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Abstract. The purpose of this study was to determine the effect of credit risk,
liquidity risk and management efficiency on profitability in banking in Indonesia
and to determine whether capital can mediate the effect of credit risk, liquidity
risk and management efficiency on profitability. This study uses secondary data,
using a purposive sampling approach, the research population consists of banks
in Indonesia. obtained a sample size of 10 banks. The data was processed using
SPSS Statistic 23 and SmartPLS 4. With SEM-PLS. The results showed that
credit risk and liquidity risk had a negative and significant effect on capital, while
management efficiency had a positive and insignificant effect on capital. liquidity
risk, management efficiency and capital had a negative and significant effect on
profitability. While credit risk has a negative and insignificant effect on
profitability, the results of indirect influence research show that credit risk and
management efficiency have no significant effect on profitability through capital
while liquidity risk has a significant effect on profitability through capital.

Keywords: Credit Risk, Liquidity Risk, Management Efficiency, Capital,
profitability.

1 Introduction

The bank is one of the biggest financial organizations in Indonesia and is significant
to the national economy According to Kasmir (2016), banks are the backbone of any
nation's economy, and the development of those banks indicates how well that
nation's economy is doing at managing its public funds to uphold public confidence.
In terms of achieving the Sustainable Development Goals (SDGs) of 2030,
implementing a green economy improves national economic resiliency., as well as
maintaining the sustainability of the environment and natural resources. The fact that
businesses depend on banks shows how important the link between the real and
financial sectors will propel economic expansion and employment creation. In
addition, In supporting a green economy in Indonesia, banks have an important.
Banks can provide funding and support initiatives that focus on environmental issues
such as waste management, energy efficiency, and renewable energy development. In
addition, as advisors and facilitators, banks can serve as knowledge centers for
governments and businesses in designing sustainable measures, and facilitate
cooperation between the various parties involved. Basically, the level of prosperity of
a bank can be seen from its performance. According to Farah Erina Pratiwi (2020),
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bank health is very important to build trust in the banking sector because banking
business activities always face risks due to decision making and uncertain situations.
Banks play an important role in maintaining economic stability, so it is imperative to
maintain and improve their performance to generate overall economic improvement.
Whether the performance of a company increases, remains, or decreases, depends on
its profitability.

Harmono (2009) explains that profitability reflects the basic performance of a
business as seen from the level of operational efficiency and effectiveness in
achieving profits. while NPL is used to measure creditrisk. If bank cannot fulfill the
promises of depositors with its liquid assets, the bank will face liquidity risk (Kasmir,
2012). Liquidity risk is measured using LDR. The most frequent calculation for
measuring bank liquidity is LDR. To stay within the safe limits of Bank Indonesia,
management must monitor liquidity risk (LDR). To assess the effectiveness of bank
management using BOPO. According to Dendawijaya (2009), BOPO is the ratio
between operational income and operational expenses. BOPO is used to assess the
effectiveness and ability of banks in carrying out their operational activities.

Translated with DeepL.com (free version)Banks have a very important role.
Capital adequacy can be calculated using the CAR ratio. Management must know
how much CAR is owned so that the bank does not lack funds or excess funds.
According to Kasmir (2012), Capital and allowance for loan losses can be measured
using CAR, especially the risk of loss due to failed interest collection. Capital is the
main source of financing bank operations and also serves as a buffer for risk of loss.

The financial sector, including banking, is critical to achieving sustainable
development in the current era. As disbursement of funds can affect the capacity and
potential of the sectors receiving financing, in a green economy the role of banks is
critical. The ability of financial markets and banks to support green investments is
critical to the success of green finance policies. In addition, the banking sector can
help countries adapt to climate change and increase financial resilience to climate
risks.

In 2020, the Covid 19 pandemic in Indonesia has increased bank credit risk.
Throughout 2020, Indonesia's economic growth has decreased, this is due to several
things, one of which is that people's income has decreased due to limited mobility and
activities. The impact of the pandemic on people's income extends to the banking in-
dustry. The profitability of a business determines the performance it will achieve,
whether its performance increases or decreases. a bank's capacity to earn greater
profits certainly has a positive impact on the bank. In 2019 and 2020, there was
pressure on profitability as measured by the return on as-sets (ROA) ratio.

