TABLE OF CONTENTS

THESIS APPROV AL ..ot e e e e e e e e e e e e i
PASSED APPROVAL ON THESIS EXAMINATION .......covvviviiiiiiiii e iii
STATEMENT OF BACHELOR THESIS ORIGINALITY ...ooooviiiiiiiiieeiiieee, v
ABSTRAKSI ..t %
ABSTRACT .ottt Vi
TABLE OF CONTENTS ..ottt vuneeeveeesmaeee s sfiine e esveeeesnneeesssieeeesnseeeessnnesssnsnesans X
LISTOFTABLES ... @7 . € OANY... LY. . W oo, Xiii
APPENDIXLIST V... Gom®..... 4 ... M0 . W ... Xiv
CHAPTER | INTRODUCTION .. ittt i eesansie e oo i sane e sk eieeeeeniveeesnnneee e 1
1.1  ProblemBackground.............. oo e e 1
12 RSScangPrle . U . 1. .4 WPa.. . Q. 8
1.3 Objectives and BENETIES ........... oottt 9
1.3.1 BObjectivigiiae N,..... . JA\.... S ... K. 9
1.3.2 Benefits. ol B Y. N 9

1.4 Systematics OF WIFIEING ... uuitoeein e ieee s st et e e e bin e e e s sibaee e e e e 10
CHAPTER II LITERATURE REVIEW . . it 12
2.1 TheortiCal BaSIS ... uuuiteeteiiiatteiiunnneseeeieeiiieeeiiedanaieieesiieeessibeeesnareeas 12
2.1.1 Industrial ECONOMIC TREOIY .......cooifieieeesdineeieiiiiieeiiiee e 12
212 MarketRuuCtufe LWL SRR W 13
2.1.3  Banking Industry ... ——— 16
214 Cogot@toni®... N R IREERERY. ... 18
2.1.5 Market SRAre ........coooiiiiiiiiie 19
2.1.6 Barriers to Market ENtry ..........coooiiiiiiiiiii e 20
2.1.7  Profitability .....ccoveeeeeeie 21
2.1.8 Banking Industry COmMpPetition..........ccceovuvreiniiieniiiiie e 22
2.1.9 Income DiIVersifiCatioN...........ccuvvieeiiiiiiiieee e 22
2.110  BaNK SHZE .. 24
2.1.11  Non-Performing Loan (NPL).........cccocvveeiiiiiiiee e 24
2.1.12  Capital Adequacy Rasio (CAR) .......cccvviiiiiiieeieeeee e 25



2.1.13  Loan to Deposit Rasio (LDR) ........ccccvviiiiiiiiieieeeee i 26

2.2  Relationship Between Variables............ccccceeeiiiiiiiiee e 28
2.2.1 The Relationship Between Competition and Profitability ................ 28
2.2.2 The Relationship Between Income Diversification and Profitability.28
2.2.3 The Relationship between NPL and Profitability............c.cccccoenvnee. 28
2.2.4 The Relationship Between Bank Size and Profitability.................... 29
2.2.5 The Relationship Between CAR and Profitability..............ccccouveee. 29
2.2.6 The Relationship Between LDR.and Profitability...............c.cccueeee. 30

2.3 Previous Researeh . .......ctheeeo S B, 30

2.4 Research Frameworkai .. oo it e ciie e itbe e 32

2.5  ResearchiHYPOtheSIS. .ot et it 33

CHAPTER I RESEARCH METHOD..... oot deei ittt 35

3.1  Research Variable and Definition of Operational Variable .................. 35

3.1.1 Research Variable.............coi..ooi i i 35

3.1.2 Definition of Operational Variable .....ccoo....oooooiiiiiiiniic i, 35
3.1.2.1 DependentVariable............ oo, 35
3.1.2.2 Independent Variable .....v i e vermreeiiniiiieieeecder e 36

