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Abstract:- This research intends to analyze the
macroeconomic factors affecting Non-Performing Loans
(NPL) of multinational banking in Indonesia using the
approach of quantitative to-causality. The population
consists of 68 private commercial bank companies in
Indonesia which are owned by foreign parties and private
parties as well as Indonesian citizens (multinational
ownership). The research sample is 19 companies with the
criteria of private commercial banks in Indonesia which
are owned by foreign parties and private parties as well
as Indonesian citizens (multinational ownership) listed on
the Indonesian Stock Exchange from 2013-2021
accompanied by foreign parties as the majority
shareholder. Sample screening by purposive methods.
The research data were obtained through secondary data
from published websites on the Indonesia Stock
Exchange, Bank Indonesia, Ministry of Trade, Global-
rates, Macrotrends, and Central Statistics Agency. Then
analyzed using the panel data regression analysis method.
The results found that international interest rates have a
positive effect on NPL of multinational banking in
Indonesia, but inflation and crude oil prices have a
negative effect on NPL of multinational banking in
Indonesia, while exchange rates and exports have no
effect on NPL of multinational banking in Indonesia.
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I. INTRODUCTION

Non-Performing Loans (NPL) is still one of the
interesting topics in current banking issues, especially when
recent unstable economic conditions have had an impact on
the global financial crisis and the vulnerability of the banking
sector in the economic crisis (Firdaus, 2017). The condition
of the economic crisis in terms of credit loan financing
creates difficulties for debtors in repaying their loans which
results in high levels of NPL. NPL is a bad loans and an
indicator of banking quality assessment and is considered a
serious threat to the structure of the banking industry that can
trigger a financial crisis that we can see from various
previous financial crises such as the Asian financial crisis,
the Finnish crisis, and the Swedish financial crisis (Syed,
2021).
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Fig. 1: Non-Performing Loans

Source: Average NPL of Multinational Banking: Data
Processing Results NPL of Commercial Banking: Data of
Financial Services Authority

Figure 1 shows the NPL value of conventional
commercial banks from 2013 to 2021 showing a relatively
stable percentage in the range of 1%. Meanwhile, the average
NPL of multinational banks from 2013 to 2021 shows a more
volatile value. The percentage of NPL which was initially
0.85% increased for four consecutive years to become 2.06%
in 2017. But after that for three consecutive years, it was
relatively stable at around 2.0% and after that, in 2021 the
NPL fell to 1.64%. This indicates that multinational banking
companies are less consistent in maintaining the quality of
their performance. The quality of banking performance is
needed by debtors, investors, and the public, as a positive
signal so that they feel confident, safe, and secure, and can be
an indicator of triggering a country's financial crisis (Syed,
2021).

The gap in ownership of national and multinational
banks is felt because the owners have the authority to
determine the management and the orientation of banking
policies. Different ownership status results in differences in
the culture and character of the bank. These differences can
affect banking performance through management policies
(Abdullah, Bulotio, and Lanuu, 2021). In addition,
multinational banks have the opportunity to obtain cheaper
foreign funding sources through the international relations.
The main purpose of bank management is profit motive for
the owner or stake holder, then the bank owner will appoint
management who are considered proficient in carrying out
bank operations in a proper and profitable. (Nursatyani,
2011).
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According to Louzis, Vouldis, and Metaxas (2010), the
factors that contribute to the growth rate of NPLs are bank-
specific and macroeconomic. Bank-specific factors, also
called bank internal aspects, are factors that arise from bank
operational activities by measuring credit expansion, credit
quality, credit growth, capital availability, bank size, credit
structure, and also in terms of ownership (Magfiroh, 2017).
While macroeconomic factors are external aspects that have
an impact on the sustainability of the bank or aspects that are
beyond the control of the bank, such as the economic
condition of the states (Arsani, 2008).

In the concern of adding references for research, a study
of previous research was conducted. For some previous
studies related to NPL such as research conducted by Dewi
and Purwono (2020), Khan, Ahmad, Khan, and llyas (2018),
Koju, Koju, and Wang (2018) which discussed about NPL in
Asian countries, Polat (2018), Saif-Alyousfi, Saha, and Md-
Rus (2018) which examines NPL in Middle East countries,
Mazreku, Morina, Misiri, Spiteri, and Grima (2018) which
discussed about NPL in transition countries, Ouhibi,
Hammami, and Ezzeddine (2017) which discussed about
NPL in Southern Mediterranean countries, Asaolu and Adibe
(2020), Kure, Adigun, and Okedigba (2017), which discussed
about NPL in Nigeria, Sinaga, Muda, and Silalahi (2020),
Addury (2019), Shonhadji (2020), Djauhari, Achsani, and
Sapton (2017), Kartikasary, Marsintauli, Serlawati, and
Laurens (2020), Astuti, Elizabeth, and Keristin (2018), Fiani
(2020), Rizal, Zulham, and Asmawati (2019), Poerba and
Kurniasih (2019) which examines the NPL in Indonesia, Idris
and Nayan (2017), Al-Khazali and Mirzaei (2017) which
discussed about NPL in oil exporting countries, as well as
Khan, Bari, Ali, and Ahmad (2021) which discussed about
NPL in oil importing countries. Then Fauzukhaq, Sari, and
Wiranata (2020), Hernawati and Puspasari (2018) which
examines the NPL in Islamic banks. Then research conducted
by Nugroho, Sutanto, and Riduwan (2021), Viphindrartin
(2021), Hernando, Miranda, Theodora, Kadarusman, and
Ariyan (2020), Hayet and Suratman (2020) which examines
the macroeconomic determinants of NPL, as well as
Magfiroh (2017), Rahman and Fatmawati (2020) which
discussed about internal factors that cause NPL.

