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 This study aim is to get empirical evidence that bank specific characteristics; financial 
structure and macroeconomic factors are determinants of profitability and interest 
margins of Indonesia commercial banks before global financial crisis (2004-2007). 
Study population includes 120 banks, but based on sample criteria, only 56 banks can 
become samples. This research uses secondary data from commercial banks financial 
statements published by Bank Indonesia. The data is taken from panel data to combines 
the data times series and cross section data for four years prior global financial crisis 
2008. High return on assets only relates to high operational efficiency. CAR, LLP, 
LDR, NIIR and bank size does not have a significant relationship. Bank characteristics 
(LLP, LDR, operational efficiency bank size) have a significant effect on interest 
margin. All macroeconomic indicators and financial structure do not have significant 
effect on ROA and interest margin. This is the study novelty, that performance of 
commercial banks before the crisis was not affected by external variables.  

 
INTRODUCTION 

 
Indonesia economic and monetary crisis in 1997 was started from financial liberalization policy since June 

1983. This policy gives freedom to banking sector to make business expansion, both related to banking 
products, number of banks, branches and offices to reach people who need banking services. Banking conditions 
were loaded with expansive growth. It was followed by higher free flow of foreign funds in banking sector to 
make capital inflow increase to finance economic development. The financial crisis of 1997 provides valuable 
lessons, especially for banking industry in Indonesia because most banks had difficulties due to depleted capital. 
Asset quality became very poor because of high risk of bad debts. Banking management capabilities were 
inadequate as shown by weak corporate governance and core banking skills. Many banks management have 
liquidity problems and a big loss of unable to anticipate the or macroeconomic turmoil. Profitability and bank 
operations efficiency generally did not have a sustainable profitability and efficiency. Another factor of 
unsustainable profitability and efficiency were due to weak structure of banks productive assets and profit 
margin was smaller because of lower interest rates (Ali, 2006: 512) 

Empirical studies have proved that profitability becomes fundamental factor as internal forces to face 
banking competition and banking systemic effects. Wrong strategy and decisions in banking industry can 
become bad for economy health (Slimi, 2012). Therefore, healthy and profitable banking sectors are more able 
to withstand negative shocks and contribute to stability of financial system (Atanosglou et al., (2005). This fact 
has attracted the interest of academic research to determine profitability factor (financial performance) of bank. 
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Demirgüç-Kunt and Huizinga (1999) conducted a study to determine bank profitability in associated with 
banks characteristics, financial structures and macro-economic in 80 developed and developing countries. They 
found that capital adequacy, asset quality and bank concentration have positive effect on profitability and 
interest margin (IM). Financial structure factors (bank assets to GDP and market capitalization) have negative 
effect on profitability and IM. Adversely, macro-economic factors as inflation has positive effect on profitability 
and IM, while interest rate has negative effect on profitability but positive effect on IM. Dietrich and 
Wanzenried (2010) conducted research on determinants of bank profitability by using specific bank indicators 
and macroeconomic before and during the crisis in Swiss banking industry. These study findings indicate that 
bank profitability is mainly explained by operational efficiencies, credit growth, funding cost and business 
models. Efficient banks are more profitable than the less efficient banks. 

Several previous studies show that different findings relate to geographic location, macro-economic 
environment and different financial system in each State. This study aim is to support and at same time to get an 
answer from the previous studies findings by studying how banks characteristics, financial structures and macro-
economic turmoil affect on profitability and interest margins of Indonesia commercial banks before global 
financial crisis of 2008. This study is very important for strategies and banking management decisions in 
developing countries, especially in Indonesia and also for Financial Services Authority (FSA) as consideration 
to supervise and control the Indonesia commercial banks. 

