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Abstract
This study delves into the complex dynamics between interest rates, capital adequacy
(CAR), liquidity (LDR), inflation, and GDP on working capital lending in Indonesia from
2017 to 2024. Amid growing macroeconomic uncertainties, the research addresses critical
gaps in the understanding of how banking institutions adjust to both inherent structural
resilience and external economic shocks. By incorporating Positive Accounting Theory
(PAT), this paper provides a nuanced perspective on the managerial decision-making
process, focusing on how regulatory frameworks and incentive structures influence credit
allocation. Utilizing panel data from 102 commercial banks and employing a multiple
linear regression model, the study reveals that interest rates significantly impede lending
activities, whereas CAR, LDR, and GDP growth exert a robust and positive impact on
credit disbursement. Conversely, inflation demonstrates a negative yet statistically
insignificant effect. These findings underscore the dual role of financial stability and
macroeconomic growth in facilitating efficient credit intermediation. The study calls for
the development of policy frameworks that align monetary governance with institutional
behaviors, advancing the broader constitutional objectives of public welfare and social
Jjustice, as enshrined in Indonesia’s constitution.
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Introduction

In an increasingly volatile global
economic environment, the banking sector
plays a pivotal role in safeguarding liquidity
and ensuring the sustainability of economic
growth (Roreng et al., 2025; Hadiyanto et al.,
2024; Barth et al., 2015; Murrar et al., 2024;
Okofo-Dartey, 2025). Since the onset of the
COVID-19 pandemic in 2020, countries
worldwide, including Indonesia, have been
grappling with complex fiscal and monetary
challenges (Sumarni, 2020; Maharani &
Marhaeni, 2022; Hutagaol et al., 2022). The
Organisation for Economic Co-operation and
Development (OECD) reported a
deceleration in global economic activity in
2025, projecting global growth at merely
3.3%, and even lower at 1.9% for OECD
member states, both figures falling below the
average of the preceding decade (OCDE
2024). Within  this  context, credit
disbursement by banks, especially working
capital loans has become a vital lever for
reviving and accelerating real sector
economic activity (Harris et al., 2019; EL-
Ansary & Al-Gazzar, 2021; Dias, 2020)

In Indonesia, working capital loans
from conventional commercial banks have
demonstrated dynamic trends throughout the
2017-2024 period (Sunaryono, 2024; Teruna
& Ardiansyah, 2024). As 0f 2023, the banking
sector’s intermediation performance posted a
positive trajectory, with total bank credit
reaching IDR 7,090 trillion, reflecting a year-
on-year (YoY) growth of 10.38%. Notably,
working capital loans and investment loans
recorded the highest growth rates, at 10.05%
and 12.26% YoY respectively (Bank
Indonesia, 2024).

These developments occurred amid
significant fluctuations driven by interest rate
dynamics, inflationary pressures, and rupiah
to dollar exchange rate volatility (Rahman,
2021 ;Ismal, 2022; Warjiyo & Juhro, 2019;
Masujima, 2020). However, the growth in
credit volume has not been uniformly
distributed across all business sectors,
suggesting the presence of asymmetries in
credit allocation, an issue that remains

underexplored in the current literature
(Zegarra, 2019; Li et al., 2025; Asongu et al.,
2019; Tsindeliani & Mikheeva, 2022).

Interest rates remain a primary
determinant  influencing both  banks’
willingness to extend loans and borrowers’
decisions to seek financing (Stokes & Cox,
2023; Ngaruiya et al., 2025; Khan et al.,
2023). From 2017 to 2024, lending rates in
Indonesia have fluctuated in tandem with
shifts in the policy rate set by (Bank
Indonesia, 2024). For instance, the increase in
the BI Rate from 3.5% in early 2022 to 6.0%
by the end of 2023 (Kapriadi and Wijaya
2023) exerted upward pressure on borrowing
costs, potentially  constraining  credit
expansion, particularly for short-term, cost-
sensitive working capital loans (Ozili &
Oladipo, 2025; Khair et al., 2024; Warjiyo &
Juhro, 2019).

