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Abstract 
ASEAN is a dynamic economic region that contributes significantly to global growth but 
faces challenges such as high levels of non-performing loans (NPLs) in its banking sector. 
This study analyzes the impact of bank credit management and bank-specific factors on 
ASEAN commercial banks' financial performance. This study uses secondary data from 
commercial banks in ASEAN countries over 10 years (2010-2023). Fixed Effects and 
Random Effects methods and OLS are applied to estimate the coefficients and assess 
their robustness tests. The results show that credit risk negatively and significantly 
affects bank performance, particularly Return on Assets (ROA) and Return on Equity 
(ROE). Meanwhile, credit growth positively and significantly influences ROA and ROE. 
Factors from bank-specific variables show mixed results on the financial performance of 
ASEAN commercial banks. Furthermore, the study finds that the previous financial crisis 
had a lingering negative impact on bank performance, particularly on ROA and ROE, 
underscoring banks' vulnerability to economic shocks. This study recommends that 
ASEAN policymakers create a robust financial environment by implementing monetary 
policy that regulates interest rates to reduce high NPL ratios through a better 
monitoring system. This study contributes to the literature by focusing on ASEAN 
commercial banks, providing region-specific insights into the interaction between bank 
credit management and financial performance. This study uniquely combines 
accounting-based and market-based measures, comprehensively evaluating banking 
performance in ASEAN. 
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Introduction 
The literature on the banking industry shows that regulation and institutional aspects, 
such as regulatory policies, market dynamics, market supervision and corporate 
governance, are the main factors that affect bank profitability, leaving a gap in the 
literature on how loan quality and credit growth significantly affect bank profitability 
[1], [2]. 
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Various risks, such as credit, market, operational, and others, constantly threaten the 
financial sector [3]. According to [4], even well-performing firms can experience large 
losses due to exposure to credit risk, where default risk often stems from debtors' 
failure to fulfill payment obligations [5]. Credit risk (NPL) is a phenomenon that almost 
always exists in the banking sector. Rapid credit growth is often followed by sustained 
high NPLs, which often trigger financial crises. For example, in East and Southeast Asia, 
a surge in NPLs occurred during and after the Asian financial crisis in the late 1990s, while 
in Europe, particularly the euro area, NPL problems peaked due to the global financial 
crisis in 2008 and the sovereign debt crisis that began in 2010 and the fallout from COVID-
19 that had hit countries around the world [6], [7], [8]. Global financial crises, such as 
the 2008-2009 crisis and the Covid-19 pandemic, have significantly weakened the 
performance of the banking system, where overly rapid credit growth often triggers an 
increase in non-performing loan risk that negatively affects the overall performance of 
banks [9]. 

Non-performing loans (NPLs) have been shown to negatively impact credit growth, with 
a highly significant effect on loan demand across regions and bank types. This suggests 
that the impact is due to the reduced supply of credit from affected banks [10]. When 
the financing gap exceeds a certain threshold, where the amount of loans is much larger 
than the amount of deposits, the cost of obtaining external loans earmarked to cover 
the shortfall becomes higher than the cost of managing the risk itself. This ultimately 
leads to a decline in the bank's overall performance [11], [12]. High levels of NPLs are 
undesirable for investors and can lead to a dramatic drop in bank share prices, loss of 
profitability, and potentially a financial distress scenario. The increasing problem of NPLs 
is evident in the post-COVID-19 recession especially for countries with weak 
macroeconomic, institutional, corporate and banking sector conditions [13]. 

Several previous studies have studied credit risk and bank profitability with mixed 
findings. For example, [14] showed that high NPLs reduce profitability, which is in line 
with [15], who found a negative relationship between credit risk and profitability in US 
banks. [16] found similar results, although the impact was insignificant for smaller banks. 
[17] confirmed the negative impact of credit risk on profitability in Jordanian and MENA 
banks. However, some studies [18] showed a positive relationship, attributing this to 
higher interest income from high loan-to-asset ratios. [19] show that NPL harms ROE but 
positively impacts ROA. This difference in results indicates the uncertainty in research 
related to the relationship between credit risk, NPLs, and bank performance. However, 
the findings are inconclusive, and most ignore the critical ASEAN region. Besides that, 
existing studies focus more on the direct effect of NPL on bank performance. Still, few 
discuss the process of interaction between the two in dealing with economic crises such 
as those that occurred during the COVID-19 pandemic. 