 
2. Literature Review And Hypothesis Development: 
2.1. Profitability: 

Banking performance is a figure of bank achievements in operational management, in this case is bank's 
asset and liability management. Bank's performance shows the success implementation of management policy in 
capital (equity), accumulation of funds (funding) and funds usage (assets), where each other are interrelated to 
achieve optimal profit level  based on risks calculation (Riyadi, 2006: 21 ). Studies on determinants of bank 
profitability have been found in literature. Among the studies were conducted by Demirguc-Kunt and Huzianga 
(1999), Athanasoglou et al., (2005), Kosmiduo (2009), Dietrich and Wanzenried (2010), Davydenko (2010), 
Khan et al., (2011), Uddin and Suzuki (2011) and Slimi (2012). 

Profitability relates to a situation where the income generated during a given period exceeds the expenses 
incurred over the same length of time for the sole purpose of generating income (Siraj et. al., 2011). The 
fundamental requirements are that income and expenses must occur during same period of time and the income 
must be a direct consequence of the expenses. The period of time may be one week, three months or one year 
(Kosmiduo, 2009). It is not immaterial whether or not the income has been received in cash nor is it compulsory 
that the expenses must have been paid in cash.  

 
2.2. Bank Characteristics: 

Banks characteristics are inherent trait in banking business entities, which more affected by bank 
management decisions. Demirguc-Kunt and Huzianga (1999) have a set of banks characteristics it consist of 
capital adequacy ratio, ratio of non-interest productive assets to total assets, loans to total assets ratio, overhead 
to costs ratio, bank size, leverage, business type, and foreign ownership. Dietrich and Wanzenried (2010) use a 
set of bank-specific characteristics; it consists of equity to total assets, cost-income ratio, loan loss provision, 
business type, credit growth, size and ownership. This study uses five bank characteristics as a determinant of 
internal performance of commercial banks in Indonesia. They are capital adequacy ratio (CAR), loan loss 
provision (LLP), operational efficiency, loan to deposit ratio (LDR), non-interest income ratio (NIIR) and banks 
size (BZ) 

Capital adequacy ratio (CAR) is used to measure bank capital adequacy as a buffer to deal with various 
risks. Higher the CAR means lower need for external funds. Therefore high profit banks tend to have a stronger 
capital adequacy, lower bankruptcy risk and low cost of financing (Kosmiduo, 2009). Demirguc-Kunt and 
Huzianga (1999) show that capital adequacy by proxy of equity to assets has positive effect on profitability and 
interest margin. Abreu and Mandes (2002), Lin et al., (2005), Kosmiduo 2009), Flamini et al., (2009) and 
Davydenko (2010) found capital adequacy has positive effect on profitability. 

Hypothesis 1a: Higher CAR will increase profitability and interest margins of banks. 
Loan loss provision (LLP) is used to measure the quality of bank credit. Borio et al. (2001) stated that bank 

began to face a higher credit risk when the economy was still in good condition and not during a recession. 
Therefore, forward looking banks will begin to increase its provisions when the economic conditions are good in 
order to absorb losses when facing economic recession (crisis). Bank will increase loss reserves by raising credit 
provision if the loan (credit risk) tends to increase. LLP high shows low credit quality and lower bank's 
profitability. Kosmiduo study (2009), Busch and Kick (2009), Devydenko (2010) and Diettrich and Wanzenried 
(2010) show that LLP has negative effect on profitability. 

Hypothesis 1b: Higher loan loss provision will decrease bank's profitability and interest margin of bank. 
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Operational efficiency is used to measure bank efficiency in business activities. This will provide 
information about the operations cost in asset management to get profit. High operation costs relate with high 
volume of banking activity and higher profit (Kosmiduo, 2009). However, cost of inefficient management could 
reduce profitability. Therefore, efficiency of cost management is assessed by comparing operating expenses to 
operating income. Operational efficiency has a negative effect on banks financial performance (Demirguc-Kunt 
and Huzianga, 1999; Kosmiduo 2009; Devydenko 2010; Slimi, 2012). 