Beyond interest rates, internal bank
characteristics, such as capital adequacy ratio,
liquidity ratio, and operational efficiency, are
equally critical in shaping a bank’s lending
capacity and risk taking behaviour
(Bhegawati,  2018; Suryanto,  2019;
Susilowati et al., 2019). Sound financial
health enhances market confidence and
expands a bank’s capacity to absorb credit
risk (Chindo et al., 2022; Amalia et al., 2024;
Hapsari, 2022). Nevertheless, empirical
studies have reported heterogeneous impacts
of these internal indicators on lending
volume, often depending on institutional
scale, ownership structure, and market
segmentation (Qomariah, 2016; Charviandi et
al., 2023).

At the macroeconomic level, variables
such as inflation, exchange rates, GDP
growth, and consumer confidence indices
also exert considerable influence on credit
demand and supply (Wakatabe, 2017; Hakiki
etal., 2024; Canale & Mirdala, 2019; Warjiyo
& Juhro, 2019). For example, the global
energy crisis-induced inflation surge in 2022
escalated the cost of capital, thereby
weakening demand for working capital loans
(Novianto and Paramita 2023).
Simultaneously, the depreciation of the
rupiah against the US dollar in mid-2023
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(Ramadhani, Sofian, and Anggraini, 2022)
exacerbated financing burdens for import-
reliant sectors, further affecting the credit
portfolio performance of banks.

Between 2017 and 2024, Indonesia’s
economy underwent significant volatility,
driven by both domestic and external factors
(Bank Indonesia, 2024). National GDP
growth stood at 5.03% in 2024, slightly down
from 5.05% the year before (Wa 2024),
signalling a mild deceleration over the past
three years. Key growth stimuli included
political campaign-related spending,
increased capital investment, and the
completion of infrastructure projects
(Maulana, 2019; Mardiyani & Izharudin,
2024; Amara et al., 2023; Eynde et al., 2023).
Nonetheless, external headwinds, such as
prospective tariff impositions by “Trump”
from US and subdued global demand, have
constrained the country’s ambition for more
robust economic expansion (Contractor,
2025; Nwoke, 2020; Karmakar & Jana, 2021;
Chow, 2020; Bhattacharya, 2021).

Empirical investigations into the
relationship between interest rates and bank
lending have produced heterogeneous results,
largely contingent upon credit type and
macroeconomic context. Studies by Suseno &
Agusalim (2024); Mamuaja et al. (2024) and
Ximenes et al.,, (2025) affirm a positive
linkage between interest rates and investment
as well as consumption credit, suggesting that
rate fluctuations influence economic agents’
perceptions regarding the cost-benefit
dynamics of borrowing.  Conversely,
Schelling & Towbin (2022) report an
insignificant association, implying that
structural rigidities or the moderating role of
monetary policy may attenuate such
responsiveness. In the Indonesian context,
elevated interest rates are often construed as
higher capital costs, which, in turn, suppress
credit demand, most notably among MSMEs
(Oktaviani et al., 2022; Loissa & Krisnanda,
2023; Nakashima & Takahashi, 2021)

Internal ~ bank-specific ~ variables,
particularly the Capital Adequacy Ratio
(CAR) and Loan-to-Deposit Ratio (LDR),
also emerge as pivotal in shaping credit policy

