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Abstract 
Indonesia is an emerging country which will be develop to industrial country. This paper examines the 
main implications about foreign bank presence on the Indonesia’s economy. We find that the Foreign 
Bank Presence has negative effect on Indonesia’s Economy. The determinant factor of foreign bank 
presence is Foreign Number and Capital Adequacy Ratio (CAR) can be used to confirm determinant 
factors of Foreign Bank Presence but Foreign Shares cannot be used to confirm determinant factors of 
Foreign Bank Presence. While, Gross Domestic Product (GDP) and Inflation Rate can be used to confirm 
determinant factors of Indonesia’s Economy. But direct effect of foreign number on Gross Domestic 
Product (GDP) is positive effect, and direct effect of capital adequacy ratio on inflation rate is negative 
effect.  
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INTRODUCTION 
The dynamics of Indonesia's economic growth currently indicate a gradual sustainable economic 

recovery, so that macroeconomic stability contributes positively to the structure of Indonesia's economic 
recovery. Indonesia is a developing country that is will change towards a new industrial nation, capital 
and population growth are factors that have a significant influence on economic growth in Indonesia. In 
terms of capital increase, investment is an important factor that contributes to Indonesia's economic 
growth. Along with the opening of the international trade market in Indonesia, that has become great 
opportunities for foreign investors to invest in Indonesia. One of all, investing in the banking industry in 
Indonesia is a promising investment for foreign bank. The high profit gained from the banking market in 
Indonesia is one of the factors triggering the number of foreign banks making acquisitions in Indonesia. 

The Asian financial crisis that occurred in the late 1990s had a negative impact on the Indonesian 
economy, causing the Gross Domestic Product (GDP) in 1998 to decrease by -13.6%. The economic 
crisis in Indonesia that a long time ago was affected the climate of the banking industry which resulted in 
the closure of 16 private banks, and triggered massive withdrawals of funds to domestic banks in 
Indonesia. At the beginning of the new order period, the Ampera Cabinet Presidium instructed the 
Minister of Finance and the Governor of the Central Bank to grant business licenses to several foreign 
banks to operate in Indonesia. So that makes foreign ownership in the Banking Industry increasingly 
endemic. Then in the era of Joko Widodo's government creating the 16th economic policy package to 
stimulate the national economy wherein the policy package provided relaxation in releasing the negative 
investment list (DNI), so that the entry of foreign capital in Indonesia became greater. 

The presence of foreign bank has a role in completing domestic investment needs as well as 
being a major driver of the entry a new technology, capital, and managerial capabilities that were not 
previously possessed by banking management in host country. The presence of foreign banks in a 
country will have an impact on the country's economy (Detragiache E. T., 2008). The presence of foreign 
banks in Indonesia as long time has contributed to funding public and private development projects, while 
at the same time having an impact on the competitive behaviour of banks, so that affecting economic 
activity in Indonesia.   

Ownership of foreign banks in Indonesia is grouped into 3: (1) Foreign banks operating as branch 
offices, (2) Foreign banks that make acquisitions with domestic banks, (3) Foreign banks that open their 
representative offices in Indonesia. According to Undang-undang  No.14/1967 concerning Banking, and 
Government Regulation No.3 of 1968 concerning foreign banks, that the foreign banks where they 
operate in the public sector can be established in the form of branch offices of banks that already exist in 
abroad or the foreign banks that have joined with the national banks incorporated in Indonesia. 

Based on the data of the world bank, Indonesia's GDP growth in a long time has occurring 
increased but a few years ago has occurring decreased in 2010 amounted 6.2% has become 4.9% in 
2015. This phenomenon is affecting by global economic growth, rising prices, BI rates, the political system 
in Indonesia, and weak household consumption. According to Ananda Friska Meidrawardani 
(Meidrawardani, 2013) The stage of prosperity nation has a significant effect on the level of credit 
extended by banks, the risk of bank loan portfolios is influenced by the level of loan portfolio risk (loan-
to-asset ratio), capitalization, and the level of profitability. While, Maria Chelo V Manlagnit (Manlagñit, 
2011) argue that the determinant factors of the effect of economic of the foreign bank presence are 
Foreign Number, Foreign Share, equity/total asset, customer funding, overhead cost, market share, loan 
loss provision, dan market concentration.  

In this study, the researcher to find out whether foreign bank presence has an effect on 
Indonesia’s economy, whether the determinant factors of foreign banks presence can be confirming the 
variable of foreign banks presence, whether the determinant factors of Indonesia’s economy can be 
confirming the variable of Indonesia’s economy. The determinant factors of foreign bank presence used 
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in the research are foreign number, foreign share, and capital adequacy ratio. And the determinant factors 
of Indonesia’s economy are GDP and Inflation.  
 