3.2 Type and Sources Of Datal . ... o v eeemineeeoieeeeiiie i 38

3.3 Methods of ANalySiS..... . 39
3.3.1 Panel'Data ANalysis i i i i b e e ere e 39

3.4 Classical ASSUMPLION TESE ......co ... vewassfiii e 42
341 NOMAIEY TOStuuri it i e ieartimee e sane s imessmenrns s smee e sammmns s eeeeessssneeeeessnssneees 42
3.4.2  MUKICOIINEAITEY. TEST. luuiaiur. heriuee e samimtes s bee e baneree e e e ibeeesibee e 42
3.4.3 HeterosCedastiCity TEST .......cuiiiuriieeeiiiiiiie e 43
3.4.4  AULOCOITEIAtION TS .....viiiiieei e 43

3.5  HyPOthesSis TESHING ...ccceeiiriireeeeiiiiiiee e et e e e e e e naaaee s 44
3.5.1 Simultaneous Significance Test (F-TeSt) .......cccvveeeiiiiiiiieeiiiiiiieenn, 44
3.5.2 Partial Significance Test (t-TeSt) .....ccccvvivereiiiiiirie e, 44
3.5.3 Coefficient Determination (R2).........cccvvveeeiiiiiirieee i 44

3.6 RESEAICN MOGE ... .ceii i 45

CHAPTER IV RESULTS AND ANALYSIS .....oooiiiiiecic e 46



4.1 General DeSCIIPLION .......cooiiiiiie e 46

4.1 1 Profitability ...ooeeeii e 46
4.1.2 Market COMPELIION ......oiveiiieeeiiiiiie e 47
4.1.3  Income DiIVErsifiCation...........coovvieiiiieiiiiie e 48
414 BaNK SIZE .....oviiiiiiiiieiie e 49
4.1.5 Non-Performing Loan (NPL) ........cooiiiiiiiiiiiiiiie e 50
4.1.6 Capital Adequacy RatiO ... ot cvveeeeeeiiiiiiiie e 51
4.1.7 Loan to Deposit RatiOue. .....ie it cineeveeitie e 52
4.2  Data ANalYSIS ... . i eee s e 53
4.2.1 PanelData Analysis... ..ot o ot it 53
4.2.2  NOrMalEY TSt cieee e iieeesin s it e b e abe e e e e e e enes 54
4.2.3  MUKICONINGAITEY. TEST... .ot oo b0 st 54
4.2.3¢ HeteroscedastiCity. TESt ....... fucecmmeesbotee oo Wb 54
4.2.4  AUtOCOITRIALION TeST .....coiiieiie i iee et eadheeee et e et eeeeee e niaeeeeenes 55
4.2.5 Regression Analysis-Result using Fixed Effect Model..................... 56
4.3 Model FeasiDHIty TESE .......civiiu et e e 56
4.3.1 Simultaneous SIgNIFICANCE TeSt.....ceeiveririiireeeeiiidireee e eiiieeee e 56
4.3.2 Partial SignifiCaNCE TeSL. ... vr et iiuuteireeeeeiiieeeeeibie e sreessiee e 57
4.3.3 Coefficient Determination (R?) TeSt .........cccobeeeiiieiiiiiiiieiieeniiene 58
4.4 Discussi.... .S ~RABADARNIRS.... . F. . 58
441 Market COMPELILION .........uvveeee st B et 58
4.4.2  INCOME DIVEISIFICATION ... otrtre s imresammmn e mme e srmmmns e eeenbeeeesineeeenees 60
4.4.3 Non-Performing.Loans (NPL)........oomier oo 61
444 BANK SIZE ..uvviiiiiiiiiiiie et 62
445 Capital Adequacy Ratio (CAR) ......oooiiiiiiiiiiiiiccee i 63
4.4.6 Loanto Deposit Ratio (LDR) ........cvvveeiiiiiiiee e 64
CHAPTER V CONCLUSION .......oiiiiiiiti ettt 65
5.1 CONCIUSION . ...eiiiiiiieiii e a e 65
5.2 SUQUESTIONS ... etieeeeeiiiiie e e e ettt e e e e e e e e e s e e e e st e e e e e e e e e e e e e e nrraae e 66
5.2.1 Suggestion for Future Research..........cccccoviiiiiiiie e 66
5.2.2 Suggestion FOr COMPANY .........cceeiiiiiiiiiiiiiiiiie e 67

Xi



5.2.3 Suggestion for GOVEIMMENT.........c.coiiiiiiieeiieiiee e

REFERENCES

FEB UNDIP

Xii