The results of the research on NPL do not show
consistency with the factors that influence NPL, therefore
further research is needed to find the consistency of research.
In addition, there have been many research efforts to describe
some of the causes of NPL, but most of them focus on bank-
specific factors with research subjects in the form of
conventional banks or Islamic banks.

The focus of the researchers in this study is only on the
macroeconomic aspect, because macroeconomic factors are
beyond the control of the bank so more anticipation is needed
to prevent business failure in a bank, especially for
multinational banks that have close connection with
macroeconomic components. By knowing the main factors
that have a significant impact on the macro economy, banks
can focus on these main factors without paying attention to
other factors that do not actually affect them. Therefore, this
study intends to examine and analyze the effect of
components that can represent macroeconomic indicators,
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which are inflation, exchange rates, international interest
rates, crude oil prices, and exports, on NPL at multinational
banks in Indonesia.

Il. LITERATURE REVIEW AND HYPOTHESIS
DEVELOPMENT

A. Theoretical Studies

Signaling theory can be said as an action taken by
management in providing investors with a view of the
company's opportunities. The information provided by
management is an important factor for investors and
businessmen because it inherently represents exposure,
indication, or explanation of past, present, and future
conditions regarding the sustainability of the company and its
impact on the market (Besley dan Brigham, 2008). The
signaling theory was originally introduced by Spence (1973)
to explain the behavior of the labor market, signaling theory
describes the behavior of two parties when they get different
access to information. Now, this issue has been widely used
in various studies to provide an overview of giving a signal
by management about the company through various aspects
of financial information disclosure. According to Triyani
(2018), signaling theory explains how to give signals in
conveying the successes and weaknesses of the management
to the owners. The stimulus to send a signal arises from the
information asymmetry between the bank and external
parties, because the market reaction is very dependent on the
basis issued by the bank. Thus, banks need to continuously
give positive signals to debtors, investors, and the public, so
that they feel confident, safe, and secure related to the
healthiness and efficiency of banks by maintaining their
credit levels at all times to avoid placing at high levels of
NPL. Escalation of NPL can be one of the signals in the
assessment of banking quality and is considered a serious
threat to the structure of the banking industry that can trigger
a financial crisis (Syed, 2021).

Based on the Law of the Republic of Indonesia No. 10
of 1998 dated November 10, 1998, regarding Banking, Bank
is an institution that collects public funds in the form of
savings and generally distributes them in the form of loans
and other forms to improve people's living standards.
According to Kasmir (2011), the types of banks can be seen
in terms of ownership. This ownership can be seen in the
articles of association of the bank and the ownership of the
shares. The types of banks in terms of ownership are: 1) state
banks, 2) national private banks, 3) cooperative banks 4)
foreign banks 5) multinational banks.

Based on the Law of the Republic of Indonesia, banks
are institutions that raise funds in the form of savings and
distributes them in the form of loans and other forms to
improve people's living standards. According to Kasmir
(2011), the types of banks can be seen in terms of ownership.
This ownership can be seen in the articles of association of
the bank and the ownership of the shares. Types of banks
seen from their ownership are state banks, private local
banks, cooperative banks, foreign banks, and multinational
banks.
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Multinational companies are corporations that have a
cross-border business, including international economic
activities as well as inter-state ownership. Different
ownership status results in different company culture and
character. These differences can affect the company's
performance through its management policies (Abdullah, et
al., 2021). Dunning (1993) states that multinational
companies have foreign investments and operate in many
countries. The relationship between countries will affect
economic, political, social, and cultural conditions, both at
the micro and macro levels. Vice versa, the economic,
political, social, and cultural conditions of a country can have
an impact on the condition of multinational companies
(Madura, 2006).

Macroeconomics is a knowledge that studies economic
actions and activities as a whole (aggregate), including
aspects that have an impact on the quality of the economy as
well as aggregate economic activity (Muana, 2001). The
macroeconomic environment has a strong impact on the
banking industry. Pressures from various macroeconomic
aspects can provide systematic risks that have an impact on
the operations of the banking industry, which is reflected in
the risk of Non-Performing Loans (Ginting, 2016).

The NPL ratio is a measure of management's capability
to deal with credit problems at a bank (Dendawijaya, 2009).
NPL is assessed through a comparison of bad loans to total
loans. Meanwhile, according to Maudhita and Thamrin
(2018), NPL or commonly called bank creditworthiness is a
loan that cannot be repaid on time and shows the competence
of bankers in managing their credit problems. The level of
NPL reflects loan risk, the higher proportion of NPL results
in a greater risk to creditors (Ali, 2004). The NPL status is
fundamentally based on the observance of the debtor's
obligation to pay, both interest and principal payments.
Proper credit distribution and control procedures are expected
to minimize bad loans. Thus, the ability of banks to process
loans and be oriented towards credit management, such as
post-loan monitoring and warnings about indications of
default, greatly affects the high NPL (Djohanputro and
Kountur, 2007).

