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Abstract. The Financial Services Authority (FSA) plan to applies Liquidity Coverage 

Ratio (LCR) to all conventional commercial banks in Indonesia, this implementation of 

LCR will make Banks in Group Based on Core Capital 1 (KBMI 1) which is currently not 

required to calculate and fulfil LCR, in the future required to fulfil and report LCR. 

Therefore, in order to make preparations for the fulfilment of the LCR for the KBMI 1, 

research is needed to examine what factors affect the Liquidity Coverage Ratio (LCR). 

This study also examines the difference LCR determinants between before and during 

pandemic Covid-19. The analysis use regression with panel data using bank’s financial 

ratio as the determinant factors of LCR. The result show that bank size, capital adequacy 

ratio (CAR), non-performing loan (NPL), return on asset (ROA), operational cost on 

operation revenue (BOPO) and central bank rate affect the LCR of banks that have been 

required to calculate and meet the LCR limit. There are several differences in LCR 

determinants between before the COVID-19 pandemic and during the pandemic. Factors 

that affect LCR before the pandemic are CASA, CAR, NPL, ROA and BOPO. Meanwhile, 

during the pandemic factors that affect LCR are SIZE, CASA, CAR, NPL and ROA. 

Keywords: Liquidity coverage ratio, liquidity risk, basel III, conventional commercial 

bank, Indonesia. 

1 Introduction 

The introduction of the LCR liquidity requirement has had a profound effect on banks liquidity 

positions. Large banks subject to the LCR increased dramatically their holdings of high-quality 

liquid assets to match their liquidity risks including those that stem from providing credit lines 

to the business sector. Large US Banks that are required to meet and report LCR dramatically 

increase their holdings of high-quality liquid assets (HQLA) to offset their liquidity risks 

including those from providing credit lines to the business sector [1]. The implementation of 

LCR makes banks hold most of their assets in the form of high-quality securities, as well as 
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reducing the quantity of bank loans and increasing bank lending rates [2]. A study conducted 

by [3] found that implementation of LCR is effective in persuading banks in emerging markets 

to accumulate more stable retail deposits. 

As a member of the BCBS, Indonesia adopted the LCR framework to be applied in Indonesia 

with some adjustments to suit domestic conditions. On December 23, 2015 the Financial 

Services Authority (OJK) issued a Financial Services Authority Regulation (POJK) which 

specifically regulates LCR through POJK No. 42/POJK.03/2015 concerning Liquidity 

Coverage Ratio Obligations for Commercial Banks. Based on this regulation, the minimum 

LCR fulfilment is set at 100%. The implementation of the obligation to fulfil and report the LCR 

ratio only applied for Bank Group Based on Core Capital (KBMI) 2, 3, 4 and foreign banks. 

On October 25, 2021, the Financial Services Authority (FSA) issued a Consultative Paper 

entitled “Policy Revision Pillar 2 – Implementation of the Internal Liquidity Adequacy 

Assessment Process (ILAAP)” in which it discussed that the Basel Committee on Banking 

Supervision (BCBS) requires the implementation of the Liquidity Coverage Ratio (LCR) 

consistently. In order to fulfil the BCBS requirements, the implementation of the LCR which is 

currently only applied for KBMI 2, 3, 4, and foreign banks, will be changed so that it applies to 

all Conventional Commercial Banks in Indonesia specifically KBMI 1 will also be required to 

fulfil and report LCR. 

Implementation of Liquidity Coverage Ratio on in group KBMI 1 (core capital up to Rp. 6 

trillion) lead banks to provide High Quality Liquid Assets (HQLA) in the form of placements 

with Bank Indonesia or government securities in sufficient quantities to meet the minimum 

requirement of 100%. In addition, banks also must improve the funding structure originating 

from third party funds. Most of the third-party funds owned by the KBMI 1 group are time 

deposits, which are classified as expensive funds, unlike savings and current accounts. In the 

LCR calculation, stable funds have a low run off rate so it can lower the cash outflow value. 

