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Determinant of banks stock risk in Indonesia

R. Setiawan & R. Anggraeni
Universitas Airlangga, Surabaya, Indonesia

ABSTRACT: The purpose of this study is to examine the determinant of bank’s stock risks on the 
Indonesian Stock Exchange. This study uses a multiple linear regression analysis model, and the data was 
obtained from the bank’s financial statements published during the 2006–2015 period. The dependent 
variable in this study is the bank’s stock risk that is proxied by the standard deviation of the daily bank’s 
stock risk. The independent variables in this study are the book value Equity to Total Asset (EQTA), 
Non-Performing Loan (NPL), Liquid Asset to Total Asset (LIQATA), and Standard Deviation of ROA 
(SDROA). The results showed that NPL and SDROA have a positive influence on bank stock risk, while 
EQTA and LIQATA have a negative influence on bank stock risk.

Keywords: bank’s stock risk, book value Equity to Total Asset (EQTA), Non-Performing Loan (NPL), 
Liquid Asset to Total Asset (LIQATA), Standard Deviation of ROA (SDROA)

strategy of reliable management in controlling the 
risks that it faces itself.

Banking risk management is very important for 
banks. It concerns the success and failure of the 
banks in running operations. If  banks can man-
age the risk well, it is expected that the banks will 
increase their returns. However, if  the bank is not 
able to handle the risks properly, then the probabil-
ity of bankruptcy will also increase. The essence of 
the implementation of risk management is the risk 
management methodology used so that the bank’s 
business activities can be controlled within accept-
able limits and benefit the banks.

The banking industry is one of the industries 
selected by investors in which to invest their capi-
tal. The existence of a more predictable level of 
financial globalization poses new and complex 
risks that investors must confront. Generally, 
investments made by investors in the capital mar-
ket are to earn returns, but investors also need to 
look at the risks that exist in the securities because 
of the uncertainty in the investment. The risk due 
to the uncertainty of stock prices or the returns 
obtained by investors in the capital market is called 
the risk of shares. According to Agusman et  al. 
(2008), stock risk can be reflected in the fluctua-
tion of stock prices in the capital market.

According to Sudana (2011), there are three 
types of investor behavior against risk, namely 
risk seeker, indifferent to risk, and risk averter. 
For investors who are risk seekers, a big risk will 
be preferred because of the amount of return that 
will be obtained. But there are also investors who 
are risk averters that try to minimize the risk but 

1 INTRODUCTION

The existence of the banking sector in the econ-
omy of a country has an important role, even in 
the daily life of the community mostly involving 
services from the banking sector. This is because 
the banking sector has the primary function as a 
financial intermediary between excessive economic 
units and underfunded economic units. Through 
a bank can be collected funds from the commu-
nity in various forms of the subsequent deposits 
of funds that have been collected by the bank and 
channeled back in the form of credit to the busi-
ness sector or other parties in need.

The globalization of the economy has made 
progress in the banking system, but on the other 
hand, it also poses various risks due to the world 
economy. In addition, the increasing complexity of 
the business activities of banks has the potential to 
lead to higher risks being faced. This increased risk 
needs to be followed by an increase in the capital 
required by banks to bear the likelihood of losses. 
Hanafi (2009) defined risk as a possible result of 
deviation other than what is expected.

All banking companies must be prepared 
against all kinds of risks faced. If  the risk is not 
properly managed, the bank may fail and eventu-
ally end up in bankrupt. Risk in the business con-
text does not always represent something bad. Risk 
can be an opportunity for those who can manage 
it well. Banking wherever it is located will not be 
separated from the risks arising from all activi-
ties undertaken. There is no other way for banks 
to avoid the risks in addition to implementing a 
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still expect a high return. Thus, risk is one of the 
parameters that is important for investors to use 
to determine the return and to identify the factors 
that affect risk. Agusman et al. (2008) stated that 
there are several types of financial ratios related 
to stock risk, among others, book value equity to 
total asset, non-performing loan, liquid asset to 
total asset, and standard deviation of ROA.