Inflation is the overall and continuous increase in
prices. An increase in the price of one commodity cannot be
called inflation unless the increases causes an increase in
prices for most other commodities (Boediono, 2005). On the
other hand, Irham and Hadi (2009) describe inflation as a
condition when the local currency depreciates and
commodity prices increase systematically. Inflation shows
the state of a country when there is excess demand for goods
and services throughout the economy. This excess demand is
a drive of inflation which causes overall prices to be higher.
Rising inflation certainly accompanies an increase in interest
rates and tends to increase the value of NPL banks because
the interest expense that must be paid by debtors is relatively
high. It is even more difficult for debtors to pay their bank
debts since the income value is relatively unchanged
(Sukirno, 2008).
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The opposite could also happen, when inflation hits,
banks become more careful and selective to distribute their
credit in order to avoid the possibility of default (Sugiyono,
2021). Furthermore, there is fear among the public and
businessmen to apply for bank loans because they feel they
cannot pay their debts, therefore that bank lending will
decrease and bad loans will decrease as well (Barus and
Erick, 2016). On the other hand, a controlled inflation level
can increase profits for companies, then stimulate investment
which ultimately accelerates economic growth and also credit
growth for banks (Sutawijaya, 2012). However, the rapid
credit growth resulted in an increase in losses. This can
happen when banks try to be lenient in their credit standards
in terms of increasing lending, which in the end resulted in
many incompetent debtors who will only bring bad credit
problems (Kusuma and Haryanto, 2016).

However, previous research by Hernawati and
Puspasari (2018) revealed different things, according to them,
when inflation changes in the short term are not too volatile,
debtors will still have a commitment to their obligations in
paying their installment so inflation will not have an impact
on bad loans.

The exchange rate, which is usually called the exchange
rate, is the unit value of the foreign currency against the local
currency or vice versa, the unit value of the local currency
against foreign currency (Simorangkir and Suseno, 2004).
The price to get one dollar in rupiah, or vice versa is referred
to as the rupiah exchange rate in dollars. Exchange rates are
usually volatile and changes can be in the form of
depreciation or appreciation. The depreciation of the rupiah
indicates a decrease in the price of the rupiah, which makes
the price of local products cheaper for foreign parties. While
the appreciation of the rupiah indicates an increase in the
price of the rupiah, which makes domestic products more
expensive for foreign parties (Sukirno, 2004). According to
Firdaus (2017), if the rupiah exchange rate depreciates,
domestic business actors will be faced with the exchange rate
and credit risk, especially those using bank loan facilities to
finance their operations. Business actors who are more
affected by depreciation are companies that use imported
components. A depreciating local currency means that the
price of imported goods will rise. An increase in production
costs without an increase in revenue will generally disrupt the
cash flow and budget of the company and businessmen,
including the schedule of debt repayments. When a financial
disturbance occurs, it will disrupt the company's debt
payment schedule, it affects the bank’s source of income. The
greater number of debtors who have financial problems, the
higher number of bad loans which leads to an increase in
NPL.

Previous research by Dewi and Purwono (2020)
actually revealed the opposite, for export-oriented countries,
depreciation has advantages and reduces credit risk, because
depreciation causes the selling price of products to other
countries to be higher, which leads to an increase in the
income received by export-oriented companies and a greater
chance of repaying their loans, which then leads to a
reduction in NPL.
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Meanwhile, a different situation occurs when banks
tighten the distribution of foreign currency loans in response
to the weakening of the rupiah as well as efforts to curb the
application of foreign currency financing from businessmen
due to the increased risk of foreign exchange differences
which has an impact on increasing the cost of borrowing. So
that changes in exchange rates do not interfere with the
debtor's ability to repay the loan (Hernando et al., 2020).

The interest rate is the price for using money, or the
price for renting money, in other words, the price for
borrowing money to use its purchasing power, generally used
for a specific period in percentage units. The need for reliable
prices from qualified market players has led to the invention
of LIBOR and other interest rate references. The origin of
LIBOR is based on the fact that banks need to know the
interest rates on loans that bring commonality to international
financial markets (Astuti, 2018). International interest rates
are international monetary indicators that affect interest rate
trends in various countries, especially in countries with open
economic systems such as Indonesia (Sidabalok, 2011). Loan
interest rates in a country generally rise following the
increase in international interest rates. Rising interest rates
certainly burden debtors in paying their debts, especially for
loans with floating rates. The growth of the LIBOR reference
rate can occur when banks as lenders demand higher returns
and are also reluctant to provide loans for long periods of
time due to uncertainty that leads to increased credit risk,
resulting in higher LIBOR interest rates (Hou dan Skeie,
2014). For banks, raising interest rates is very attractive
because of high loan income, but high-interest rates are risky
because debtors will have difficulty paying and are at high
risk of default (Clichici and Colesnicova, 2014). On the other
hand, when interest rates are lower, it will make loan
payments easier, then banks will get a reduction in problem
loans (Barus and Erick, 2016).

Different things happen when various financial
institutions such as banks gradually shifted their use of
LIBOR and began to replace international interest rate
references with various alternative benchmarks such as
SOFR, TONAR, SONIA, Ameribor, and SARON (lwuoha,
2020). Therefore, the international interest rate proxied by
LIBOR no longer has an impact on non-performing loans in
banks.

The volatility of crude oil prices is highly determined
by the principles of the market economy through the supply
and demand mechanism as the basic factor for price levels in
the international market. In terms of the demand mechanism,
the growth of crude oil prices is strongly influenced by global
economic growth. In many cases, the high rate of global
economic growth will increase the demand for crude oil
which then pushes up oil prices. In terms of the supply
mechanism, the availability or supply of oil by producing
countries globally greatly affects the volatility of oil prices,
the availability is related to oil refinery facilities, production
levels, and the amount of investment (Nizar, 2012).
Purnomo, Istigomah, and Badriah (2020) stated that the
growth in international oil prices will cause a surge in
production costs for businessmen which consequently
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decreases the company's ability to repay its debts on time and
increase the possibility of default.

