TULISAN UTAMA

Financial and Production Performance of
Domestic and Foreign Banks in Indonesia
in Pre- and Post-Financial Crisis

Zaenal Abidin,
Emilyn C. Cabanda

Abstract
Paper Ini bertujuan mengevaluasi kinerja keuangan dan kinerja
produksi bank swasta dan bank asing periode 1991 hingga 2003.
Kinerja keuangan diukur dengan metode CAEL. CAEL adalahbagian
dari CAMELS yang merupakan alat ukur kinerja perbankan di Indo-
nesia. Sedangkan, kinerja produksi diukur dengan model Data En-
velopment Analysis(DEA) Malmquist Hasil penelitian menunjukkan
bahwa kinerja keuangan bank asing lebih baik dibandingkan bank
swasta. Bank umum di Indonesia rata-rata per tahun mengalami
penurunan produkivitas sebesar 2 % untuk periode 1991 hingga
2003, Hasil penelitianjuga menunjukkanterdapathubungan 5|gnrﬁkan

antara kinerja keuangan dan kinerja produksi.
Keywords: CAEL; DEA - Malmquist index; domestic banks;

foreign banks

The multilateral trade liberalization
has progressed rapidly since the firsl
round of trade negoliations under the
General Agreemenlon Tariffs and Trade
(GATT) after World War Il and World
Trade Organization (WTO) since 1995,
Reductions in trade barriers, declines in
transporlation costs, advancements in
comrmunications technology, and for-
mation of political allies among mem-
bers strengthened and fastened the
mobility of people, goods, services, and
capital in recent years that led to an
acceleration of intematicnal economic
integration. Consequently, the recent
incraase in international commerce has
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created a massive demand far interna-
tional financial services. :

Financial instituions nowadays have
different ways to deliver financial services
to their customers in a foreign country.
With the advancement of technology, the
corporate body of an establishmenl can
offer services directly to the forsign busi-
ness from its home country headquarters.
Alang with the expanded participation in
the general Agreement on Trade in Ser-
vices {GATS) of WTO and ASEAN Free
Trade Area {(AFTA), policymakersbecame
aware of the presence of foreign financial
service, which enhances banking effi-
ciency.

Among the ﬁnanmal mstrtuhons banks
are considered lo be the most important.
Bank serves as the principle source of
credit for some multinational corporations,
smallfirms, government sector, andhouse-
hold sectar. Their increasing.role was
manifested in the recent survey of 2004
World Developmentindicator. Accordingly,

credits provided by banks have increased
from 121 percentof GDPin 199010151 per-
centof GDPin2002. Miskhin (2003) noted
that the primary sources of external funds
for most ofthe business fransactions inthe
world are bank loans. As a matter of fact,
61.9 percent of the business transactions
in the United Staled of America are fi-
nanced through this.

The financial equilibrium among Asian
countries has been controlled by com-
mercial barks, which usually control the
domestic banking having large branch
networks. The foreign banks generally
offer trade finance-lo big firns. Foreign
banks, operationsin Asia, Africa, the Middle
East, and lhe fermer Soviet Unign have
increased in lhe past decades as it pro-
motes compeliion, improves economic
and financial stability, and encourages
sectors efficiency. -

Determining the efficiency ofthe finan-
cial service industry has baeen a popular
area in banking research. Different find-
ings about bank's safely and soundness
havefoundto be useful especially for bank
manager, who seeks to improve the op-
eration performance of his bank and
policymakers, who are very much con-
cern with publics wellare. Some of the
studies reviewed have revealed a posi-
tiverelalion betweenfinancialpeformance
and efficiency (Lietal., 2001; Karim, 2001,
Baur, etal., 2002).PLS. On the olher hand,
some studies focused on comparing the
performance of foreign and domestic
banks (Claessens et-af, 1988; Hermes
and Lensink, 2003; Jeon and Miller, 2002).

In the conducl of the study of Asian
banks, perfarmance especiallyin Indone-
sia, lack of dala for non-publicly financial
instituions remains to be the impediment
for a better and deeperanalysis. Although,
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lhere are some sludies about bank's per-
formance, their focus is more an the profit
side rather than the operations side of
financial institutions.