Jihan Yunika (2022) conducted previous research on the impact of profitabil-ity
and liquidity. The financial success of the organization is significantly influenced by
credit risk and operational risk. Aprilia Dwi Rahayu The research findings show that
opera- tional efficiency affect the bank's financial performance. However, credit risk
and li- quidity have no influence. This research is interesting to do considering the
background information provided and the knowledge gap from previous studies that
discuss the same topic as this research.
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2 Literature Review

2.1 Bank

According to Law No. 10 of 1998 concerning banking, “bank is a business entity
that collects funds from the public in the form of deposits and distributes them to the
public in the form of credit and or other forms in order to improve the lives of many
people”. Kasmir (2012) “defines that the main task of banks is to take money from the
public, return it, and offer other banking services”..

2.2 Profitability

Kasmir (2012) defines “ROA as a ratio that displays the return on all assets used to
run the business. In addition, ROA more accurately describes the profitability of a
business because it shows how well management uses assets to generate profits”. To
calculate return on assets (ROA), divide profit before tax (PBT) into two.

_ Income Before Tax

ROA= x 100 %
Total Asset

(M

The aforementioned information leads to the conclusion that a bank's ability to
follow its business's development over time, including increases and declines, and
determine the causes of these changes, depends heavily on its profitability.

2.3 Credit Risk

Credit risk arises if debtors or others do not fulfill their promises to the bank. A
ratio called NPL is used to calculate the credit risk of a bank. All bank operations
involve credit risk, and their success depends on the performance of the counterparty,
issuer, or borrower. In addition, credit risk may stem from the amount of funds
concentrated in a particular borrower, geographic location, product, type of financing,
or industry.

_ Non Performing Loan

x100%
Total Loan

NPL

@)

To help the Indonesian economy recover from the COVID-19 epidemic, the
Indonesian government has started to rebuild and recover in many important areas.
One of them is the banking sector. The national economy relies heavily on the
banking sector, including Islamic banking. During the COVID-19 pandemic, banking
institutions are actively providing credit or financing to customers, including the
general public, small and medium enterprises (SMEs), and corporations or large
companies. Therefore, before providing credit or financing, banks must evaluate and
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ensure that economic initiatives that support economic recovery, including
environmentally friendly initiatives, meet the objectives of economic recovery.
24  Liquidity Risk

According to (Kasmir, 2012), “liquidity risk is referred to as a measurement of
the risk faced if the bank is unable to fulfill its obligations to depositors with its liquid
assets. the ratio used to measure bank liquidity is the Loan to Deposit Ratio (LDR)”.

ILDR= .TotalLoand «100%
Third Party Funds
3)

2.5 Management Efficiency

According to Yanuardi et al. (2014), Management efficiency is described as an
examination of bank management's ability to achieve cost efficiency. Evaluation of
the effectiveness of bank management in achieving cost efficiency is known as
management efficiency. Therefore, based on the above definition, management
efficiency is a way used by banks to reduce costs incurred by bank operations. The
BOPO ratio is a calculation used to measure management efficiency.

Operating Expenses
Operating Income

BOPO= x 100 %
4
2.6 Capital

Latumerisa (2014) “states that capital for banks, as for companies, not only serves
as the main source of financing for operations but also serves as protection against
losses that may occur”. In addition to functioning as the main source of financing for
operational activities, capital is also expected to be able to maintain public confidence
in carrying out the basic functions of banks as financial intermediaries. The CAR ratio
is a calculation used to calculate capital.

Capital
AR=—"——-x1009
C TMR %100 % 5)
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Research Hypothesis

Credit Risk (NPL)
X1

Liquidity Risk (LDR) Capital (CAR) Profitability (ROA)
X2 Z Y2

Efficiency
Management (BOPO)
X3

Fig. 1. Conceptual Framework

Hypothesis 1: “Credit risl (NPL) have a significant effect on Capital (CAR) in

banks
in Indonesia”.