Hypothesis 1c: Higher operational expenses will decrease bank's profitability and interest margin of bank. 
Loan to deposit ratio (LDR) is used to measure bank ability to repay the deposit liquid funds due and 

provide loans to public. High LDR reflects low liquidity. Conversely, a low level of liquidity could make a bank 
fail to meet its obligations to third party (insolvency). Therefore, to avoid insolvency it must have liquid assets 
easily converted into cash. But high liquid assets make idle cash that decrease the profitability (return). This 
means that liquidity is associated with negative profitability (Kosmiduo 2009; Davydenko, 2010 and Fiordelisi 
and Molyneux, 2010). 

Hypothesis 1d: Higher loan-to-deposit ratio will decrease the profitability and interest margins of banks. 
Non-interest income ratio (NIIR) measures the strength and scope of fee-based banking services. Fee 

income is obtained by bank in relation with diversification of other income than interest income. Diversification 
income has an important role to affect the performance and risk. Carbo-Velverde and Fernandez (2007) said that 
strength of European banking market tends to rise when bank diversify into non-traditional activities. However, 
Lepetit et al. (2007) say that diversification into non-interest activities have a higher risk of insolvency than 
banks that focused on traditional retail activities. But De Young and Rice (2004) said that activities of non-
interest (activity fee basis) can stabilize the earnings of banks. It is supported by Davis and Tuori (2000) for 
number European banks. Empirical evidence of Busch and Kick (2009) show non-interest income ratio (NIIR) 
positively associated with profitability (ROA) of Germany bank. 

Hypothesis 1e: Higher non-interest income ratio will increase the profitability and interest margins of bank. 
Bank size is an important determinant of bank's financial performance. Bank size can generate economies 

scale to reduce the cost in collecting and processing information. Banks size grew positively along with higher 
profitability. In addition, larger banks tend to have high levels of product diversification and larger loans than 
small banks (Dietrich and Wanzenried, 2010). However, banks have become very likely to show a negative 
relationship between bank size and profitability. Some researchers found empirical evidence the positive 
relationship between bank size and profitability (Kosmiduo 2009; Busch and Kick 2009; Flamini el al., 2009; 
Dietrich and Wanzenried, 2010; and Davydenko, 2010). 

Hypothesis 1f: Higher bank size will increase profitability and interests margin of bank. 
 

2.3. Financial Structure: 
Financial structure is the portion of equity funding by debt and capital markets through banking industry in 

economy. Hypothesis the relationship between structure-behavior-performance (market forces) will increase 
market strength for large bank to generate monopoly profits are explained by Dietrich and Wanzenried (2010). 
The Financing structure uses indicators of growth the money supply, stock market capitalization, ratio of total 
bank assets to GDP and concentration of bank (Demirguc-Kunt and Huzianga, 1999 and Kosmiduo, 2008) 

Money supply growth is the growth of money available in economy determined by the monetary policy of 
central bank. It is affected by the behavior of public money in bank. The more money supply will make bank 
able to allocate funds on earning assets to increase profit. Money supply growth is expected to have a positive 
effect on profit and banks margins. 

Hypothesis 2a: Higher money supply growth can increases the profitability and interest margins of bank. 
Stock market capitalization reflects the size and shape of stocks financing (equities) of various industries 

through the capital market. Although banking sectors are dominated by industry funding industry (loan), but the 
stock market is getting better as an alternative to replace the bank financing. Demirguc-Kunt and Huzianga 
(1999) and Kosmiduo (2008) found that stock market capitalization to bank assets have negative relation with 
profit and margin. The stock market capitalization negatively associated with bank's financial performance. 

Hypothesis 2b: Higher market stock capitalization will decrease the profitability and interest margins of 
bank. 

The ratio of bank assets to GDP reflects the development level of banking industry in economy. Demirguc-
Kunt and Huzianga (1999) found in a few countries with a more competitive banking sector where banking 
assets have a large portion of GDP gain profit and margins are low. Likewise, Kosmiduo (2008) in Greece 
banking shows the ratio of bank assets to GDP has negative effect on profitability. 