Related to credit growth studies, [20] examines the impact of loan growth on bank 
performance in Vietnam, their research focuses on specific regions and banking 
systems. Both highlight the impact of credit growth, showing its potential to increase 
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profitability simultaneously. [21] Extend this discussion by showing that rapid credit 
growth can undermine bank health, especially during credit booms, due to inadequate 
risk management and weakened credit standards. However, their findings are largely 
framed in the context of advanced economies and the global financial crisis, leaving a 
gap in understanding how these dynamics manifest in the ASEAN region's unique and 
rapidly evolving banking environment. Certainly, these results also underscore the need 
for further exploration of how credit growth interacts with risk and profitability in 
ASEAN commercial banks. 

Emerging economies often face vulnerability to changes or disruptions in international 
credit conditions [22]. As economic conditions deteriorate, a decline in production 
across various sectors decreases payment capacity, increasing non-performing loans. 
This increase in non-performing loans then affects credit ratings, which may lead to a 
shortage of financial resources to support operational continuity and market expansion. 
In other words, increasing non-performing loans due to economic difficulties may 
decrease the credit supply, creating a negative loop that hinders economic recovery and 
slows the process [23]. Therefore, it highlights the need to explore how credit risk and 
growth affect bank performance. Although previous studies have extensively examined 
regulatory and institutional factors, the impact of credit risk and credit growth in 
developing countries, which is very important in shaping bank performance, is still 
largely unexplored concerning profitability and stability. Inefficient credit risk 
management and aggressive credit expansion can significantly damage banks' financial 
health, especially during economic uncertainty, underscoring the importance of further 
investigating their relationship. 

Previous research has explored the influence of credit risk management, economic 
uncertainty, and geopolitical risk on bank performance and lending decisions in 
different regions, such as South Asia or China (e.g., [3], [24], [25], [26]), but there is still 
a research gap investigating how loan quality, measured through credit risk 
management, and credit growth jointly affect bank profitability in the context of 
emerging economies, particularly in ASEAN commercial banks. This research focuses on 
studies in developing countries, especially ASEAN countries. ASEAN countries are 
known as one of the most dynamic economic regions in the global economy [27]. 
Although ASEAN economies experienced significant challenges during the 1997–1999 
financial crisis and the global financial crisis, they maintained strong growth. Between 
2014 and 2019, the region achieved an impressive average growth rate of around 5 
percent [28]. ASEAN was chosen as the focus of the study because markets in the region 
have high growth potential and continuously improving infrastructure, making them 
increasingly important in the global economy [29]. According to [30], emerging 
economies' economic and financial conditions, including ASEAN, differ significantly 
from developed economies, bringing challenges and opportunities for the banking 
sector as it plays a vital role in supporting the region's economic growth and 
development. 
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On the other hand, the level of credit risk (NPL) in ASEAN is still high, reaching 4.81%, 
while the G7 countries only reach 2.80% [31]. This shows a significant difference in the 
level of risk faced by ASEAN countries compared to developed countries, further 
emphasizing the importance of research in the region. Therefore, we aim to examine 
how loan quality, measured through credit risk management, and credit growth jointly 
affect bank profitability in the context of emerging economies, particularly in ASEAN 
commercial banks.  

We find that credit risk (NPL) consistently has a significant negative impact on bank 
profitability, underscoring the adverse impact of poor credit quality on financial 
performance. This negative relationship suggests that an increase in credit risk leads to 
a decrease in the capital available for banks to support their investments and 
operations, which in turn leads to a decrease in profitability. This suggests that credit 
risk is a major issue affecting financial performance in the banking sector [32]. 
Conversely, an increase in credit can increase profitability, showing how important it is 
to expand lending activities to improve financial performance. However, banks must be 
careful with their credit growth, as excessive credit expansion can pose a serious threat 
to their future performance by increasing credit risk and potentially destabilizing 
financial operations [9]. 

This study contributes to the literature in three ways. First, this study serves to fill the 
gap in the existing literature, especially regarding the interaction between credit quality 
and credit growth on bank profitability. While many studies have explored regulatory 
and institutional factors, few have examined the combined impact of these factors, 
especially in the context of commercial banks in ASEAN. Given ASEAN's position as a 
highly dynamic economic region with rapid growth and vulnerability to financial risks, 
this is a relevant focus for this study. The second contribution reveals how aggressive 
credit growth can lead to a spike in credit risk (NPLs), highlighting the importance of 
balancing credit expansion with risk management to maintain bank profitability. Finally, 
the third contribution is the study's focus on the post-pandemic economic recovery, 
which provides valuable insights into the evolving financial landscape and the 
challenges faced by banks, especially regarding the impact of NPLs on credit supply and 
bank stability amid ongoing economic uncertainty. 