Hypothesis 2: “Liquidity Risk (LDR) have a significant effect on Capital (CAR) in
banks in Indonesia”.

Hypothesis 3: “Management Efficiency (BOPO) have a significant effect on the
Capital (CAR) of banks in Indonesia”.

Hypothesis 4: “Credit Risk (NPL) have a significant effect on profitability (ROA)
in banks in Indonesia”.

Hypothesis 5: “Liquidity Risk (LDR) have a significant effect on profitability
(ROA) in banking in Indonesia”.

Hypothesis 6: “Management Efficiency (BOPO) have a significant effect on
profitability (ROA) in banking in Indonesia”.

Hypothesis 7: “Capital (CAR) have a significant effect on profitability (ROA) in
banking in Indonesia”.

Hypothesis 8: “Credit Risk (NPL) have a significant effect on profitability (ROA)
through Capital (CAR)”.

Hypothesis 9: “Liquidity Risk (LDR) have a significant effect on profitability
(ROA) through Capital (CAR)”.

Hypothesis 10: “Management Efficiency (BOPO) have a significant effect on
profitability through the Capital (CAR)”.

Research Methods

This research is a quantitative descriptive analysis research. conducted on banks

in Indonesia. the population uses banks on the IDX for the 2019-2023 period.
Sampling using purpose sampling technique, Sugiyono (2010) purpose sampling
technique to determine the research sample with certain considerations which aims to
make the data obtained later more representative. The following criteria were applied
to select the study sample population:

1.

Businesses that were listed between 2019 and 2023 on the IDX
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2. Banks that publish financial statements and annual reports consistently and
completely in 2019-2023.
3. Banking companies that are ranked among the 10 banks with the largest assets
during the study year.
4. Have complete data on the variables in the study.
Table 1. Research sample

No Bank Name Code

1 PT Bank Mandiri Tbk BMRI

2 PT Bank Rakyat Indonesia BBRI

3 PT Bank Central Asia BBCA

4 PT Bank Negara Indonesia BBNI

5 PT Bank CIMB Niaga BNGA

6 PT Bank Danamon BDMN

7 PT Bank Pan Indonesia PNBN
8 PT Bank Permata BNLI
9 PT Bank Tabungan Negara BBTN
10 PT Bank Mybank Indonesia BNII

Source: Report idx.co.id

Documentation and literature review were used in this study to collect data.
Through data collection, processing, analysis, and interpretation, secondary data is
obtained from financial reports and records, such as annual financial reports for 2019-
2023. Statistical analysis and financial ratios will show how credit risk, liquidity risk,
and managerial effectiveness affect capital profitability at banks in Indonesia. With
SmartPLS 4 and SPSS 23, data processing uses descriptive statistical analysis, partial
least squares (PLS) testing, and hypothesis testing.

5 Result and Discussion
5.1  Descriptive Analysis

This study uses secondary data relating to banking performance. This includes
credit risk (NPL), liquidity risk (LDR), management efficiency (BOPO), profitability
with (ROA), and capitalization (CAR). For descriptive analysis used SPSS 23
Application

Table 2. Descriptive Statistics

N Mini Maxi Mean Std.

mum mum Deviation
Credit Risk (NPL) 70 .30 4.54 2.1571 1.05970
LiquidityRisk (LDR) 70 61.07 125.45 89.9011 13.87164
ManagementEfficien 70 39.79 93.70 67.4977 12.87853
cy (BOPO)
Profitabilitas (ROA) 70 13 4.27 2.0604 .97059
Capital (CAR) 70 16.78 38.73 23.1571 4.61944
Valid N (listwise) 70

Source: Data Processed (SmartPLS 4, 2024)
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The table above shows the descriptive statistical test results for each variable. The
value of the credit risk variable (NPL) is between 0.30% and 4.54%, has an mean of
2.16% and a std. deviation value of 1.05%. The value of the liquidity risk variabel
(LDR) is between 61.07% and 125.45%, has an mean of 87.75% and a std. deviation
of 13.43%. Furthermore, the value of the BOPO variable is between 39.79% and
93.70%, has an amean of 69.19% and a std. deviation value of 13.43%.