Bank liquidity condition is very important in banking operations. Liquidity balance can be 

interpreted as a condition where the bank does not have too little or too big liquidity [4]. Banks 

that have a level of liquidity adequacy that is too small will experience difficulties in carrying 

out its liquidity function. Banks that have too little liquidity have the potential to improve their 

liquidity by selling some of their assets at low prices that result in losses, obtaining liquidity 

funds with high interest rates and the potential for cancellation of previously approved debtor 

loans. On the other hand, excess liquidity will result in idle money and the potential to reduce 

banking income due to unproductive assets. The bank's excess liquidity position is assumed to 

come from long-term sources of funds. In general, banks will pay higher interest rates to 

depositors. This will reduce the bank's profit rate. Therefore, management's ability is very much 

needed in maintaining adequate levels of liquidity that meet the bank's needs. 

The liquidity condition of a bank is certainly influenced by internal and external factors. 

Profitability, capital, cost management efficiency, credit quality, third party funds, CASA, bank 

size are internal banking factors that need to be considered in determining LCR. Meanwhile, 

external factors that may affect bank liquidity are GDP, inflation and interest rates. Based on 

the list of the banks on the Financial Service Authority, by the end of 2021 out of 65 

conventional commercial banks in Indonesia, 26 banks are not required to calculate LCR. 

Therefore, in order to make preparations for the fulfilment of the Liquidity Coverage Ratio 

(LCR), especially for KBMI 1, research is needed to examine what factors affect the Liquidity 



 

 

 

 

 

Coverage Ratio (LCR). The pandemic Covid-19 has affected almost in all sectors, including the 

banking sector. Banking conditions between before and during the pandemic changed, so this 

study also examines the difference in LCR determinants between before and during the 

pandemic.  

The remainder of this paper is structured as follows: Section 2 gives an overview on the 

literature. Section 3 is present the data and methodology. Section 4 discusses the results and 

finally, Section 5 present the conclusions and recommendations. 

2 Literature Review 

2.1 Liquidity risk 

The definition of Liquidity Risk according to Financial Service Authority Regulation Number 

18/POJK.03/2016 concerning Implementation of Risk Management for Commercial Banks is 

the risk due to the Bank's inability to meet maturing obligations from cash flow funding sources, 

and/or from high quality liquid assets that can be pledged as collateral, without interfere with 

the activities and financial condition of the Bank. Liquidity risk can be defined as the risk of 

being unable to liquidate in a timely manner at a reasonable price [5]. Banks face liquidity risk 

if they do not liquidate their assets at a fair price. Assets are offered at low selling prices, while 

the need to liquidate bank assets is urgent. This can result in significant losses and decreases in 

revenue. 

According to [6], there are two basic aspects of liquidity risk: maturity transformation (maturity 

of bank liabilities and assets) and inherent liquidity in a bank's assets (the degree to which an 

asset can be sold without incurring a significant loss of value under market conditions). In fact, 

the two elements of a bank's liquidity are closely related. Banks don't have to be concern about 

maturing transformations if they have assets that can be sold without incurring losses. 

Meanwhile, banks that have assets that will mature in a shorter time may not need to maintain 

liquid assets. Apart from maturity mismatch conditions, liquidity risk can be caused by 

economic recession conditions. When customers withdraw their funds on a large scale, the bank 

will experience liquidity risk. This can lead to the failure of certain banks or even the entire 

banking system due to the contagion effect [7]. 

2.2 Liquidity coverage ratio (LCR) 

According to Financial Services Authority Regulations Number 42/POJK.03/2015 Concerning 

Liquidity Coverage Ratio Requirement for Commercial Banks, Liquidity coverage ratio is the 

ratio between High Quality Liquid Assets and total net cash outflows for the next 30 days in a 

stress scenario. The following is the formula for calculating LCR 

 

𝑳𝑪𝑹 =  
𝐻𝑖𝑔ℎ 𝑄𝑢𝑎𝑙𝑖𝑡𝑦 𝐿𝑖𝑞𝑢𝑖𝑑 𝐴𝑠𝑠𝑒𝑡

𝑁𝑒𝑡 𝐶𝑎𝑠ℎ 𝑂𝑢𝑡𝑓𝑙𝑜𝑤 in 30 𝐷𝑎𝑦𝑠
           (1) 

High Quality Liquid Assets (HQLA) can be defined as cash and/or financial instruments that 

can be immediately converted into cash with little or no reduction in value in meeting the bank's 

liquidity needs over the next 30 days under stress scenarios. The 30 days period is used as a 



 

 

 

 

 

reference because after that period the bank's management and supervisors are assumed to be 

able to take corrective action or the bank’s operations have ceased reasonably.  

