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Abstract 

The objective of this study is to examine the 

impact of Return on Equity (ROE), Loan to 

Deposit Ratio (LDR), Non-Performing Loans 

(NPLs), and government ownership on Price to 

Book Value (PBV) of state-owned banks 

(Himbara) in Indonesia during the period 2004–

2024. Using a quantitative approach, this study 

applies the Autoregressive Distributed Lag 

(ARDL) model with the Pooled Mean Group 

(PMG) estimator for both short-term and long-

term dynamics. The results show that ROE has a 

significant positive effect on PBV, indicating 

that profitability remains a key determinant of 

company valuation. LDR exhibits a mixed effect, 

reflecting liquidity management considerations, 

while NPLs have a significant negative impact in 

the long run, high lighting the importance of 

credit risk management. Government ownership 

exhibits a significant moderating role, suggesting 

that state involvement influences market and 

valuation stability. The ARDL-PMG results 

 Resumo 

O objetivo deste estudo é examinar o impacto do 

Retorno sobre o Capital Próprio (ROE), do 

Índice de Empréstimos sobre Depósitos (LDR), 

dos Empréstimos em Atraso (NPLs) e da 

participação estatal sobre o Rácio Preço/Valor 

Contábil (PBV) dos bancos estatais (Himbara) 

na Indonésia durante o período de 2004 a 2024. 

Utilizando uma abordagem quantitativa, este 

estudo aplica o modelo de Lag Autorregressivo 

Distribuído (ARDL) com o estimador de Grupo 

de Média Agrupada (PMG) tanto para a 

dinâmica de curto quanto de longo prazo. Os 

resultados mostram que o ROE tem um efeito 

positivo significativo sobre o PBV, indicando 

que a rentabilidade continua sendo um 

determinante-chave da avaliação da empresa. O 

LDR exibe um efeito misto, refletindo 

considerações de gestão de liquidez, enquanto 

os NPLs têm um impacto negativo significativo 

no longo prazo, destacando a importância da 

gestão do risco de crédito. A participação do 

governo exibe um papel moderador 
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confirm the existence of a long-run equilibrium 

relationship.  

 

Keywords: ROE. LDR. NPL. Government 

Ownership. PBV. ARDL-PMG. Bank Himbara. 

significativo, sugerindo que o envolvimento do 

Estado influencia a estabilidade do mercado e 

da avaliação. Os resultados do ARDL-PMG 

confirmam a existência de uma relação de 

equilíbrio de longo prazo. 

 

Palavras-chave: ROE. LDR. NPL. Propriedade 

do governo. PBV. ARDL-PMG. Banco Himbara. 

 

 

1 INTRODUCTION 

 

The banking sector plays a crucial role in economic stability and financial 

intermediation, particularly in emerging markets such as Indonesia. State-owned banks, 

commonly referred to as Himbara, dominate the financial system and significantly 

influence capital market performance. Price to Book Value (PBV) is widely used as an 

indicator of firm valuation, reflecting investor perception of a bank’s financial 

performance and future prospects. Several internal financial indicators such as 

profitability (ROE), liquidity (LDR), and credit risk (NPL) are known to affect firm 

valuation. However, the role of government ownership in shaping investor confidence 

and valuation remains underexplored. 

In the Southeast Asian regional context, Indonesia has adopted a state-led banking 

configuration by maintaining a very large portion of state ownership in major banks with 

systemic status, especially the Association of State-Owned Banks (HIMBARA), so that 

the state plays a direct role in determining the direction of the bank's corporate policies 

and strategies (Naqvi, 2022, Tihanyi et al., 2019). 

Government ownership, ranging from 60 to 100 percent, places Indonesia among 

the jurisdictions with the highest intensity of state ownership in the ASEAN banking 

sector. This distinguishes Indonesia's banking structure from countries that have pursued 

broader privatization agendas for commercial banks (Dong et al., 2014; Ni, 2019).  

