Jurnal Manajemen & Agribisnis, Vol. 20 No. 3, November 2023
Permalink/DOI: http://dx.doi.org/10.17358/jma.20.3.355

Available online at
http://journal.ipb.ac.id/index.php/jmagr

THE EFFECT OF DISTRIBUTION OF PEOPLE'S BUSINESS CREDIT (KUR)
IN THE AGRIBUSINESS SECTOR AND THE FACTORS THAT INFLUENCE IT ON

PAPUA BANK PERFORMANCE

Adriana Luciana Bosawer”, Netti Tinaprilla™, Feryanto™

“PT. Bank Pembangunan Daerah Papua Cabang Merauke
J1. Raya Mandala No. 350 Merauke 99653, Indonesia

“Department of Agribusiness, Faculty of Economics and Management, IPB University

Article history:

Received
23 May 2023

Revised
31 July 2023

Accepted
17 October 2023

Available online
30 November 2023

This is an open access
article under the CC BY
license

(OMOoN

! Corresponding author:

JI. Agatis, IPB Dramaga Campus Bogor 16680, Indonesia

Abstract: Bank Papua is a financial institution that distributes KUR in Papua and West Papua.
However, the KUR agribusiness sector of Bank Papua has decreased from year to year. Therefore,
this study aims to determine the effect of KUR on the agribusiness sector and the factors that
affect the performance of Bank Papua. Secondary data comes from Bank Papua, BPS Papua and
West Papua. The data were processed and analyzed using multiple linear regression with the
Ordinary Least Square (OLS) approach to determine the real effect of the independent variables
on the dependent variable. The results showed that KUR in the agribusiness sector, loan deposit
to ratio, net interest margin, and the conditions of the COVID-19 pandemic were not significant,
while operating expenses on operating income had a significant effect on return on assets. Bank
Papua must be more efficient in carrying out its business activities by reducing operational
costs and increasing operating income, one of which is by increasing KUR distribution in the
agribusiness sector as an economic sector that absorbs potential labor and is a sector that can
withstand shocks. Operating expenses on operating income that have a negative effect on the
return on assets indicates that Bank Papua is not efficient in running its business because it
suffers losses. This will have an impact on decreasing credit, especially KUR in the agribusiness
sector as an economic sector that is classified as high risk. This is due to its perishable nature
and seasonality, thereby hampering the government's goal of developing the potential of Papua
and West Papua to improve the welfare and economy of the community.

Keywords: agribusiness potential, KUR agribusiness sector, Papua Bank performance,
regression multiple linear

Abstrak: Bank Papua merupakan lembaga keuangan penyalur KUR di Papua dan Papua Barat.
Namun, KUR sektor agribisnis Bank Papua mengalami penurunan dari tahun ke tahun. Oleh
karena itu, penelitian ini bertujuan mengetahui pengaruh KUR terhadap sektor agribisnis dan
faktor-faktor yang mempengaruhi kinerja Bank Papua. Data sekunder bersumber dari Bank
Papua, BPS Papua, dan Papua Barat. Data diolah dan dianalisis menggunakan regresi linier
berganda dengan pendekatan Ordinary Least Square (OLS) untuk mengetahui pengaruh nyata
variabel independen terhadap variabel dependen. Hasil penelitian menunjukkan bahwa KUR
sektor agribisnis, loan deposit to ratio, net interest margin, dan kondisi pandemi COVID-19
tidak signifikan sedangkan beban operasional terhadap pendapatan operasional berpengaruh
signifikan terhadap return on asset. Bank Papua harus lebih efisien dalam menjalankan kegiatan
usahanya dengan menekan biaya operasional dan meningkatkan pendapatan operasional,
salah satunya dengan meningkatkan penyaluran KUR di sektor agribisnis sebagai sektor
ekonomi penyerap tenaga kerja potensial dan sektor yang mampu bertahan dari goncangan.
Beban usaha atas pendapatan usaha yang berpengaruh negatif terhadap pengembalian aset
menunjukkan bahwa Bank Papua tidak efisien dalam menjalankan usaha karena mengalami
kerugian. Hal tersebut akan berdampak pada penurunan kredit khususnya KUR pada sektor
agribisnis sebagai sektor ekonomi yang tergolong berisiko tinggi. Hal ini dikarenakan sifatnya
yang mudah rusak dan ketergantungan musim, sehingga menghambat tujuan pemerintah untuk
mengembangkan potensi Papua dan Papua Barat untuk meningkatkan kesejahteraan dan
perekonomian masyarakat.