The aim of this study is 1o comparing
financial and production performances of
the foreign and domestic banks in Indone-
sia using the financial accounting ratio
madel and DEA - Malmguistmodel. Thesa
research models are all consistent with
lhose previous studies on financial and
production banks' performance. The com-
bination of these two models in the Indo-
nesian banking industry would fill the gap
of the limitations of one model found in the
existing literature, This study, then, would
offer more valuable information for policy
formulation and improvernent of bank's
management perfermance.

The paper is crganized as follows:
Section |l briefly discusses the existing
banking literalure review and the empiri-
cal model, Section Il discusses the meth-
odology and data, and Section IV pre-
sents the findings and followed by conclu-
sions in Section V.

LITERATURE REVIEW

This section presentsthe previous stud-
ies about the comparative performance of
foreign and domestic banks. There are
two ways of presenting the literature of
comparative parformance between for-
eign and domestic banks. First, it com-
pares of foreign-owned and domestic
banks in one country and second, it gives
attention to cross-country analysis within
developing country orfand among nations.
Environment factors such as bank regula-
tion indusiry and culture barier are ig-
nored in the former iype, because banks
compete in the same market within the
courtry (Vivas et. al., 2001).

Using accounting method, a study of
Jean and Miller (2001} found out that
during the period of financial crisis (1997-
1989}, domestic banks in Korea had nega-
tive relum an asset (ROA) and retum on
equity (ROE) while foreign banks main-
tained positive profils. This is atributed to
the won, which depreciated as an effect of
he financial crisis. It was also found out
thal ROA and ROE have positive assacia-
tions wilh the bank's performance, and
negalive comelations between the non-
performing loans.

Liet. al. (2001}also conducted a study
on Ihe financial perfomance between
stated- owned bank and joint-equity bank
in China using financial ratio analysis.
Findings showed that stale-owned banks
are lowerin terms of profilability (ROA and
ROE) ascompared with joint-equity banks.
The low profit registered was obtained
because of high non- interest expenses
and low interest margin, Likewise, Chi-
nese banks generated lower retums than
their Western counterparts because of
higher financial risks.

By using DEA, Jemric and Vuijcic
(2002) examined tha bank's efficiency
among counlries in transitionat period
1995-2000. Their study showed that for-
eign owned banks are more efficient than
private and state-owned banks, and that
new banks are more efficient than old
ones due o non-performing loans at old
banks as well as in stale banks. In terms
of size, itwas noted that smaller banks are
more efficient than large banks.

On the other hand, based on two
main hypolheses, the home fisld ad-
vantage hypothesis and the global ad-
vantage hypolhesis, Bergeretal. {1999)
examined the performance of foreign
and domestic banks in five different
home countries during 1990's. In gen-
eral, fareign banks are less efficient
lhan domeslic banks. Their finding was
in consonance with the hypathasis of
the homea ficld advanlage. Domaestic
banks wera found to have several ad-
vantages ever foreign banks in terms of
their language, culture, and regulatory
system. Forelgn banks, on the other
hand, have the advantage on the global
environments by spreading their supe-
rior managerial skill. The cost efficiency
for country was the following: France
{70.9 percent), Germany (79.3 percent),
Spain (91.5 percent), UK. (79.2 per-
cent), and the United States (77.4 per-
cent). However, they noted that the effi-
ciency of one country is incomparable to
the efficiency of the other four home
countries. Their differences in terms of
across home countries are influenced
by market structure such as the degree
of competition and regulatory / supervi-
sory lactors. Finally, they cancluded thal
banks with the best domestic perfor-
mance also perform well abroad, and
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banks with the weakest performance
abroad also perform peorly at home.

Levine (1996) staled thatforeign banks
may improve the quality and increase the
availability of financial services in the do-
meslic financial markel by increasing
bank's competition and allowing the appli-
cation of more saophisticated banking
know-how technology. Moreover, these
banks could enhance country's access to
intemational capital.

In this paper, weinvesligate the parfor-

-mance between foreign and domestic

banks in pre and post financial crisis in
Indonesia. The main hypothesis is lhat
there is no significant different in financial
and production performance between
domestic and foreign banks in pre and
post financial crisis.