decisions. While a significant body of
literature e.g. Cahyawati & Nurhayati (2024),
Klein & Turk-Ariss (2022), Ghroubi (2023),
Zumarnis & Irsad (2023), and Lisaholet
(2023) demonstrates a positive correlation
between capital strength and credit
expansion, countervailing findings
Rahmatullah (2025) with Wahab & Mahdiya
(2023) indicate a contractionary lending
response to increased capitalization, possibly
reflecting regulatory tightening or heightened
risk aversion (Akmal & Kusumastuti, 2024;
Devi et al., 2024). This underlines the
contextual sensitivity of CAR’s impact,
shaped by bank-specific risk profiles and
prudential oversight. Similarly, while higher
LDRs typically correlate with more
aggressive lending (Abdat et al. 2024), such a
relationship may not hold uniformly across
banking systems; in Islamic finance, for
instance, the Financing-to-Deposit Ratio does
not always exert a significant influence
(Wahyu et al. 2023), reflecting inherent
differences in institutional structure and risk-
sharing frameworks.

At the macro level, inflation and GDP
growth yield similarly inconclusive effects on
working capital lending. Certain studies
Hasan et al., (2022); Rehman, (2024);
Tinoco-Zermefio et al. (2022); Ria et al.
(2023) posit that inflation can spur credit
demand as firms seek to preserve purchasing
power and operational liquidity, particularly
among SMEs. However, others, Aziz et al.
(2024) and Tanjung et al. (2022) contend that
inflationary pressures erode household and
corporate repayment capacity, thereby
dampening credit absorption. While GDP, as
a proxy for real economic growth, is
conventionally expected to promote lending
(Bukowski and Kosztowniak, 2022), its effect
remains conditional upon banking sector
efficiency and institutional capacity to
intermediate funds productively (Rusydiana
and Ikhwan, 2024). Empirical support for the
significance of GDP on credit extension has
been substantiated in recent Indonesian
studies (Loissa & Krisnanda, 2023; Kachula
et al., 2022; Yulyanti et al., 2023).
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This study addresses the limited
integration of structural banking variables and
macroeconomic  conditions,  particularly
within the evolving behavior of lenders and
borrowers amid interest rate volatility. In
Indonesia’s dual-structured economy
(modern and traditional), where banks play a
pivotal role in productive financing,
understanding the interplay between capital
strength, liquidity, inflation, and output
growth is critical. By examining working
capital lending, this research offers insights
into how banks respond to both internal
resilience and external shocks. More broadly,
enhanced access to short-term credit
contributes to inclusive economic activity
and, indirectly, supports the constitutional
goals of advancing public welfare and
promoting social justice, as mandated in the
1945 Constitution.

The theoretical foundation of this
research is based on the financial
intermediation theory, which posits that
banks play a critical role as intermediaries in
channeling funds from surplus sectors to
those in need, thereby enabling efficient
capital allocation and fostering economic
productivity (Suhendra & Ronaldo, 2017;
Ketaren & Haryanto, 2020; Hapsari, 2022;
Beatson et al., 2019). As a pioneer of the
theory, Gurley & Shaw (1956) demonstrated
how a bank’s ability to mobilize and allocate
credit, particularly working capital loans,
plays a pivotal role in supporting business
operations, especially in sectors reliant on
short-term financing (Kohardinata et al.,
2022; Mahrani, 2023; Wahyuningsih et al.,
2024). However, this intermediation process
is highly influenced by both internal banking
factors (such as capital adequacy and

Research Method
Hypothesis Development

Hi: An upward trajectory in interest rates
imposes constraints on the expansion of
working capital lending.

Elevated interest rates raise the cost of
external financing, thereby disincentivising
firms, particularly those with constrained

liquidity ratios) and external macroeconomic
variables (such as interest rates, inflation,
and GDP growth) (Ozili, 2018; Lubis et al.,
2022; Khotimah & Atiningsih, 2018). A
stable and resilient banking system, with
adequate capital reserves and liquidity, is
better equipped to absorb shocks and
maintain the flow of credit, even in unstable
economic conditions, thus contributing to
macroeconomic stability (Agustantira et al.,
2024; Yadav, 2025; Kashif et al.,, 2025;
Abaidoo et al., 2023).