Kata kunci: potensi agribisnis, kur sektor agribisnis, kinerja bank papua,regresi linier berganda
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INTRODUCTION

The modern economy requires financial institutions
that are very important in driving economic growth.
Banks are mediation institutions that collect public
funds and distribute them to the public through
credit. Small and Medium Enterprises need credit as
additional business capital, which is often an obstacle
for business actors to develop their business, especially
in the productive sector, including agribusiness.
Additional capital obtained through credit increases
inputs and production, increasing production and
income (Iski et al. 2016). However, to obtain capital,
Micro, Small, and Medium Enterprises (MSME)
actors face several obstacles related to loans, such as
credit guarantees, high-interest rates, delays in loan
disbursement, and difficult procedures or records that
reduce access to formal credit (Chandio and Jiang,
2018), so MSME players prefer accessing credit at
non-formal institutions, but detrimental to household
welfare (Chen et al. 2023). So the government's
role is needed to facilitate loans in the agribusiness
production sector. Targeted government support can
benefit banks with limited capital and overcome
small business financial constraints (Hackney, 2023).
The government has a role for MSMEs by providing
capital through People's Business Credit (KUR) using
interest subsidies. Government-controlled interest
rates affect the probability of success and profitability
of agribusiness actors (Saghaian et al. 2022) and
encourage businesses to increase loan repayments
(Jang et al. 2020). KUR in Papua and West Papua
is channeled through several financial institutions,
including Bank Papua. So that as a government-
owned bank, Bank Papua not only carries out its
mediation function to seek profit but also increases the
regional economy with the government. State-owned
banks have no significant effect on profitability, while
private-owned banks have a significant effect on
profitability (Ekinci and Poyraz, 2019).

The provinces of Papua and West Papua can
potentially become major producers for developing
the agribusiness sector in Eastern Indonesia.
According to the BPS Papua and West Papua (2022),
the majority of the population is in rural areas and
earns a living in the agriculture, fishery, and fishery
sectors of 5,360 villages in Papua and 1,899 villages
in West Papua so that they can absorb a workforce
of 32,7 percent of the workforce and as an economic
sector that absorbs the largest workforce compared

to other economic sectors so that it is said to be a
potential regional sector that should be reckoned
with and receives fiscal support. However, this sector
contributed 12,30 percent (Papua) and 10,98 percent
(West Papua) with a per capita income of Rp. 59,08
million/year, far lower than the per capita income of
other economic sectors (BPS Papua, 2021 and Papua
Barat, 2021).

This condition is also supported by the growth of
GRDP in the agriculture, fisheries, and forestry
sectors in Papua and West Papua, which has increased
yearly (Figure 1). Even though 2020 saw the peak of
the COVID-19 pandemic, which caused a reduction
in activities outside the home with the issuance of
government policies regarding Large-Scale Social
Restrictions ( PSBB) as an effort to reduce the spread
of COVID-19 which has an impact on reducing
the demand for and supply of goods and services.
Fiscal policy uncertainty reduces investment,
employment, and consumption (Fernandez et al.
2015). This situation did not occur in the agriculture,
fisheries, and forestry sectors showing a positive
trend. During the COVID-19 pandemic, Indonesia's
GDP contracted up to -2,1 percent (yoy), but the
agriculture, fisheries, and forestry sectors grew by
1,5 percent (Ministry of Economic Affairs, 2021).

