability of
ten Sri Lankan banks registered over the last 8-year
period from 2002 to 2009. Mujahid & Akhtar (2014)
studied the impact of capital structures on bank
performance in Pakistan. The results showed that the
capital structure had a positive impact on the bank's
performance. Anarfo (2015) examined the capital
structure and performance of banks in sub-Saharan Africa
using total debt ratios as proxies for capital structures as
they include short- and long-term debt ratios. The results
showed that the capital structure of banks in Africa was
statistically insignificant. Pinto & Quadras (2016)
examined the impact of capital structures on the financial
performance of Indian banks. According to Desai &
Pitroda (2015) that the capital structure has a positive
influence on financial performance. Therefore, we can
form the following hypothesis:

He: The capital structure effects on the bank's
financial performance.

Good corporate governance, based on OECD
principles, should provide appropriate incentives and
rewards with the Board and management to oversee the
interests of the company and its shareholders for effective
monitoring and efficient use of resources. According to
Shahid et al. (2019), the corporate governance has a
positive effect on the relationship between risk
management and bank financial performance. Dikko &
Alifiah (2020) found that corporate governance of the
company affects the Bank's performance in providing
adequate information to support the bank's corporate
governance which has the function of advising the
management of the overall strategic system of control and
monitoring, which will result in better bank performance.
It is widely recognized that better corporate governance
practices improve a company's performance (Adams &
Mehran, 2012; Chung et al., 2003). Despite the generally
accepted idea that good corporate governance improves a
company's performance, several studies have reported
negative relationships (Manurung, Effrida,
&Gondowonto, 2019; Pathan & Faff, 2013; Shahwan,
2015).

2004; (Wintoki et al., 2012). Corporate governance
provides an effective structure and framework for
regulating and monitoring a bank's performance by
building strong principal-agent relationships (Adams
&Mehran, 2003). Given the importance of deregulation,
globalization, increased risk, and investor protection, as
well as the positive role of banking economic growth,
According to Yatim & Yusoff (2014) Corporate
governance has a significant importance to the
sustainability of the banking industry, as corporate
governance practices help build sustainable value for the
banking industry both the organization for Economic
Cooperation and Development (OECD 1999) and the
Basel Committee on Banking Supervision (BCBS 1999;
Bcbs in 2006) produced and made recommendations on
best corporate governance practices for the financial
system, which are essential for sustainable economic
growth (Ferdous et al., 2014). According to Yatim &
Yusoff (2014), this corporate governance practice
contributes greatly in achieving the improvement of bank
performance, which is very important for the
sustainability of the entire financial system corporate
governance review of the financial sector is still limited
and rare. From the above research, the hypothesis can be
formulated, namely:

H;: The corporate governance effects on the
relationship between risk management and bank's
financial performance.

RESEARCH METHODOLOGY

Data collection

The data used in this study are secondary data
including nonperforming loan (NPL), loan-to-deposit
ratio (LDR), operating expenses to operating income
(BOPO), net interest margin (NIM), third party funds
(TPF), debt-to-equity ratio (DER), return on assets
(ROA), corporate governance during the period 2015-
2019. The data was obtained from the official website of
the Indonesia Stock Exchange (www.idx.co.id) and the
Thai Stock Exchange (www.set.or.th). The sample used
in this study is 20 conventional banks listed on the
Indonesia and Thailand Stock Exchange in the period
2015-2019. In this study, the authors used the purpose
sampling method with the aim to obtain a representative
sample that matches certain criteria and conditions.

Operationalization of research variables
Financial performance
Financial performance is the comparison between
profit and assets or capital that generates profit.
Net Income

ROA= ———M —
Total Assets

Risk management

Risk management is a set of methodologies and
procedures used to identify, measure, monitor and control
risks arising from all of the bank's business activities.
It calculated by the following formulations:
_ Problem Credits

Other studies have found no association between NPL = Total Credits
corporate governance and performance (Park &Shin,
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LDR Credits 100%
= *

Third Party Funds °
Operating Expenses

Bopo = “LErA AP + 100%
Operating Income
Net Income
NIM = * 100%

Productive Assets

Third-party funds

Third Party Funds (TPF) is the total accumulated
deposits from public (non bank) at commercial banks.
According to Banking Law No.10, Year 1998, the
calculation of TPF is as follows: TPF = Giro + Savings +
Deposits.

Capital structure
Capital structure is the particular combination of debt
and equity used by a company to finance its overall
operations and growth. It calculated by the following
formula:
Total Debt
DER =

"~ Total Equity

Corporate Governance

Corporate governance mechanisms include indicators
of institutional ownership percentage, composition of the
board of directors, composition of independent
commissioners and composition of audit committees.

Data analysis methods

This research is quantitative research with the analysis
of the collected data. In this study, the authors use panel
data that is a combination of data between time and data
between individuals or between spaces and processed
with WarpPLS version 7.0 software. The authors use
Partial least squares analysis (PLS). PLS provides
accurate results even with low theoretical support and can
estimate causal-predictive models and is a development
of pathway analysis and multiple regression (Latan &
Ghozali, 2017). The stages of analysis using Partial least
squares structural equation modeling (PLS-SEM) are
conceptualizing models, determining algorithmic analysis
methods, determining resampling methods, describing
path diagrams, evaluating models and reporting results
(Latan & Ghozali, 2017).