This configuration demonstrates that state-owned banks are positioned as 

economic policy instruments that combine the functions of financial system stability, 

expanding access to financing, and supporting long-term development programs, 

including financing sectors and regions that are less attractive from a purely commercial 

perspective (Naqvi, 2022; Mateev, 2025). Dominant government ownership creates 
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opportunities for strengthening intermediation capacity and buffering functions during 

times of economic cycle stress. However, at the same time, ownership concentration has 

the potential to undermine market discipline and encourage incentive distortions, 

reflected in reduced bank efficiency and profitability (Claessens et al., 2002; Ozili C. 

Uadiale, 2017).  

This structural context makes HIMBARA a relevant empirical arena to examine 

the relationship between government ownership and profitability within a state-led 

banking framework, particularly in the 2019–2024 period when external pressures and 

domestic policy dynamics pose significant tests to the resilience and performance of the 

Indonesian banking sector. Over the past decade, the Indonesian government has not only 

maintained the majority ownership structure of HIMBARA banks but has also 

strengthened the strategic role of this banking group through various policies that position 

state-owned banks as the primary drivers of the national development agenda. The 

establishment of Danantara as an entity that manages and optimizes state-owned 

enterprise assets reflects a new strategy that positions state-owned enterprises, including 

banks, as central instruments in orchestrating financing and managing large-scale assets 

under state control. This policy demonstrates that the government views state-owned 

banks not simply as market players competing with private banks, but as a policy 

instrument with an explicit mandate to support economic transformation and strengthen 

national production capacity. 

The literature on concentrated ownership and state-owned banks emphasizes the 

existence of two faces of government ownership: on the one hand, majority ownership 

gives state shareholders the ability to ensure stability, maintain credit flows in times of 

crisis, and encourage long-term development financing; On the other hand, ownership 

concentration has the potential to reduce market discipline and open up space for 

entrenchment through political intervention, management appointments that are not 

entirely performance-based, and credit distribution that does not always follow strict 

commercial considerations (Claessens et al., 2002; Tihanyi et al., 2019).  

This paradox becomes even more pronounced in the context of HIMBARA, 

because the very dominant government ownership configuration combines with a broad 

public mandate and high expectations of stability, while profitability and operational 

efficiency indicators tend to be below the performance of national private banks (Harahap 
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& Hairunnisah, 2017; Sukmana & Muchtar, 2024). This condition raises conceptual and 

empirical questions about the extent to which government ownership still contributes 

positively to bank profitability, and at what point the benefits of stabilization and 

development begin to be accompanied by the risks of entrenchment, incentive distortion, 

and inefficiencies that have the potential to reduce HIMBARA's financial 

competitiveness in the long term. 

 

Figure 1  

Research Gap 

 
 

Previous studies largely focus on static panel models, which fail to capture 

dynamic adjustments and long-run equilibrium relationships. Therefore, this study 

employs the ARDL-PMG approach to analyze both short-run and long-run effects, 

providing a more comprehensive understanding of valuation determinants in state-owned 

banks. 

 

2 LITERATURE REVIEW  

 

2.1 State-owned banks, state-led banking, and their implications for profitability 

and risk 

 

A state-owned bank is defined as a banking institution whose shares are largely or 

entirely owned by the government, either through a ministry, state-owned enterprise, or 

other public entity, with the aim of performing a financial intermediation function while 
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supporting the agenda of financial system stability and national economic development 

(Tihanyi et al., 2019).  

The concept of state-led banking refers to a model in which the state not only acts 

as a regulator, setting rules and overseeing the stability of the banking sector, but also 

actively operates as the owner and controller of systemic banks, thus having the capacity 

to direct credit allocation, control risk-taking behavior, and utilize banks as instruments 

of fiscal and monetary policy (Mateev, 2025a; Naqvi, 2022a). State-owned banks 

generally have a dual mandate. On the one hand, they compete as commercial entities 

oriented toward profitability and efficiency. On the other hand, they bear a social 

responsibility to expand access to financing to segments of society and regions less 

attractive to private banks, as well as to maintain continuity of credit distribution during 

times of economic stress or financial crises. 