Hypothesis 2c: Higher ratio of bank assets to GDP will decrease the profitability and interest margins of 
bank. 

Bank concentration illustrates the market power because some banks have greater economies of scale than 
smaller banks. Big banks can concentrate to large industry sectors to collude to decide the low interest rates both 
for loans and deposits. Therefore, higher bank concentration has a positive effect on profit and margin 
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(Demirguc-Kunt and Huzianga, 1999; and Dietrich and Wanzenried, 2010). This finding is not consistent with 
Kosmiduo (2009) who found that ratio of concentrations has negative effect on bank's profit. 

Hypothesis 2d: Higher bank concentration will increase the profitability and interest margins of banks. 
 

2.4. Macroeconomics: 
The main macroeconomic variables include inflation, GNP/GDP growth, employment, and other variables 

of interest rate, exchange rate and balance of payments (Lepsey, 1992: 4-27). A number studies have found that 
macroeconomic variables become determinant of bank profitability (Demirguc-Kunt and Huzianga, 1999; 
Kosmiduo, 2008; and Dietrich and Wanzenried, 2010). 

GDP growth is one macroeconomic indicators most widely used. It is measurement result of economic 
activity in a country. GDP growth as a measure of macro-economic conditions can affect the increase of loans to 
meet the demand of real sector. Kosmiduo (2009), Dietrich and Wanzenried (2010) and Davydenko (2010) 
found a positive effect of GDP growth on profitability. Even Dietrich and Wanzenried (2010) also found a 
positive effect of GDP growth on interest margin (IM). 

Hypothesis 3a: Higher GDP growth will increase the profitability and interest margins of bank. 
Other macroeconomic condition is inflation. It is a price rise level occurred continuously, affecting 

individuals, employers and governments (Mishkin, 2008: 13). The economy of a country with highest inflation 
rate has the highest rate of money supply growth. Therefore, Mishkin (2008: 13) states there is a positive 
relationship between inflation and money supply growth rate. Perry (1992) in Kusmiduo (2009) explains that 
effects of inflation on bank’s performance are determined by whether inflation can be anticipated or not. 
Inflation is anticipated to make adjustments in interest rates, so that revenue could rise faster than costs, and this 
can have a positive effect on profitability. Otherwise, inflation will have an unanticipated effect to increases cost 
faster than bank income. It could become a negative effect on profitability. 

Hypothesis 3b: Higher the inflation rate will decrease profitability and interest margin of bank. 
Applicable interest rate is also one of macroeconomic indicators. According Nopirin (2000: 176), interest 

has allocation function in economy, particularly the use of money or capital. Interest can be defined as the price 
that must be paid to depositor by borrower through bank (Cashmere, 2001: 31). Higher interest rates make the 
cost of funds and working capital higher, therefore the profit may lower. But in face of rising interest rates, bank 
management usually adopts a policy to increase the rate spread in order to get profitability and sustainable 
interest margin. Demirguc-Kunt and Huzianga (1999) found a positive effect of real interest rates on 
profitability and interest margin. But Dietrich and Wanzenried (2010) found different things that interest rates 
negatively affect on profitability. 

Hypothesis 3c: Higher interest rate will increase interest margin and profitability of bank. 
 

3. Research Method:  
This research uses quantitative approach. The object is commercial banks in Indonesia with two observation 

period. First period was before the crisis 2004-2007. The samples are 56 banks. Data used is panel data that 
auto-merge the data times series for four years and a cross section of 56 banks with total data 224 cases of 
observation (56 banks x 4 years). Secondary data was obtained from bank's financial statements published by 
Bank Indonesia. It consists of Balance Sheet, Income Statement and Calculation Reports of Capital Adequacy 
Ratio (CAR). The data is analyzed by multiple regression analysis. 