However, the growth of international oil prices can also
have the contrary effect on NPL, the turmoil in the global
market will drive the acceleration of domestic inflation
because the increase in oil prices will have an impact on the
high prices of refined oil products such as gasoline and other
fuels whose use plays an important role in the production
process (Purnomo et al., 2020). Bank Indonesia (2014) also
states a similar thing, where an increase in oil prices causes
higher production costs, including transportation costs in the
business world which then causes higher prices or what is
commonly referred to as inflation. When inflation hits, banks
become more careful and selective to distribute their credit in
order to avoid the possibility of default (Sugiyono, 2021).

Meanwhile, previous research by Saif-Alyousfi et al.,
(2018) revealed a different condition, during the economic
prosperity period and stable government, fluctuations in oil
prices did not have an impact on NPL, due to an increase in
overall prosperity and an increase in the financial health of
debtors, so that does not interfere with the payment behavior
of the debtor.

Exports are interpreted as supplying and physically
selling domestic products to other countries. In open-
economy countries, exports are the main part because the
products are sold domestically or exported abroad (Mankiw,
2007). The comparative theory of David Ricardo (1817)
states that it is possible for a country to have an advantage in
the value of different uses. This advantage can be obtained
when the country is able to produce various kinds of
commodities in large quantities, but at lower prices.
According to Zeman and Jurca (2008) exports are a series of
transporting goods to other countries. Export performance
positively affects sectors with a foreign business orientation
which then affects the totality of the economy. Under these
circumstances, credit repayments for companies and
industries will increase and of course will increase the
chances of repaying their loans, which will lead to a
reduction in NPL.

However, previous research by Koju et al., (2018)
revealed the opposite, according to him, when a country has
an export volume that is smaller than its import volume, a
trade deficit occurs. An increase in exports in a trade deficit
country causes domestic companies to fall due to the failure
of domestic products to compete with imported goods of
higher quality thus the banks that invest in domestic
companies will face an increase in NPL.

A different thing was also revealed by previous
research of Shonhadji (2020), according to him, exports did
not have an effect on banking NPLs because the majority of
bank lending is not export-oriented. Credit export is less
desirable and is considered riskier than credit in the domestic
sector, because export credit requires greater costs both for
banks and for exporters themselves, as well as a longer
export shipping process, thus requiring a longer cash cycle
(Paravisini, 2010). Rappoport, Schnabl, and Wolfenzon,
2011).
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B. Hypothesis Development

a)

b)

IJISRT22NOV409

The Effect of Inflation on Non-Performing Loans
Inflation shows the state of a country when there is
excess demand for goods and services throughout the
economy. This excess demand is a drive of inflation
which causes overall prices to be higher. Rising
inflation certainly accompanies an increase in interest
rates and tends to increase the value of NPL banks
because the interest expense that must be paid by
debtors is relatively high. It is even more difficult for
debtors to pay their bank debts since the income value
is relatively unchanged (Sukirno, 2008). Based on this
description, inflation is indicated to have a positive
effect on NPL.

H1: Inflation have a positive effect on Non-
Performing Loans (NPL).

The Effect of Exchange Rate on Non-Performing
Loans

According to Firdaus (2017), if the rupiah exchange
rate depreciates, domestic business actors will be faced
with the exchange rate and credit risk, especially those
using bank loan facilities to finance their operations.
Business actors who are more affected by depreciation
are companies that use imported components. A
depreciating local currency means that the price of
imported goods will rise. An increase in production
costs without an increase in revenue will generally
disrupt the cash flow and budget of the company and
businessmen, including the schedule of debt
repayments. When a financial disturbance occurs, it
will disrupt the company's debt payment schedule, it
affects the bank's source of income. The greater
number of debtors who have financial problems, the
higher number of bad loans which leads to an increase
in NPL. Based on this description, the exchange rate is
indicated to have a positive influence on NPL

H2: The Exchange Rate has a positive effect
on Non-Performing Loans (NPL).

The Effect of International Interest Rates on Non-
Performing Loans

Fluctuations in interest rates could be a parameter of
systematic risk that affect the value of investments as
well as lending (Bodie, Kane, and Marcus, 2006). In
lending, the international interest rate is a determinant
for the distribution of foreign currency loans because
the banking industry can use LIBOR as the benchmark
of interest rate. Loan interest rates in a country
generally rise following the increase in international
interest rates. Rising interest rates certainly burden
debtors in paying their debts, especially for loans with
floating rates. For banks, raising interest rates is very
attractive because of high loan income, but high-
interest rates are risky because debtors will have
difficulty paying and are at high risk of default
(Clichici and Colesnicova, 2014). Based on this
description, international interest rates are indicated to
have a positive influence on NPL.
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H3: International Interest Rates have a
positive effect on Non-Performing Loans (NPL).

d) The Effect of Crude Oil Prices on Non-Performing
Loans
The volatility of crude oil prices is highly determined
by the principles of the market economy through the
supply and demand mechanism as the basic factor for
price levels in the international market (Nizar, 2012).
Purnomo et al., (2020) stated that the growth in
international oil prices will cause a surge in production
costs for businessmen which consequently decreases
the company's ability to repay its debts on time and
increase the possibility of default. Based on this
description, crude oil prices are indicated to have a
positive influence on NPL.