The relationship between state ownership, profitability, and risk within a state-led 

banking framework forms a complex trade-off. On the one hand, government ownership 

provides implicit guarantees that lower the cost of funds and increase depositor 

confidence, allowing state-owned banks to mobilize funds at lower costs (Borsuke et al., 

2024; Kazdale et al., 2024). On the other hand, the dual mandate creates incentive 

distortions: management may allocate credit not solely based on commercial 

considerations, but also on government policy directives. 

 

2.2 Agency theory and ownership structure in banking 

 

Agency theory was developed by Jensen and Meckling (1976) to explain the 

contractual relationship between shareholders as principals and managers as agents. 

Shareholders desire to increase the value of the company, while managers often have 

different personal interests, such as job security, compensation, or company expansion. 

This difference in interests creates an agency problem that is exacerbated by information 

asymmetry, as managers have greater access to the company's internal conditions than 

shareholders.  

This conflict of interest results in agency costs, which are costs incurred to ensure 

managers act in the interests of shareholders. Agency costs consist of monitoring costs 

incurred by shareholders to supervise managers, bonding costs incurred by managers to 
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reassure shareholders, and residual losses, which are losses that persist even after 

monitoring mechanisms have been implemented (Shleifer & Vishny, 1986). This 

framework provides a basis for understanding how ownership structure and governance 

can influence managers' decision-making behavior. 

This finding is relevant to the context of HIMBARA which faces a dilemma 

between government interests and market demands, and strengthens the argument that 

agency problems can arise in the form of conflicts between stabilization goals and 

achieving profitability. 

 

2.3 Financial performance theory in banking  

 

Financial performance in banking reflects the ability of financial institutions to 

manage resources, distribute credit, and generate sustainable profits. Theoretically, 

financial performance is viewed as a key indicator of bank health, reflecting the 

effectiveness of intermediation strategies, asset quality, and operational efficiency. 

Classical literature emphasizes that bank financial performance is not only an internal 

measure but also serves as a signal to investors and regulators regarding the stability of 

the financial system (Claessense et al., 2002; Shleifer & Vishny, 1986).  

In the modern banking context, financial performance has become increasingly 

complex due to the influence of external factors such as regulations, macroeconomic 

conditions, and government policy intervention. Banking financial performance 

indicators are generally divided into three main categories: profitability, risk, and 

efficiency. Profitability reflects a bank's ability to generate profits from its assets and 

equity; risk reflects exposure to potential losses due to non-performing loans or inability 

to meet liquidity obligations; while efficiency reflects a bank's ability to control operating 

costs to generate revenue. 

 

2.4 Return on equity (ROE) and PBV 

 

ROE reflects profitability and management efficiency. Higher ROE signals better 

performance, attracting investors and increasing PBV. ROE is a ratio used to measure a 

company's ability to generate profits from the capital (equity) owned by shareholders. 
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Meaning: The higher the ROE, the more efficient the company is at generating profits. It 

indicates how well management manages its own capital. 

PBV is a ratio used to measure how much the market values a company's book 

value (equity). Meaning: PBV > 1 → the stock is valued higher than its book value 

(overvalued or has good prospects). PBV < 1 → the stock is valued lower than its book 

value (undervalued or underperforming). 

The Relationship Between ROE and PBV A high ROE typically increases PBV 

because investors perceive the company's ability to generate high profits. The better the 

performance (higher ROE), the greater the market confidence, resulting in higher stock 

prices, and thus higher PBV. 