The paper is arranged as follows: Section 2 outlines the theoretical background and 
hypothesis development. Section 3 describes the data and methodology. Section 4 
provides the analysis and empirical result. Section 5 provides the discussion and 
conclusion, highlighting the study’s contribution, implication, and limitations and 
presenting information for future research. 
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Method 

Data and Sample 
The sample of this study consists of publicly traded banks in ASEAN countries, including 
Malaysia, the Philippines, Indonesia, Singapore, Thailand, and Vietnam, which are 
included in the Osiris database, and was determined through purposive sampling with 
companies meeting two criteria: being listed on the stock exchange of their respective 
countries and appearing on a major index at least once, with indices selected based on 
market capitalization and liquidity, including the HNX30 Index for Vietnam, the SET 
Index for Thailand, the PSEI Index for the Philippines, the LQ45 Index for Indonesia, the 
FTSE Index for Malaysia, and the STI Index for Singapore; this resulted in unbalanced 
data with a total of 81 companies selected, covering ten years from 2010 to 2022, yielding 
588 observations. 

Dependent Variable 
This study is certainly in line with [12], [33], and [34], who position Return on Assets 
(ROA) and Return on Equity (ROE) as the main indicators of financial performance (Bank 
performance). Bank performance functions as a dependent variable, reflecting the 
bank's overall profitability and operational efficiency. ROA measures a bank's 
effectiveness in generating profits relative to its total assets, while ROE assesses the 
profit generated from shareholder equity. This proxy provides a comprehensive picture 
of bank performance and is widely adopted in empirical studies to evaluate financial 
results. 

Independent Variables 
This study uses credit growth and loan quality measured by credit risk as dependent 
variables to explore the determinants and their implications for bank performance. In 
line with previous research [9] and [26], credit growth reflects the expansion of a bank's 
loan portfolio, where rapid growth may signal aggressive lending and increased risk. 
Credit growth is measured as the annual growth of gross loans. Then, we follow [26], 
[35], [34] measured credit risk the non-performing loan ratio (NPLGL), which equals the 
summation of subordinate, doubtful, and loss loans divided by total loans. A higher non-
performing loan ratio indicates greater risk and negatively impacts performance. 

Control Variables 
This study includes bank-specific and economic variables as control variables and the 
main variables analyzed. The purpose of using these control variables is to ensure that 
the influence of loan quality and credit growth on bank performance can be observed 
more accurately without bias caused by other factors. The following is an explanation 
of the control variables used in previous studies. 

Bank-Specific Variables 
Bank-specific variables refer to the internal characteristics of banks that can affect bank 
performance, stability, and risk. This study uses several relevant control variables found 
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in previous studies: this study uses control variables to explain the components that may 
affect bank performance. These variables include the natural logarithm of consumer and 
corporate loans (ln-consumer-loan) which represents the size and type of bank loans. 
Gross loans represent the amount of loans granted, which indicates the scale of credit 
operations. In contrast, the ratio of net loans to total assets shows how effectively a 
bank uses its assets and how dependent it is on income generated from loans. By 
looking at changes in asset structure and loan composition, these variables are crucial 
for distinguishing the impact of loan growth and credit risk on bank performance [36], 
[37]. In addition, we measure the capital adequacy ratio (CAR), as done by a previous 
study [38].  

Economic Variables 
As good economic conditions tend to increase the repayment capacity of borrowers, 
high economic growth is usually associated with lower bank risk. [39] and [40] use GDP 
growth as a control variable to examine the impact of economic conditions on bank risk. 
High inflation can also reduce purchasing power, increase credit risk, and disrupt 
financial stability. [41] used this variable as a controlling factor in the effect of capital 
regulation on bank risk. Controlled inflation helps maintain better economic stability. 
Other than that, we also use crisis variables measured by dummy variables equal to one 
if there are in the year 2020-2022 and zero otherwise to examine the effect of the COVID-
19 crisis (Table 1) [42].  

Table 1. The Definitions of Variables 
Independent Variables Sources of the data 

Loan Quality is 
Measured by 

Credit Risk (NPLGL) 

The ratio of non-performing loans to total 
loans 

Osiris Database 
[43], [44], [45] 

Credit Growth The annual growth of gross loans Osiris Database [46] 

Dependent Variables 
ROA Return on Asset Ratio Osiris Database [45] 
ROE Return on Equity Ratio Osiris Database [38] 

Bank Specific variables 
CAR Capital adequacy ratio Osiris Database [38] 

ln_consumer_loan Annual growth of consumer loans Osiris Database [46] 

ln_corporate_loan Annual growth of corporate loans Osiris Database [46] 
Netloan_to_total 

asset Loan share: net loan divided by total assets 
Osiris Database [47] 

Ln_gross_loan 
Natural logarithm of the total volume of 

loans disbursed Osiris Database [48] 