H4: Crude Oil Prices have a positive effect
on Non-Performing Loans (NPL).

e) The Effect of Exports on Non-Performing Loans
According to Zeman and Jurca (2008) exports are a
series of transporting goods to other countries. Export
performance positively affects sectors with a foreign
business orientation which then affects the totality of
the economy. Under these circumstances, credit
repayments for companies and industries will increase
and of course will increase the chances of repaying
their loans, which will lead to a reduction in NPL.
Based on this description, exports are indicated to
have a negative effect on NPL.

H5: Exports have a negative effect on Non-
Performing Loans (NPL).

Inflation

i H1

Exchange Rate H2
(X2)

/

International Interest Rates Non-Performing Loans (NPL)
(x3) H3 v)

\

Crude Oil Prices

x4 H4

Export
(X5) H

Fig. 2: Diagram of Conceptual Framework
I1l. RESEARCH METHODS

This study uses a quantitative causality approach, which
is research by examining the correlation or implications of
the independent variable (X) on the dependent variable ().
The research data was obtained through secondary data from
websites published by the Indonesia Stock Exchange, Bank
Indonesia, Ministry of Trade, global rates, macrotrends, and
the Central Bureau of Statistics during the research period
using the documentation method.
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The population consists of 68 private commercial bank
companies in Indonesia which are owned by multinational
ownership. Sample screening by purposive methods with the
following criteria:

e Private commercial banks in Indonesia which are owned
by foreign parties and private parties as well as Indonesian
citizens (multinational ownership).

o Listed on the Indonesian Stock Exchange from 2013-2021

o Foreign parties as the majority shareholder.

The samples that meet the criteria consist of 19
companies from 68 banking companies with multinational
ownership in Indonesia.

The research was analyzed using the panel data
regression method. If there are differences in units and
quantities in the independent variables, a natural logarithm
(Ln) regression equation model is needed. The following is
the transformation of the panel data regression model in the
natural logarithm equation:

LnYit = a + f1LnX1it + f2LnX2it + B3LnX3it + B4LnX4it +
B5SLnX5it + eit

Constants 1333573  69.89255 1.908033  0.0581
LnInflation  -1.749093 = 0.670909 -2.607049  0.0100
LNEXCNANGE 1621370 8717308 -1.850943 00647
Ln

International 0533634  0.191199 2790990  0.0059
Interest Rates

LnonudeOll 1 200072 0631534 2057000 00413
Ln Export 2380465 1516154 1576004 = 0.1169
R-squared 0.221860

Adjusted R- 0.198280

squared

F-statistic 9.408795

Sig (F-statistic) 0.000000

Table 2: Results of Random Effect Model Regression

Source: Data processing results using Eviews 9, 2022.

Based on the output of the panel data regression

estimation model selection test in table 1, it is concluded that
Keterangan: the best model to use is the random effect model. The
following is the resulting random effect model equation:

Ln = Natural logarithm
Y = Non-Performing Loan (NPL) Ln NPL = 133.3573 - 1.749093 Ln Inflation -
o = Constant 16.21370 Ln Exchange Rate + 0.533634 Ln International
Bl —P5 = Parameter Coefficient Interest Rates - 1.299072 Ln Crude Oil Prices + 2.389465 Ln
X1 = Inflation Export The interpretation of the results of these equations can
X2 = Exchange Rate be described as follows:
X3 = International Interest Rates e The constant shows 133.3573, meaning that when all
X4 = Crude Oil Prices independent variables, which are inflation, exchange rates,
X5 = Export international interest rates, crude oil prices, and exports are
e = Error term (interference variable) considered zero, then the NPL level is 133.3573.
t = period o The regression coefficient value of the inflation variable
i = entity after being transformed using the natural logarithm shows
a value of -1.749093, meaning that there is an indication of
RESULTS AND DISCUSSIONS a negative correlation between inflation and NPL. That is if
. . an increase in inflation will be followed by a decrease in
A. Analisis Regresi Data Panel NPL, and vice versa when inflation decreases, it is

e T, e e followed by an increase in NPL. If there is an increase in
e B L = T international interest rates, crude oil prices, and exports are

Chow Cross- 5.7228 0.0000 E#:g cgnsidered fixed, the NP_L will decrease by 1.749093, and

section F 72 ' Model vice versa when inflation decreases by 1% while the

exchange rate variables, international interest rates, prices

Hausma Cro_ss- 0.0000 Random crude oil, and exports are considered fixed, the NPL will
n section 00 1.0000 Effect increase by 1.749093.

random Model o The value of the regression coefficient of the exchange rate

R Random variable after being transformed using the natural

€ Cro_ss- - 0.0000 Effect logarithm shows a value of -16.21370, meaning that there

LA section Model is an indication of a negative correlation between the

er - - — exchange rate and the NPL. That is, if there is an increase

Table 1: Selection of Pan'\(jllolgglta Regression Estimation in the exchange rate it will be followed by a decrease in

NPL, and vice versa when the exchange rate decreases, it is
followed by an increase in NPL. If there is an increase in
the exchange rate of 1 rupiah while the inflation variable,
international interest rates, crude oil prices, and exports are
considered fixed, the NPL will decrease by 16.21370, and
vice versa when the exchange rate decreases by 1 rupiah

Source: Data processing results
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while the inflation variable, international interest rates,
prices crude oil, and exports are considered fixed, the NPL
will increase by 16.21370.