METHODOCLOGY AND DATA

Flnanclal Ratlos

Bank industry's performance is oftan
evaluated with the simple ratios taken
from balance sheet and income state-
ments, Financial ratios are proven o be
useful because these allow analysis to
test and measure the profitability and pro-
duction efficiency of banks relative to their
underlying risk laken. Almost all studies
investigating the financial performance of
banks rely on such financial and account-
ing measures. Measuring financial per-
farmance using financial ratio (CAMEL)
starled to bacome popular since 1980's.
This is because the financial ratios pro-
vide'accurate measures of profitability and
efficiency (Kwan, 2003); Allen etal., 2000;
Schottens, 2002). Starting 1980's, US
supervisory authorities used CAMEL rat-
ing system for on-site examinations of
banking institutions. This concept intro-
duced a uniform system of raling a bank-
ing institution In the United States. CAM-
ELS system has devaloped inthe U.S. but
similar melhodology has been developed
by various central banks all over the world,
including Indonesia. )

The FDIC, a US supervisory authority,
developed and adopted quarterly off-site
supervisory rating system, CAEL in the
mid-1980s. The acronym CAEL refers to
fouraf the sixlettersfrom CAMELS. These
are Capital, Assets, Eamings, and Liquid-
ity. Calcutation of CAEL ratings involved



some financial ratios representing these
four main components.

This study employs the CAEL melhod
il provides the financial performance of
relevant vanables to assess Indonesian
bank's performance. Each ofthefour GAEL
variables are computed over the period
1991-2003, exceptratios of CAR and NPL,
which are given 1998 onwards. Data were
obtained fromannual publication of banks'
financial statemenis. The CAEL variables
are defined as iollows:
1. Capital ratio

a. Ratio of total equity to total assets

b. Ratio of CAR version Bank lar

Intemational Settlement (BIS)

2. Asset quality ratio

a. Allowance eaming assets to total

earning assels

b. Non-perfarming loans
3. Eaming ratio

a. Eaming after tax lo lotal assels

b. Net Interest income to total assets

¢. Noninterest income io total assets
4. Liquidity ratio

Ratio of Loans to Deposit ratio (LDR):

Total loans to total deposit

DEA - Malmquist Index

Some scholars have argued that
these measures are very simple esti-
mates of cost efficiency and productivity
(Oral and Yclalan, 1990; Berger and
Humphrey, 1992). They staled that ac-
counting ratios might be inappropriate
for describing the actual efficiency. In
the light of crilicisms against the inad-
equacy of financial ratios as a measure

of performance, the Data Envelopment ;

Analysis (DEA) modelhas beenadopted
as a general measurement of produc-
tion efficiency.

DEAis a mathematical programming
"lechnique used to define a set of best
practice chservalions and form a piece-
wise linear fronlier that all institutions
can be evaluated against (Barr et. al.,
2002). This study uses DEA - Malmquis
index, This method is used to calculate
indices of total factor productivity {TFP)
change, technological change
(TECHCH), and efficiency change
(EFFCH) (Tim Coelli, 1996). Particu-
larly, Fare et al. (1994) developed the
Malmaquist productivity change index as
shown in equation 1.
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whnere, y and X represent oulputs and
inpuls, respectively across time period tto
t+1. All the indices are geometric means
and are relative tothe previous year, there-
fore, lhe values derived are interpreted as:
" index » 1 indicates a posrlwe TFP
growth ,
index < 1 indicates a decrease in TFP
growth.
index = 1 indicates no change or
constant.

The first equation {1} to the right repre-
sents the efficiency change and the next
equation represenis lhe technological
change from distance t tot+1. The product

" of the two components (EFFCH and

TECHCH]) on the left of EQuation 1 is the
Malmquist productivity change (TFPCH).

In this paper, DEA - Malmguist index
was used to measure the production per-
formance. To examine production penor-
mance, three outputs and four inputs van-
ables taken from bank's financial slale-
mentperiad 1891 up to 2003 were consid-
ered. The ouiputs used here include:
hank's loans, interest income, and non-
interest income, while four inputs used
are: bank's deposil, interest cost, person-
nel expenses, and administration cost.
The Data Envelopment Analysis Program
(DEAP) version 2.1 which was developed

_ by tim Coelly (Coelly,1996) is employed to

obtain the empirical results.

Data and Sample

The dala for this paper are mostly
taken from Ekofin Konsulindo, Indonesia.,
and some data are also gathered from
Bank Indonesia. Data for the time period
1981 lo 1996 is categorized as before the
Asian financial crisis while dala obtained
{or the time pericd of 1998 up to 2003 are
classified as after financial crisis. The year
1997 is considered as the period of ran-
sition fremn the years of pre crisis to the post
Crisis.