Figure 2 shows Bank Papua's KUR distribution which
continues to increase yearly. The largest distribution
is in the non-agribusiness trade sector and has
increased since 2018, amounting to Rp. 9.502,86
million or 16 percent until 2022 of Rp. 140.764,97
million or 51,84 percent of the total Bank Papua
KUR distribution, while the agribusiness sector has
decreased yearly. In 2018 the distribution of KUR
for the Bank Papua agribusiness sector amounted
to Rp. 42.175,80 million or 71 percent, and in 2022
Rp. 90.451,33 million, 33 percent of the total KUR
distribution. The decline in the distribution of KUR
in the agribusiness sector, in addition to the credit
constraints faced by the problem of the characteristics
of agribusiness products, is also the reason for the
difficulty in accessing additional capital through
formal institutions. The problem of time lag for
agribusiness products and credit guarantees is a
consideration for banks in extending credit (Ndegwa
et al. 2020). It shows agribusiness products as risky
products. However, high-risk results in higher
returns (Olszak and Pipien, 2016).
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Figure 1. Graph of average GRDP growth in the agriculture, fisheries, and forestry sectors in Papua and West Papua
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Figure 2. Distribution of Bank Papua KUR

Bank Papua has easier access to reach the public
because of its existence in almost all regions of
Papua and West Papua to serve the interests of
the local government. Greater bank efficiency can
increase access to credit requests (Fungacova et
al. 2020) so that Bank Papua has a market in the
agribusiness sector. Banks with higher market
power earn higher profits (Ekinci dan Poyraz, 2019).
Under these conditions, Bank Papua should further
increase the distribution of KUR to the agribusiness
sector because, based on Figure 1, the GRDP of
the agriculture, fisheries, and forestry sectors has
increased. GRDP, which shows a positive trend,
reflects the increasing ability of economic resources
because people have sufficient income to pay their
obligations. In line with Dang et al. (2021), financing
in the agribusiness sector positively affects GRDP,
indicating that agribusiness financing is profitable,
so banks focus more on it because it significantly
contributes to GRDP. An increase in real GRDP has
a positive and significant effect on credit growth

(Nguyen et al. 2020). Banks will increase lending
so that credit growth will impact economic growth.
Bank loans are influenced by the demand for and
supply of credit (Nguyen et al. 2020). Furthermore,
high loan growth increases the ROA (Saleh and Afifa,
2020). Based on the description, this study aimed
to analyze the influence of KUR distribution in the
agribusiness sector and the factors that influence the
performance of Bank Papua.

METHODS

The study used secondary data for the fourth quarter
of 2015 to the fourth quarter of 2022 for 29 samples
sourced from Bank Papua, BPS Papua, and West
Papua so that the information provided is based on
the information obtained. The limitations of the data
in this study were that before the initial period of
research, KUR distribution still used the Guarantee
Service Fee (I1JP) pattern, so there was no target
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for KUR distribution in the economic sector from
the government to KUR channeling institutions so
that the input to Bank Papua as a distributor when
the credit contract did not differentiate KUR per
economic sector. The type of data used is Return
On Assets (ROA), distribution of KUR in the Bank
Papua agribusiness sector, Loan Deposit to Ratio
(LDR), Net Interest Margin (NIM), Operating
Expenses and Operating Income (BOPO), and the
conditions of the COVID-19 Pandemic.

The data obtained were processed using Microsoft
Office Exel 2013 and Eviews 9. The quantitative
analysis method was carried out using multiple linear
regression with the Ordinary Least Square (OLS)
approach to determine the direction and how much
the independent variable (X) had a real influence on
the dependent variable (Y). Independent variables
consist of KUR distribution in the agribusiness
sector, Loan Deposit to Ratio, Net Interest Margin,
Operating Costs and Operating Income, and the
conditions of the COVID-19 pandemic to the
dependent variable (Y), namely the performance of
Bank Papua as measured using Return On Assets.

ROA equation as follows:
Y=BHB X B X B X B X B X e

Description: Y (ROA (%)); X, (Distribution of KUR
in the agribusiness sector (rupiah)); X, (LDR (%));
X, (NIM (%)); X, (BOPO (%)); X, (COVID-19
Pandemic); 1 (During the COVID-19 Pandemic); 0
(Before the COVID-19 Pandemic).

The model obtained needs to be evaluated based on three
criteria, namely statistical, econometric, and economic
criteria. The f-test was conducted to determine the
effect of the independent variables simultaneously on
the dependent variable and to determine the effect of
the independent variables partially on the dependent
variable using the t-test. Furthermore, the Determinant
Coefficient test (R2) is carried out to find out how much
the Return On Assets variable can be explained by the
independent variables used in the model. The diversity
level of the 0<R2<1 model is getting closer to 1, the
better the model used because it can represent actual
conditions.