The regression coefficient value of the international
interest rate variable after being transformed using the
natural logarithm shows a value of 0.533634, meaning that
there is an indication of a positive correlation between
international interest rates and NPLs. That is, if there is an
increase in international interest rates, it will be followed
by an increase in NPL, and vice versa when international
interest rates decrease, it will be followed by a decrease in
NPL. If there is an increase in international interest rates
by 1% while the inflation variable, exchange rate, crude oil
prices, and exports are considered fixed, the NPL will
increase by 0.533634, and vice versa if the international
interest rate decreased by 1% while the inflation variable,
exchange rate, price crude oil, and exports are considered
fixed, the NPL will decrease by 0.533634.

The regression coefficient value of the crude oil price
variable after being transformed using the natural
logarithm shows a value of -1.299072, meaning that there
is an indication of a negative correlation between crude oil
prices and NPL. That is, if there is an increase in the price
of crude oil, it will be followed by a decrease in the NPL,
and vice versa if the price of crude oil decreases, it will be
followed by an increase in the NPL. If there is an increase
in the price of crude oil by 1 USD while the variables of
inflation, exchange rates, international interest rates, and
exports are considered fixed, the NPL will decrease by
1.299072, and vice versa when the price of crude oil
decreases by 1 USD while the variables of inflation,
exchange rate, interest rates international interest rates, and
exports are considered fixed, the NPL will increase by
1.299072.

The value of the regression coefficient of the export
variable after being transformed using the natural
logarithm shows a value of 2.389465, meaning that there is
an indication of a positive correlation of exports to NPL.
That is, if there is an increase in exports, it will be followed
by an increase in NPL, and vice versa when exports
decrease, it will be followed by a decrease in NPL. If there
is an increase in exports by 1 million USD while the
variables of inflation, exchange rates, international interest
rates, and crude oil prices are considered constant, the NPL
will increase by 2.389465, and vice versa when exports
decrease by 1 million USD while the inflation variables,
exchange rates, interest rates international interest rates,
and crude oil prices are considered fixed, the NPL will
decrease by 2.389465.

B. Feasibility Test (Goodness of Fit)

a) F Test
The output of table 2 produces an F-statistic of
9.408795, and the F-distribution table value is
2.2689317, with a significance level of 0.05 at the
degree of freedom 165. Based on this output, F-
statistic (9.408795) > F-distribution table (2.2689317),
and the significance value is 0.000000, meaning that it
is less than (<) 0.05 then Ha is accepted. So it can be
concluded that inflation, exchange rate, international

b)

<)
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interest rates, crude oil prices, and
simultaneously have an effect on NPL.

exports

Determination Coefficient Test

The output of table 2 produces an Adjusted R-Squared
value of 0.198280 which indicates that the dependent
variable of NPL can be explained simultaneously by
all the independent variables of 19.82%. While the
remaining 80.18%, is explained by other variables.
The resulting Adjusted R-Squared value is close to
zero, it implies a very limited ability of the
independent variable in explaining the dependent
variable.

t Test

The t-distribution table value is 1.97445, obtained

through the t-statistic distribution table at the degree of

freedom 165, with a significance of 0.05 and a two-

sided test. Therefore the results of the t-test can be

interpreted as follows:

a. Inflation
The output of table 2 produces the t-statistic of the
inflation variable of -2.607049 with a negative
coefficient direction. Based on the output results, the
t-statistic (-2.607049) > t-distribution table (-
1.97445), and the significance value of the inflation
variable is 0.0100, which means <0.05. This
condition indicates that Ha is accepted and Ho
rejected, then it is concluded that inflation has a
negative effect on NPL.

b. Exchange Rate

The output of table 2 produces the t-statistic of the
exchange rate variable of -1.859943 with a negative
coefficient direction. Based on the output results, the
t-statistic (-1.859943) < t-distribution table (-
1.97445), and the significance value of the exchange
rate variable is 0.0647 which means >0.05. This
condition indicates that Ho is accepted and Ha
rejected, then it is concluded that the exchange rate
has no effect on NPL.

c. International Interest Rates

The output of table 2 produces the t-statistic of the
international interest rates variable of 2.790990 with
a positive coefficient direction. Based on the output
results, the t-statistic (2.790990) > t-distribution
table (1.97445), and the significance value of the
international interest rate variable is 0.0059, which
means <0.05. This condition indicates that Ha is
accepted and Ho is rejected, then it is concluded that
the international interest rates have a positive
influence on NPL.

d. Crude Oil Prices
The output of table 2 produces the t-statistic of the
crude oil price variable of -2.057009 with a negative
coefficient direction. Based on the output results, the
t-statistic (-2.057009) > t-distribution table (-
1.97445), and the significance value of the crude oil
price variable is 0.0413 which means <0.05. This
condition indicates that Ha is accepted and Ho is
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rejected, then it is concluded that crude oil prices 9.00 250
have a negative effect on NPL. 8.00
7.00 200
e. Exports oo
The output of table 2 produces the t-statistic of the o 150
export variable 1.576004 with a positive coefficient )
direction. Based on the output results, the t-statistic e 100
(1.576004) < t-distribution table (1.97445), and the 0

2.00 0.50
1.00

significance value of the export variable is 0.1169,
which means > 0.05. This condition indicates that
Ho is accepted and Ha rejected, then it is concluded ol o0ts a01e a0te 01 a0t a0t a0 a0et
that export has no effect on NPL.