The tolal Indonesian commercial
banks are 138 banks; however, there are
60 banks only with a foreign exchange
status. This study covers 31 banks, com-
posed of 22 demestic banks and 9 foreign

0y (yr+1’ %151 dO(yf’xf)

banks. Domestic banks are defined as
private banks, which have a foreign ex-
change status while foreign bank refers to
corporation formed, organized and exist-
ing under any foreign law (indonesian
Republic Act No. 24, 1999).

FINDINGS

Result I: Financlal Performance

CAEL is a tool for examining the
financial performance of domestic and
foreign banks forthe test period of 1991 to
2003. Based on Table 1,1A and 1B, the
Mann-Whitney rank sum test shows that
for the entire period covered {including the
pre-financial crisis and post financial cri-
sis}, the financial ralio is significantly differ-
ent between domestic and foreign banks.
The asset quality and capital ratio {except
CAR version BIS) of domestic banks are
better than that of foreign banks while
earning ratio and liquidity offoreign banks
are better than that of its counterpar.
The equity divided by foreign bank's
total asset is lower than domestic banks
but in terms of calculated CAR version
8IS, foreign banks are higher than that
of domestic banks. This can be altrib-
uled to the foreign banks' readily avail-
able additional funds.

The earning ratio of foreign banks
revealed thal these banks are more pro-
ductive and efficient than domeslic
banks. The lower interest rate that these
{oreign banks charge to their borrowers
and higher interest rate for their deposi-
tors make them more profilabla. This is
possible because of their large pool of
capital. This linding is consistent with
the theory lhat foreign banks have glo-
bal advaniage overdomesticbanks. This
is because countries, like Indonesia,
have not yet developed fully ils financial
market unlike in the U.S., for instance,
where sophlstication is visible already
(Berger et al., 2001}. The result is also
consistent wit the findings of Claessens
et al: (2001). They concluded that for-
eign banks which operate in developing
countries generally achieve higher prof-
itability than domestic banks.
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Interms of liquidity ratio, foreign banks
are more aggressive than domestic banks
lo pravide loans. This can be infered from
the foreign banks' loan to deposit ratio,
which is higher than domestic banks. This
also validates the hypothesis that higher
LDR has better chanca to profitability but
neads lo face higher risk-consequently,
foreign banks having LDR hava high non-
performing loans and poor in terms of
quality of assets.

Period Pre and Post Financlal Crisis:

BasedonTable 2, 2A, and 2B, Wilcoxon
test revealed lhat commercial barks in
indonesia showed unfavorable perior-
mance during the post-financial crisis.
Except in non-inlerest income, the finan-
cial ratios of commercial banks during the
pre-financial crisis are better as compared
the post-inancial crisis. This resultimplies
that domaestic banks suffered mare than
lhe foreign banks during the financial cri-
sis. Due o tha latler's global advantage
and capacily to manage financial risk,
foreign banks performed beter. On Lhe
other hand, domesiic banks' performance
worsened due to moral hazard and crony
capitalism problem. Consequently, some
domestic banks collapsed after the finan-
cial crisis.

Table 2A and 2B show that the finan-
cial performance of domestic banks in pre
and peosl financial crisis is significantly
different to each other while fareign banks’
performance did not register significant
difference. This implies that the farmer
lype of banks was hit more during the
financial crisis while the latter type of bank
was able to successfully recover from R.
Interestingly, both types of banks become
aggressive lo collect non-interest income
such as fee on commission and trading
foreign exchange after the financial crisis.
Consequently, non-interestincome inboth
types of banks significantly increased,
afthough, domestic banks managed to
eam morg from this item.

Result ll: Productlon Performance
This section investigates the produc-
lion performance, which is also known as
productive-efficiency (Elyasiany, 1994).
DEA-Mamiquist index assigns productiv-
ity change, which is decomposed into
efficiency and technological change. The

TABLE1
FINANCIALFPERFORMANCE
DOMESTIC AND FOREIGN BANKS

Equity/A 10.60% 6.33% -2.949 (0.003)* | Domestic is better
Assst quality -

AAto EA 2.53% 6.19% -2.182 (0.029)* | Domestic is better
Earning

ROA 0.24% 2.16% -4.134 (0.000)* | Foreign is batter
NIM 3.98% 5.93% -2.616 (0.009)** | Forelgn is better
Non. Int. 1.06% 4.25% -4,212 (0.000)** | Farelgn is better
Liquidity

