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SUMMARY

SRI MURTIYANTI. The Impact of Credit Risk and Profitability on Capital
Adequacy of the Banking Industry in Indonesia. Supervised by NOER AZAM
ACHSANI and DEDI BUDIMAN HAKIM.

Credit risk is one of the most significant risks that banks face, considering
that lending activity is one of the main sources of income in commercial banks.
Banks are required to apply risk management in an effective manner. Application
of risk management shall encompass at least adequacy of processes of
identification, measurement, monitoring, and control of risk to ensure that
business activities conducted by banks do not incur losses exceeding the capacity
of the bank or that may disrupt the sustainability of bank operations. In an attempt
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This research uses =3 _ﬂ/» TA), Loan to Deposit
Ratio (LDR), Non Performing L0a atto” of Loan Losses Provision to
Loan (CKPN) as the indicators of creditsriskyma ati enses to
Operating Income (BOPO) and Return o <°9’ gﬁs' (]I)iFB?cators of
profitability. The test result by using ECM ModelFshows that both credit risk and
profitability performance have a significant impact to capital adequacy ratio
(CAR) which is partially affected by the characteristic and the complexity of bank
group. This study also suggests that the pace towards the long term balance is, in
general, less than one year.
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