RESEARCH METHOD 

The research using secondary data in the form of recapitulation of financial statements of 
commercial banks and foreign banks sourced from the data of Financial Services Authority (OJK) for the 
period 2010 - 2019, and secondary data in the form of Indonesia's economic growth reports from the 
Statistics of Indonesia (BPS). This type of research used in this research is exploratory research, where 
researchers try to explore new concepts from the variables studied. The data analysis technique used in 
this study is the Confirmatory Factor Analysis (CFA) using the Structural Equation Modeling (SEM) 
analysis tools Amos 23.0. 

The variable on the research is Foreign Bank Presence (X) and Indonesia’s Economy (Y). The 
determinant factors of foreign bank presence are foreign number (X1), foreign share (X2), and capital 
adequacy ratio (X3). And the determinant factors of Indonesia’s economy are GDP (Y1), Inflation (Y2).  

The hypothesis on the research is the following :  

● H1 : Foreign Number has effect on Foreign Bank Presence 
● H2 : Foreign Shares has effect on Foreign Bank Presence  
● H3 :  Capital Adequacy Ratio has effect on Foreign Bank Presence 
● H4 : Gross Domestic Product has effect on Indonesia’s Economy 
● H5 :  Inflation has effect on Indonesia’s Economy 
● H6 :  Foreign Bank Presence has effect on Indonesia’s Economy 
● H7 : Foreign Number has effect on Gross Domestic Product 
● H8 :  Capital Adequacy Ratio has effect on Inflation 
 
RESULT AND DISCUSSION 
Foreign Number, Foreign Shares, and Capital Adequacy Ratio can be confirmed as a determinant 
factor of Foreign Bank Presence.  

Based on the result of processing data by SEM AMOS, the finding data shows that a regression 
weight of estimate of foreign number on foreign bank presence has positive effects with the number of 
0,68 or 68%. That is appropriate if the researcher using a Foreign Number as a determinant factor of the 
Foreign Bank Presence variable. The result is in accordance with the research by Maria Chelo V 
Manlagnit (Manlagñit, 2011) that a large number of foreign banks in a country indicates the large 
presence of foreign banks in that country. 

While, Foreign share cannot be confirmed as determinant factor of foreign bank presence because 
the result shows that a foreign share has negative effect on the foreign bank presence with the number 
of -0,91 or -91%. So the indicator of foreign share is not appropriate to use as a determinant factor of the 
foreign bank's presence. That contradicts with the argument by Ananda Friska Meidrawardani 
(Meidrawardani, 2013) which said that foreign shares can be used to calculate the amount of foreign 
bank presence.  

Furthermore, when the indicator of Capital Adequacy ratio (CAR) to be connected with the variable 
of Foreign bank presence, the result shows that a Capital Adequacy ratio has a positive effect on Foreign 
bank presence amounted 45% (0,45). So that the indicator of capital adequacy ratio appropriate to use 
as a determinant factor of the foreign bank presence. That is in accordance with the argument by Firdaus 
Jufrida et.al (Jufrida, 2016) which said that a capital adequacy ratio reflects the performance of Foreign 
Bank Presence.  
Gross Domestic Product (GDP) and Inflation can be confirmed as a determinant factor of Indonesia’s 
economy. 
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The finding data shows that a Gross Domestic Product (GDP) can be confirmed as a determinant 
factor of Indonesia’s economy variable because the estimate of regression weight is a number of 0,90 or 
90%. So that the researcher using indicator GDP for determining a correlation between GDP and 
Indonesia’s economy. That is in accordance with the argument by Arifin & Hadi (Arifin, 2009) which said 
that the indicator used to determine a country's economic growth is to assess the level of Gross Domestic 
Product (GDP).  

Moreover, the indicator of inflation can be use confirmed as a determinant factor of Indonesia’s 
economy variable because the finding data shows that the estimate of regression weight is 0,11 or 11%. 
So, it is appropriate for researchers to use inflation indicators to reflect Indonesian economic variables. 
That is in accordance with the argument by Arifin and Hadi (Arifin, 2009) which said that inflation is a 
phenomenon of economic that has an effect on the economy of country.  
 
Foreign Bank Presence has effect on Indonesia’s Economy. 

When a variable of foreign bank presence to be connected with the variable of Indonesia’s 
economy, the finding data shows that a Foreign Bank Presence has a negative effect on Indonesia’s 
economy because the value of estimate amounted -0,69. So it can be concluded that the presence of 
foreign banks in Indonesia does not affect on the Indonesian economy, although the presence of foreign 
banks in Indonesia is considerable, that matter does not considerable affect on the Indonesian economy. 
This possibility is caused by other factors that influence it besides the presence of foreign banks in 
Indonesia.  