Macroeconomic variables 

GDP Growth GDP per capita growth rate 
World Bank Database  

[44],[49] 

Inflation 
The annual growth rate of the consumer 

price index  
World Bank Database 

[44], [50] 

Crisis 
Dummy Variable: 1 for sample in global and 

COVID-19 crisis times and 0 otherwise. 
[51], [52] 
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Empirical Models 
This study is motivated by a theory that links credit with banks to analyze the effect of 
loan quality and growth on bank profitability. We develop a model by following existing 
literature [38]. Therefore, we build a model as below 

1. Y_{it} = α + β1 CR_{it} + β2 X_{it} + γ Z_{it} + ε_{it} 

2. Y_{it} = α + β1 CG_{it} + β2 X_{it} + γ Z_{it} + ε_{it} 

3. Y_{it} = α + β1 CR_{it}+ β1 CG_{it} + β2 X_{it} + γ Z_{it} + ε_{it} 

4. Y_{it} = α + β1 CR_{it} + β2 Crisis_{it} + β3 (CR_{it} × Crisis_{it}) + β5 X_{it} + γ Z_{it} + 
ε_{it} 

 Where: 

Y_{it}  = Bank Performance for bank i at time t. 

CR_{it}  = Loan Quality measured by Credit Risk 

CG_{it}  = Credit Growth 

Crisis_{it} = Dummy for crisis. 

X_{it}  = Macroeconomic control variables (GDP, inflation, etc.). 

Z_{it}  = Bank-specific variables. 

ε_{it}  = error term. 

This study uses three econometric approaches to test the influence of credit growth and 
quality using Fixed Effects (FE), Random Effects (RE), and Ordinary Least Squares (OLS) 
as part of this study's method to test robustness tests by applying three econometric 
approaches while robustly testing the relationship between credit risk and credit 
growth on bank profitability across publicly traded banks in ASEAN. The Fixed Effects 
model accounts for unobservable heterogeneity by controlling for time-invariant 
characteristics specific to each bank [53], while the Random Effects model assumes that 
these individual effects are uncorrelated with the explanatory variables, allowing for 
greater efficiency in estimation under certain condition [54]. Including OLS provides a 
baseline estimate to compare results across models, ensuring robustness and reliability 
in capturing the dynamics of NPLGL, credit growth, and profitability [55]. These 
complementary methods allow for a comprehensive analysis that accommodates 
variation within entities and heterogeneity across sectors. 

Results and Discussion 
Table 2 above describes the data that this study used. The data shows various variables 
from 588 observations. Table 2 shows us the mean value of the bank's profitability 
(ROA, ROE). ROA stands at 0.011, with a standard deviation of 0.017, ranging from -0.097 
to 0.058, and ROE stands at 0.105, with a standard deviation of 0.137, ranging from -
8094 to 0.421. Similarly, the credit risk (NPL) has an average value of around 0.034, with 
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a standard deviation of 0.060, ranging from 0 to 0.969. Credit growth averages around 
0.086, with a standard deviation of 0.133, ranging from -0.261 to 0.446. Other than that, 
for another proxy of credit risk and credit growth, we compared consumer loans, 
corporate loans, gross loans, net loans and capital ratios and found slight variations in 
means and standard deviations across different versions. Related to the control 
variable, Table 2 above shows the natural logarithm of inflation averaging at 
approximately 3.552 and GDP growth around 0.044. 

Table 2. Descriptive Statistic 
Variable Obs Mean Std. dev. Min Max 

ROA 588 0.011184 0.0175623 -0.0972 0.0581 

ROE 588 0.105641 0.1370684 -8094 0.4211 

NPLGL 588 0.03465 0.0603479 0 0.9692856 

credit_growth 588 0.0864326 0.133707 -0.2616456 0.4464095 

ln_consumer_loan 588 20.76002 2.509203 -1.054848 23.0238 

ln_corporate_loan 588 20.36604 2.494899 13.97001 23.02559 

ln_gross_loans 588 15.48165 2.025907 9.927564 19.56034 

netloans_to_totalassets 588 0.6287526 0.0940775 0.1905 0.8384 

total_capital_ratio 588 0.1978413 0.1275446 0.0802 1.4828 

Inflation 588 3.552786 2.535178 -1.138702 16.67773 
GDP growth 550 0.0444413 0.0264177 -0.0553446 0.1451975 

 

Banks in ASEAN show low profitability (ROA, ROE) with significant variation, 
highlighting the need for better efficiency. While NPL ratios are low on average, some 
banks face high credit risks. Healthy credit growth (8.6%) and strong capital ratios 
(19.8%) suggest resilience, but fluctuations and low-capital banks signal risks. 
Strengthened oversight and governance are key to ensuring stability and supporting 
regional growth. 

