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INTRODUCTION

Effect GEQﬂancial liberalization can be zeen
om two opposing sides. One side can strengthen

Indoneszia had expertenced a financial crisiz m éﬂancial sector development and lead to higher

1997-1998. According Ranciegy of all (2008),
monetary cris: may occor @s a result of
government's financialaliberalization. Belkaert af al
(2003) szaid the TTinancial liberalization is
characterized by a change in governmegd regulations
where foreign investors are allowed o invest in
quity markets of country concerned and vice versa
Qnmﬂtic mmvestors are allowed to mvest in foreign
equity markets. In 1988, government has izsued a
policy of financial sector to make:z a substantial
change in capital market Reguirements for
admizzsion for stock 1szuer become easier and foreign
investors are allowed to perform transactions to level
of 49% of entire shareholding 1n industry.
Subzequently 1 2000, government allows owmership
by foreign investors as high as 99%. This policy
makes the stock has increased. both in number of
transactions and in terms of stock price index (CSPI).
Even recently, requirements of foreign investment in
stock market are no longer limited zo often not
known who buy a stock. It 15 enough to understand
that in emerzing market the foreign investors have
come in to buy stock, and it iz vpsvally followed by
local or domestic investors (Manurung, 2003).

growth in long term due to influx of foreign capital,
but on other hand it may encourage high rizk taking
due to  higher competition  volatility of
macroeconomic variables and often leads to onset of
financial crisis in country concermned (Ranciere ef al |
2006). Therefore, banks ligmdation that has gone
public can be detrimental to shareholders, mncluding
the public shareholders. Fundamental analysis has an
important role for decision-making in  rational
mvestment. Tradibionally, fundamental analyzis 15 the
main approach to analyzing stocks (Jones, 2000). It
13 based on premize that all investors should
understand all rational aspects affecting stock prices
as a basiz for careful consideration to making an
mvestment decision. Fundamental analysiz learn
everything from the economy and industry as a
whole, financial condion and management
condition of industry, which in turn can be vzed as a
baztz for valvation of a stock. Variouws factors may
cause differences and nge: i stock prices,
Investors need to assess difference between the
stock price and factors affecting the stock price
changes. Examining these various factors can be
azzessed by using the data basze stock industry

Corresponding Author: Zakana, University of Yapis, Faculty of Economics, Papua, Javapura - Indonesia
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affecting the financial performance of industry.
Based on aboygdescription, thiz paper aims are:

1. Analyzingthe effect of ownership concentration,
loan to deposit ratic, and non-performing leans
toward return g equity

2. Analyzing'the effect of cwnership concentration,
loan to deposit ratic, and non-performing loans
toward stock price index

3. Analyzing the st aneous relationship of
ownership concentration loan to deposit ratio, and
non-performing  loans toward stock price index
through return on equity

2. Theoretical Overview:

Consistent with banking theorgabasic functions
of bank i1z an intermediary function_ Yaise funds from
the public and distribute it m form of loans
(Megginzon, 1997; Diamond and Dvybyig, 1986;
Sinkey, 2002). Lending 1z a basic function in bank
intermediary which can provide interest income
(Naceur and Goated, 2005). It is confirmed that
credit 1s an important source of revenue for bank.
Greater outstanding loan:z can increaze inferest
income of bank Meanwhilegloan to deposit ratio
(LDR) szhows how much “ability to repay the
withdrawal of funds by depositors to rely on loans. In
other words, how much credit to customers can offzet
the obligationz of bank to immediately meet the
demands of depositors who want to withdraw money
which has been yed by banks to provide credit. LDE
13 an indicator &]ﬁmnerahilitjr and ability of a bank.
Most practitioners agree that banking zafe limit of
[LDE iz about B50%. Therefore, better bank
management in carrving out the intermediation
functions can increase interest income received by
bank (Kunt and Huzinga, 1999; Ahmed, 1999).