 
RESULTS AND DISCUSSION 

 
Below is presented descriptive data of bank characteristics (bank specific), profitability (ROA) and interest 

margin (IM). 
 
Table 1: The development of Commercial Bank Performance before Crisis Period of 2004-2007 

No Bank Characteristic Year  
2004 2005 2006 2007 

01 Capital adequacy ratio (CAR) 19,42 19,30 21,30 19,30 
02 Loan to deposit ratio (LDR) 49,95 59,66 61,56 66,36 
03 Loan loss provision (LLP)  3,6 3,1 3,5 2,8 
04 Management Efficiency (BOPO) 76,64 89,58 86,98 84,05 
05 Non interest income ratio (NIIR)  2,7 1,0 1,0 1,0 
06 Return on assets (ROA) 3,36 2,56 2,64 2,78 
07 Interest margin (IM) 5,5 5,2 4,8 4,7 

Source: Statistics of Indonesia finance and banking from 2004 to 2007. 
 
The capital power of commercial banks has been decrease, except in 2006 increased to 21.30%. At this 

period the LDR has increased significantly by the year 2007 reached 66.36%. It means the higher general trend 
of bank liquidity risk. ROA ratio (ratio of operational expenses to operational income) in 2004 is 76.64% and in 
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2007 increased to 84.05%. It indicates a general bank management activities become more inefficient. LLP 
showed a significant downward trend up to 2.8% at 2007. It showed an increase in credit quality due to prudent 
attitude by banks in view of increasing liquidity risk. The ability of banks to earn other income than interest 
(non-interest income) showed a decline. This is indicated by NIIR of 2.7% in 2004 and down to 1% in 2007. 
Higher liquidity risk and operational inefficiencies make ROA and IM has decreased in 2004-2007 period. 

Statistic test results show empirical evidence as follows: 
ROA= -2.277+0.004CAR-0.042LLP-0.061EFF*-0.007LDR-0.001NIIR+0.001SIZE+0.362MSGR-

0.016SMCAP-DEP+0.040ASS-GDP+6.545CONS-0.077INF+0.821RATE 
IM   = 2.897-0.001CAR+0.016LLP*-0.045EFF*+0.023LDR*-0.007NIIR-0.002SIZE*-0.291MSGR-

0.020SMCAP-DEP-0.024ASS-GDP-7.837CONS+0.013INF-0.881RATE 
*) Significant α = 5% 
Ability of independent variable (financial characteristics, financial structure and macro-economics) to 

explain dependent variable variances are 34% both on ROA and interest margin. However, there are differences 
effect of bank characteristics effect ROA and interest margin. 

 
4.1. Effect of bank characteristics on profitability and interest margin: 

Capital adequacy ratio has a positive effect on ROA but insignificant. This means that variations in change 
of profitability (ROA) are not determined by the CAR change. Equity addition may be aimed to increase the 
capital power as a buffer of business risk. This study is consistent with findings of Bush and Kick (2009) who 
found that CAR has no effect on ROA. This study does not support Demirguc-Kunt and Huzianga (1999), 
Abreu and Mandes (2002), Lin et al., (2005), Kosmiduo 2009), Flamini et al., (2009) and Davydenko (2010) 
that CAR has positive and significant effect on profitability. This finding is also not consistent with Lin et al., 
(2005) and Dietrich and Wanzenried (2010) who found that capital adequacy have significant negative effect on 
ROA. 

The relationship between the CAR and interest margin showed a negative effect but not insignificant. This 
study is not consistent with findings of Demirguc-Kunt and Huzianga (1999) and Bush and Kick (2009 who 
found that CAR has significant positive effect on interest margin. It is also inconsistent with Dietrich and 
Wanzenried study (2010) that CAR has significant negative effect on interest margin, despite having a 
relationship in same direction. 