The four financial ratios related to stock risk 
are indicators of bank performance. By using the 
bank’s performance indicators, it is expected that 
investors will be able to respond to whether the 
banks they are going to buy in to are worthy to 
make investments in line with the risk of the stocks 
that will be generated later on. Book value equity 
to total assets is the proportion of capital to the 
total assets owned by banks. If  the bank has its 
own capital with an amount greater than the debt, 
it is expected to create a risk of bank stocks in the 
small capital market. A non-performing loan is 
how much problem loans are owned by the bank. 
If  a bank has a large portion of bad loans, the 
losses are to be borne by the bank. This causes the 
risk towards the bank shares in the capital market. 
High liquid asset to total assets is how much of the 
bank’s liquid assets can be used to maintain liquid-
ity. If  the bank can manage their assets until it can 
avoid a liquidity risk, then the bank is considered 
to be a healthy bank and this causes the risk of 
shares in the capital market to be low. The stand-
ard deviation of ROA illustrates the uncertainty 
of the profitability obtained by the bank. Jika’s 
high profitability is uncertain, considering that 
the bank is not healthy and this causes the risk of 
bank shares in the capital market to also be high. 
Below is the risk of banking stock data from 2006–
2015. It did not show any significant increases or 
decreases in trends. Below is the data of the bank-
ing stock risk from 2006–2015 as measured using 
the standard deviation of the daily stock returns.

Based on the above data, it can be seen that the 
risk level of banking stock is unstable. From this 
phenomenon, the researcher wanted to research 
about the effect of stock risk instability with five 
financial ratios, namely book value equity to total 

asset, non-performing loan, liquid asset to total 
asset, and the standard deviation of ROA. Aside 
from the phenomenon itself, the research was on 
the influence of banking risk with the five financial 
ratios mentioned. This is rarely done in Indonesia, 
so the researcher wanted to examine the effect of 
bank stock risk on book value equity to total asset, 
non performing loan, liquid asset to total asset, 
and the standard deviation of ROA. Based on the 
description of the above background, the formula-
tion of the research problem is as follows:

1. Does book value equity to total asset negatively 
affect the risk of bank stock?

2. Does a non-performing loan positively affect 
the risk of bank stock?

3. Does liquid asset to total asset negatively affect 
the risk of bank stock?

4. Does the standard deviation of ROA positively 
affect the risk of bank stock?

2 THEORETICAL BASIS

2.1 Understanding bank

According to Law no. 10/1998 about banking, a 
bank is a business entity that collects funds from 
the public in the form of savings and distributes it 
to the community in the form of credit and/or in 
other forms in order to improve the standard of 
living of the community. The purpose of banking 
is explained in article 3 of Law no. 10/1998; to sup-
port the implementation of national developments 
in order to improve equity, economic growth, and 
national stability towards improving the welfare of 
the people.

2.2 Bank stock risk

Risk is the possibility of the results obtained that 
deviate from the expected (Hanafi, 2009). Mean-
while, according to Sudana (2011), risk is defined 
as the variability of the actual investment return 
on the expected investment results. So it can be 
concluded that the risk of the stocks is a possibil-
ity. The results obtained deviate from the expected, 
which are the results of the stock investments. 
Referring to Agusman et al (2008), the risk of bank 
stock in this study is measured using the standard 
deviation of daily stock return. The standard devi-
ation indicates how far the probability of the value 
obtained deviates from the expected value. The 
greater the standard deviation value, the greater 
the probability that the true value deviates from the 
expected meaning. Therefore, the higher the risk. 
Referring to Agusman et  al (2008) and Ehrhardt 
and Brigham (2001), stock risk is measured using 
the standard deviation of daily stock returns.Figure 1. Risk data of banking stocks period 2006–2015.
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2.3 Book value Equity to Total Asset (EQTA)

The ratio of book value equity to total assets is a 
ratio that shows how much of the bank’s equity 
portion is out of the total assets owned.

2.4 Non-Performing Loans (NPLs)

The non-performing loan ratio is the ratio between 
the total non-performing loans and the total loans 
granted to debtors (Rivai et al., 2012). The smaller 
the ratio, the smaller the risk of the possibility of 
uncollectible loans compared to the total amount 
of loans granted, which leads to bank profits 
(Rivai et  al 2012). Banks are said to have a high 
ratio of non-performing loans if  the number of 
credit problems are relatively large.

2.5 Liquid Asset to Total Asset (LIQATA)

The ratio of liquid assets to total assets is a com-
parison of a bank’s liquid assets to their total 
assets (Agusman et al, 2008). Liquidity is one of 
the indicators used to measure the company’s abil-
ity to meet its short-term liabilities. According to 
Rivai et  al (2012), liquidity is the ability of the 
bank’s management in providing sufficient funds 
to meet its obligations at any time. Management in 
terms of liquidity is very necessary, because if  the 
bank lacks liquidity then it can disrupt not only 
the bank, but also the banking system as a whole.