LDR 69.31% 98.21% -2.333 (0.020)** | Foreign is better

{ ) Indicales p-Valoe

*,*",* "~ significan( al .10, 5,01 probabilily lcvel respectively

TABLE1A
COMPARATIVEFINANCIAL PERFORMANCE
DOMESTIC AND FOREIGN BANKS

Capital

Equity/A 11.69% 8.70% -1.444 {0.149) Domestic is better

Asset quality

AAto BEA 1.00% 2.05% -2.913 (0.004)*** | Domeslic is better

Earning :

ROA 1.10% 2.16% -2.732 (0.006)" | Foreign is better

NiM 4.62% 5.89% -2.722 (0.006y*** | Foreign [s betler

Non. Int. 0.67% 3.390% -2.808 {0.004)=* | Forelgn is better

Liquidity

LOR 85.54% 127.40% -2.882 (0.004) Forgign is better
{) Indicales p-Value

*,*", """ significant al .10,45,.01 prabability level cespectively

TABLE 1B
COMPARATIVE FINANCIAL PERFORMANCE
DOMESTIC AND FOREIGN BANKS

Equily/A 8.98% 4.28% -2.562 (0.010y* | Domeslic is better
CAR 22.77% 30.29% -2.402 {(0.016Y™ | Foreign is betlar
Asset quality .

Al to EA 421% 10.94% -2.647 (0.008)=* Drornestic is better
NPL 18.57% 29.62% -1.121 {0.262) | Domastic is betler
Eaming

ROA -0.79% 2.21% -2.892 {0.004)*** | Foreign is better
NIM 3.12% 6.25% -2.647 (0.008)* | Foreign is batter
Non. Int. 1.40% 5.20% -2.732 (0.00BY** | Foreign is better
Liquidity

LDR 48.51% 70.00% -2.882 (0.004)* | Foreign is better

() [ndicates p-Value

*. 0, 0% significant a1 .10,.05,.01 probubilily level respeclively
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indices are related 1o the previous years,
so no data are available for 1991. Findings
reveal that tha productivity of all banks
declined during the sample period cov-
ered. Geomekic means indicate the pro-
duclivity index decline by 2 percent. The
result can be aftributed to the decline in
lechnological change by 1.4 percent and
efficiency change by - 04 percent. The
sign reveals that its produclivity did not
grow up to frontier level during the pericd
covered. This implies thal Indonesia was
badly bit by the Asian financial crisis and
suffered the mast. This result is consistent
with that of Batunanggar {2002).
Indenesian commercial banks expe-
rienced 21 percent and 33 percent pro-
ductivity growth in 1997 and 1998,
respeclively, At the same time, its techno-
logical growth grew from 16 percent to 37
percent for the said two years. However,
TFP dropped by 44 percent in the period
1989/1998. This decline could be attrib-
uted to the cosi of investment lechnolagy,
which was more expensive during that
period as a result of more than the depre-
ciation of ils curency for almost 60 per-
cent Itis also worth to nole that there were
mare than 50 banks that either closed ar
acquired by bigger banks during the pe-
ried of financial crisis. Sumprisingly, there
was 2.8 percent efficiency growth thatwas
registered. This shows that Indenesian
commercial banks tried to cope up with the
crisis by improving their inputs to become
more efficient in the midst of the crisis.
Among nine {8)commercial banks,
which posted the highest productivity,
five (8) of which are foreign banks and
four {4) are domestic banks. Interest-
ingly, among nine foreign banks being
considered in this study, five of which
entered into the lop nine. On lhe other
hand, only four among twenty-two (22)
domestic banks managed to comgplete
in ranking where its highest ranked third
only while the first two ranks were gar-
nered by foreign banks{Table: 4 A).
Foreign banks also dominate in terms
oftechnological change. Six (6) of the ten
(10) banks are foreign banks, wherain,
they got the first two positions as well.
These positions befong to Deutsche Bank
and Tokyo-Milsubishi Bank, respectively.
These findings are consistent with the
theary that foreign banks are mare glo-

ALL SAMPLE BANKS

COMPARATIVEFINANCIAL PERFORMANCE

TABLE2

FRE AND POST FINANCIAL CRISIS

I EMEAN Testof Significarit | -

; ol -"WI[:(;OXON—“ _‘ REx]
Capital
Equity/A 10.83% 7.55% -1.992 (0.046)* | Pre crisis Is betler
Asset quality
AAto EA 1.30% 6.16% -2.201 (0.028)* | Pre crisis is better
Eaming
ROA 1.41% 0.08% -2.032 (0.042)* | Pre crisis is better
NIM 4.99% 4.05% -1.572 {0.116) | Pre crisis is better
Non. Int. 1.44% 2.50% -2.023 {0.043y** | Post crisis is beltar
Ligquidity
LDR 97.68% 54.75% -2.201 (0.028)** | Pre crisis is better