This study uses time series data so that the classical
assumption test is carried out to determine the

robustness of the model and that the resulting regression
equation has accuracy in estimation, is not biased, and
is consistent. The classic assumption tests in multiple
linear regression are normality, heteroscedasticity,
multicollinearity, The
autocorrelation test tests the relationship between
observations by comparing the observed Durbin
Watson (DW) value and the table value. If the DW
value is around number 2, accept HO because there

and autocorrelation.

is no autocorrelation. The heteroscedasticity test uses
the Breush-Pagan-Godfrey test to test the dissimilarity
of variance between the residuals in the observations.
If Fcount>alpha level is used, then heteroscedasticity
does not occur. Then do the Multicollinearity test using
Variance Inflation Factors (VIFs). If the VIFs value is
below ten, there is no correlation between variables.
The Normality test uses the Jargue-Bera test to test
whether the data is normally distributed.

Based on the description that has been explained, the
research hypothesis is:

Credit is the main source of bank income, so an increase
in KUR distribution positively affects Return On
Assets. Increasing lending will increase bank profits.
Credit distribution has a positive effect on Return On
Assets (Afriyie, 2013).

H1 =The KUR channeling coefficient for the Agribsins
sector of Bank Papua has a positive and significant
effect on Return On Assets.

Loan Deprosito to Ratio is a ratio that shows the ability
of Bank Papua to manage funds collected from the
public. The higher the loan deposit to ratio, the higher
the credit disbursed. Credit is the main source of bank
income, so an increase in lending will increase bank
profits. Banks with a high loan deposit-to-ratio ratio
have high-interest income resulting in low income
(Zaineldeen, 2018).

H2 = The loan deposit to ratio coefficient has a positive
and significant effect on return on assets.

Net interest margin is a ratio that shows how much
productive assets are provided to earn income. The
bank’s profit is the difference between the interest
income earned and the interest expense paid. The
greater the difference obtained, the greater the profit
obtained by the bank, or it can be interpreted that the
greater the net interest income obtained indicates that
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the bank is more efficient so that the return on assets
obtained also increases.

H3 = Net interest margin positively and significantly
affects asset returns.

Operating expenses and operating income show bank
efficiency, which is calculated based on how much
operational expenses the bank incurs against the
income earned. The higher operating expenses and
operating income indicates that the bank is inefficient
in running its business because it will reduce profits
or higher costs will reduce profits. Operating expenses
and operating income hurt return on assets (Saleh and
Afifa, 2020).

H4 = Operating expenses and operating income
negatively and significantly affect the return on assets.

During the COVID-19 pandemic, the economy
became sluggish due to social restrictions set by the
government, and the supply of raw materials for
industry was reduced, so many businesses were not
operating. It causes layoffs so that many people lose
their income. In a crisis like this, it also impacts banks
because it reduces demand for credit and increases
defaults, reducing return on assets. COVID-19 harms
return on assets (Elnahass et al. 2021).

HS5 = The condition of the COVID-19 pandemic harms
return on assets

RESULTS

Descriptive statistics on the distribution of KUR in the
agribusiness sector and the factors that influence the
return on assets of Bank Papua are presented in Table 1.
Based on Table 1, all the variables used have an average
value greater than the standard deviation or the level
of deviation except for return on assets. However, it is
insignificant, namely 0,002 percent, so it is ignored. It
is suspected that the lowest return on, the lowest net
interest margin, and operational costs and operational
income with the highest values, respectively -2,990
percent, 7,570 percent, and 134,120 percent occurred
in the same period, namely the second quarter of 2017.
It shows a good performance. Bad because Bank Papua
has suffered losses, allegedly due to high defaults
and operational expenses, which impact low-interest
income, reducing the return on assets and even reaching

Jurnal Manajemen & Agribisnis,
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a value below 0. Inefficient banks are managed by bad
management (Yin et al. 2013).