2.6 Standard Deviation of Return on Asset 
(SDROA)

The standard deviation ratio of ROA is a risk of 
profitability generated by banks (Agusman, et al., 
2008). Risk itself  has the meaning of uncertainty, 
and ROA is the ability of banks in managing their 
assets to generate profit. It can be concluded that 
the standard deviation of ROA is the uncertainty 
to do with the earnings obtained by banks.

2.7 The effect of book value equity to total asset 
on bank stock risk

The ratio of book value equity to total asset nega-
tively affects the risks to do with bank stock. This 
indicates that the higher the book value equity to the 
total asset ratio, the lower the risk of the stocks to 
be faced by the bank (Agusman, et al., 2008). This 
ratio is negatively related to the risk of bank shares 
because the percentage of the bank’s operational 
activity is more funded by the bank’s own equity 
than debt, where the debt itself will cause a fixed 
burden of interest (Pettway, 1976 in Salked, 2011). 
If the bank’s debt is less than the equity, the interest 
on the bank will not be too large. Equity absorbs 

the possibility of losses and provides the basis for 
maintaining customer confidence. The greater the 
equity, the greater the financial resources that can 
be used for business development purposes and to 
anticipate potential losses, as a result of lending.

Banks with a large equity will face lower bank-
ruptcy risks and may earn lower funding costs. Peo-
ple trust banks that have greater equity than debt, 
because they feel that the funds held in the bank 
will be safe with the equity of banks to protect their 
funds in the event of a loss. Investors will also trust 
banks that have greater equity than debt because 
investors believe that banks with greater equity can 
guarantee the value of their investments, at least 
with a value that remains stable. The risk of stocks 
on investments is subsequently low. The maximum 
bank equity will be able to improve the bank’s 
management capabilities in identifying, measuring, 
controlling and controlling risks arising later. The 
higher the book value equity compared to the total 
asset ratio, the lower the risks to do with bank stock.

H1:  Book value equity to total assets negatively 
affects the risk of bank stock.

2.8 The effect of non-performing loans on bank 
stock risk

The ratio of non-performing loans positively 
affects the risk of bank stock. This means that the 
higher the ratio of non-performing loan-giving 
banks, the higher the risk of stocks faced by the 
banks (Mamoghli, 2009). The non-performing 
loan ratio is the percentage of the number of non-
performing loans faced by the bank. The high rate 
of non-performing loan as indicated by the higher 
ratio of non-performing loan indicates the low abil-
ity of the debtors to pay back all of their loan or 
credit provided by the bank. This can increase the 
cost (opportunity cost) resulting in potential losses 
in the banks. The high ratio of non-performing 
loans has been proven to cause the banks to suf-
fer losses due to that magnitude of change. Banks 
should be careful in channeling credit in order to 
avoid high non-performing loans, or to deal with 
it in a more selective way when it comes to chan-
neling credit to the community. Investors consider 
that banks with high non-performing loans are 
considered to be unhealthy and risky banks. The 
effect of the high non-performing loan ratio is 
that the bank will experience more credit risk. If  
the bank is exposed to credit risk, this will lead to 
the disruption of bank liquidity because it has to 
bear the losses due to the risk of default from the 
debtor. If  bank liquidity gets disturbed and also 
has credit risk involved, investors will assume that 
the bank is unhealthy and investors will not trust 
to invest its shares in the bank. When no investors 
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invests in the bank, the share price of the bank 
will fall, and the risk of the bank’s shares will be 
high. Thus, the higher the ratio of non-performing 
loans, the higher the risk of bank stock.

H2:  Non-performing loans positively affect the 
risk of bank stock.

2.9 The effect of liquid asset to total asset on 
bank stock risk

The ratio of liquid assets to total assets has a nega-
tive effect on bank stock risk. This means that the 
higher the bank’s liquid assets, the lower the risk of 
stocks faced by the bank. If  this ratio shows a high 
number, it indicates that the bank has a large liq-
uid asset, thus has a relatively small liquidity risk. 
Banks with large liquid assets are expected to buffer 
unexpected losses in the short term, as the amount 
of available liquid assets is greater and avoids the 
liquidity risk. If  the public wants to withdraw their 
funds by a large amount, the bank can serve them 
immediately. Investors consider banks with liquid 
assets of a considerable value to be rated as sound 
banks because they can avoid the liquidity risk. 
Investors will invest in the bank, so the stock price 
of the bank will rise, and the risk of its shares will 
fall. Thus, the higher the liquid asset to total asset, 
the lower the risk faced by the bank.

H3:  Liquid asset to total assets negatively affects 
the risk of bank stock.