Total Net Cash Outflow or Net Cash Outflow, is the total estimated cash outflow (cash outflow) 

minus the total estimated cash inflows that are expected to occur over the next 30 days in a stress 

scenario. In order to fulfil the LCR, Banks are required to calculate cash outflows for the next 

30 days originating from: 

a. Retail deposits; 

b. Micro and small business deposits; 

c. Wholesale deposits; 

d. Secured funding; and 

e. Additional requirement. 

The value of cash outflows that are taken into account in fulfilling the LCR is equal to the 

outstanding value of liabilities on the balance sheet and commitments in the off-balance sheet 

multiplied by the run off rate. Meanwhile, to calculate the cash inflow for the next 30 (thirty) 

days the Bank is sourced from: 

a. Secured lending; 

b. Counterparty claim; and/or 

c. Other cash inflow. 

The value of cash inflows that can be taken into account in the LCR is a maximum of 75% of 

the total cash outflows. In calculating cash inflows, the Bank can only take into account 

contractual cash inflows originating from receivables that have a current quality and are not 

expected to default in the next 30 days. 

2.3 Empirical findings 

Previous studies suggest that there are two streams of literature on the factors that cause liquidity 

risk. The first line suggests that liquidity risk is driven by bank-specific variables and the second 

argues that macroeconomic factors may also influence banks’ liquidity risk. [8] studies the 

liquidity determinants of Vietnamese commercial banks using indicators from the balance sheet 

to measure bank liquidity: total assets, profit rate, proportion of equity, loan growth rate, 

economic growth and inflation. [9], [10], and [11] also examines the factors determining the 

liquidity risk exposure by employing a panel data regression model with the random effect 

technique by considering bank specification, macroeconomic, governance and ownership-

related variables. 

Broadly, Bank size can be defined as total net assets. The Bank's total assets are one of the key 

factors that contribute to a good branding for a bank. Banks have large-scale mobilization of 

capital, are easy to withdraw, have the opportunity to select borrowers, develop banking 

services. The larger the size of the total assets of the bank, the higher the liquidity of the bank 

[12]. According to convertibility theory, commercial banks can increase liquidity by converting 

assets such as treasury bonds and derivative contracts on the stock exchange. With large total 

assets, banks can diversify their investment activities, and not only focusing on credit 

investments, so that banks have good asset conversion capabilities and high liquidity. This is in 

line with the research of [8] which shows that the total value of bank assets has a positive effect 

on bank liquidity. Hence, the formulation of the first hypothesis is as follow: 



 

 

 

 

 

H1 : The bank size is positively related with liquidity coverage ratio. 

According to [13], Current Account Saving Accounts (CASA) or low-cost funds are banking 

funds originating from savings and current accounts. The higher the CASA, the lower the cost 

of funds to be spent by the Bank, this will increase the efficiency of banking operations. [3] 

finds that LCR is cost effective in persuading banks in emerging markets to accumulate more 

stable retail deposits. The following hypothesis may be formulated: 

H2 : The bank cheap fund or CASA is positively related with LCR 

Capital Adequacy Ratio (CAR) is to measure a bank's ability to see the risk of loss that will be 

faced and meet the needs of depositors and creditors. The research of [14] and [15] states that 

capital has a significant negative effect on liquidity. However, research by [16], [17], and [18] 

showed that CAR had a significant positive effect on liquidity, while the results of the research 

of [19] and [20] using the dependent variable LCR showed that capital had no significant effect 

on liquidity. The following hypothesis may be formulated: 

H3 : Bank capitalization is positively related with liquidity coverage ratio. 