Table 3. Pearson Correlation Matrix  
No Variables 1 2 3 4 5 6 7 8 9 10 11 

1 ROA 1,0000           

2 ROE 0.8924 1,0000          

3 NPLGL -0.2004 -0.2773 1,0000         

4 ln_consumer_loan -0.1568 -0.1452 -0.0124 1,0000        

5 ln_corporate_loan -0.1816 -0.2207 0,0560 0.2172 1,0000       

6 ln_gross_loans 0.4266 0.4696 -0.1444 -0.3657 -0.5125 1,0000      

7 Credit_growth 0.2705 0.3321 -0.0878 0.0522 -0.0401 0.0356 1,0000     

8 netloans_to_totalassets 0.1923 0,1180 0.0189 0.0103 -0.0348 0.2138 0.0472 1,0000    

9 total_capital_ratio -0.2946 -0.2468 0,0250 0.0615 0.0907 -0.4009 -0,1440 -0.4115 1,0000   

10 Inflation 0.0929 0.1304 0.0269 0.1094 0.1607 -0,2070 0.0767 -0.0847 -0.0979 1,0000  

11 GDP growth 0.1142 0,1830 0.0171 0.0537 0.0443 -0.0136 0.2969 0.0766 -0.1633 0.3814 1,0000 
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Based on the information in Table 3, it can be concluded that there are no indications of 
multicollinearity problems, except for the ROE to ROA variable which shows a 
correlation coefficient of 0.8924. Although a correlation coefficient value above 0.7 may 
indicate multicollinearity, Table 3 shows that most of the data does not have a 
correlation value of more than 0.7. Credit risk negatively correlates with ROA and ROE, 
indicating that higher non-performing loans reduce profitability; credit growth 
positively correlates with both profitability measures. The Pearson correlation matrix 
shows that ROE is highly positively correlated with ROA (0.8924); however, they are in 
different models (Table 3). NPLGL negatively correlates with ROA and ROE, indicating 
that higher non-performing loans reduce profitability; credit growth positively 
correlates with both profitability measures.  

Table 4. Mean Difference During Crisis and Normal Times 
Variables G1 (0) Mean1 G2(1) Mean2 MeanDiff 

ROA 417 0.012 171 0.009 0.003 * 

ROE 417 0.114 171 0.085 0.029 ** 

NPLGL 417 0.035 171 0.034 0.001  
ln_consumer_loan 417 20,760 171 20.759 0.001  
ln_corporate_loan 417 20.382 171 20.327 0.055  

ln_gross_loans 417 15.443 171 15.576 -0.132  
credit_growth 417 0.093 171 0,070 0.024 * 

netloans_to_totalassets 417 0.64 171 0.602 0.037 *** 

total_capital_ratio 417 0.188 171 0.222 -0.034 *** 

Inflation 417 4.215 171 1.938 2.277 *** 

GDP growth 379 0.054 171 0.022 0.032 *** 

During the crisis, bank performance (ROA and ROE) tends to decline, credit growth and 
inflation decrease, while capital ratios and loan resilience increase, reflecting the impact 
of economic uncertainty on the banking sector. 

Comparing credit risk and loan growth during the crisis and non-crisis periods, bank 
profitability (ROA and ROE) was lower during the crisis. Most striking is the increase in 
total loan resilience (Table 5). In contrast, credit risk and credit growth show lower 
averages during the crisis. Inflation and GDP growth also show lower averages during 
the crisis. This reflects the impact of economic uncertainty on the banking sector. 
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Table 5. Main Result 

Variables (1) 
ROA 

 
(2) 

ROE 
  (3) 

ROA 
  (4) 

ROE 
  (5) 

ROA 
  (6) 

ROE 
  

NPLGL -0,0371 
(-3.61) 

*** -0,427 
(-5,66) 

*** 
    

-0,0365 
(-3,56) 

*** -0,426 
(-5,67) 

 

credit_growth 0,0285 
(5,75) 

*** 0,275 
(7,54) 

*** 0,0304 
(6,08) 

*** 0,296 
(7,93) 

*** 0,0282 
(5,69) 

*** 0,274 
(7,53) 

*** 

ln_consumer_loan -0,000312 
(-1,15) 

 
-0,000788 

(-0,40) 

 
-0,000245 

(-0,90) 

 
-0,0000240 

(-0,01) 

     

ln_corporate_loan 0,000115 
(0,39) 

 
0,000842 

(0,39) 

 
0,000156 

(0,53) 

 
0,00131 
(0,59) 

     

ln_gross_loans 0,00328 
(7,60) 