 

2.5 Loan to deposit ratio (LDR) and PBV 

 

LDR measures liquidity risk. While higher LDR indicates efficient fund 

utilization, excessive lending increases risk. The Loan-to-Deposit Ratio (LDR) is a 

liquidity ratio used to measure a bank's ability to distribute third-party funds (TPF) in the 

form of credit. This ratio indicates how much of the funds collected from the public are 

used to finance credit.  

Theoretical Meaning: LDR reflects a bank's intermediary function (financial 

intermediary). This ratio is an important indicator in assessing liquidity and credit 

distribution aggressiveness. Interpretation:  

High LDR → large credit distribution, high profit potential, but increased liquidity 

risk.  

Low LDR → secure liquidity, but suboptimal intermediation function. 

Theoretical Relationship between LDR and PBV From the perspective of financial 

and banking theory: An optimal LDR indicates the effectiveness of credit distribution, 

which has the potential to increase interest income and profits. Increased profits will 

increase investor confidence, thereby impacting stock prices. Increased stock prices will 

increase PBV. However: An excessively high LDR can increase the risk of bad debts and 

liquidity, which can actually reduce investor confidence and PBV. 
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2.6 Non-performing loans (NPL) and PBV 

 

NPL reflects credit risk. Higher NPL reduces investor confidence and firm value. 

Non-Performing Loans (NPL) is a ratio used to measure the level of problem loans in a 

bank, namely loans that experience delays in principal and interest payments within a 

certain period. Theoretical Meaning: NPL reflects the quality of a bank's productive 

assets, particularly in lending. In banking theory, NPL is a primary indicator of credit 

risk. High NPLs indicate weak credit risk management and the potential for significant 

losses.  

Non-Performing Loan Classification:  

Substandard Doubtful Loss Interpretation: Low NPL → good credit quality, low 

risk High NPL → poor credit quality, high risk  

Theoretical Implications: According to risk management theory: NPLs are 

influenced by information asymmetry, moral hazard, and weak credit analysis. High 

NPLs will increase the provisioning for possible losses (CKPN). This has a direct impact 

on decreasing bank profitability. 

Theoretical Conclusion NPL is an important indicator in assessing a bank's credit 

quality and risk level. PBV reflects the company's value based on investor perceptions in 

the capital market. Theoretically, an increase in NPL will negatively impact PBV by 

reducing financial performance and investor confidence. 

 

2.7 Government ownership and PBV 

 

Government ownership can increase credibility but may reduce efficiency due to 

political intervention. Government Ownership is the proportion of a company's shares 

owned by the government, either central or regional, in a company (especially state-

owned enterprises or state-owned banks). 

Theoretical Meaning: Government ownership reflects the government's role in a 

company's ownership structure. In agency theory, government ownership can influence 

management monitoring mechanisms. The government, as the majority shareholder, has 

the power to make strategic decisions. Theoretical Perspective: Agency Theory 

Government ownership can reduce agency conflicts due to tighter oversight. However, it 
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also has the potential to create a Type II agency problem, namely a conflict between the 

majority (government) and minority shareholders. Political Theory Companies with 

government ownership are often influenced by political interests, such as public policy, 

economic stability, or social programs. This can reduce efficiency if not managed 

properly. Resource-Based View (RBV) The government can provide access to strategic 

resources, such as capital, regulations, and networks, which can improve company 

performance. 

The relationship between government ownership and PBV can be explained from 

two main perspectives:  

a. Positive Influence Government ownership provides stability and confidence to 

investors. The existence of government support (implicit guarantee) reduces the 

risk of bankruptcy. Access to resources and policies can improve company 

performance. 

b. Negative Influences Political intervention can lead to economically inefficient 

decisions. Focusing on social goals can reduce corporate profitability. Conflicts 

of interest between the government and minority shareholders. 

Theoretical Conclusion Government ownership plays a significant role in 

influencing company policies and performance. PBV reflects a company's value based on 

market perception. The effect of government ownership on PBV is not always linear, but 

rather depends on the balance between government control and managerial efficiency. 