Non-Performing Loans (NPL) will reduce the bank's operating income from interest income. In 

addition, non-performing loans will also affect the stock of liquid assets in a bank. Research by 

[18], [15], and [17] shows that NPL has a significant negative effect on liquidity. [9] research 

also shows that NPL has a significant negative effect on LCR, which means that if there is an 

increase in NPL, it will have a significant effect on decreasing LCR. The following hypothesis 

may be formulated: 

H4 : Credit risk is negatively related with liquidity coverage ratio. 

Return on total assets (ROA) is one of the financial indicators showing the performance of 

banks. Banks with high ROA will generates a good reputation and attracts depositors and 

borrowers, reduce early withdrawals (before maturity), and increase working capital from 

retained earnings. Therefore, an increased ROA increases liquidity [21] and [22]. Study at 

Commercial Banks in Vietnam shows that ROA has a positive impact on the liquidity of 

Vietnamese commercial banks listed on the stock market. With a high ROA, commercial banks 

have more conditions to increase their working capital, more proactive in capitalization, and 

less dependent on mobilized capital, thereby reducing liquidity pressure due to withdrawal of 

deposits before maturity [8]. However, [18] found that profitability has a positive and 

insignificant effect on liquidity because profitability is long-term while liquidity is a short-term 

daily operational need for funds. The following hypothesis may be formulated: 

H5 : Return on Assets is positively related with liquidity coverage ratio. 

Operating Expenses to Operating Income (BOPO) is an efficiency ratio used to measure the 

ability of management to control operational costs against operating income. The smaller the 

BOPO means the more efficient the operational costs incurred by the Bank. [9] show BOPO has 

a positive and insignificant effect on LCR, this is in line with [16] which shows BOPO has a 

significant positive effect on liquidity. 

H6 : Operating expense to operating income is negatively related with LCR 

In addition, the macroeconomic context affects almost all actors in the economy. High economic 

growth (GDP) shows that investment is expanding, in which the need for loans to expand 



 

 

 

 

 

production and investment increases credit growth of commercial banks, and credit risks and 

liquidity risks also increased. Research by [19] and [14] show that GDP growth has a positive 

effect on the level of liquidity holdings in a bank. Central bank rate is a policy in determining 

the interest rate determined and issued by the Central bank as a reference rate in the money 

market, banking industry and real sector. Research by [23] show that the central bank rate only 

affects the liquidity of the medium-sized banks, not for the large and small ones. When the 

central bank lowers the interest rate, the bank will lower the interest rate on savings, current 

accounts and time deposits. Hence, our last hypothesis is the following: 

H7 : GDP growth indicator is positively related with LCR. 

H8 : Bank Indonesia benchmark rate indicator is positively related with LCR. 

3. Research methodology 

3.1 Data and sample 

The sample of this study is based on panel data that consist of 33 conventional commercial 

banks from the population of 65 conventional commercial banks by the end of 2021 data. This 

study only focuses on conventional commercial banks that already report and fulfil the 

regulatory limit of LCR. Banks specific variables such as assets size, third party funds, current 

account saving account (CASA), capital adequacy ratio, non-performing loan, return on asset, 

and operational costs are collected from quarterly financial reports that published on each bank’s 

website. Meanwhile, for the macroeconomics variables such as GDP and BI 7 Days Reverse 

Repo Rate (BI7DRR) are collected from Statistics Indonesia and The Central Bank Indonesia. 

Once collected, the data were organized as unbalanced panel data.  

3.2 Variable descriptions 

The estimation equation of the study is generalized in equation (2). 