Intermediation functions of banks have nisk in
loan portfolic of non-performingsloans (NPL).
According to Joseph ef al (2012), -performing
loans have a negative effect on banks performance mn
terms of ligmdity and profitability. Azeem &f al

2014 show that NPL has a negative correlation with
ancial performance as measured by return on
assets (ROA) and return on equity (ROE). Majid &¢
al. (2009) and Zoun ef al. (2012) show posthive
relationship between ROE at market price on stock.
ROE i3 an accounting measure from shareholders
potnt of view. However, return on equity should not
be considered as investment profitability as measured
by dividend yield and wield of stock price changes.
Models of return on equity gives an overall picture of
banks: performance regarding operating efficiency,
asset utilization and debt vsage becawse it consists of
three components, profit margin, asset uvtilization
and equity multiplier. Therefore, analyszis needs to be
done to smooth the collectability of zecurity haz been
provided to customer wo that attitudes and ways of
dealing with customers can be adjusted with
smoothness of credit (Abdullah, 2003). Based on
decree of Directors Board of Bank Indonesia, credit

https:/ldikti9.turnitin.com/viewer/submissions/oid:22918:8380025/print?locale=en

collectability 1s divided into five groups: performing
loans, loans with special attention, substandard loans,
doubtful loans and bad credit.

Gul ef al (2007) eclam that ownership
concentration affect toward stock prices. The
mfluence depends on natore of entrenchment or
alignment effect. Entrenchment effect 1z cwnership
concentration of mgeority shareholder to encourage
organizations utilize Yesources for personal interests
and limiting information to outside parties, including
the minority shareholders. This situation will have
negative reaction as indicated by decline in stock
prices. Furthermore, alignment effect 1z ownership
concentration encourages the majorty shareholder to
align their interests with minority shareholders.

3. Research Hypothesis:

Citing opmion of Jones (2000), fundamental
analysis 15 main approach to analvze stocks. It can be
mterpreted that every investor should vaderstand all
aspects affecting stock prices as consideration for
mvestment degizion making. Fundamental analyzizs 13
uzed to aaaesﬁe difference between the stock price
and factors affecting the stock price changes.
Examination these various factors can be assessed by
data baze stock industry affecting the financial
performance of industry. Varnouws factors can cause
differencez and changes in stock prices, among
others related to economic conditions, industry as a
whole, financial condition  and yndustrial
management. Differences and changes mnYeturn on
equity (ROE) of banks listed on Indonesia Stock
Exchange (IDX) can also be causzed by a various
factors, both internal and external. Internal factors
relate to management of bank that effected by
differences 1n ownership, human rescurce capability,
operating location, size of bank, as well as
philosophy 1n management of bank Thesze factors
may affect on bank's operations.

One aspect of industrial m ement condition 1s
bank ownership concentration “Earle ef al. (2003)
state that ownerzship concentration iz meazured by
proportion of shareholding ownership by largest
single shareholder. Banks with more concentrated
ownership have greater chances choose management
i accordance with expectations. Furthermere, cwner
more able to exercise control over the management.
Orwner intensity to control management will affect on
management orf daily technical operation and
utilization of organizational resources by
management. More intensive management control by
owner iz expected to be more efficient i execution
of day-to-day operations. However, ownership
concentration may alzo adversely affect on
performance becauze tfoo much intervenbion in
management could undermine effortz and innovative
management actions (Grosfeld, 2406). The aspects
related to financial conditions areeturn on equity,
loan-to-depeosit ratic, as well az non-performing
loans. Bank's main source of funding comes from
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third-party funds. Compared to other funding
sonrces, third party funding 13 advantageous because
it 15 routine and relatively lower cost (Megginson,
1997). However, credit 13 the main activity of banks
(Siamat, 1993), 30 that by using the loan to deposit
ratio JLDE) we can compare the whole bank loans
with “Tunds received by bank IDE i3 alzo an
indicator of vulnerability and ability of a bank Bank
success 1n intermediation function 13 not only
measwred by credit growth and third party fonds
growth, but should also assess theeextent of non-
performing loan (NPL). Based on“Bank Indonesia
Circular Letter No. 7/10 / DPNP / 2003, NPL
measure the growth nonperforming loans to total
loans disbursed by bank. WNPLs affect the amount of
net interest margin Presence of NPLs may reduce
the net interest margin.

Bazed on above explanation, research conceptual
framework 1z shown in Figure 1. Research
hypotheses are shown below.