Loan loss provision (LLP) has negative and insignificant effect on ROA. Bank try to increase the provision 
of loans in good economic conditions in order bank will be able to absorb losses when in economic recession 
(Borio et al., 2001). Therefore higher LLP has insignificant affect to ROA decrease. Despite in same direction,  
but there is no enough evidence to support the study Kosmiduo (2009) and Davydenko (2010) who found ROA 
has a and significant negative effect on LLP. This study is also inconsistent with findings of Bush and Kick 
(2009) and Dietrich and Wanzenried (2010) who found that LLP has positive and significant on ROA. Relations 
between LLP and interest margin shows a significant and positive effect. These findings imply that increase in 
LLP by raising provisions will makes bank raise the level of spread to increase interest margins. These findings 
support the study of Bush and Kick (2009) and Dietrich and Wanzenried (2010) who found a LLP has 
significant positive effect on interest margins of commercial banks. 

Banks are required to improve continuously the operational efficiency. Low efficiency as a reflection of 
poor cost management will depress profitability. This study found the ratio of operational efficiency has 
significant negative effect on profitability (ROA). Even among the bank characteristics, only operation 
efficiency ratio has significant effect on ROA. This indicates that bank's financial performance is largely 
determined by the management quality to achieve high levels of efficiency. This finding is consistent with 
studies of Athanasoglow et al. (2005), Kosmiduo 2009), Dietrich and Wanzenried (2010), Davydenko (2010) 
and Slimi (2012) that operational efficiency has a significant negative effect on ROA. Bank's ability to manage 
the assets to earn net interest income is consistent with findings of Wanzenried and Dietrich (2010) that there is 
a significant negative relationship between operational efficiency and interest margin. 

Test result shows that loan to deposit ratio (LDR) as a proxy for liquidity has no significant effect on ROA. 
During this period the average LDR only reach about 60%. It illustrates the absence of significant credit 
expansion. It can be said that bank may focus on maintaining and ensuring the withdrawal of funds from 
depositors. Higher LDR could potentially increase liquidity risk and credit risk. These finding is inconsistent 
with study of Kusmiduo (2009) who found a negative effect of LDR on ROA. It also did not support the study 
results of Fiordelisi and Molyneux (2010) that liquidity has positive effect on ROA. Other finding shows that 
LDR has positive effect on interest margin. Higher the liquidity makes bank able to increase the level of desired 
spread. 

Non-interest income generally comes from activity of fee-based banking services. Theoretically, an increase 
in non-interest income (fee-based income) will increase profits. This study result shows that NIIR has negative 
and insignificant effect on ROA. This is due to activity of fee-based bank service costs are higher than the base 
rate of service activities that suppresses the ability of banks to earn profits. This study is consistent with Uddin 
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and Marzuki (2001), Mas'ud (2013) who found a significant negative correlation between the ratio of NIIR and 
ROA. But it is not consistent with findings of Bush and Kick (2009), Flamini et al., (2009) and Fiordelisi and 
Molyneux (2010) which demonstrated a significant and positive association between NIIR and ROA. NIIR is 
also has negative and insignificant correlation on interest margin. The opposite direction implies that increase in 
non-interest income will reduce the interest margin obtained by commercial banks, although this is not 
significant. This study result do not support Bush and Kick (2009) and Demirguc-Kunt and Huzianga (1999) 
who found that NIIR has a significant and negative relationship on interests margin. 

Bank size could become a determinant of ability or high market share of each bank in terms bank assets, 
loans and deposits. This provides a great opportunity for bank to achieve higher profits than small banks. 
However, this study shows different result. Large bank's activities need greater operational costs (including 
fixed cost). This study is consistent with study of Athanasoglow et al. (2005) who found that bank size does not 
have significant effect on ROA. However, this study also does not support Kosmiduo study (2009), Bush and 
Kick (2009) and Fiordelisi and Molyneux (2010). Kosmiduo (2009) and Fiordelisi and Molyneux (2010), 
Falamini et al., (2009) and Davydenko (2010) found that bank size has significant positive effect on ROA. 
Bank's ability to manage the assets to earn net interest income as an indicator of bank size has significant and 
negative effect on interest margin. These findings imply that larger bank would decrease in interest margin. This 
is because the increase in commercial banks assets due to high loan growth that potentially increase the credit 
risk. 