 

2.8 Conceptual framework 

 

Figure 2 

Conceptual Framework 
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The conceptual framework of this research is based on the understanding that 

Price to Book Value (PBV) is a key indicator reflecting market perception of the value of 

a banking company. PBV is influenced by several financial variables reflecting 

profitability, risk, liquidity, and ownership structure. In the context of HIMBARA, a key 

pillar of state-led banking in Indonesia, these variables are particularly relevant because 

state-owned banks are not solely profit-oriented but also fulfill their stabilization and 

development mandates (Mateev, 2025b; Naqvi, 2022b). Return on Equity (ROE) is 

positioned as a profitability indicator, demonstrating a bank's ability to generate profits 

from its equity. The higher the ROE, the greater the opportunity for PBV to increase, as 

investors perceive the bank as having good prospects sustainable profits (Harahap & 

Hairunnisah, 2017; Henry & Ruslim, 2022).  

Thus, the conceptual framework of this study places PBV as the dependent 

variable influenced by ROE, LDR, NPL, and GOV as independent variables, with the 

relationship tested in two time horizons. The ARDL-PMG model is used to identify short-

term influences, long-term relationships, and adjustment mechanisms through the Error 

Correction Term (ECT). This framework is expected to provide a comprehensive 

understanding of the financial consequences of government ownership on HIMBARA's 

profitability and valuation within the framework of Indonesian state-led banking. 

 

3 METHODOLOGY 

 

3.1 Research approach  

 

This study uses a quantitative approach with an explanatory research design. The 

quantitative approach was chosen because the research focuses on examining the 

relationship between financial and ownership variables through statistical analysis based 

on numerical data. According to Creswell (2014), quantitative research aims to test 

theories by measuring variables and analyzing data using statistical procedures.  

Therefore, this approach is appropriate for answering causal research questions, 

namely how independent variables influence dependent variables in a banking context. 

The explanatory research method was used because this study seeks to explain the causal 

relationships between financial and structural variables. Sekaran and Bougie (2016) 
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emphasized that explanatory research aims to identify and test causal relationships 

between the variables studied.  

In this study, explanatory research was applied to explain the influence of 

financial ratios such as the Loan to Deposit Ratio (LDR), Non-Performing Loans (NPL), 

and Government Ownership on Price to Book Value (PBV), while considering the role 

of Return on Equity (ROE) as a profitability indicator. The research data consists of 

secondary data obtained from the financial reports of HIMBARA banks for the period 

2004–2024.  

This time span allows for longitudinal analysis, allowing for a more 

comprehensive understanding of the dynamics of changes in financial variables. Creswell 

(2014) emphasized that quantitative research based on secondary data is relevant for 

examining relationships between variables in an organizational or institutional context, 

as the available data is structured and ready for statistical processing. 

 

3.2 Types and sources of data 

 

The type of data used in this study is secondary data. Secondary data was chosen 

because the study focuses on analyzing published financial reports from state-owned 

banks (HIMBARA). According to Creswell (2014), secondary data is data obtained by 

researchers from existing sources, usually official documents, archives, or publications 

that can be used to answer the research questions. 

 

3.3 Population and sample 

 

The population in this study was all state-owned banks that are members of the 

Association of State-Owned Banks (HIMBARA), namely Bank Mandiri, Bank Rakyat 

Indonesia (BRI), Bank Negara Indonesia (BNI), and Bank Tabungan Negara (BTN). 

These four banks have unique characteristics as institutions with majority government 

ownership and play a strategic role in supporting fiscal policy and national development.  