Hl: Bank ownerzhip concentration has a posiftive
effect toward return on equity

H2: Bank ownership concentration has negative
effeat toward stock price index

H3™oan to depozit ratic has posttive effect toward
return on equity

H4: Loan to deposit ratic has posttive effect toward
stock price index

H5: Non-performing loans has negative effect toward
return on equity

H6: Non-performing leans has negative effect toward
stock price index

HT7: Beturn on equity has positive effect toward stock
price index

Concenintion of
dneel ownerdlp

HI

Lisan ne deposs patke - Fitrn o equity
| Hy
S
| ]
Hus petaresy H4
lors

H&

Basicip Dadeslry

Fig. 1: Conceptoal model of research.

4. Methodology:
Variable measurement:

Data observation i this study is ex post facto
because researchers cannot control or manipulate the
research variables, and only present what had
happened. Further causality testing 1z done to analyze

Table 1: Operational definition of mezsurement varables.

%E effect of independent variables on dependent

variable. Variablez meazored in this study were
developed by adopting some research and relevant
references. Techmcally, operatio definition of
measurement variables are explaine Table 1.

Data collection:

Thiz study is data observation to examine
characteristics or phenomena object of study
population represented by 30 banks, government and
private banks in banking industry i Indonesia
Secondary data were obtained from the Indonesian
Capital Market Directory 2009-2013, Central Bureau
of Statistics, Bank Indonesia, and Jakarta Stock
Exchange webztte. Data required are: a) percentage
of bank cwnership concentration, b) percentage of
loan to deposit ratio obtained from periodic financial
reports of banks submitted to Bank Indoneszia, c)

https://lidikti9.turnitin.com/viewer/submissions/oid:22918:8380025/print?locale=en

Vartable hlsasurement Concept
Bank cwmership concenfration Proportion of bank ownershup by largest sinzle sharsholder, asther individual and instrhitional
1 expressad m percent (Fa) of bankang stocks listed on Indonesia Stock Exchange
Loan to deposit rahie (320 mc}f total outstandims loans with fimds recarved by banks axprezsad m percent (%4)
Mon parforming loan (337 10 of nonperformms loans to tofal loans dishursed and exprazzad m percent (o)
Fatum on egmity (¥ 1) Fatio of net mcome to bank's core capital expreszad m percent (%)
Stock price imdex (1 2) Fatio of stock market price of mitial price of stock concemed and expressad 10 parcant ()

percentage of non-performing loans obtained from
Bank Indonesia. d) Return on equity obtained from
Bank Indoneszia based on pernicdic reports of banks,
e) price of bank stock listed on Indonesia Stock
Exchange. Data collection period is from February to
May 2014, Characteristics of measuwrement zamples
are described in Table 2. Table 3 shows the data the
average value and standard deviation of each vanable
measured on banlgyzamples for bank ownership
concentration (1), Toan to deposit ratio (X2), non-
performing loan (X3), return on equity (Y1) and
stock price index (Y 2).
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Table 2: Technical characteristics of data samplas.

No Code Banking Industry Mo Code Banlang ndustry

1 BBNMI Bank Mezara Indonesia (Pars k 16 ENEA Bank Bum Arta Thi

2 EEEI Bank Rakyvat Indonesiz (Perserc) Thk 17 ENGA Bank CIVME Miaga Thk

3 BETH Bank Tabungan Mesara (Perzaro) Thk 18 EMI Eank Internaszional Indonesia Thk

4 EBMERI Bapk MMandin (Persarc) Thk 19 BNLI Bank Permata Thi

5 EIEE. B a Barat dan Banten Thk 20 ESIM Bank Smarmas Thk

A AGED Eank Falovat Indonaesia Aﬁa Thk 2 ESWD Bank on India Indonssiz Thi

7 BEABP Eznk ICE Burm Put 2 BETFN Bank T Perznn Mazmiomal Thie

3 BACA Bank Capital Indonesia Thi 2 BVIC Bank Victonz Infermasional Thi

g BAEK Bank Ekonomi Fahana Thi 2 INPC Bank Artha Graha Internazionzl Thic
14 EECA Bank Cemtral Azia Thk 25 RIAYA Bank Mayapada Internazional Thk
11 EEET Eank Bukopin Thk 2 RCOE Bank Winduo Kentjana Internazional Thk