2.10  The effect of standard deviation of ROA 
ratio on bank stock risk

The standard deviation of ROA ratio positively 
affects the risk of bank stock. This means that the 
higher the standard deviation of the bank’s ROA, 
the higher the risk of stocks faced by the bank. 
The high ROA variability value reflects the insta-
bility of bank management in managing its assets 
to generate profit, so that the profit generated also 
fluctuates. Banks that have not been able to man-
age their assets well cause operational activities to 
be undertaken by that banks that is not good. This 
causes the profit generated by the bank to fluctuate. 
Fluctuating earnings leads to uncertainty faced by 
banks. For investors, profit is one of the main ele-
ments of bank health information. When a bank’s 
earnings are experiencing instability, this indicates 
that the performance of the bank is not maximized 
because it cannot maintain stability or even increase 
its profit. This phenomenon becomes a bad signal 
for investors, because the banks are considered to 
be unhealthy and this will be reflected in the stock 
price of the banks in the capital market. The result-
ing risk of capital faced by the banks will be high. 
This causes the higher risk of stock to be faced by 

the bank. Thus, the higher the standard deviation 
of ROA, the higher risk of shares faced by the bank.

H4:  Standard deviation of ROA positively affects 
the risk of bank stock.

3 RESEARCH METHOD

3.1 Sample

The sample in this study was a banking company 
listed on the Indonesian Stock Exchange operat-
ing in the period 2006–2015. The sample firm 
has a financial report with complete data-related 
variables to be used. Sharia banks have not been 
included in the samples because sharia companies 
do not distribute community funds in the form of 
interest-based credit but in the form of financing 
based on the results so as not to face credit risks.

3.2 Operational definition and variable 
measurement

3.2.1 Dependent variable
Bank Stock Risk (RISK)

RISK
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3.2.2 Independent variable

1. Book value Equity to Total Asset (EQTA)
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2. Non Performing Loan (NPL)
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3. Liquid Asset to Total Asset (LIQATA)
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4. Standard Deviation of Return on Asset (SDROA)
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3.3 Data analysis method

The model of analysis in this research is

RISKi,t =  α + β1EQTAi,t|1 + β2NPLi,t|1 
+ β3LIQATAi,t|1 + β4SDROAi, t|1 + εi,t|1 (6)

where, RISKit is bank stock risk bank i year t, 
EQTAi,t|1 is book value equity to total asset bank 
i year t|1, NPLi,t|1 is non-performing loan bank i 
year t|1, LIQATAi,t|1 is liquid asset to total asset 
bank i year t|1, SDROAi,t|1 is standard deviation of 
ROA bank i year t|1.

4 RESULT AND DISCUSSION

4.1 Results of the research analysis

whereas the debt itself will create a fixed burden of 
interest (Pettway, 1976). If the bank’s debt is less 
than the equity, the interest on the bank will not be 
too large. Equity absorbs the possibility of losses 
and provides the basis for maintaining customer 
confidence. The greater the equity, the greater the 
financial resources that can be used for business 
development purposes and to anticipate poten-
tial losses, as a result of lending. Banks with large 
equity will face lower bankruptcy risks and may 
earn lower funding costs. People trust the banks 
that have greater equity than debt, because they feel 
that the funds held in the bank will be safe with the 
equity of the banks in place to protect their funds 
in the event of a loss. Investors will also trust banks 
that have greater equity than debt because investors 
believe that banks with greater equity can guarantee 
the value of their investments, at least with a value 
that remains stable, so the risk of stocks on invest-
ments is low. The maximum bank equity will be able 
to improve the bank’s management capability in 
identifying, measuring, controlling and controlling 
risks arising later. The higher the book value equity 
to total asset ratio, the lower the risk of bank stock.

4.3 The effect of non-performing loans on bank 
stock risk

The ratio of non-performing loans has a significant 
positive effect on bank stock risk. The higher the 
ratio of non-performing loans in banks, the higher 
the risk of stocks faced by the aforementioned 
banks (Mamoghli, 2009). The non-performing 
loan ratio is the percentage of the number of non-
performing loans faced by banks. The high rate of 
non-performing loans indicated by the high ratio 
of non-performing loans indicates the low ability of 
debtors to pay for all of the loans provided by the 
bank. This can increase the cost at the bank. The 
high ratio of non-performing loans has been proven 
to cause the bank to suffer losses that amount to 
change. Banks should be careful in channeling 
credit in order to avoid high non-performing loans. 
Investors consider that banks with high non-per-
forming loans are considered to be unhealthy and 
risky banks. The effect of the high non-performing 
loan ratio is that the bank will experience more 
credit risk. If the bank is exposed to credit risk, this 
will lead to the disruption of the bank’s liquidity 
because it has to bear the loss from the risk of the 
default of the debtor. If the bank liquidity gets dis-
turbed and also involves credit risk, investors will 
assume that the bank is unhealthy and investors will 
not trust to invest their shares in the bank. When no 
investor invests in the bank, the share price of the 
bank will fall, and the risk of the bank’s shares will 
be high. Thus the higher the ratio of non-perform-
ing loans, the higher the risk of bank stock.