The conditions of the COVID-19 pandemic used as a
dummy variable in Table 1 show the variable return on
assets, distribution of KUR in the agribusiness sector,
loan deposit to ratio was higher during the COVID-19
pandemic and the lowest operating expenses and
operating income while the highest net interest margin
before the COVID-19 pandemic. It is suspected
that this is to reduce the increase in the spread of
COVID-19, the government has implemented PSBB.
However, this policy has an impact on slowing down
the economy because many people have lost their jobs,
reducing their income. This condition also impacts
banking because it reduces the debtor's ability to repay
loans so that banks, as business-oriented institutions,
will be more efficient in running their business by
reducing distribution. Under these conditions, the steps
taken by the bank are to reduce distribution. During
a crisis, banks do not need to limit the role of asset
transformation and liquidity creation because it will
reduce economic growth (Thakor, 2018).

In addition, the variable return on assets, KUR
distribution in the agribusiness sector, loan deposit to
ratio, and operating expenses and operating income,
which showed a better value during the COVID-19
pandemic, was suspected of having a policy regarding
KUR distribution schemes and low-interest rates by
setting subsidies. KUR interest is O percent, which
means that all KUR interest expenses are borne by the
government so that it can provide a stimulus for banks
not to reduce KUR distribution and reduce the burden
of paying interest for MSME actors. The government
carried out this policy because MSMEs can absorb a
larger workforce as a source of foreign exchange and
support for economic stability. In addition, for banks,
the COVID-19 pandemic is not a financial system
problem because when COVID-19 ends, and the PSBB
is lifted, economic activity will recover so that people
will return to the bank to borrow venture capital.
Government support is critical in continuing bank
lending during times of crisis (Kosak et al. 2015).

The classical assumptions were put forward to test the
robustness of the model used in Table 2. It was found
that there was no autocorrelation problem with the
Durbin Watson (DW) value obtained DW 1,8760 <
DU 2,0520 and F-statistic value 0,9630 > 0,005. The
heteroscedasticity test was carried out to determine
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the dissimilarity of variance and residuals between
observations. The F-stat Prob value is 0,6978 > 0,05, so
the residual is unaffected by the model’s independent
variables. The multicollinearity test shows that the VIF
value < 10 means multicollinearity does not occur. The
Jarque-Bera test used to test Normality obtained a value
0f 0.2686 and a probability of 0,8743 > 0,05, indicating
that the residuals are not normally distributed. Based on
the results of the classical assumption test performed,
it is concluded that there are no problems in multiple
linear regression.

Effect of Agribusiness Sector KUR Distribution on
return on assets

The estimation results of multiple linear regression
on the variable coefficient of KUR distribution in the
agribusiness sector have a positive and insignificant
effect on return on assets at a significant level of 10%

(P-value=0,8643>0,10). The results obtained are not
in line with the initial hypothesis. It shows that the
characteristics of agribusiness products that are easily
damaged, dependence on supplying products on a
season, less than optimal marketing of production
results, traditional cultivation, lack of added value,
and high production costs are considered by banks as
institutions of business-oriented finance to increase
lending to the agribusiness sector. According to
(Zelenovi¢ et al. 2018), the difficulty in accessing
finance is due to the low turnover of invested funds and
the profits generated by agricultural primary production
(Jolovic etal. 2014). The low lending in the agribusiness
sector is due to inconsistent agricultural policies;
inefficient subsidy programs; lack of regulation; lack of
alternative sources of finance; lenders' knowledge and
perceptions of risk in agribusiness; weak agribusiness
market; borrower psychology, knowledge, and access
to information.

Table 1. Descriptive Statistics of KUR distribution in the agribusiness sector and the factors influencing its return

on assets
Variable Mean  St.Dev  Min Max Pfrfdfgrrr?ic lelg;ﬁc

ROA (%) 1.317 1.319  -2.990 3.440 1.02 1.73
Bank Papua agribusiness sector KUR distribution 24.265 1.046  21.719  25.229 29.794 49.424
(Million/Rupiah)

NIM (%) 6.710 0.459 50910 7.570 6.99 6.31
LDR (%) 73.644  9.549 59320 88.140 71.60 76.54
BOPO (%) 88.428 13.329 67.260 134.120 91.89 85.53