 
4.2. Effect of financial structure on profitability and interest margin: 

Financial structure uses four indicators. They are money supply growth (MSGR), stock market 
capitalization (SMCAP), bank assets to GDP (ASS-GDP) and concentration ratio ( CONS). All the fourth 
indicator of financial structure does not have significant effect on ROA and interest margin. MSGR in banking 
sector does not affect on credit demand from the business world, because monetary policy in this period does 
not affect the behavior and performance of commercial bank management. It is consistent with Kosmiduo 
(2009) that supply growth does not affect on profitability and interest margins. SMCAP result is inconsistent 
with Demirguc-Kunt and Huzianga (1999) and Kosmiduo (2009) that SMCAP has significant negative effect on 
profitability. This implies that share price development in Indonesia Stock Exchange does not affect financing 
through banking sector, so it does not affect on profitability and interest margins of bank. 

Testing the effect of bank asset ratio on GDP is not consistent with Demirguc-Kunt and Huzianga (1999) 
and Kosmiduo (2009) that GDP-ASS has significant negative effect on profitability and interest margins. Bank 
asset size in GDP formation does not determine profitability and interest margins of commercial banks. Testing 
the effect of concentration ratio did not find a significant effect on ROA and interest margin. This implies higher 
concentration of banking business activities do not affect on profitability, due to market conditions of banking 
industry today is closer to perfect competition. These finding is not consistent with Kosmiduo (2009) and 
Dietrich and Wanzenried (2010) that concentration has significant negative effect on of ROA. 

 
4.3. Effect of macroeconomic on profitability and interest margin: 

Macroeconomics is external environment variable where banking industry operate. Indicators of 
macroeconomic variables in this study consisted of GDP growth (GDPGR), inflation (INF) and interest rate 
(RATE). However, software applications result automatically reject GDPGR indicator. Consequently, only two 
indicators are analyzed. The test results similar to indicators of financial structure. The indicators of 
macroeconomic variables (inflation and interest rates) do not have significant effect on ROA and interest 
margin. These imply variance changes of Indonesia commercial banks profitability are not affected by 
macroeconomic variables as inflation and interest rate. This study is consistent with Alper and Anbar (2011) that 
GDP growth, inflation and interest rates do not affect on profitability and interest margin. This study is 
inconsistent with Athanasoglow (2005) that change of output (GDP) has significant and positive effect on ROA, 
while Kosmiduo study (2009) found GDP growth and inflation have significant negative effect on profitability. 

 
Conclusion: 

Monetary crisis in 1997 became a valuable experience for Indonesia banking industry. There have been 
numerous changes in banking policy and bank restructuring. These prompted banks to increase competition in 
order to achieve the desired profitability. Banks that cannot compete are forced to merge or exit from the 
industry. This study attempts to examine the effect of bank's management decisions behavior and environmental 
industry on bank performance before global financial crisis in 2008 (2004-2007 periods). 

Research results show that operational efficiency as one bank characteristics can explain variance of ROA. 
It means high ROA is determined by high management quality (efficiency). This implies that CAR, LLP, LDR, 
NIIR and bank size would not be meaningful to bank profitability without management efficiency. Prudent 
business activity and high adherence to agreement of Basel II banks are able to create a domestic financial 
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stability. These make ROA and interest margin are not affected by external factors from financial structural 
aspects and macroeconomics. 

This research can become valuable input for future research. There are limitations that should be considered 
in future research. The next studies should consider the indicators of regulation, exchange rate and tax. They can 
use model/parameter estimation techniques for panel data model as common effect, fixed effect and random 
effects models. 
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