RESULTS AND DISCUSSION

Descriptive statistics variables

Descriptive statistical analysis is used to describe the
data of variables in a study. In descriptive statistics can be
known the characteristics of data distribution in the form
of sample number for research, minimum value,
maximum value, middle value, average value and the rate
of spread of data from each variable. Researchers
conducted data on 20 conventional banks in Indonesia
and Thailand in 2015-2019. The results of the descriptive
test can be seen as follows:

Table 1

Descriptive Statistics of Indonesian and Thailand Banks

ROA NPL LDR BOPO NIM

TPF DER Kl KD KK

Mean
Median
Maximun
Minimun
Standard

1.713 2.161 94.983 84.275 4.865 1233777.000 604.272 8.675 7.980 5.990
1.445 1.910 95.820 69.885 4.340 4520855.000 665.025 0.640 8.000 5.000
4.190 6.100 163.100 423.660 12.000 6955208.000 1139.580 99.740 15.000 12.000
0.000 0.200 7.660 26.810 0.380 3046248.000 0.880

0.100 3.000 2.000

1.037 1.382 17.947 70.657 2.019 1909690.000 309.058 24.364 2.601 2.389

Deviation

Note: ROA = Return on assets; NPL = Nonperforming loan; LDR = Loan-to-deposit ratio; BOPO = Operating expenses
to operating income; NIM = Net interest margin; TPF = Third party funds; DER = Debt-to-equity ratio; KI = Percentage
of institutional ownership; KD = Composition of the Board of Directors; KK = Composition of independent

commissioners; n totaled 100.
Source: Secondary Data Analysis (2021).

The average value for return on assets (ROA) variable
is 1,713. The standard deviation value is 1.037. The bank
with the lowest profit rate was CIMB THAI Bank
(Thailand) in 2018 at 0,000, while the bank with the
highest profit rate, namely Bank Rakyat Indonesia
(Indonesia) in 2015 amounted to 4,000.

The average value for nonperforming loan (NPL)
variable is 2,161. The standard deviation value is 1,382.
The lowest value for nonperforming loan is 0.200. While
the greatest risk of credit or nonperforming loan is 6,100.

The average value for loan-to-deposit ratio (LDR)
variable of 20 conventional banks in Indonesia and
Thailand during the period 2015-2019 is 94,983.
The standard deviation value is 17,947. The bank with the
lowest LDR liquidity rate was 7,660. While the largest

LDR is 163,100.

The average value for operating expenses to operating
income (BOPO) variable is 84,275. The standard
deviation value is 70,657. The bank with the lowest
BOPO liquidity rate was 26,810. While the largest BOPO
is 423,660.

The average value for net interest margin (NIM)
variable is 4,865. The standard deviation value is 2,019.
The bank with the lowest NIM was 0.380. While the
largest NIM is 12,000.

The average value for third party fund (TPF) variable
is 1233777 USD. The standard deviation value is
1909690 USD. Bank with the lowest TPF was 3046248
USD. While the largest TPF is 6955208 USD.

The average value for debt-to-equity ratio (DER)
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variable is 604,272. The standard deviation value is
309,058. Bank with the lowest DER was 0.880. While the
largest DER is 1139.58.

It was found that the value of corporate governance
consisting of the percentage of institutional ownership,
composition of the board of directors, composition of
independent commissioners has an average value for the
percentage of institutional ownership of 8,675,
composition of the board of directors of 7,980,
composition of independent commissioners of 5,990.
It means that the average number owned by the company
in the form of institutional ownership percentage of
867.5%, composition of the board of directors as many as
8 people, composition of independent commissioners as
many as 6 people. The results showed that banks on the
Indonesia and Thailand Stock Exchanges in 2015-2019
averaged the composition of institutional ownership
percentage, composition of the board of directors,
composition of independent commissioners sufficient.

Evaluation of Inner Model

Analysis of structural models (inner models) is carried
out to show the strength of estimation between latent
variables or constructs with the aim of knowing the
influence between variables / constructs in the model
(Latan & Ghozali, 2017). Here is the fit and quality
indices model of WarpPLS 7.0:

Average path coefficient (APC) = 0.261, P = 0.002

Average R-squared (ARS) = 0.653, P < 0.001

Average adjusted R-squared (AARS)=0.639,
P <0.001

B = -O0.
(P <0.01)
-0.72

(P <0.01)

(P =0.02)

b)

Average block VIF (AVIF)=1.820,
if <=5, ideally <= 3.3

Average full collinearity VIF (AFVIF)=1.845,
acceptable if <=5, ideally <= 3.3

Tenenhaus GoF  (GoF) =0.731,
medium >= 0.25, large >= 0.36

Sympson's paradox ratio (SPR) = 1.000, acceptable
if >= 0.7, ideally =1

R-squared  contribution
acceptable if >= 0.9, ideally =1

Statistical suppression ratio (SSR) = 1.000, acceptable
if >=0.7

Nonlinear  bivariate  causality
(NLBCDR) = 0.875, acceptable if >= 0.7

Based on the fit and quality indices model above,
structural model testing for independent and dependent
variables in this study showed that the general result
output result had a fairly good fit, where all values met
the rule of thumb.

acceptable

small >= 0.1,

ratio (RSCR) = 1.000,

direction ratio

Hypothesis Test Results

The next stage after conducting model analysis is
hypothesis testing. Hypothesis testing is done to see the
effect of an independent variable on a dependent variable
in a PLS. To find out the influence of each variable, it can
be seen from the probability value of the coefficient path.
A hypothesis can be accepted or rejected statistically by
looking at its significant value. The significance rate used
in this study was 5%.