{ ) Indicatcs p-Value
***,*** significanl a1 .10,.05, 01 probability level respectively

TABLE2A
COMPARATIVEFINANCIAL PERFORMANCE
FRE AND POST FINANCIAL CRISIS

DOMESTIC BANKS
|| ST S < | Test ot Significant™*| =
miMeesre | P ] Wilcomon
Capital
Equity/A 11.69% 8.88% -2.201 (0.028)* | Pre crisis is batter
Assel quality
AAlo EA 1.00% 4.21% -2.207 (0.027)=* | Pre crisis is bettar
Earning
ROA 1.10% -0.79% -2.201 (0.028) | Pre crisis is better
NiM 4.62% 3.12% -2,201 (0.028)* | Pre cnsis is batter
Non. Int. 0.67% 1.40% 2,207 (0.027) | Post crisis is bettar
Liquidity
LDR 85.54% 48.51% ~2.201 (0.028)** | Pre crisis is betlar

{ ) Indicaies p-Value
=", **" significant a1 .10,.05,.01 probability leve) respectively

TABLEZB
COMPARATI VE FINANCIAL PERFORMANCE
FRE AND POST FINANCIAL CRISIS

. TEsrof Sianincant

s TEWIECOXON
Capital
Equity/A B.70% 4.28% -1.363 (0.173) | Pre crisis is bettar
Asset quality
AA lo EA 2.05% 10.94% -2.201 (0.028)** | Pre crisis is bettar
Earning
ROA 2.19% 2.2i% -0.315 (0.752} | Posl crisis is belter
NIM 5.89% 8.25% -0.734 (0.463) | Post crisis is betler
Nen. InL 3.30% 5.20% -1.156 (0.248] | Post cnsis is better
Liquidity
LDR 127.40% 70.00% -2.201 {0.028}** | Pre crisis is befter

() Indicares p-Value
*,** *** significani a¢ .10,.05,.01 probability level respectively
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bally competitive and have an advan-
tage than domestic banks. Likewise, the
resultconfirms thatdomestic banks need
1o develop more its financial system,
(Table: 4 B). :

Onthe contrary, domestic banks domi-
nate in terms of efficiency. Out of ten, only
one (1) foreign bank managed to land on
the 10th place ( Deutsche Bank ). This
means that foreign banks are in less ad-
vantage position. This finding also con-
firms the home field advantage theory for
indonesian domestic banks. Findings also
imply that domestic banks in Indonesia
were able to survive despite the fact that
financial crisis badly hit its financial sys-

tem. Foreign banks, on one hand, have to

adapttodifferenibanking regulations since
Indonesia has changed its presidentthrice
during the period of financial crisis. This
necessitates them to face higher over-
head cost because of the cultural and
language barriers as wall. (Table: 4 C).

Result lli: Linkage between Financlal
Performance and Production
Performance

In terms of financial performance, il
shows that foreign banks are more profit-
able because of lheir aggressiveness to
face risks. On the other hand, in terrns of
production performance, foreign banks
are mere preductive and innovative than
domestic banks but less on catchingup to
the best- practice fronlier (EFFCH). This
fallows to the conclusion thal those banks
that are more productive and advance in
terms of technology tend to ba more prof-
itable but at the same time face higher
risks. :

In this section, the linkage between
financial pedormance and production
performance using DEA-Mammguist in-
dex is examined specifically the slepwise
regression is used to test the association
between Malmquist index as dependent
variable and all financial ratios (CAEL} as
independenl variables.

Scholars attested that stepwise
model is appropriate and best method
Field (2002). This is because it maxi-
mizes the squared partial correlation
coefficient with the variable chosen.
Table 5 summarizes lhe comparative
association between financial and pro-
duclion performances.