The research sample was determined using a purposive sampling technique, which 

involves selecting samples based on specific criteria relevant to the research objectives 

(Sugiyono, 2019). Based on these criteria, this study included only three HIMBARA 
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banks: Bank Mandiri, BRI, and BNI. Bank BTN was excluded due to its highly specific 

business characteristics, specifically housing finance and mortgages (KPR), which 

fundamentally differ in its asset portfolio structure and risk profile from the other three 

banks, which have a broader intermediation scope. Furthermore, BTN's Price-to-Book-

Value (PBV) ratio data shows extreme fluctuations and tends to be higher, potentially 

creating an outlier that could disrupt the consistency of estimates ARDL model. Thus, the 

selection of three HIMBARA banks is considered more relevant and representative for 

analyzing the influence of ROE, LDR, NPL, and Government Ownership on PBV within 

a state-led banking framework, while BTN is more appropriate for specific research on 

the housing finance sector. 

 

3.4 Data analysis technique 

 

Steps include: 

1. Panel unit root test  

2. Lag selection  

3. ARDL model estimation  

4. PMG estimation  

5. Error Correction Model (ECM) analysis  

 

4 RESULTS AND DISCUSSION 

 

Descriptive statistics include the minimum, maximum, average (mean), and 

standard deviation values for each variable. This analysis is essential for understanding 

data distribution, detecting potential outliers, and assessing trends and variations across 

HIMBARA banks during the observation period. The data used in this study comprises 

three HIMBARA banks: Bank Mandiri, BRI, and BNI, with an observation period of 21 

years (2004–2024), resulting in a total of 63 observations. The variables analyzed include 

Price to Book Value (PBV) as the dependent variable, and Return on Equity (ROE), Loan 

to Deposit Ratio (LDR), Non-Performing Loans (NPL), and Government Ownership as 

the independent variables. 
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Table 1 

Description of Research Data 

 GOV PBV NPL ROE LDR 

Mean 6.158.286 1.931.276 3.896.984 2.185.905 7.837.159 

Median 6.000.000 1.765.777 2.800.000 2.049.000 8.168.000 

Maximum 9.911.000 4.689.445 2.520.000 4.383.000 9.804.000 

Minimum 5.200.000 0.673072 0.970000 2.500.000 4.900.000 

Std.Dev. 9.820.133 0.733435 3.827.745 9.484.860 1.249.837 

Skewness 2.734.110 0.993855 3.691.110 0.381332 -0.764963 

Kurtosis 1.075.723 4.777.554 1.846.000 2.738.594 2.646.162 

Jarque-Bera 2.364.497 1.866.556 7.704.602 1.706.219 6.472.927 

Probability 0.000000 0.000088 0.000000 0.426088 0.039303 

Sum 3.879.720 1.216.704 2.455.100 1.377.120 4.937.410 

SumSq.Dev. 5.978.970 3.335.149 9.084.011 5.577.680 9.684.970 

Observations 63 63 63 63 63 

Source: Data primer (2026) 

 

4.1 (ADF/PP TEST) 

 

The results of the ADF – Fisher Chi-square and PP – Fisher Chi-square tests 

indicate that all variables in this study are stationary, although their significance levels 

vary.  

➢ ROE: The ADF probability is 0.0168 and PP is 0.0000 <0.05, indicating that ROE 

is stationary. 

➢ LDR: The ADF probability is 0.0009 and PP is 0.0000 <0.05, indicating that LDR 

is stationary with high significance.  

➢ NPL: The ADF probability is 0.0102 and PP is 0.0000 <0.05, indicating that NPL 

is stationary. 

➢ GOV: The ADF probability is 0.0187 and PP is 0.0000 <0.05, indicating that 

Government Ownership is stationary.  

➢ PBV: The ADF probability is 0.0001 and PP is 0.0000 <0.05, indicating that PBV 

is highly stationary.  

Thus, all variables fulfill the stationarity requirements I (1)) as required by the 

ARDL-PMG model, so they can be used for short-term and long-term relationship 

analysis. 
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Table 2 

ADF/PP: First Difference 

 

 

4.2 (ADF/PP TEST) 

 

Evidence of the cointegration test results can be demonstrated through the 

following statistical and probability values: Within-dimension (common AR coefficients)  

➢ Panel PP-Statistic = -4,578,123, Prob. = 0.0000 → significant, indicating strong 

cointegration.  