Table 1. Data description.

N Minimum Maximum Mean
Std. 
deviation

RISK 113 0,0111 0,0482 0,0244 0,0070
EQTA 113 0,0529 0,2601 0,1087 0,0314
NPL 113 0,0000 0,1050 0,0283 0,0165
LIQATA 113 0,0536 0,1434 0,0924 0,0190
SDROA 113 0,0002 0,0138 0,0038 0,0028
Valid N 113

Source: Data processed.

Table 2. Regression analysis results.

Variable Coefficient Sig. t Result

Konstanta  0,031 0,000
EQTA −0,044 0,030** Significant
NPL  0,093 0,026** Significant
LIQATA −0,069 0,039** Significant
SDROA  0,437 0,064* Significant

R2  0,207

Dependent Variable: RISK.

** = Significant at 5%, * = Significant at 10%.

4.2 The effect of book value equity to total asset 
on bank stock risk

Book value Equity to Total Asset has a significant 
negative effect on bank stock risk. This means that 
the higher the book value equity to the total asset 
ratio, the lower the risk of stock to be faced by the 
bank (Agusman et  al, 2008). This ratio is nega-
tively related to the risk of bank stocks because the 
percentage of the bank’s operational activities is 
funded by the bank’s own equity rather than debt, 
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4.4 The effect of liquid asset to total asset on 
bank stock risk

The ratio of liquid assets to total assets has a signifi-
cant negative effect on bank stock risk. This means 
that the higher the bank’s liquid assets, the lower the 
risk of stocks faced by the bank. If this ratio shows 
a high number, it indicates that the bank has a large 
liquid asset, and thus has a relatively small liquidity 
risk. Banks with large liquid assets are expected to 
buffer unexpected losses in the short term, as the 
amount of available liquid assets is greater. If the 
public wants to withdraw their funds in relation to 
a large amount, the bank can serve them immedi-
ately. Investors consider banks with liquid assets to 
be of considerable value to be rated as sound banks 
because they can avoid the liquidity risk. Inves-
tors will invest in the bank, so the stock price of 
the bank will rise, and the risk of its shares will fall. 
Thus, the higher the liquid asset to total asset ratio, 
the lower the risk faced by the bank.

4.5 The effect of standard deviation of ROA ratio 
on bank stock risk

The standard deviation ratio of  ROA has a sig-
nificant positive effect on bank stock risk. This 
means that the high standard deviation of  ROA 
is owned by the bank, and affects the high risk 
of  bank stocks. The high ROA variability value 
reflects the instability of  the bank’s management 
in managing its assets to generate profit, so that 
the profit generated also fluctuates. Banks that 
have not been able to manage their assets well 
cause the operational activities undertaken by the 
banks to not be so good. This causes the profit 
generated by the bank to fluctuate. Fluctuat-
ing earnings leads to uncertainty. For investors, 
profit is one of  the main elements of  bank health 
information that are looked at prior to making 
a decision. When a bank’s earnings are experi-
encing instability, this indicates that the per-
formance of  the bank is not maximized because 
it can’t maintain stability or even increase its 
profit. This phenomenon becomes a bad signal 
for investors, because the banks are considered 
to be unhealthy and this will be reflected in the 
stock price of  the banks in the capital market. 
The risk of  capital faced by banks will be high. 
This causes the higher risk of  stock to be faced 
by the bank. Thus, the higher the standard devia-
tion of  ROA, the higher the risk of  shares faced 
by the bank.

5 CONCLUSION

Based on the research conducted on 113 observa-
tions of bank research registered on Indonesian 
Exchange in 2006–2015, the following conclusions 
have been generated:

1. Book value equity to total asset and liquid asset 
to total assets has a significant negative effect 
on bank stock risk. This shows that the higher 
the ratio of book value equity to total asset and 
liquid assets to total assets, the lower the risk of 
bank stock.

2. Non-performing loans and standard deviation 
of ROA have a significant positive effect on 
bank stock risk. This shows that the higher the 
non performing loan ratio and standard devia-
tion of ROA, the higher the risk of bank stock.
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