𝐿𝐶𝑅 = 𝖺 + 𝛽1 ∗ 𝑆𝐼𝑍𝐸𝑖,𝑡 + 𝛽2 ∗ 𝐶𝐴𝑆𝐴𝑖,𝑡 + 𝛽3 ∗ 𝐶𝐴𝑅𝑖,𝑡 + 𝛽4 ∗ 𝑁𝑃𝐿𝑖,𝑡 + 𝛽5 ∗ 𝑅𝑂𝐴𝑖,𝑡 + 𝛽6 ∗ 

𝐵𝑂𝑃𝑂𝑖,𝑡 + 𝛽7 ∗ 𝐺𝐷𝑃𝑖,𝑡 + 𝛽8 ∗ 𝑅𝐴𝑇𝐸𝑖,𝑡 + 𝜀𝑖𝑡        (2) 

In which: i represents banks, t is the quarters in each year of the study, β is the estimated 

coefficients and ε is the error in the model. Measurements of all variables in the study are 

describe in Table 1 

Table 1. Measurement of Variables 

Variable Variable Name Lables Measurement 
Expected 

Sign 

Dependent Liquidity Coverage Ratio LCR 
𝐻𝑄𝐿𝐴

𝑁𝑒𝑡 𝐶𝑎𝑠ℎ 𝑂𝑢𝑡𝑓𝑙𝑜𝑤
 

 

Independent 

Total Assets SIZE Ln Total Aset 
+ 

Current Account Saving 

Account 
CASA 

𝐶𝑢𝑟𝑟𝑒𝑛𝑡 𝐴𝑐𝑐𝑜𝑢𝑛𝑡 + 𝑆𝑎𝑣𝑖𝑛𝑔

𝑇𝑜𝑡𝑎𝑙 𝑇𝑃𝐹
 

+ 



 

 

 

 

 

Capital Adequacy Ratio CAR 
𝐶𝑎𝑝𝑖𝑡𝑎𝑙

𝑅𝑊𝐴
 𝑋 100% 

+ 

Non-Performing Loan NPL 
𝑁𝑃𝐿

𝑇𝑜𝑡𝑎𝑙 𝐿𝑜𝑎𝑛
 𝑋 100% 

- 

Return on Assets ROA 
𝑁𝑒𝑡 𝐼𝑛𝑐𝑜𝑚𝑒

𝑇𝑜𝑡𝑎𝑙 𝐴𝑠𝑠𝑒𝑡𝑠
 𝑋 100% 

- 

Operational cost on 

operational revenue 
BOPO 

𝑂𝑝𝑒𝑟𝑎𝑡𝑖𝑜𝑛𝑎𝑙 𝐶𝑜𝑠𝑡

𝑂𝑝𝑒𝑟𝑎𝑡𝑖𝑜𝑛𝑎𝑙 𝑅𝑒𝑣𝑒𝑛𝑢𝑒
 

- 

Economic growth GDP Percentage 
+ 

Central Bank rate RATE Percentage 
- 

 

3.3 Methodology 

This study uses a linear regression model with panel data to estimate the relationship between 

the independent tand dependent variable. The panel data model is a combination of cross-

sectional data and time series data [24]. According to [25], There are several approaches that 

can be used to estimate panel data model, namely the Common Effect Model (CEM), Fixed 

Effect Model (FEM) and Random Effect Model (REM). The Chow test is used to show the most 

appropriate fit of the regression model between the CEM or the FEM method. Hausman test is 

used to show the suitability of the model between the FEM or REM method, and the Langrange 

Multiplier test is to find out the best model to use between REM or CEM method. After that, a 

hypothesis test was carried out through the T test to find out how far the influence of the 

independent variables partially on the dependent variable, the F test to find out whether all the 

independent variables simultaneously or simultaneously affect the dependent variable. Next, the 

coefficient of determination test (R2) to find out how well the regression line explains the 

dependent variable by using the coefficient of determination or the adjusted coefficient of 

determination [26]. 

4. Result 

4.1 Descriptive statistics 

The average value of LCR variable from KBMI 2, 3, 4 and foreign banks during 2018-2021 is 

2,610 (261%). On average, the LCR value is far above the minimum requirement set by the 

regulator, which is 100%. The distribution of LCR values is in the range of a minimum value of 

0.793 to a maximum value of 12,560. The lowest LCR value of 0.793 is owned by Bank J-Trust 

in the position of June 2020. While the highest LCR value of 12,560 is owned by ANZ Bank in 

the position of June 2021. Based on the Banking Industry Profile Report issued by the Financial 

Services Authority (FSA), LCR in the industry showed an increasing trend from 2018 to 2021, 

although there is a slight decrease from 2020 with an LCR of 267.91% to 257.79% in 2021. 