Inflation Average NPL of Multinational Banks

C. Discussions

. ) Fig. 3: Chart of Inflation and Non-Performing Loans
a) The Effect of Inflation on Non-Performing Loans
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The results of the study concluded that inflation has a
negative effect on NPL. This is contrary to the initial
hypothesis and popular inflation theory, which states
that inflation has a positive effect on NPL.
Considering that inflation during the research period
tends to decline to a level that is still below 10% or
commonly known as creeping inflation, it can be said
that the inflation rate is under control and is able to
support economic stability. According to Sutawijaya
(2012), a low and stable inflation rate will provide a
stimulator for economic development. Controlled
inflation levels can increase profits for companies,
then stimulate investment which ultimately accelerates
economic growth and also credit growth for banks.
However, the rapid credit growth resulted in an
increase in losses. This can happen when banks try to
be lenient in their credit standards in terms of
increasing lending, which in the end resulted in many
incompetent debtors who will only bring bad credit
problems (Kusuma and Haryanto, 2016).

On the other hand, high inflation has a negative
impact on economic stability, including threatening
corporate finances. Rising inflation could lead to
higher raw material and commodity prices, lower
income and profits, lower consumer purchasing power,
and an economic slowdown, forcing businesses to
adjust the prices of their goods and services. When
inflation hits, banks become more careful and selective
to distribute their credit in order to avoid the
possibility of default (Sugiyono, 2021). Furthermore,
there is fear among the public and businessmen to
apply for bank loans because they feel they cannot pay
their debts, therefore that bank lending will decrease
and bad loans will decrease as well (Barus and Erick,
2016). Therefore, it can be concluded that inflation has
a negative effect on NPL. The results of previous
studies that are in line are Dewi and Purwono (2020),
Sinaga et al., (2020), Mazreku et al., (2018), and
Nugroho et al., (2021) which concluded that inflation
has a negative effect on NPL. The relationship
between inflation and NPL can be illustrated in the
following chart.

WwWW.ijisrt.com

Source: Inflation: Bank Indonesia

Average NPL of Multinational Banks: Data Processing

Results

b) The Effect of The Exchange Rate on Non-Performing

Loans

The results of the study concluded that the exchange
rate had no effect on the NPL. This rejects the initial
hypothesis because the local currency exchange rate
(rupiah) in the period of this study has weakened,
which indicates the difficulty of obtaining 1 US dollar.
However, the weak value of the rupiah did not
interfere with the debtor's ability to repay the loan,
because banks have tightened the distribution of
foreign currency loans in response to the weakening of
the rupiah as well as efforts to curb the application of
foreign currency financing from businessmen due to
the increased risk of foreign exchange differences
which has an impact on increasing the cost of
borrowing (Hernando et al., 2020).

Indonesian Banking Statistics show that in the
2013-2021 period, foreign currency credit loans from
commercial banks in Indonesia only accounted for
14% to 17% of total loans to debtors and the rest was
loans in local currency (rupiah). Mutamimah and
Chasanah (2012) mentioned that banks that do not
lend foreign currency to debtors tend to unchanged in
their NPL as an impact of exchange rate fluctuations.
In terms of characteristics, multinational bank debtors
are more resistant to rupiah depreciation and have a
more stable response to the depreciation (Arsana,
2005). Therefore, exchange rate fluctuations have no
effect on the NPL level. The results of previous studies
that are in line are Polat (2018), Djauhari et al.,
(2017), Ouhibi et al., (2017), and Fauzukhaq et al.,
(2020) which concluded that the exchange rate had no
effect on NPL. The relationship between exchange rate
and NPL can be illustrated in the following chart.
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Fig. 4: Chart of Exchange Rate and Non-Performing Loans
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Results

c) The Effect of International Interest Rates on Non-

Performing Loans

The results of the study concluded that international
interest rates have a positive effect on NPL. This is
because the international interest rate proxied by
LIBOR has long been an international monetary
indicator and interest rates loans in a country generally
rises following the increase in international interest
rates. Rising interest rates certainly burden debtors in
paying their debts, especially for loans with floating
rates. The growth of the LIBOR reference rate can
occur when banks as lenders demand higher returns
and are also reluctant to provide loans for long periods
of time due to uncertainty that leads to increased credit
risk, resulting in higher LIBOR interest rates (Hou and
Skeie, 2014).

The results of this study are in accordance with
the initial hypothesis and the theory of Clichici and
Colesnicova (2014) which states that many banks are
tempted to increase loan interest rates in order to
obtain high loan income, but high interest rates are
risky because debtors will have difficulty paying and
have a high risk of default. This can be seen in the
Indonesian Banking Statistics for the period 2013-
2021, where the interest income of commercial banks
in Indonesia can be said to continue to grow from year
to year.

On the other hand, when interest rates are lower,
it will make loan payments easier, then banks will get
a reduction in problem loans (Barus and Erick, 2016).
Therefore, it can be concluded that international
interest rates have a positive effect on NPL. The
results of previous studies that are in line are Dewi and
Purwono (2020), as well as Asaolu and Adibe (2020)
which concluded that international interest rates have a
positive effect on NPL. The relationship between
international interest rates and NPL can be illustrated
in the following chart.
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d) The Effect of Crude Oil Prices on Non-Performing

Loans

The results of the study concluded that crude oil prices
have a negative effect on NPL. This is contrary to the
initial hypothesis which states that crude oil prices
have a positive effect on NPL, because the price of
brent crude oil during the research period tends to
fluctuate, but is still under control in the price range of
40 USD per barrel to 80 USD per barrel, causing
inflation to be controlled. According to Purnomo et
al., (2020), the turmoil in the global market will drive
the acceleration of domestic inflation because the
increase in oil prices will have an impact on the high
prices of refined oil products such as gasoline and
other fuels whose use plays an important role in the
production process.