However, researchers try to correlate foreign number indicators (X1) with GDP indicators (Y1), the 
result shows that foreign number has positive effect on GDP with the value of 0,40 (40%). Then, try to 
correlate capital adequacy ratio (X3) with Inflation (Y2), but the result shows that the value of estimate is 
negative effect (-0,07). 
 
CONCLUSION 

The researcher can conclude that the foreign number indicator and the Capital Adequacy Ratio 
(CAR) indicator can be used as a determinant factors of Foreign Bank Presence variable, while Foreign 
Share indicator it should be replaced with the other indicators that more accurately reflect of bank 
presence in a country. Then the GDP and Inflation indicator can be used as determinant factors of 
Indonesia’s economy variable but if it is associated with the foreign bank presence, it does not have a 
positive correlation. Resulting in the effect of the foreign bank presence on the Indonesia’s economy is 
negatively correlated.  

 
 
 
 
 
 

 
  



 
MSR Journal, Vol 1 issue-1 2022  ISSN : 2828-4216 

48 
 

REFERENCE 
 
A. Singh, A. S. (2016). An empirical analysis of macro economic and bank-spesific factor affecting liquidity of Indian 

Banks. Future Business Journal , 40 - 53. 
Claessens, S. (2012). Foreign Banks : Trends, Impact, and Financial Stability . IMF Working Paper. 
Jufrida, F. (2016). Analisis Pengaruh Investasi Asing Langsung (FDI) dan Investasi dalam Negeri terhadap 

Pertumbuhan Ekonomi Indonesia. Jurnal Perspektif Ekonomi Darussalam, 2, 54 - 68. 
Meidrawardani, A. F. (2013). Analisis Pengaruh Kehadiran Bank Asing terhadap Tingkat Kemakmuran dan Risiko 

Portofolio Pinjaman Bank Domestik, studi kasus : Indonesia Periode 2002 - 2011. FEUI, 1-18. 
Horen, S. C. (2012). Foreign Banks : Trends, Impact and Financial Stability. IMF Working Paper, 12(10), 1 - 36. 
de Haas, R. v. (2006). Foreign banks and credit stability in Central and Eastern Europe. A panel data analysis. 

Journal of Banking and Finance, 1927-1952. 
Ghosh, A. (2016). Banking sector globalization and bank performance: A comparative analysis of low income 

countries with emerging markets and advanced economies. Review of Development Finance, 58-70. 
Usman, B. (2013). Penetrasi Bank Asing dan Pengaruhnya terhadap Kompetisi Perbankan yang diukur dengan 

pendekatan Conjectural Variation di Indonesia. 
Singh, A. S. (2016). An empirical analysis of macroeconomic and bank-specific factors affecting liquidity of Indian 

banks. Future Business Journal, 40-53. 
Pelletier, A. (2018). Performance of foreign banks in developing countries: Evidence from sub-Saharan African 

banking markets. Journal of Banking and Finance, 292-311. 
Aliannurary, M. S. (2018). Pengaruh Bank Size (Ukuran Bank), Return on Asset, dan Financing to Deposit Ratio 

terhadap Tingkat Non Performing Financing pada BPR Syariah di Indonesia. UIN Syarif Hidayatullah 
Jakarta. 

Seckinger, I. S. (2019). Foreign Banks, Financial Crises, and Economic Growth in Europe. Journal of International 
Money and Finance. 

Ido, G. A. (2016). Analisis Bank Size, LDR, CAR, NPL di Sektor Perbankan yang terdaftar di Bursa Efek Indonesia. 
Journal of Economic, Business & Accountancy VENTURA, 1-21. 

Hadad, M. D. (2004). Fungsi Intermediasi Bank Asing dalam Mendorong Pemulihan Sektor Riil di Indonesia. In 
Biro Stabilitas Sistem Keuangan (pp. 1-34). Jakarta: Direktorat Penelitian dan Pengaturan Perbankan. 

Hartomo, A. N. (2014). Kinerja Perbankan pada Kepemilikan : Domestik, Asing, Pemerintah dan Swasta. Jurnal 
Bisnis dan Manajemen, 14(2), 51 - 66. 

Detragiache, E. T. (2008). Foreign Banks in Poor Countries : Theory and Evidence. Journal of Finance, 2123 - 
2160. 

Arifin, I. (2009). MEMBUKA CAKRAWALA EKONOMI. Jakarta: Pusat Perbukuan Departemen Pendidikan 
Nasional. 