Table 5 shows the

Table: 4 B

existence of linkage

betwsen financlal and :

production  perfor- 1 | Deutscha Bank (F) 1.075
mances. Results affirm 2 | Tokyo - Mitsubisti Bank (F) 1.056
thatthem is an associa- 3 | Bark Inlernasional Indanesla {0} 1.033
tion between TECHCH 4 | Cltibank (F) 1.027
and TFPCH, and with 5 | Bank Panin (D) 1.025
financial ratios except & | Hongkong Shanghal Bank {F) 1.024°
EFFCH. Besults fram 7 | Bank CIG Intarnaslonal (D) 1.017
stepwise regression in- 8 | Bank Mega (D) 1.009
dicate that two out of six 9 | Bangkak Bank (F} 1.009
variables showed 10 | Standard Charterat Bank (F} 1.001

strang association be-
tween technological
change and total factor

Note: {F) loreign bank and (D) domestic bank

Rank Bank bazed on TFP which greater than 1

Tabla: 4 A

productive change. [ '

Thesetwovariables are | | o= Y =
allowance of earning 1 | Deutsche Bank {F) 1075
assetsand proﬁton non- 2 | Tokyo - Mitsublshi Bank {F] 1.056
interest income. 3 | Bank Panin (D) 1.0::

The association 4 | Citiberk (F) 1.0

between banks' effi- § | Bank Mega (D) 1.019
ciency and praduclivity 6 | Bank CIC Internasional (D} 101
as indicated by the ratio 7 | Bangkok Bank (F) 1.009
of allowance assets to 8 | Hongkong Shanghaf Bank (F) 1.007
eaming asselsis strong 9 | Bank NISP (1) 1.003

and statistically signifi-
cant at 5 and 1 percent probability levels.
The negative sign indicales that an in-
crease in allowance on eaming assets in
bank decreases the lechnological change
and productivity-efficiency as a whole.
This is consistent with the proposition that
higher allowance on eaming assels is
accompanied by higher risks. Likewise,
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Note; (F) forcign bank and (D) domestic bank

the positive and significan! association of

profit on non-interest income with’

TECHCH and TFPCH is consistent with
the theory that banks' productivity in-
creasas as profitgrows, This consequently
led ta betier access to technology. Thus,
profitability has something to do with the
banks' technology.



CONCLUSION .

This study affirms that foreign banks
have higher overhead ceost when their
operation is found in developing coun-
tiies like Indonesia. Neverheless, they
are slil more profilable than domestic
banks because of their larger pool of avail-
able funds. This helps them to entice more
borrowers and depositors towards in-
creasing the mobility of their capital for a
faster realization of profit. When lhe coun-
try laced sccial and palitical crisis (where
foreignbankis operating), domesticbanks
enjoy the so-called home advantage.
However, because of the foreign banks'
global advantage, they siill manage to
cope up with the crisis. '

Ourfindings also showed that the DEA
model analysis was not anly complement
of the analysis of banks' performance but
can even provide robust results. The com-
bination of two performance models -fi-
nancial ratio and DEA-offers significant
confribution to the banking swudy and
consequentily, establishing a linkage be-
twoen the two models. This study affirms
the existence of a significant association
between financial ratio and production-
efficiency, which is also an orginal contri-
bution of the study. Future studies will
adopt the stochastic frontier methad to
capiure olher factors for evaluating the
performance of Indonesian banking in-
dusltry, which is the limitation of the present
study.

Table 4 C
Rank Bank based on EFF which greater than 1

]

2 | Bank Antar Daerah (D) i.020
3 | Bank NISP (D) 1.018
4 | Bank Nusantara P..(D) 1.012
5 | Bank Artha Graha (D) 1.011
6 | Bank Mega (D} 1.010
7 | Bank Panin (D} 1.009
8 | Bank Mayapada (D) 1.008
8 | Bank Buana Indonesia (D} 1.005
10 | Deutsche Bank (F) 1.001

Naote: (F) foreign bank and {I)) domestic bank

- Table 5
Linkage between Financial and Operational

Stepwwlse method

CoEL =FFch TELCHCH TFFFPch

Capital

Equity /o, - - -

Asnaat quallty

AOTOEA - -5.0841 -5.a229
€ -3.01 1) ( -3 22 )vre-

Earning

RO - - -

~1 A = - -

o, Int. = 19,168 18.367
(4. a7 Oy~ { 4. S7TOy

Llqulcity

[ — —

A-squarad =
F -

S2.10%6 FTO.90%6
10,0532 10.29890

{171 77" {12, D1 7))+

— Silepwise regrenslon did nol pick up these variubles

o and v algnificant at 0,05 and O.01 probakility leveael.
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