Table 2. The estimated results of KUR distribution in the agribusiness sector and the factors that influence Bank

Papua's ROA
Variable Coefisien Prob

C 8.183568 0.0118
Bank Papua agribusiness sector KUR distribution (Million/Rupiah) 0.016066 0.8463
Loan deposito to ratio (%) 0.230773 0.2011
Beban operasiona dan pendapatan oeprasiona (%) -0.093081 0.0000%**
Net interst margin (%) 0.000199 0.9707
COVID-19 0.254662 0.1475
F-Squared 0.871524
F-hit 56.9382
Prob>F 0.000000
Obs 29

Description: *** significant at the real level o= 1%
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The influence of KUR in the agribusiness sector is
insignificant, indicating that banks still benefit from
other credit sources, which, according to the bank’s
assessment, are profitable with a small risk of default.
Suppose it is associated with the formulation of the
problem in this study. In that case, the distribution of
KUR in the agribusiness sector has decreased, while
KUR in non-agribusiness trade has experienced a
significant increase yearly. According to several studies,
the total distribution of MSME loans positively and
significantly affects banking company profits (Shahid
et al. 2019). Lack of bank participation in agribusiness
financing by limiting financing to agribusiness
producers reduces the return on assets. An increase
in the volume of agribusiness financing is negatively
related to the return on banking assets (Gasanov et al.
2019).

Distribution is not significant, not only influenced
by the supply factor because of the characteristics
of the primary product of the agribusiness sector but
also influenced by the demand side. Farmers finance
the purchase of modern inputs with cash from non-
agricultural activities and the sales of crops (Adjognon
et al. 2017). Increased credit costs due to farmers
paying agricultural insurance premiums upfront when
disbursing credit, reducing credit uptake (Gallenstein
et al. 2019). Farmers fear losing assets due to credit
rationing and weather risks Ndegwa et al. (2020).
Credit transaction costs (Saifullahi and Haruna. 2012)
cause a decrease in the profitability and sustainability
of financial institutions.

Agribusiness sector actors need capital to buy
relatively expensive production facilities. It causes
the government to make various efforts to increase
the production and productivity of the agribusiness
sector. The agricultural sector is a potential market but
provides smaller profits, so it is not a particular priority
for some banks, so the government’s role is needed to
provide financial support (Grivins et al. 2021). The
government hopes that using the interest subsidy pattern
can increase the profits obtained by agribusiness actors
and profits for channeling banks because they avoid the
risk of default. An interest subsidy program that did not
conduct initial consultations with the financial sector
when the program was designed did not motivate banks
to increase loans to the agribusiness sector (Zelenovié¢
et al. 2018).

Jurnal Manajemen & Agribisnis,
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Effect of loan deposits to ratio on return on assets

The coefficient of the variable loan deposit ratio has
a positive and insignificant effect on return on assets
at a significant level of 10% (P-value=0,2011>0.10).
The loan deposit to ratio shows the bank’s ability to
manage public deposits to generate profit. However,
the research results show that Bank Papua has a low
loan deposit-to-ratio or high liquidity but has not used
it productively to increase assets, thereby reducing
profits. Regional government-owned banks have low
liquidity creation. It will harm the bank because it pays
the cost of holding larger assets (Tang et al. 2021). To
gain profits, the bank will increase loans with low-
interest rates. Excess liquidity causes bank managers
to lower loan interest rates to facilitate loan increases
resulting in lower net interest margins (Nguyen et al.
2020). So it was concluded that to obtain high profits
due to holding high liquidity, Bank Papua must increase
lending.

However, in savings activities, they are collected by
banks as liquid assets, while loans are channeled as
illiquid assets. So that banks must provide sufficient
funds for the short-term needs of depositors so that
they do not experience liquidity risk if they want to
take their money at any time. Banks must maintain
the right level of liquidity when depositors want
to withdraw their funds in the event of a shock by
arranging credit distribution if liquidity is predicted to
increase (Goldstein and Pauzner, 2005). Inflation can
also affect the insignificant effect because it affects the
mobilization of deposits, causing the money spent to
increase and less money saved. Inflation negatively
affects savings (Unvan dan Yakubu, 2020).