5.2 Structural Equation Modeling-Partial Least Squares (SEM-PLS )
Analysis

This study uses credit risk (NPL) (X1), liquidity risk (LDR) (X2), Profitability
(ROA) (Y), and Capital (CAR) (Z) as mediating variables. In this study, PLS is used
to assess the influence arising from the relationship between variables. According
Ghozali (2015) “There are two methods in SEM-PLS analysis, namely outer model
and inner model analysis”, as discussed below.

Evaluation of the Measurement Model (Outer Model)

In evaluating the outer model using data analysis techniques using SmartPLS, there

are three criteria used, which are as follows:

Convergent Validity

The validity test of the latent variable indicators used in this study is called
convergent validity. According to Ghozali (2021), “The loading factor value is greater
than 0.7 for explanatory research, the value of each construct variable loading factor
indicates the results of the reflexive indicator convergent validity test”.

NPL

Credit Risk

-0.300
-0.182

LDR -0.293 —  ROA

Liquidity Risk
(x2

-0.683 Profitability

(Y)

BOPO —|

Management Efficiency

x3)
Fig. 2. Initial Stage Test Model (Other Loading)

The convergent validity test results, as shown in the picture above, are:
Table 3. Result of Convergent Validity Test

BOPO CAR LDR NPL Profitability
(X3) (2) (X2) (X1) (Y)
NPL (X1) 1.00
0

LDR (X2) 1.000
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BOPO (X3) 1.000
Profitabillity (Y) 1.000
CAR (2) 1.000
Source: Data Processed (SmartPLS 4, 2024)

The out-er loading value is greater than 0.70 (factor loading> 0.70), so these
indicators are considered acceptable.

Discriminant validity

According to Abdillah & Hartono (2015) “Since the latest version of smartPLS was
released, HTMT can also be used to test discriminant validity”. An HTMT value of
less than 0.90 is recommended. Ghozali (2021) “states that all constructs are
considered discriminantly valid, or discriminant validity has been achieved, if the
value is less than 0.90”. HTMT test results follow:

Table 4. Monotrait Heteroit Test Results (Discriminant Validity)

BOPO CAR LDR NPL
(X3 2) (X2) (X1) Profitability
(Y)
BOPO
CAR (Z) 0.013
LDR (X2) 0.029 0.541
NPL (X1) 0.459 0.160 0.128
Profitability (Y) 0.754 0.103 0.088 0.41

Source: Data Processed (SmartPLS 4, 2024)

All values found are less than 0.9, which indicates that the HTMT approach has
met the requirements of discriminant validity, or in other words, discriminant validity
has been met.

Composite Reliability and Validity

In addition to these tests, construct reliability tests were also carried out, where each
construct or variable in this study was tested using composite reliability, Cronbach's
alpha, and Average Variance Extracted (AVE). If AVE value is greater than 0.50,
convergent validity requirement has been met, and the questionnaire is considered
reliable if the composite reliability value and Cronbach's alpha are both greater than
0.70. The test findings based on mean variance, Cronbach's alpha, and composite
reliability are listed below.

Table 5 Validity Test Results based on Cronbach'Alpha

Variable Cronbach's Alpha Description
Credit Risk (NPL) (X1) 1.000 Valid
Liquidity Risk (LDR) (X2) 1.000 Valid
ManagementEfficiency (BOPO) 1.000 Valid
(X3)
Capital (CAR) (Z2) 1.000 Valid

Profitability (ROA) (Y) 1.000 Valid
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Source: Data Processed (SmartPLS 4, 2024)

From the table above, it is clear that the Cronbach's alpha values of all variables have
a value of 1.000, which is greater than >0.50, indicating that all variables meet the
reliability requirements based on Cronbach's alpha well.