Bank Indonesia (2014) also states a similar thing,
where an increase in oil prices causes higher
production costs, including transportation costs in the
business world which then causes higher prices or
what is commonly referred to as inflation. When
inflation hits, banks become more careful and selective
to distribute their credit in order to avoid the
possibility of default (Sugiyono, 2021). In other
words, fluctuations in crude oil prices are in line with
inflationary movements, therefore crude oil prices also
have an effect on NPL as well as inflation. The results
of previous studies that are in line are Idris and Nayan
(2017), Kure et al., (2017), Al-Khazali and Mirzaei
(2017), and Addury (2019) which concluded that
crude oil prices have a negative effect on NPL. The
relationship between crude oil prices and NPL can be
illustrated in the following chart.
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e) The Effect of Exports on Non-Performing Loans

The results of the study conclude that exports have no
effect on NPL. It rejects the initial hypothesis but
support the theory presented by Shonhadji (2020).
According to him, exports did not have an effect on
banking NPL because the majority of bank lending is
not export-oriented. Credit export is less desirable and
is considered riskier than credit in the domestic sector,
because export credit requires greater costs both for
banks and for exporters themselves, as well as a longer
export shipping process, thus requiring a longer cash
cycle (Paravisini et al., 2011). This can be seen in the
Indonesian Banking Statistics for the period 2013-
2021, where the export-oriented credit loans from
commercial banks in Indonesia only accounted for 2%
to 3% of total loans to debtors. The results of previous
studies that are in line are Shonhadji (2020), Mazreku
et al, (2018), and Ouhibi et al., (2017) which
concluded that exports have no effect on NPL. The
relationship between exports and NPL can be
illustrated in the following chart.
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Fig. 7: Chart of Export and Non-Performing Loans

Source: Export: Central Statistics Agency Average NPL of
Multinational Banks: Data Processing Results
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IVV. CONCLUSIONS AND SUGGESTIONS

A. Conclusions

The results of the study concluded that international
interest rates have a positive effect on the NPL of
multinational banks in Indonesia, but inflation and crude oil
prices have a negative effect on the NPL of multinational
banks in Indonesia, while the exchange rate and exports have
no effect on the NPL of multinational banks in Indonesia.

B. Suggestions

a)

b)

WwWW.ijisrt.com

For banking

The results show that the macroeconomic factor that
has a positive effect on the NPL of multinational
banking in Indonesia is international interest rates, for
that the bank should pay more attention to movements
in international interest rates according to money
market fluctuations because according to the Liquidity
Preference theory proposed by Keynes (1936), the
interest rate is described as a monetary phenomenon
that is largely determined by supply and demand in the
money market.

Furthermore, macroeconomic factors that have a
negative effect on NPL in multinational banks in
Indonesia are inflation and crude oil prices, in the
discussion of inflation and crude oil prices are closely
related to management decisions, according to Berger
and DeYoung (1997) in Bad Management theory, poor
management practices in banking will have the impact
of decreasing the quality of credit given to debtors
which ultimately leads to bad credit problems for
banks, therefore it is necessary to recruit a board of
directors who are competent in running the banking
business and act according to the applicable standard
operating procedure.

For Authority

For the Indonesian government, in particular the
Financial Services Authority (FSA) as the supervisor of
micro banking activities, to be more vigilant in
overseeing banking performance, because bank internal
factors seem to have more potential to affect bad loans
in Indonesia than macroeconomic factors (Magfiroh,
2017). In addition, in order to avoid the practice of bad
management (Berger and DeYoung, 1997), FSA needs
to conduct regular fit and proper tests on every
management of banking companies in Indonesia,
especially multinational banks.

For Further Research

There is a need for further research in order to develop
research literature related to non-performing loans in
multinational banking companies whose operational
areas are not only in Indonesia, but also multinational
banks with operating areas in several parts of the world,
such as JP Morgan in America, Barclay in the UK,
ICBC in China, and other multinational banks.
According to Abdullah, et al., (2021) multinational
companies whose operations are in many countries
have the opportunity to earn greater income through a
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wider investment range, and also have a greater
opportunity to be able to maintain their performance.

9.
Furthermore, further research is also recommended 2]
to examine the determinants of NPL using variables [10]
outside of macroeconomics, for example bank internal
variables (bank-specific) as researched by Magfiroh
(2017) and Rahman and Fatmawati (2020).

C. Research Limitations [11]
The following limitations can be taken into consideration
in further research in order to obtain precise results: [12]
e The scope of the research only examines macroeconomic
factors. Meanwhile, the coefficient of determination is only [13]
19.82%, which means that these macroeconomic factors
are only a minority of the many other variables outside the [14]
study that have more potential to have an influence on NPL
such as bank-specific factors or also known as bank [15]
internal factors.
e This type of research sample is limited to multinational
banking with its operational area coverage only in
Indonesia and is a subsidiary company with a legal entity [16.]
that is independent regardless of the parent company, so it
is less precise as the multinational company. [17.]
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