The COVID-19 pandemic caused a weakening of the
economy. To stabilize this condition, the government
issued various policies. Uncertainty over economic
policies leads to liquidation hoarding (Nguyen et al.
2020), which is indicated by increasing household
savings by consuming less or working longer hours
to deal with unexpected contingencies (Levenko,
2020), reducing spending and increasing savings
(Aaberge et al. 2017), as well as causing a decrease
in demand for credit (Berger et al. 2022) Unstable
economic conditions also created doubts for banks to
increase lending. The concern of debtors and credit
analysts about deteriorating economic conditions, even
though the economy is not in a recession, has led to
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a decrease in lending, especially to banks with a high
level of credit risk (Gissler et al. 2016), resulting in a
decrease in return on assets and lower cost efficiency
in large banks (Elnahass et al. 2021). In addition, non-
performing loans reduce the ability of banks to provide
further credit facilities to customers. Low returns on
non-performing loans force bank owners to absorb
losses related to assets and release profitable loans
in the following period (Ozlem Dursun-de Neef and
Schandlba, 2021).

Effect of Operating Expenses and Operating Income
On Return On Assets

The coefficient of operating expenses has a negative
and significant effect on return on assets at a real level
of 1% (P-Value=0,000<0,01). In line with Juwita et al.
(2018), decreasing operational expenses and operational
income increases return on assets. Operating expenses
and operating income are one of the bank's efficiency
ratios by measuring the ratio of operational expenses
financed to operating income earned so that high
operating expenses and operating income indicate
that the bank is inefficient or experiencing losses, this
indicates a structural problem in banking (Fungacova
et al. 2020), or it can be said that Bank Papua has not
been efficient in managing its business by minimizing
costs and increasing revenue. Local government-
owned banks are more efficient in converting inputs
into outputs than making profits (Yin et al. 2013).

In addition, operating expenses and operating income,
which have a negative and significant effect, can be
due to government intervention to serve the needs of
the Regional Government as sharcholders reducing
bank efficiency. The presence of the government as a
controller increases the average cost (Mutarindwa et
al. 2021). Bank Papua must reduce its dependence on
government funds to be more flexible in its business
activities. Private banks are efficient because they
face more severe budget constraints compared to
state-owned banks, which perform losses because the
government heavily capitalizes them (Yin, 2013).

Banks are intermediary institutions, but the quality of
bank intermediation is measured by its efficiency in
converting inputs into outputs and minimizing costs or
maximizing profits. A more efficient bank is assumed
to be able to drive growth because it can select optimal
projects to be funded while estimating the cost of
capital. Decreasing input productivity has an impact

on changes in capital efficiency and labor use (Chang
et al. 2012), decreased loan interest rates, lower loan
repayments and increased funding costs (Feng and
Wang. 2018), decreased loans due to liquidity risk
(Cornett et al. 2011), decreased profit growth (Chen,
2020), and suboptimal use of fixed assets, increased
bad loans and inefficient labor costs (Moradi-Motlagh
and Jubb. 2020).

Effect of Net Interest Margin On Return On Assets

The results of multiple linear regression estimation
of the net interest margin coefficient have a positive
and insignificant effect on return on assets at the 10%
significance level (P-value=0.9709>0.10). The net
interest margin shows the difference between the interest
income generated by the bank and the interest costs paid
to depositors as lenders for the amount of assets that
generate interest income used for the continuity of the
bank's business. It occurs when liquidity is low because
depositors pay less interest, so the bank earns a high
profit. However, the results obtained are net interest
margin which has a positive but not significant effect,
meaning that the net interest margin increases return
on assets but is not significant due to high liquidity in
this study, causing the net interest margin obtained to
be low this happens because Papuan banks set interest
rates The low one. Interest rates are positively related
to interest income (Borio et al. 2017).

A high NIM reflects a good bank performance because
it can manage to earn assets to generate greater interest
income from lending activities. Bank market power,
operational costs, credit risk, and ownership of liquid
assets increase the margin difference between interest
rates on loans and deposits (Birchwood et al. 2017).
The positive and insignificant relationship can also be
influenced by monetary policy. The central bank issues
monetary policy to stabilize the economy by setting
high savings interest rates to increase public interest in
saving. But this policy, monetary policy has a positive
effect on the net interest margin (Nguyen et al. 2020).