Variabel Composite Description
Reliability
Credit Risk (NPL) (X1) 1.000 Valid
Liquidity Risk (LDR) (X2) 1.000 Valid
ManagementEfficiency (BOPO) 1.000 Valid
(X3)

Capital (CAR) (Z2) 1.000 Valid
Profitability (ROA) (Y) 1.000 Valid

Table 6. Validity Test Results based on Composite Reliability (CR)
Source: Data Processed (SmartPLS 4, 2024)

From the table above, it is clear that Composite Reliability value of all variables has a
value of 1.000, which is greater than or equal to 0.70. This indicates that variables
meet the dependency standards based on Composite Reliability well.

Table 7. Validity Test Results based on AVE

Variable Average Variance Extracted Description
(AVE)
Credit Risk (NPL) (X1) 1.000 Valid
Liquidity Risk (LDR) (X2) 1.000 Valid
ManagementEfficiency (BOPO) 1.000 Valid
(X3)

Capital (CAR) (Z) 1.000 Valid
Profitability (ROA) (Y) 1.000 Valid

Source: Data Processed (SmartPLS 4, 2024)

From the table above, it is clear that AVE value of all variables has a value of 1.000,
which is greater than> 0.50, which indicates that these variables have met convergent
validity criteria based on Average Variance Extracted (AVE) well.

Structural Model Evaluation (Inner Model)
The structural model in this study is:
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Capital
(Z2)

— -0.279 (0.009)

C'E:;I;h =k -0.574 (0.000) :0-00.00.90)

0.098 0301) 0182 (0-178) \___‘

LDR & -0.293 (0.000)

ROA

Lig ui;:;y Risk -0.683 (0.000) Profitability
¥)

BOPO  —|

Management Efficiency

x3)

Fig. 3. Structural Model Output (Bootstrapping)
R Square

R”2 also referred to as R Aquare, is a test that measures the percentage contribution
of exogenous constructs used in this study to ensure their impact on endogenous
constructs. The findings of the R Square test generated based on SmartPLS analysis
are:

Table 8. Results of Adjustied R Square Test

R-Square Adjust R-Square
Capital(CAR)( Z) 0.354 0.325
Profitability(ROA) (Y) 0.647 0.625

Source: Data Processed (SmartPLS 4, 2024)

This result shows that the Capital (CAR) (Z) variable is 0.354, or 35.4%, based on the
table given. The credit risk variable (NPL) (X1), liquidity risk (LDR) (X2), and
management efficiency (BOPO) (X3) are able to contribute or influence Capital
(CAR) (Z) by 35.4%, and other factors affect the remaining 64.6%. Able to explain or
influence Profitability (ROA) (Y) by 64.7% by credit risk (NPL) (X1), liquidity risk
(LDR) (X2), management efficiency (BOPO) (X3), and Capital (CAR) (Z). The
Profitability (ROA) variable (Y) has an R squared value of 0.647, or 64.7%.

Goodness of Fit Measure (Goodness and Fit of the Model)

SRMR values can be used to evaluate the fit and goodness of the model. A measure
called SRMR shows difference between the data matrix and the correlation matrix
estimated by the model. SRMR values below 0.08 indicate a good model fit, while
values below 0.1 also indicate that the criteria for a good model fit are also met.
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Table 9. SRMR result

Saturated Model Estimated Model
SRMR 0.000 0.000

Source: Data Processed (SmartPLS 4, 2024)

This table shows that SRMR test results meet the criteria and are classified as perfect,
with a value of 0.000 <0.08. SRMR value of <0.08 means that the model accurately
matches the empirical data. This SRMR result also implies that there are no model
specification errors, which implies that the model has FIT.