 

 

 

 

 

 

Fig. 1. Trend of LCR in Banking Industry 

For the independent variables, Bank size (Size) is the result of the natural logarithm of the total 

assets owned by each bank. With a minimum value of 14.49 and a maximum value of 18.13, 

and having a standard deviation of 1.46, it can be seen that the characteristics of the total assets 

owned by various banks are quite diverse. Capital Adequacy Ratio (CAR) is a comparison 

between capital and risk-weighted assets (RWA). This variable has a minimum value of 0.11 

which is owned by Bank J-Trust in the September 2021 position, while the maximum value of 

the CAR variable is 0.88 which is owned by Bank Oke for the June 2018 position. Average 

value of CAR is 0.24, above the threshold set by the Bank for International Settlements (BIS) 

of at least 8%. The average value of Non-Performing Loan (NPL) is 0.03. Based on the Banking 

Industry Profile Report, the trend of gross NPL has increased from 2018 to 2021. The gross 

NPL in December 2019 was 2.37%, while for December 2021 at 3%. 

Regarding macroeconomic variables, the economic growth variable (GDP) has the highest 

standard deviation among the macro variables, the highest value of this variable is 5.2% in 

December 2018, and the lowest value is −2.1% in September 2020. The negative economic 

growth rate is caused by the pandemic Covid-19. Meanwhile, the BI 7 Days Reverse Repo Rate 

(BI7DRRR) has a minimum value of 3% and a maximum value of 6% with an average value 

4%. 

Table 2. Descriptive Statistics of the Variables 

Variable Name N Mean Standard Deviation  Minimum Maximum 

LCR 462 2.610 1.634  0.793 12.560 

SIZE 462 18.127 1.465  14.492 21.154 

CASA 462 0.412 0.184  0.114 0.929 

CAR 462 0.242 0.097  0.110 0.884 

NPL 462 0.031 0.016  0.000 0.102 

ROA 462 0.013 0.015  -0.063 0.080 

BOPO 462 0.872 0.206  0.467 2.921 

GDP 462 0.024 0.031  -0.021 0.052 

RATE 462 0.047 0.010  0.035 0.060 

4.2 Regression analysis 

According to Gujarati (2004), if the correlation coefficient between the independent variables 

in the regression model has values exceeding 0.8, the possibility of multicollinearity among the 



 

 

 

 

 

variables in the model is high. Results in Table 3 show that the relative absolute value of the 

pairs of independent variables and the relative absolute value of the dependent variable (LCR) 

with the independent variables are both less than 0.8. 

Table 3. Correlation Matrix 

 
For REM and FEM regression, the Hausman test provides Prob > Chi2 = 1.000 > 5% statistic 

value, with 95% confidence, thus there is enough basis to accept the null hypothesis, which 

means that results of the random-effect model are selected. The following is the result of the 

regression random effect model (Table 4). 

Table 4. Regression Random Effect Model 

Variable 
2018 - 2021 

Coeff. t-Statistic Prob. 

C -15.063 -2.933 0.003 

SIZE 1.048 3.843 0.000 

CASA -1.005 -1.322 0.186 

CAR 6.206 7.588 0.000 

NPL -10.724 -2.958 0.003 

ROA -24.330 -4.809 0.000 

BOPO -1.047 -3.432 0.000 

GDP -1.032 -0.715 0.474 

RATE -17.628 -3.359 0.000 

  

R-squared     0.818 

Adjusted R-squared     0.802 

F-statistic     51.115 

Prob (F-statistic)     0.000 

 

Table 5. The Relationship of Independent Variables to LCR Before and During the Covid-19 Pandemic 