In addition to the theoretical
underpinnings  rooted in  financial
intermediation and monetary  policy

frameworks, this study can be further
enriched by incorporating the lens of
Positive ~ Accounting Theory (PAT),
originally advanced by Watts and
Zimmerman (1990). PAT posits that
financial practices and managerial decisions,
including credit disbursement policies and
capital structure management, are shaped by
rational choices aimed at maximizing
individual utility within the constraints of
contractual arrangements and incentive
structures (Watts and Zimmerman 1990).
Within this framework, variations in
working capital lending practices may be

interpreted as  strategic responses to
regulatory pressures, executive
compensation  schemes, and market

expectations (Eremin & Lopushenko, 2025;
Kong et al, 2025). By adopting a
behavioural-economic perspective, PAT
complements conventional macro-financial
models and offers a more nuanced
understanding of the heterogeneity observed
in banking responses to interest rate
volatility and macroeconomic fluctuations.

liquidity, from seeking short-term credit
(Nakashima & Takahashi, 2021). This
contractionary effect is most pronounced in
working capital lending, where borrowing is
closely tied to immediate operational needs
(Polizzi, Scannella, and Suarez, 2020). The
inverse relationship reflects monetary
tightening’s dampening influence on credit
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activity in the real sector (Akinlo and Oni
2015).

Hz: Improved capital adequacy is positively
associated with increased disbursement of
working capital credit.

A robust capital adequacy ratio
enhances a bank’s risk-bearing capacity and
reflects institutional financial soundness
(Stefanus, Irena Lawita, and Eka Putri,
2023). Well-capitalised banks are more
inclined to extend credit, including in the
form of working capital loans, due to greater
confidence in their ability to manage
portfolio risks and maintain regulatory
compliance (Purwati and Mareta, 2024).

H3: Variations in the loan-to-deposit ratio
demonstrate a linear association with the
allocation of working capital financing.

The loan-to-deposit ratio (LDR) serves
as a key metric for assessing a bank’s
intermediation efficiency (Susilowati et al.
2019). A higher LDR indicates a greater
proportion of deposits being channelled into
productive credit, including short-term
lending for operational needs (Agung and
Santi, 2017) . While a rising LDR signals
credit growth, it must be balanced against
systemic risk considerations to ensure
sustainability (Pratama, Mubaroh, and
Afiransyah, 2021).
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H4: High inflationary pressure has the
potential to elevate the demand for short-
term credit facilities.

Inflation exerts upward pressure on
input prices and operational expenses,
prompting businesses to seek additional
liquidity to bridge cash flow gaps (Tinoco-
Zermeno, Torres-Preciado, and Venegas-
Martinez, 2022). In such environments,
demand for short-term credit instruments,
particularly working capital loans, tends to
rise as firms navigate heightened cost
structures and seek to maintain continuity in
production and distribution (Jessica and
Chalid, 2021).

Hs: Sustained GDP growth functions as a
key driver in accelerating the distribution of
working capital loans

Economic  expansion  stimulates
business activity across sectors, thereby
increasing demand for short-term financing
to support operational scaling (Kachula et al.
2022). As firms ramp up inventory
acquisition, production cycles, and logistics,
the banking sector typically responds by
amplifying the provision of working capital
credit to accommodate this upward
trajectory in demand (Braslins et al. 2021)

Figure 1. Theoritical Framework
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Source: Research Data, 2025

The conceptual framework above
illustrates the relationship between five
macroeconomic variables, interest rates
(X1), capital adequacy (X>), loan-to-deposit
ratio (X3), inflation (X4), and gross domestic
product (Xs), and the expansion of working
capital lending (Y). Interest rates exert a
negative influence, as rising borrowing costs
tend to suppress credit demand. In contrast,
capital adequacy, loan-to-deposit ratio,
inflation, and GDP growth exert a positive
impact by enhancing both the capacity and
incentive of banks and enterprises to engage
in short-term financing. The expansion of
working capital credit is not only vital for
financial sector resilience and growth, but
also contributes indirectly to the fulfillment
of Indonesia’s constitutional mandate as
articulated in the Preamble to the 1945
Constitution, namely, to protect the entire
nation, promote general welfare, cultivate
intellectual advancement, and uphold social
justice.