Path coefficients
The following is the path coefficient in this study:

Table 10. Path Coefficient Test Results

Variabel Path

Coefficient
Credit Risk (NPL) (X1) — Capital (CAR) (Z) -0.279
Liquidity Risk (LDR) (X2) — Capital (CAR) (Z) -0.574
Management Efficiency BOPO (X3) — Capital (CAR) (Z) 0.098
Credit Risk (NPL) (X1) — Profitability (ROA) (Y) -0.182
Liquidity Risk (LDR) (X2) — Profitability (ROA) (Y) -0.293
ManagementEfficiency BOPO(X3) —» Profitability(ROA) (Y) -0.683
Profitability (ROA) (Y) — Capital (CAR) (Z) -0.300

Source: Data Processed (SmartPLS 4, 2024)

Model equation I:
Capital (CAR) (Z) =-0.279 Kredit Risk (NPL) (X1) - 0.574 Liquidity Risk (LDR)
(X2) + 0.098 management efficiency (BOPO) + el

a. The path coefficient of Credit Risk (NPL) on Capital (CAR) of -0.279 is negative,
meaning that if Credit Risk (NPL) increases, Capital (CAR) will decrease by
0.279 times.

b. The path coefficient of liquidity risk (LDR) on capital (CAR) of -0.574 is
negative, meaning that if liquidity risk (LDR) increases, capital (CAR) will
decrease by 0.575 times.

c. The path coefficient of management efficiency (BOPO) on capital (CAR) of 0.098
is positive, meaning that if management efficiency (BOPO) increases, capital
(CAR) will increase by 0.098 times.

Model equation I1:

Profitability (ROA) (Y) = -0.182 Kredit Risk (NPL) (X1) - 0.293 Liquidity Risk
(LDR) (X2) - 0.683 Management Efficiency (BOPO) (X3) - 0.300 Capital (CAR)
(Z) +e2
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. The path coefficient of credit risk (NPL) on profitability (ROA) of -0.182 is
negative, meaning that if credit risk (NPL) increases, profitability (ROA) will
decrease by 0.182 times.

. The path coefficient of liquidity risk (LDR) on ROA of -0.293 is negative,
meaning that if liquidity risk (LDR) increases, profitability (ROA) will decrease
by 0.293 times.

. The path coefficient of management efficiency (BOPO) on profitability (ROA) of
-0.683 is negative, meaning that if BOPO increases, profitability (ROA) will
decrease by 0.683 times.

. The Capital (CAR) path coefficient on profitability (ROA) of -0.300 is negative,
meaning that if the Capital (CAR) increases, profitability (ROA) will decrease by

0.300 times.

Hypothesis Testing

According to Imam Ghozali (2016), “the t-statistic value and p-value between
exogenous and endogenous variables are analyzed for the purpose of hypothesis
testing in the structural model, with a p-value of approximately 0.05 and a t-statistic
of approximately 1.960. According to the hypothesis, the following table displays the
direct and indirect impacts between construct relationships™:

Direct Effect

A variable has a direct effect on another variable when it affects another variable
without the need for an intermediary variable. The results of this research
investigation into direct effects are:

Table 11. Test Results of Direct Effect

Relationship Original Standarf T P
Construct Sample /Path Deviation statictics value
Coeficient (STDEV)

Credit Risk (NPL) (X1) — -0.279 0.105 2.655 0.009
Capital (CAR) (2)
Liquidity Risk (LDR) (X2) — -0.574 0.068 8.434 0.000
Capital (CAR) (Z2)
ManagementEfficiency 0.098 0.113 0.862 0.391
(BOPO) (X3) — Capital
(CAR) (2)
Credit Risk (NPL) (X1) — -0.182 0.134 1.356 0.179
Profitability (ROA) (Y)
Liquidity Risk (LDR) (X2) — -0.293 0.070 4.184 0.000
Profitability (ROA) (Y)
ManagementEfficiency -0.683 0.111 6.159 0.000
(BOPO) (X3) — Profitability
(ROA) (Y)
Capital (CAR) (Z) — -0.300 0.103 2.920 0.004

Profitability (ROA) (Y)

Source: Data Processed (SmartPLS 4, 2024)
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From the table of test results above, the direct effect test in the path test will be
presented are:
The hypothesis is accepted, testing the effect of credit risk (NPL) on Capital (CAR) of
-0.279 negative and significant effect on Capital (CAR) with a p value of 0.009 <0.05
and T statistics 2.655> 1.960.