Variable 

Before COVID-19 During Covid-19 

Relationship Significance Relationship Significance 

SIZE Negative (-) Not Significance Negative (-) Significance 

CASA Positive (+) Significance Positive (+) Significance 

CAR Positive (+) Significance Positive (+) Significance 

NPL Negative (-) Significance Positive (+) Significance 

ROA Negative (-) Significance Negative (-) Significance 

BOPO Negative (-) Significance Positive (+) Not Significance 

GDP Negative (-) Not Significance Negative (-) Not Significance 

RATE Negative (-) Not Significance Negative (-) Significance 

ASET CASA CAR NPL ROA BOPO GDP RATE

ASET  1.000000  0.588851 -0.500226 -0.118497  0.357646 -0.336535 -0.031881 -0.031994

CASA  0.588851  1.000000 -0.076889 -0.167947  0.432366 -0.353367 -0.066704 -0.072785

CAR -0.500226 -0.076889  1.000000 -0.060790  0.141047 -0.102084 -0.056063 -0.116570

NPL -0.118497 -0.167947 -0.060790  1.000000 -0.535888  0.517342 -0.179248 -0.230391

ROA  0.357646  0.432366  0.141047 -0.535888  1.000000 -0.773150  0.139115  0.177031

BOPO -0.336535 -0.353367 -0.102084  0.517342 -0.773150  1.000000 -0.128197 -0.102705

GDP -0.031881 -0.066704 -0.056063 -0.179248  0.139115 -0.128197  1.000000  0.651222

RATE -0.031994 -0.072785 -0.116570 -0.230391  0.177031 -0.102705  0.651222  1.000000



 

 

 

 

 

 

Total assets variable (SIZE) has a positive coefficient of estimation for the liquidity coverage 

ratio, with statistical significance of 5% and 10%, respectively. This means that the increase in 

bank assets can increase the LCR value, especially if the additional assets are the productive 

assets or assets that are included in the HQLA component. This result is consistent with study 

by [12] and [8]. Banks with large total assets will have the opportunity to diversify investments, 

not only focusing on credit. They can invest in government bonds and derivative contracts on 

the stock market to increase convertibility and increase liquidity. In addition, banks with large 

total assets are easier to attract customers to save their money in them, borrow money from 

interbank money market, etc. However, the relationship of LCR with bank size in before and 

during Covid-19 is negative, this finding is in line with the study by [21] and [22] that found the 

size of the bank has a negative coefficient with liquidity. The size of a bank’s total assets (SIZE) 

has a positive impact on bank liquidity. 

Current Account Saving Account (CASA) or cheap fund has a positive coefficient both in before 

pandemic (model 1) and during pandemic (model 2), with statistically significant at 5%. This 

result is in line with [3] study which found that LCR was effective in persuading banks in 

emerging markets to accumulate more stable retail deposits. Banks with high CASA indicate 

that their funding structure tends to be more stable and the cost of fund is relatively lower. This 

is because in general current account and savings have lower interest rate unlike the time 

deposits. In addition, savings and current account products are more diversified, unlike time 

deposits, where a customer usually places a large amount of funds in one certificate of deposit. 

Capital Adequacy Ratio (CAR) has a positive coefficient with statistically significant of 5%. 

This is in line with the research of A[16] and [17] which show that CAR has a significant 

positive effect on liquidity. The higher the Capital Adequacy Ratio, the better the Bank's ability 

to bear the risk of any risky credit/productive assets. If the CAR value is high, the bank can 

finance operational activities and meet its liquidity obligations. Capital Adequacy Ratio (CAR) 

also has a positive coefficient both in before and after pandemic Covid-19. 

The Non-Performing Loan (NPL) variable has a negative relationship and significantly affects 

LCR. These results are in line with research by [15], [17] and [9] which show that NPL has a 

significant negative effect on liquidity. High NPL will interfere their cash flow from principal 

and interest payments from loans, so it will have an impact on bank cash inflow, which will 

reduce the bank's LCR ratio. In addition, NPL is also an important factor in bank reputation risk. 

Customer more likely to trust save their money on bank with low NPL, so the bank liquidity is 

maintained. A high NPL also indicates that banks have a large credit risk and banks are required 

to establish reserves for bad loans. However, for during the pandemic Covid-19, NPL has 

positive relationship with LCR. This finding is in line with study of [27] and [28] that showed 

NPL has a significant positive effect on liquidity. These conditions may be due to the impact of 

pandemic in the economy and business which caused the business of debtors to decline and they 

have trouble in paying their debt to the bank. This results an increase in the NPL in banking 

sector. Meanwhile on the other hand, bank over liquid during pandemic because the increase 

growth of Third-Party Funds and they reduce lending because the business sector is not doing 

well. This condition make banking liquidity remains strong even though the NPL has increased. 