This research employs a quantitative
methodology to uphold the fundamental
tenets of scientific inquiry, namely
objectivity, measurability, rational
coherence, and methodological rigor, as
articulated by Vialtsev & Komarov (2024),
Moura e S4 (2024), and Sekaran & Bougie
(2017). The study utilizes secondary data
extracted from the annual report of
Conventional ~Commercial Banks in
Indonesia, forming the empirical foundation
of the analysis.

The framework incorporates a single
dependent variable, Working Capital Credit
(Y) is short-term bank financing for business
operations, measured by the total annual
value of working capital loans disbursed by
commercial banks (in IDR), alongside five
independent variables: Loan Interest rate
(X1) refers to the lending rate applied by
banks and is measured annually in
percentage terms, reflecting the cost of
borrowing. Capital Adequacy Ratio (X32)
indicates a bank’s ability to absorb risk,
calculated as the ratio of capital to risk-

weighted assets, expressed in percent. Loan-
to-Deposit Ratio (X3) measures a bank's
credit distribution efficiency by comparing
total loans to total third-party funds, also in
percentage. Inflation (X4) captures the
general rise in prices, calculated using the
annual percentage change in the Consumer
Price Index (CPI). Gross Domestic Product
(GDP) (X5s) represents the economic growth
rate, measured as the annual percentage
change in real GDP, indicating overall
economic performance.

A purposive sampling = strategy,
judgment sampling, was employed to refine
the research population, resulting in a final
dataset comprising 102 Conventional
Commercial Banks observed across an eight-
year horizon (2017-2024). In addition to
annual bank-specific reports, the study
integrates data from authoritative sources,
namely the Financial Services Authority
(OJK) for banking statistics, also Statistics
Centre (BPS) and Bank Indonesia (BI) for
macroeconomic indicators. The dataset is
subjected to multivariate analysis through
multiple linear regression (Ghozali, 2018),
operationalized using statistical software and
expressed through a robust econometric

model  designed to  capture the
interdependencies among the examined
variables.

WCL = o + BiLIR + [2CAR + [3LDR +
P4INFL + sGDP + ¢

Where: a = Constant term, Bi to PBs =
Coefficients independent variables, and € =
error

The dataset will undergo a series of
diagnostic evaluations to ensure statistical
validity, beginning with classical assumption
tests, including normality test,
heteroskedasticity test, multicollinearity, and
autocorrelation, (Ghozali, 2018). Upon
verification of these assumptions, the data
will be subjected to hypothesis testing
through a combination of coefficient of
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determination (R?), Pearson correlation
analysis, partial ¢-tests, and multiple linear
regression modeling.

Results and Discussion
Classical Assumption Testing

To ensure the robustness and validity
of the dataset for inferential analysis, a series
of classical assumption tests were
conducted. As indicated in Table 1, the data
exhibit a normal distribution, with a
significance value of 0.083, well above the
0.05 threshold, confirming the absence of
non-normality. The Durbin-Watson statistic
of 1.203 falls within the acceptable range of

-2 to +2, indicating no evidence of
autocorrelation among residuals.
Furthermore,  the  results of  the
heteroskedasticity test, based on the Park
method, demonstrate that all significance
values exceed 0.05, thereby confirming
homoscedastic variance across observations.
Lastly, multicollinearity diagnostics reveal
that all tolerance values are above 0.10 and
all Variance Inflation Factor (VIF) scores are
below the critical value of 10, suggesting the
absence of multicollinearity among the
explanatory  variables. These results
collectively affirm the appropriateness of the
dataset for subsequent regression modeling.