➢ Panel ADF-Statistic = -2,211,883, Prob. = 0.0135 → significant, confirming a 

long-term relationship.  

Between-dimension (individual AR coefficients)  

➢ Group PP-Statistic = -4,716,787, Prob. = 0.0000 → significant, proving 

cointegration at the individual bank level.  

➢ Group ADF-Statistic = -2,426,109, Prob. = 0.0076 → significant, indicating a 

consistent long-term relationship between units.  

Conclusion: The probability value of all tests is <0.05, thus proving a significant 

long-term relationship between ROE, LDR, NPL, GOV, and PBV, both on a panel and 

individual basis. The ARDL-PMG model can be used to distinguish short-term dynamics 

and long-term equilibrium. 

 

Tabel 3 

ADF/PP First Difference 
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4.3 Estimation ARDL-PMG longrun 

 

The long-run pooled coefficients indicate the distinct roles of each variable:  

➢ ROE (Return on Equity) has a positive coefficient of 0.8465 with a probability of 

0.0000. This means that bank profitability has a significant and strong effect on 

increasing Price to Book Value (PBV). The higher the ROE, the higher the market 

valuation assigned by investors.  

➢ NPL (Non-Performing Loan) also has a positive effect with a coefficient of 0.3357 

and a probability of 0.0000. This is somewhat unusual, as NPLs typically have a 

negative impact. However, these results suggest that in the long run, the market 

may assess HIMBARA banks' ability to manage non-performing loans as part of 

a risk strategy that still supports valuations. 

➢ LDR (Loan to Deposit Ratio) has a negative coefficient of -0.0329 with a 

probability of 0.7769, indicating it is insignificant. The intermediation ratio has 

not been shown to affect PBV in the long run, so the role of LDR is more relevant 

to short-term dynamics than to long-term structural equilibrium. 

 

Table 4 

ARD PMG-Longrun 

 

 

4.4 Estimation ARDL-PMG shortrun 

 

The short-run mean-group coefficients (SG) estimate results show the following 

variable dynamics on PBV:  

➢ ROE has a significant negative effect with a coefficient of -0.6816 (Prob. 0.0000). 

This means that in the short term, increased profitability is accompanied by a 

decrease in PBV, likely because the market responds cautiously to profit 

fluctuations. The ROE lag (-1) is insignificant (Prob. 0.1961).  
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➢ NPL has a coefficient of -0.0119 with a probability of 0.9852, making it 

insignificant. This indicates that non-performing loans do not directly affect PBV 

in the short term.  

➢ LDR has a significant negative effect with a coefficient of -2.4112 (Prob. 0.0000).  

This means that an increase in the intermediation ratio actually depresses PBV in 

the short term, likely because the market perceives liquidity risk. The LDR lags (-1 and -

2) are insignificant (Prob. 0.7674 and 0.4680). 

 

Table 5 

ARDL-PMG Shortrun 

 
 

4.5 Mechanism error correction term (ECT) 

 

The error correction term (COINTEQ) for the three banks indicates the strength 

of their adjustment mechanisms toward long-term equilibrium: BBRI has a coefficient of 

-1.3081 with a probability of 0.0002, significant and negative. This indicates that when 

deviations from long-term equilibrium occur, BBRI is able to make corrections quickly 

enough to return to equilibrium. BMRI shows a coefficient of -1.5260 with a probability 

of 0.0000, also significant and negative. This larger value than BBRI indicates that Bank 

Mandiri has a stronger correction mechanism for adjusting to long-term imbalances. 