2 BENP Bank MNusantara Parahvans k 27 MEGA Bank Me=a Thk

13 BDMN Bank Danamon Indonezia Thk 2 MNISP Bank OCBEC NISP Thk

14 BEES Eank Pundi Indonasia Thic 2 FMEN Bank Pan Indonesia Thk

15 BESW Bank QNE Kezawan Thk 30 SDEA Bank Himpunan Saudara 1906 Thk

Tabel 3: Descripfion of masurement vanablas.

o Mleasurement varizhlss himinrm hIaxinmnm Iisan Std. Dievizs:
1 Bank cuwmnership concentration (<1) 15.02 SESE 5748 2034
2 Loan to deposit ratio 320 1368 11257 7713 1566
3 MNon performing loan (33) 0.14 20.51 287 263
4 Fetum on equiy (¥ 1) -6.57 23.21 261 580
5 Stock price mdex (Y1) 43.08 95294 21831 173.13

Q’anﬁnﬂﬂmr}' Factor Analysis:

Structural equation meodeling (SEM)  with
maximum likelthood method and AMOS 160
statistical software (Anderson and Gerbing, 1988) are
used to test feasibility of data conformity with
structural model and estimated by standardized

Table 4: Companzon of model fit wath cot-off value.

q].lgressic:-u weights. Structural model fit 13 good if

1-zquare 15 small and non-significant at a = 0.03;
the probability value = 0.05; CMI / DF < 2.00; GFL,
AGFI, TLIL and CFI NFI = 0.90; and RMSEA =
.80, Resultzs of confirmatory factor analysis show
very good fit models, as shown in Table 4.

Cur-off

Criterion 0. i Cut-aff

Criterion Fit indax - Dase. - Dese.
i3 Lig
Chi-square 0017 Small ﬁ GFl 0.599 = 0.90 Good
Probabality 0641 = 0,05 AGFI 0,991 > 0,90 Good
ELSEA 0.0:00 = 0,08 Good CF1 1.000 = 0,90 Good
CMIN/DF 0217 = 2,00 Good TLI 1.092 = 0,90 Good
5. Research Findings: and 0.019. Furthermore, return on equity (Y1) also

Hypothesis testing results (Table 3) with
structural equation medels (figure 2) and usmng
AMOS 16 software shows that bank ownership
concentration (X1) dc:ne-ﬁnt affect toward return on
equity (Y1). Adversely toan to deposit ratio (X2)
and non-performing loans (X3) significantly affect
toward return on equity, respectively at p value of
0.003pand 0.000. Bank ownerzship concentration
(K1), Toan to deposit ratio (X2) and non-performing
loans (X3) have sigmificant effect toward stock price
index (Y2), respectively at p value of 0.047, 0.010

Table &: Testing results the affect between vanablas.

haz significant effect toward stock price mdex (Y2
at p value of 0.000. With reference to test results
(Table 3). 1t shows that the relabonships are
significant at 95 percent confidence level. In other
words, structural equation for return on equity and
stock price index reveals that 95 percent of variance
can be explaiﬁd by effect of bank ownership
concentration, “loan to depostt rabc and non-
performing loans. In this case, effect of return on
equity toward stock price index 15 an intervening
variable.

Exozen variables Endogen vanables Coefficiant CE Frob. Dezcription

5050 652 0314 Tnsigmificant

Qoo Retom on Equity (V) 0211 3319 0.003 Siznificant
Hon Perfonming Loan () 0,366 3813 | 0000 Sizmificant
Bank m‘“ﬂihf;?}““m“ 0.142 1.986 0.047 Sizmificant
T o to Deposit Rafio (5] Stock price index: (1) 0183 3569 0,010 -
i Pecoming Loan (%) 0178 2345 | 0019 T
Retumn on Equity (1) Stock price index (12) 0313 3138 0.000 Siznificant

https://lidikti9.turnitin.com/viewer/submissions/oid:22918:8380025/print?locale=en
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PATH AHALYSSS OF STOCK PRICE INDEX

Fig. 2: Model testing overalls.