*** 0,0331 
(10,43) 

*** 0,00354 
(8,21) 

*** 0,0361 
(11,19) 

*** 0,00336 
(9,38) 

*** 0,0329 
(12,53) 

*** 

netloans_to_totalassets 0,0198 
(2,66) 

*** 0,0547 
(1,00) 

 
0,0189 
(2.51) 

** 0,0440 
(0,78) 

 
0,0194 
(2,61) 

*** 0,0542 
(0,99) 

 

total_capital_ratio -0,00760 
(-1,11) 

 
0,0534 
(1,06) 

 
-0,00625 

(-0.91) 

 
0,0689 
(1,34) 

 
-0,00747 

(-1,10) 

 
0,0521 
(1,05) 

 

Inflation 0,00122 
(4,42) 

*** 0,0117 
(5,77) 

*** 0,00123 
(4,43) 

*** 0,0118 
(5,70) 

*** 0,00121 
(4,42) 

*** 0,0117 
(5,79) 

*** 

GDP growth -0,0185 
(-0,69) 

 
0,171 

(0,87) 

 
-0,0224 
(-0,82) 

 
0,127 

(0,62) 

 
-0,0187 
(-0,69) 

 
0,172 

(0,87) 

 

_cons -0,0513 
(-3,58) 

*** -0,510 
(-4,84) 

*** -0,0584 
(-4,07) 

*** -0,592 
(-5,52) 

*** -0,0563 
(-6,72) 

*** -0,505 
(-8,22) 

*** 

Obs. 550   550   550   550   550   550   
R2 0.298   0.396   0.281   0.361   0.296   0.396   

t statistics in parentheses 

* p<0.1, ** p<0.05, *** p<0.01 

The results of the study show that Non-Performing Loans to Gross Loans (NPLGL) have 
a significant negative relationship to Return on Assets (ROA) and Return on Equity 
(ROE), with coefficients of -0.0371 and -0.427 at a significance level of 1% (p <0.01). This 
result indicates that an increase in the NPLGL ratio (which reflects the high number of 
non-performing loans to total loans) reduces bank profitability. An increase in NPLGL 
reflects an increase in credit risk, which lowers the quality of bank assets and reduces 
operational efficiency. Conversely, credit growth shows a significant positive 
relationship to ROA and ROE, with coefficients of 0.0285 and 0.275, respectively, at a 
significance level of 1% (p <0.01). This finding indicates that controlled credit growth can 
support increased profitability, although credit growth must be balanced with careful 
risk management. Control variables such as ln_gross_loans and inflation significantly 
contribute to profitability, while GDP growth does not significantly impact. 

Information Asymmetric Theory, Principal Agency Theory, and Credit Default Theory can 
certainly explain this finding. Based on Akerlof’s Information Asymmetric Theory, an 
increase in credit risk indicates an imbalance of information between banks and debtors, 
where banks do not have sufficient information regarding debtors' ability to pay, thus 
increasing credit risk as reflected in a high NPLGL ratio. This harms bank profitability due 
to increased loss provision costs. Within the framework of Principal Agency Theory by 
Jensen & Meckling, high NPLGL may indicate a failure to manage conflicts of interest 
between owners and management, where management may focus more on reckless 
credit expansion to achieve growth targets without considering higher risks. However, 
Credit Default Theory asserts that an increase in NPLGL illustrates an increase in default 
risk, which leads to the need to increase credit loss provisions. Higher provisions reduce 
net profits, thereby reducing bank profitability. On the other hand, credit growth, which 
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positively influences profitability, shows that effective management can manage credit 
growth carefully to support financial performance. Therefore, efficient credit risk 
management is very important to balance credit growth and mitigate default risk. 

The findings reveal that NPLGL significantly reduces both ROA and ROE (Table 6), 
highlighting that higher non-performing loans adversely affect profitability due to 
elevated credit risk and provisioning costs, as seen in emerging markets like ASEAN, 
where weaker credit monitoring exacerbates this issue [56], while conversely, credit 
growth positively influences profitability by expanding credit portfolios that generate 
higher interest revenues, aligning with the role of credit in driving economic growth in 
ASEAN economies [57], emphasizing the need for efficient credit risk management and 
sustainable credit expansion to balance risk and profitability, especially in the dynamic 
ASEAN banking sector with its evolving regulatory frameworks. 