Return on total assets (ROA) has negative coefficients and significantly affect LCR both in 

before and during pandemic Covid-19. Interest and principal income from lending is the main 



 

 

 

 

 

income for banks. The greater the ROA of the bank, indirectly mean that the credit (long term) 

disbursed by the bank is also large. On the other hand, banks have an obligation to fulfil 

customer withdrawals (short term). This will result in a liquidity mismatch. 

Operating expenses to operating income (BOPO) have a negative relationship and significantly 

affect LCR. One of the components of operating costs is the interest expense paid by banks to 

depositors on savings deposits, time deposits, demand deposits and other forms of third-party 

funds. Meanwhile, operating income is the income received by the bank for providing loans to 

debtors. The large BOPO value is caused by operating costs that are too large compared to the 

bank's operating income. Operational costs indicate that the bank is providing a sufficiently 

large interest to depositors so that it has large operating costs. In the LCR calculation, depositors 

who get interest on placement of funds are greater than the interest guaranteed by the Deposit 

Insurance Corporation (LPS), so they are included in the category of less stable deposits and 

have a higher hair cut value when compared to stable deposits. So, the greater the BOPO, the 

lower the LCR value of the bank. This is in line with the research of  [14] which states that 

operational cost has a significant negative effect on liquidity. 

The BI 7 Days Reverse Repo Rate or the reference interest rate has a negative and significant 

relationship to LCR. This shows that when Bank Indonesia increases the benchmark interest 

rate, the LCR will decrease. When Bank Indonesia increases the benchmark interest rate, banks 

will follow the change and apply it to their third-party fund interest rate. If the increase in interest 

rates causes their interest rates to be above the LPS guaranteed interest rate, then the percentage 

of the run off rate of TPF in Cash Outflow will change to a larger one because the funding will 

be included in the less stable deposit component. 

5 Conclusion and Recomendations 

The aim of the study was to identify the determinants of liquidity coverage ratio conventional 

banks in Indonesia. The study was performed by Random Effect Model regression with 

unbalanced panel data on a quarterly frequency of 33 conventional banks in Indonesia, for the 

period from Q1 2018 to Q3 2021. The results show that the determinants of liquidity coverage 

ratio of conventional banks are total asset (SIZE), saving account saving account per total third 

party funds (CASA), capital adequacy ratio (CAR), and non-performing loan (NPL), Return on 

Assets (ROA), Operational Cost on Operational Revenue (BOPO) and BI 7 Days RR Rate.  

There are several differences in LCR determinants between before the COVID-19 pandemic 

and during the pandemic. Factors that affect LCR before the pandemic are CASA, CAR, NPL, 

ROA and BOPO. Meanwhile, during a pandemic, the factors that affect LCR are SIZE, CASA, 

CAR, NPL and ROA. The relationship between NPL and LCR before the pandemic was 

negative, while during the pandemic NPL was positively related to LCR. 

The results of this study have important implications for managers at KBMI 1 group banks, 

policymakers and further research academics. For bank that in the future require to report and 

fulfil the regulatory limit of LCR, they need to maintain high quality liquid assets position in 

sufficient amount (not too much or too little) in order to meet the bank's liquidity needs over the 

next 30 days, design strategies that enable to attract significant retail deposits especially from 

saving account and current account products and maintain credit quality so that the number of 



 

 

 

 

 

non-performing loans is not high. There are some advantages of using retail deposits to fulfil 

liquidity coverage ratio limit. First, retail deposits generally earn below market interest, thus 

will boost banks profitability with reduction in cost of fund. Second, retail deposits can to 

maintain banking sector stability due to the resilience of core deposits. Banks also need to 

maintain their maturity mismatch position so that the gap between assets and liabilities, 

especially for the short-to-medium term is not too large. 
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