The hypothesis is accepted, testing the effect of liquidity risk (LDR) on capital (CAR)
of -0.574 negative and significant effect on capital (CAR) with a p value of 0.000
<0.05 and T statistics of 8.434> 1.960.

The hypothesis is rejected, testing the effect of management efficiency (BOPO) on
capital (CAR) of 0.098 positive and insignificant effect on capital (CAR) with a p
value of 0.391 > 0.05 and T statistics of 0.862 < 1.960.

The hypothesis is rejected, testing the effect of credit risk (NPL) on profitabillity
(ROA) of -0.182 negative and insignificant effect on profitabillity (ROA) with a p
value of 0.179> 0.05 and T statistics 1.356 < 1.960.

The hypothesis is accepted, testingthe effect of liquidity risk (LDR) on profitability
(ROA) of -0.293 negative and significant effect on profitability (ROA) with a p value
0f 0.000 <0.05 and T statistics of 4.184> 1.960.

The hypothesis is accepted, testing direct effect of management efficiency (BOPO) on
profitability (ROA) of -0.683 negative and significant effect on profitability (ROA)
with a p value of 0.000 < 0.05 and T statistics of 6.159 > 1.960.

The hypothesis is accepted, testing direct effect of capital (CAR) on profitability
(ROA) of -0.300 negative and significant effect on profitability (ROA) with a p value
0f 0.004 < 0.05 and T statistics of 2.920 > 1.960.

Indirect Effect
The indirect effect analysis of each research variable will be presented which can

be described as follows:
Table 12. Indirect Effect Test Results

construct relationship Original Standarf T P
Sample /Path Deviation statictics value
Coeficient (STDEV)
Credit Risk (NPL) (X1) — 0.084 0.047 1.781 0.078
Capital (CAR) (Z) —
Profitabilitas (Y)
Liquidity Risk (LDR) (X2) 0.172 0.176 2.593 0.011

— Capital (CAR) (Z) —

Profitability (ROA) (Y)

Management Efficiency -0.029 0.038 0.775 0.078
(BOPO) (X3) — Capital

(CAR) (Z2) — Profitability

ROA) (V)
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Source: Data Processed (SmartPLS 4, 2024)

The hypothesis is rejected, testing that the p-value of 0.078 more than 0.05, as shown
in the table above. This shows that CAR can only affect profitability (ROA) directly
and cannot mediate the effect of credit risk (NPL) on profitability (ROA).

The hypothesis is accepted, testinh the p-value value of 0.011 which shows that the p-
value of 0.011 is smaller than 0.05. This indicates that capital (CAR) has a direct
effect and mediates the effect of liquidity risk (LDR) on profitability (ROA).

The hypothesis is rejected, testing the p-value of 0.440 more than 0.05, as shown in
the table above. This shows that CAR can only affect profitability (ROA) directly and
cannot mediate the effect of management efficiency (BOPO) on ROA.

6 Conclusion

Direct effect, credit risk (NPL) and liquidity risk (LDR) have a significant
influence on the Capital (CAR) of banks in Indonesia so that the hypothesis is
accepted. While management efficiency (BOPO) has an insignificant effect on capital
(CAR) in banking in Indonesia so that the hypothesis is rejected. Furthermore,
liquidity risk (LDR), management efficiency (BOPO) and capital (CAR) have a
significant effect on profitabillity (ROA) in banking in Indonesia so that the
hypothesis is accepted. While credit risk (NPL) has an insignificant effect on
profitability (ROA) in banking in Indonesia so that the hypothesis is rejected.
Furthermore, the indirect effect, from the results of the analysis of the effect of
liquidity risk (LDR) on profitability (ROA) through capital (CAR), it is proven that
capital (CAR) can mediate the effect of liquidity risk (LDR) on profitability (ROA) so
that the hypothesis is accepted. While the effect of credit risk (NPL) and management
efficiency (BOPO) on profitability (ROA) with capital (CAR) as a mediating variable,
it is proven that capital (CAR) cannot mediate the effect of credit risk (NPL) and
management efficiency (BOPO) on profitabillity (ROA) so that the hypothesis is
rejected.
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