6. Discussion.:

Analysis five wvariables of bank cwnership
concentration “loan-to-deposit ratio, non-performung
loans, retum on equity, and stock price index szhow
solutions to explain effect between these variables, as

shown in Table 5.

* Effect of bank ownership muc&mmﬁan,%nﬂ te
depasit rafic and nen-perferming loans toward
refurn on equity:
Hypothesis testing results show that bank
éwﬂership concentration (X1) does not affect toward
eturn on equity(Y1). Adversely, loan to deposit
ratio (X2) and -performing loans (X3) have
significant effect toward refurn on equity (Y1), These
test results indicate that partially return on auit_'-.-' il
banking industry 13 strongly affected by “toan to
deposit ratic (LDE.) and non-perfarming loan (INPL).
In other words, how much“Credit to customers
can offset the obligation: of bank to immediately
meet the demands of depositors whe want to
withdraw money. Level of nisk in loan pertfolio also
will have an effect on financial banks performance .
These findings gonfirm the research results of Joseph
et al. (2012) Qat non-performing loans have a
negative effect on banks performance 1in terms of
liqudity and profitabilitypdzeem of al. (2014) zshow
that NPL has a ﬂegatire‘?elat[nnship with financial
performance as measured by return on assets (ROA)
and return on equity (ROE). While the bank
ownership concentration, which i1z measured by
proportion of shareholding ownership by largest
single shareholder, does not affect toward return on
equity.

* Effect of bank ownership muc&mmﬁan,%nﬂ te
depasit rafiec and nen-perferming loans tfoward
stock price index:

Test results of hypothegs show that bank
ownership concentration (X1), Toan to deposit ratio
(X2), and non-performing leans (X3) significantly
affect toward stock price mndex (YI). These test
resultz indicate that partially stock price mndex of
banking indus@‘-‘ 13 strongly affected by ocwnership
concentration [Toan to deposit ratio (LDR) and non-
performing loan (NPL). Banks with concentrated

https://lidikti9.turnitin.com/viewer/submissions/oid:22918:8380025/print?locale=en

ownership give greater chances of bank owners to
choose the appropriate management with hopes to
exercize control over the management More
mtensive management control by owner 13 expected
to create more efficient i execution of day-to-day
operations. However, ownership concentration may
alzo adversely affect the performance because too
much intervention in management by owner could
undermine efforts and mmnovation of management
actions (Grosfeld, 2006). Whilgathe effect of LDE
and NPL related to how much tredit to customers
can offset the bank's obligation to immediately meet
the demands of depositorz who want to withdraw
money which haz been psed by banks to extend
credit, as well as the level of risk in loan portfolio
will affect on financial banks performance .

+ Simultaneousgyrelationship of bank ownership
ﬂﬂﬂi‘&utﬁ‘ﬂﬁﬁm’.‘,mﬂ fe deposit ratio, and non-
performing loans through a return on eguity af
stock price index:

vpothests testing results alse show that
return on equity (Y1), an intervening variable, has
significant effect toward stock price mdex (Y2).
Thesze test results give a picture of bank's
performance regarding the efficiency of operations,
aszet uttlization and debt vsage affect toward stock
price mndex. Theze findings support opggion of Majid
et al. (2009); and Zour &f al. (2012) That there 13 a
positive relationship between ROE at market toward
stock price. This test resultz alzo confirms the
simubgneous effect of bank ownership concentration
(K1), Toan to deposit ratio (X2), and non-performing
loans (X3), through an intervening variable of refurn
on equity (Y 1), toward stock price index (Y 2).

7 Conclusions:

Thiz study results provide practical implications
for top management in banking industry to be able to
understand factors to increasze the bank stock price
mdex at stock exchange Management of banking
mdustry should gyve aftention to bank ocwnership
concentrations, q:a.ﬂ-tn-dep-::-sit ratio, a non-
performing loans and retum on equoity to increase the
value of company. Thiz stedy limitation is the
samples only in banking industry listed toward stock
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exchange so the findings cannot be generalized to
other bankingsindustry. Therefore, fuorther study is
recommended to fill this gap in order to strengthen
the rezults of thiz study.
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