Horen, C. a. (2012, January). Foreign Banks: Trends, Impact and Financial Stability; by Stijn Claessens and Neeltje 
van Horen; IMF Working Paper 12/10; January 1, 2012. IMF Working Paper. 

et.al, A. (n.d.). Konsep - Konsep Dasar Ilmu Ekonomi.  
Manlagnit, M. C. (2011). The Economic Effects of Foreign Bank Presence : Evidence From The Philipines. Journal 

of International Money and Finance , 30, 1180 - 1194. 
Detragiache, E. (n.d.). Foreign Banks in Poor Countries : Theory and Evidence. 
Lelyveld, R. d. (2006). Foreifn Banks and Credit Stability in Central and Eastern Europe . 
Kustianto, B. (n.d.). Peranan Penanaman Modal Asing terhadap pertumbuhan ekonomi. 
Lensink, R. (2008). Bank Efficiency and Foreign ownership : Do good institutions matter ? 
Wu, J. (n.d.). Foreign Bank Penetration and The Lending Chanel in Emerging Economies : Evidence from Bank - 

Level Panel Data. 
Choi, M. J. (2016). Dissecting Foreign Bank Lending Behavior During the 2008 - 2009. 
Aburime. (2009). Foreign Bank Penetration. 
Škrabić Perić, B. R. (2018). Credit risk of subsidiaries of foreign banks in CEE countries: Impacts of the parent 

bank and home country economic environment. North American Journal of Economics and Finance, 49-
69. 



 
MSR Journal, Vol 1 issue-1 2022  ISSN : 2828-4216 

49 
 

Horen, S. C. (2012). Foreign Banks : Trends, Impact and Financial Stability . IMF Working Paper, 1-36. 
Singh, A. S. (2016). An empirical analysis of macroeconomic and bank-specific factors affecting liquidity of Indian 

banks. Future Business Journal, 40-53. 
Cahyaningsih, N. (2016). Analisis Faktor-faktor yang Mempengaruhi Investasi Asing Langsung di Indonesia. 

DIGILIB UIN Yogyakarta. 
Morgan, D. P. (2004). FOREIGN BANK ENTRY AND BUSINESS VOLATILITY : EVIDENCE FROM U.S STATES 

AND OTHER COUNTRIES. National Bureau of Economic Research, 241-267. 
Hryckiewicz, A. K. (2010). Economic determinates, financial crisis and entry modes of foreign banks into emerging 

markets. Emerging Markets Review, 205-228. 
Sucianti, S. N. (2009). Perbandingan Indikator Kinerja Bank Dominasi Asing dan Dominasi . Jurnal Manajemen, 

91-98. 
Ardianti, E. (2013). Pengukuran Tingkat Likuiditas pada Sektor Perbankan yang Go Public dengan Analisis Cash 

Ratio, Loan to Deoposit Ratio (LDR), dan Loan to Asset Ratio (LAR). Surakarta: Universitas 
Muhamadiyah Surakarta. 

Riyadi, S. (2003). Banking Assets and Liability Management. Jakarta: Lembaga Penerbit FEUI. 

 
 
 
  



 
MSR Journal, Vol 1 issue-1 2022  ISSN : 2828-4216 

50 
 

APPENDIX 
 
PATH DIAGRAM 
Standardized  

 
Goodness-of-fit Indices 

Goodness of fit Index Cutt-off Value Hasil Model Keterangan 

Chi-Square Chi-Square table 3.84 0,011 Fit  
Derajat Bebas (DF)  1  
Significance Probability ≥0,05 0,917 Significance 

RMSEA ≤0,08 0,000 Fit 

GFI ≥0,90 1,000 Fit 

AGFI ≥0,90 0,999 Fit 

CMIN/DF ≤2,00 0,011 Fit 

TLI ≥0,95 1,104 Fit 

CFI ≥0,95 1,000 Fit  

 
Estimates (Group number 1 - Default model) 
Regression Weights: (Group number 1 - Default model) 
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   Estimate S.E. C.R. P Label 

X3 <--- X 1.00     

X1 <--- X .79 .18 4.29 *** par_2 

Y <--- X -.64 .21 -3.11 .00 par_4 

X2 <--- X -.19 .05 -3.57 *** par_1 

Y1 <--- Y 1.00     

Y2 <--- Y .01 .02 .52 .60 par_3 

Y2 <--- X3 .00 .01 -.52 .61 par_6 

Y1 <--- X1 .36 .16 2.22 .03 par_7 

 
Standardized Regression Weights: (Group number 1 - Default model) 

   Estimate 

X3 <--- X .45 

X1 <--- X .68 

Y <--- X -.69 

X2 <--- X -.91 

Y1 <--- Y .90 

Y2 <--- Y .11 

Y2 <--- X3 -.07 

Y1 <--- X1 .40 

 

 
 