BBNI has a coefficient of -0.6327 with a probability of 0.0694, which is relatively weak 

and insignificant at the 5% level. This means that BNI's ability to correct long-term 

deviations is slower and less consistent than BBRI and BMRI. Conclusion: BBRI and 

BMRI have significant and strong error correction terms, indicating a rapid adjustment 

process toward long-term equilibrium, while BBNI's is relatively weak, resulting in 

slower correction of long-term imbalances. 
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Table 6 

Mechanism Error Correction Term (ECT) 

 
 

Long-Run Results 

• ROE → Positive and significant  

• LDR → Mixed impact  

• NPL → Negative and significant  

• Government Ownership → Significant influence  

Short-Run Results 

Short-run dynamics vary across banks, indicating heterogeneity in adjustment 

processes. 

Error Correction Term 

The ECM coefficient is negative and significant, confirming long-run equilibrium. 
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4.6 Discussion 

 

The findings confirm that profitability is the strongest determinant of firm 

valuation. Credit risk significantly reduces PBV, emphasizing the importance of risk 

management. Government ownership plays a dual role enhancing credibility while 

potentially reducing efficiency. 

 

5 CONCLUSION 

 

Research on the influence of ROE, LDR, NPL, and Government Ownership 

(GOV) on Price to Book Value (PBV) using the ARDL-PMG approach yields several 

important conclusions. NPLs have been shown to significantly impact PBV negatively, 

both in the short and long term. This finding confirms that asset quality is a fundamental 

factor influencing bank valuation. High NPLs are perceived as a credit risk that reduces 

investor confidence in a bank's ability to generate sustainable profits. These results are 

consistent with Credit Risk Theory and Agency Theory, and are supported by domestic 

and international empirical evidence. 

This study concludes that: 

1. ROE positively affects PBV in both short and long run.  

2. LDR has a conditional impact depending on liquidity management.  

3. NPL negatively affects firm valuation.  

4. Government ownership significantly influences PBV.  

The ARDL-PMG model confirms long-run equilibrium relationships among 

variables. 

Research using the ARDL-PMG approach yields several key conclusions 

regarding the influence of ROE, LDR, NPL, and GOV on PBV: NPL has a significant 

negative effect in both the short and long term, confirming asset quality as a fundamental 

factor depressing bank valuations. ROE has a significant negative effect in the short term 

because profit fluctuations are perceived as instability, but remains a fundamental 

indicator in the long term. LDR has a negative impact in the short term because aggressive 

credit expansion raises liquidity concerns, although it can be perceived positively in some 

lags. GOV has no direct effect on PBV, but is significant as a moderating variable: 
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weakening the effect of ROE, strengthening the effects of NPL and LDR on PBV. The 

Error Correction Term (ECT) is significant for BRI and Mandiri, indicating a strong 

correction mechanism toward long-term equilibrium, while it is relatively weak for BNI. 

Conclusion: The PBV of Indonesian banking is determined by a combination of 

fundamental factors (ROE, LDR, NPL) and institutional factors (GOV). NPL is 

consistently the primary determinant, ROE and LDR exhibit different dynamics across 

time horizons, while GOV acts as a moderator. This finding confirms the importance of 

the interaction between financial and institutional factors in explaining the market 

valuation of HIMBARA banks. 

 

5.1 Novelty  

 

This study has several key novelties:  

1. Methodological Approach  

➢ Uses ARDL-PMG (Pooled Mean Group), which is rarely used in Indonesian 

banking studies.  

➢ Capable of capturing short-term and long-term relationships simultaneously.  

2. Integration of Ownership Variables  

➢ Includes government ownership as a primary variable, not just a control variable.  

➢ Examines the government's role in influencing market perceptions and bank 

valuations. 

3. Long-Term Data (2004–2024)  

➢ Using a long period (20 years), provides more robust results than previous studies.  

4. Focus on Bank Himbara  

➢ Specific study of state-owned banks with unique characteristics in emerging 

markets.  

5. Dynamic Approach to PBV  

➢ Looks not only at static relationships but also at adjustment mechanisms towards 

long-term equilibrium. 
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