Table 6. Robustness using Fixed Effect dan Random Effect 

Variables 
(1) 

ROA 

 
(2) 

ROE 

 
(3) 

ROA 

 
(4) 

ROE 

 

L.NPLGL -0.0446 
(-3.34) 

*** -0.463 
(-4.41) 

*** -0.0632 
(-4.84) 

*** -0.740 
(-7.44) 

*** 

Credit growth 0.0126 
(2.41) 

** 0.133 
(3.24) 

*** 0.0163 
(2.80) 

*** 0.169 
(3.86) 

*** 

ln consumer loan -0.000130 
(-0.51) 

 
-0.00143 
(-0.72) 

 
-0.000197 

(-0.78) 

 
-0,00175 
(-0.91) 

 

Ln corporate loan -0.0000648 
(-0.21) 

 
-0.000332 

(-0.14) 

 
0.0000334 

(0.11) 

 
0.00119 
(0.52) 

 

Ln gross loans 0.000468 
(0.21) 

 
0.0119 
(0.69) 

 
0.00237 
(3.30) 

*** 0.0282 
(6.42) 

*** 

Netloans to totalassets 0.02545 
(2.58) 

** 0.0309 
(0.40) 

 
0.0218 
(2.24) 

** 0.0296 
(0.42) 

 

Total capital ratio -0.0295 
(-3.77) 

*** -0.0768 
(-1.25) 

 
-0.0213 
(-2.88) 

*** 0.00215 
(0.04) 

 

Inflation -0.000404 
(1.35) 

 
0.00940 

(4.00) 
*** 0.000456 

(1.30) 

 
0.00671 
(2.49) 

** 

GDP growth 0.00900 
(0.39) 

 
0.188 
(1.03) 

 
0.0238 
(0.50) 

 
0.711 
(1.93) 

* 

cons -0.00347 
(-0.10) 

 
-0.0821 
(-0.30) 

 
-0.0341 
(-2.02) 

** -0.391 
(-3.30) 

*** 

Obs. 448   448   448   448   
R2 0.178   0.174           

t statistics in parentheses 

* p<0.1, ** p<0.05, *** p<0.01 

Robustness tests show that lagged NPLGL consistently has a significant negative impact 
on ROA and ROE, suggesting that non-performing loans increase bank profitability. In 
contrast, credit growth has a positive and significant impact on ROA and ROE, indicating 
the important role of credit in driving financial performance across all models. The 
robustness test results consistently emphasize that credit risk significantly negatively 
impacts ROA and ROE, with coefficients of -0.0446 and -0.463 in the fixed effect model 
and -0.0632 and -0.740 in the random effect model (p < 0.01). On the other hand, credit 
growth consistently shows a significant positive effect on ROA and ROE, with 
coefficients of 0.0126 and 0.133 in the fixed effect model and 0.0163 and 0.169 in the 
random effect model (p < 0.05 and p < 0.01). Although NPLs in ASEAN are under control, 
global economic tensions can worsen credit quality. The results of this study are 
certainly still in line with the Akerlof’s Information Asymmetric Theory, which highlights 
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information asymmetry in credit provision, and the Principal Agency Theory by Jensen 
& Meckling, which shows the importance of risk management to avoid risky credit 
expansion. Prudent risk management and controlled credit growth are critical to 
maintaining financial stability in ASEAN. 

Table 7. Additional Test Crisis Effect 

Variables (1) 
ROA   (2) 

ROE   (3) 
ROA   (4) 

ROE   

L.NPLGL -0.0399 
(-2.91) 

*** -0.431 
(-4.01) 

*** -0.0582 
(-4.31) 

*** -0.709 
(-6.90) 

*** 

L.NPLGL*crisis -0.0640 
(-1.74) 

* -0.529 
(-1.84) 

* -0.0722 
(-1.97) 

** -0.563 
(-2.00) 

** 

L.crisis -0.0248 
(-1.86) 

* -0.269 
(-2.57) 

** -0.0291 
(-2.13) 

** -0.289 
(-2.73) 

*** 

Credit growth 0.0121 
(2.31) 

** 0.128 
(3.13) 

*** 0.0160 
(2.73) 

*** 0.167 
(3.79) 

*** 

Ln gross loans 0.000290 
(0.12) 

 
0.00909 

(0.48) 

 
0.00246 

(3.56) 
*** 0.0287 

(6.71) 
*** 

L.ln consumer loan 0.0000475 
(0.16) 

 
-0.000629 

(-0.29) 

 
-0.00000586 

(-0.02) 

 
-0.00115 
(-0.49) 

 

L.consumer loan crisis 0.000658 
(1.01) 

 
0,00614 

(1.39) 

 
0.000633 

(1.11) 

 
0.00654 

(1.47) 

 

L.ln corporate loan -0.000360 
(-1.10) 

 
-0.00277 

(-1.08) 

 
-0.000341 

(-1.04) 

 
-0.00185 
(-0.75) 

 

L.corporate loan crisis 0.000736 
(1.38) 

 
0.00787 

(1.88) 
* 0.000829 

(1.52) 