Figure 1. Model Analysis

Source: Processed data (WarpPLS output 7.0)
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Table 2
Hypothesis Testing
Hypothesis Variable Path P-value Information
yp Coefficient

H, NPL A ROA -0.527 <0.001 Sl_gnlfl_cant Effect (Negative
Direction)

H, LDR A ROA -0.237 0.007 Sl_gnlfl_cant Effect (Negative
Direction)

H; BOPO a ROA -0.116 0.116 No effect

H, NIM N ROA 0.205 0.016 Sl_gnlfl_cant Effect (Positive
Direction)

He TPE N ROA 0.276 0.002 Sl_gnlfl_cant Effect (Positive
Direction)

Hs DER a ROA -0.11 0.130 No effect

H; M.Risk*CG | a ROA -0.144 0.069 No effect

®iHaHcK Ta onoAaTKyBaHHA

According to Kajirwa & Katherine's (2019) study,
credit risk has a significant negative effect on banking
financial performance. Other studies confirm these results
(Attar & Islahuddin (2014); Soyemi, Ogunleye, &
Ashogbon (2014); Isanzu (2017); Ariyanti (2010)). From
the results of this study it can be concluded that NPL has
a significant negative influence on the financial
performance of banks. Therefore, the H; hypothesis was
accepted.

According to Attar & Islahuddin (2014); Soyemi,
Ogunleye, & Ashogbon (2014); Ariffin (2012), LDR
negatively affects the financial performance of banks
(ROA). From the results of this study it can be concluded
that LDR can have a significantly negative effect on the
financial performance of banks that may be caused by
several things. Therefore, the H, hypothesis was accepted.

The results of this study confirm the results of a
research conducted by Olamide, Uwalomwa, & Ranti
(2015), which found that there was no relationship
between BOPO and bank performance. This means that a
lower BOPO rate in Indonesian and Thai banking
companies reduces the company's performance (ROA).
Therefore, the Hs hypothesis was rejected.

The results of this study are in line with the statement
that net interest margin (NIM) significantly affects the
profitability of banks (ROA variable). Sari & Endri
(2019) show that the relationship between NIM and ROA
variables is positive and significant. According to the
results of research De Silva et al. (2020), the net interest
margin (NIM) has a significant effect on the profitability
of a bank. Attar & Islahuddin (2014); Soyemi, Ogunleye,
and Ashogbon (2014) had the same research results.
From the above information it can be concluded that NIM
affects the bank's performance (ROA). Therefore, the H,
hypothesis was accepted.

Katuuk et al. (2018) explained that third-party funds
have a significant influence on return on assets (ROA) in
commercial banks in Indonesia. Hermuningsih et al.
(2020); Gumilarty & Indriani (2017); Edo & Wiagustini
(2014) have the same research results. The results of this
study indicate that NPL has a significant negative

influence on the bank's financial performance. Therefore,
the Hs hypothesis was accepted.

The authors of this study found that there is no
relationship between DER and bank's financial
performance. Awunyo-Vitor & Badu (2012); Ramli et al.
(2019); Velnampy & Niresh (2012); Mujahid & Akhtar
(2014); Anarfo (2015) has the same research results.
It can be stated that DER has no effect on the bank’s
financial performance (ROA variable). Therefore, the Hg
hypothesis was rejected.

The results of this study indicate that the risk
management has no effect on a bank's financial
performance (ROA variable). This is confirmed from a
significant level that is below 5%. Some studies have
reported about the negative relationship. Other studies
have found no association between corporate governance
and financial performance (Park & Shin, (2004); Wintoki
et al., (2012). It can be stated that the risk management
relationship to the bank's financial performance can be
moderated by corporate governance. Therefore, the H;
hypothesis was rejected.

CONCLUSIONS

Based on the data analysis results and discussion, it
can be concluded that NPL and LDR have a negative and
significant influence on the financial performance of
banks. It shows that when the NPL decreases, the bank's
financial performance will also increase.

The bank's management should focus on minimizing
problem loans to improve and stabilize the bank's
financial performance. The LDR significant negative
effect on the financial performance of banks caused by
the next factors: economic conditions, public confidence
and others. This study confirmed that the BOPO and
DER have no effect on the financial performance of
banks. It shows that the increase in BOPO and DER will
not affect the bank's financial performance. NIM and TPF
have a significant and positive influence on the bank's
financial performance. In addition, corporate governance
does not moderate risk management relationship to the
bank’s financial performance.
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