Effect of the COVID-19 Pandemic on return on assets

The estimation of multiple linear regression of the
COVID-19 pandemic condition coefficient on return on
assets results shows a positive and insignificant effect
at the 10% significance level (P-value = 0,1475> 0,10).
The COVID-19 pandemic outbreak affected all aspects,
including banks. The Large-Scale Social Restrictions
Policy (PSBB) imposed by the government as an effort
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to suppress the spread of COVID-19 had an impact on
economic uncertainty. It causes banks to worry about
credit risk due to the inability of debtors to pay their
obligations and triggers a cautious reaction on the
part of depositors and financial intermediary partners,
causing banks to reduce lending. Government policies
like this increase systemic risk by undermining bank
financial performance (accounting-based and market-
based) and financial stability by increasing default,
liquidity, and asset risks (Elnahass et al. 2021).

However, this insignificant effect shows that Bank
Papua's services are still running while maintaining
cost efficiency amid the COVID-19 pandemic because
this situation is not a systemic banking problem.
Higher bank risks reduce cost efficiency but increase
profits (Saifullahi and Haruna, 2012). Risk contributes
more to revenue than inflating costs. Banks continue to
support the government to improve the economy even
in a crisis. Countries that imposed lockdowns during the
COVID-19 pandemic saw an increase in small business
loans that relied on government-guaranteed loans,
increased allowance for losses, and problem loans
(Beck and Keil, 2022). However, it differs in countries
that did not enforce lockdowns during the COVID-19
pandemic. Government policies during COVID-19
led to increased returns on stocks and deposits and
lower non-performing loans (Demir and Danisman,
2021). The impact of the COVID-19 pandemic is
not only on profits but is sustainable on bank capital
because depositors are careful to use banking services.
Increasing credit withdrawals by companies at risk of
reducing the capital adequacy ratio, reducing income
and profitability impacts bank stability because it limits
the bank intermediary function, especially in small and
state-owned banks (Shabir et al. 2023)

Managerial Implications

In carrying out its business activities, Bank Papua must
be more productive in converting inputs into outputs
by reducing operational expenses and increasing
operating income to obtain greater profits. The results
of the descriptive statistics obtained show that the
lowest return on assets and net interest margin occurs
in the same period with the highest operating expenses
and is supported by estimation results that are in line
with the hypothesis and theory but not significant while
operating expenses have a significant effect on return
on assets. It can increase the distribution of KUR in the
agribusiness sector because it is a potential economic
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sector in Papua and West Papua to be developed so that
it can carry out one of its functions with the government
to improve the regional economy. In addition, as a
sector that can survive when shocks occur, this is
shown by the results of the description that during the
COVID-19 pandemic, there was an increase in KUR
distribution in the agribusiness sector, and COVID had
a positive but not significant effect on return on assets.

CONCLUSIONS AND RECOMMENDATIONS
Conclusions

The productivity of Bank Papua as a mediating
institution that collects deposits and distributes credit is
shown by how well the management manages the funds
lent by the government and the community to generate
profits, as indicated by the return on assets. Negative
and insignificant operating expenses and operating
income show that Bank Papua is inefficient in running
the business, so it suffers losses. The distribution of
KUR in the agribusiness sector, loan deposit to ratio,
net interest margin, and the COVID-19 pandemic
were not significant in this study as an indication of
the low ability of Bank Papua to manage public and
government funds, so it suffered losses due to paying
interest expenses that were greater than the income
earned so that reduce the profit of Bank Papua.

Recommendations

Bank Papua needs to consider the scheme for
distributing KUR in the agribusiness sector, starting
from upstream to downstream, because the results
found that the distribution of KUR in the agribusiness
sector has a positive but not significant effect so that
it can be ensured that Bank Papua has a market but
has not been utilized and promotes KUR distribution
so that it has an impact on increasing bank profits. In
addition, it is necessary to conduct research related to
the performance of Bank Papua by using measurement
ratios other than ROA.
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