 
0.00813 

(1.91) 
* 

Netloans to totalassets 0.0258 
(2.43) 

** 0.0419 
(0.50) 

 
0.0215 
(2.22) 

** 0.0362 
(0,52) 

 

Total capital ratio -0.0294 
(-3.77) 

*** -0.0763 
(-1.25) 

 
-0.0205 
(-2.78) 

*** 0.00929 
(0.17) 

 

Inflation 0.000392 
(1.31) 

 
0.00946 

(4.03) 
*** 0.000538 

(1.52) 

 
0.00757 
(2.80) 

*** 

GDP growth 0.00481 
(0.15) 

 
0.170 
(0.70) 

 
0.0173 
(0.36) 

 
0.670 
(1.82) 

* 

cons 0.00149 
(0.04) 

 
-0.0116 
(-0.04) 

 
-0.0309 
(-1.78) 

* -0.352 
(-2.85) 

*** 

Obs. 448   448   448   448   
R2 0.194   0.196           

 
The Table 7 shows that NPLGL negatively impacts both ROA and ROE, with a stronger 
effect during crises, indicating that higher non-performing loans hurt profitability.  
These results imply that the COVID-19 crisis worsens financial performance, negatively 
impacting ROA and ROE. This finding suggests that banks that are vulnerable to external 
fluctuations experience a significant decline in performance. The implication is the 
importance of proactive risk mitigation strategies, such as diversification and prudent 
credit management, and strengthening macroprudential policies in ASEAN. This aligns 
with previous banking credit risk research [58], [59], [34]. On the other hand, credit 
growth positively and significantly affects both profitability measures, even during 
crises, suggesting that credit expansion boosts income. However, it highlights the need 
for careful risk management, especially during periods of rapid credit growth in ASEAN's 
emerging banking sectors [60], [61]. 

Conclusion 
This study examined the impact of loan quality measured by credit risk (NPLGL) and 
credit growth on the profitability of commercial banks in ASEAN over 10 years, from 2010 
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to 2023. Utilizing data from banks across ASEAN countries, we employed various 
models, including Fixed Effects, Random Effects and OLS, to analyze the relationship 
between these variables and bank performance, measured by Return on Assets (ROA) 
and Return on Equity (ROE). Our findings reveal that credit risk consistently negatively 
impacts bank profitability, underscoring the detrimental effect of poor loan quality on 
financial performance. Conversely, credit growth positively influences profitability, 
highlighting the importance of expanding lending activities to drive financial 
performance. 

These results emphasize the critical balance between maintaining loan quality and 
managing credit growth to ensure long-term success in the banking sector. Implies how 
to increase credit without having to increase credit risk. However, this study has several 
contributions to addressing a gap in the existing literature, particularly in analyzing the 
interaction between loan quality and credit growth on bank profitability. Many studies 
have investigated institutional and regulatory elements, but few have looked at the 
combined impact of these elements, especially in the case of commercial banks in 
ASEAN. The focus of this research is ASEAN as it is a highly dynamic economic region 
with rapid economic growth and prone to financial risks. The study of the post-pandemic 
economic recovery provides important insights into the evolving financial landscape and 
the challenges faced by banks, especially the impact of NPLs on earnings. The second 
contribution is an explanation of how aggressive credit growth can lead to a spike in 
non-performing loans (NPLs), which emphasizes the importance of balancing credit 
expansion with risk management to maintain bank profitability. The third contribution 
is a study on post-pandemic economic recovery. This study provides insights into the 
changing financial landscape and the issues faced by banks, especially regarding the 
impact of NPLs on credit supply and bank stability amid ongoing economic uncertainty. 

Our findings can be used by regulators, practitioners, and stakeholders involved in 
shaping practices and policies in the banking sector in the ASEAN region. To improve 
the stability and profitability of the banking system, this information can help build 
better regulatory frameworks, sustainable credit growth strategies, and enhance sound 
risk management practices. This study has its limitations. The amount of data used only 
comes from the last ten years from 2013 to 2023, which may not fully illustrate the 
changes in the ASEAN banking industry in the long run. In addition, other variables can 
be incorporated into this study to expand the findings. For example, economic 
uncertainty in ASEAN countries may affect banking profitability. 

In conclusion, this study provides a good understanding of how credit growth, credit 
quality, and bank profitability relate to each other. It also emphasizes how important it 
is to balance these two components to ensure that the banking industry continues to 
succeed and progress. By correcting weaknesses and building on the results of this 
study, future research can help improve credit growth practices and risk management 
strategies. These results will contribute to the establishment of better frameworks and 
regulations in the banking sector, especially in the ASEAN region. 
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