Table 1. Classical Assumption Test Results

Normality ~ Autocorrelation Heteroskedastisity =~ Multicolinearity Test
Test Test Test
Asymp. Sig  Durbin Watson  Variable Sig. (Park) Tolerance VIF
(Kolmogoro
v Smirnov)
0.083 1,203 WCL 0,938 0,640 1,372
LIR 0,852 0,788 1,560
CAR 0,551 0,626 1,219
LDR 0,455 0,727 1,942
INFL 0,983 0,838 1,556
GDP 0,813 0,950 1,044

Source: SPSS Output, 2025

Coefficient of Determination (R?) Test

This test is employed to assess the
extent to which variations in the dependent
variable can be explained by the independent
variables included in the model, while also
accounting for the potential influence of
external, unobserved factors (Ghozali 2018).
As

presented in Table 2, the Adjusted R Square
value for Equation 1 is 0.753. This indicates
that 75.3% of the variance in the dependent
variable is explained by the model's
independent  variables, = whereas the
remaining 24.7% is attributable to other
variables not captured within the scope of
this study.

Table 2. Coefficient of Determination (R?) Test Results

R R Square

Adjusted R Square

Std. Error of the Estimate

0,898 0,802

0,753

0,89754

Source: SPSS Output, 2025

Parametric Test: Pearson Correlation
Test

The significance values (2-tailed)
presented in the table confirm statistically
meaningful  correlations between the

independent variables and working capital
lending. The interest rate exhibits a strong
and significant correlation with working

capital credit (p = 0.034 < 0.05), as does
capital adequacy (p = 0.041 < 0.05),
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suggesting that changes in these indicators
substantially affect credit distribution.
Similarly, the loan-to-deposit ratio (p =
0.042 < 0.05) and GDP (p = 0.027 < 0.05)
also demonstrate strong, statistically
significant relationships with working
capital loans. Meanwhile, inflation (p =

correlation, indicating the existence of a
relationship, albeit without a clearly defined
strength. These findings reinforce the
conclusion that macroeconomic variables
play a critical role in shaping the dynamics
of short-term credit allocation within the
banking sector.

0.050) shows a marginally significant
Table 3. Pearson Correlation Test Results
Correlations
WCL LIR CAR LDR INFL GDP
WCL 0,000 0,034 0,041 0,042 0,050 0,027
LIR 0,034 0,000 0,035 0,018 0,023 0,016
Sig 2 tailed CAR 0,041 0,035 0,000 0,049 0,029 0,038
LDR 0,042 0,018 0,049 0,000 0,001 0,044
INFL 0,050 0,023 0,029 0,001 0,000 0,006
GDP 0,027 0,016 0,038 0,044 0,006 0,000
Source: SPSS Output, 2025
Partial #Test and Multiple Linear rise in LIR and INFL leads to a decline in

Regression Analysis
The mathematical model derived from
Table 4 is expressed as follows:

WCL = 4.694 — 0.525LIR + 2.565CAR +
6.690LDR — 1.023INFL + 16.734GDP + ¢

In this regression equation, the
constant value of 4.694 implies that, ceteris
paribus, the baseline level of Working
Capital Lending (WCL) stands at 4.694
when all independent variables are held at
zero. A one-unit increase in CAR, LDR, and
GDP is associated with respective increases
in WCL of 2.565, 6.690, and 16.734.
Conversely, a one-unit

WCL by 0.525 and 1.023, respectively.
Additional interpretation from the table is as
follows: (1) LIR exhibits a negative
coefficient and is statistically significant at
the 5% level (p = 0.035), indicating a
negative effect on WCL, thereby supporting
Hi; (2) CAR has a positive and highly
significant relationship (p = 0.000),
confirming Hz; (3) LDR also demonstrates a
strong positive effect (p = 0.000), validating
Hi; (4) INFL, although negative, 1is
statistically insignificant (p = 0.134 > 0.05),
leading to the rejection of Ha; (5) GDP shows
a positive and significant impact on WCL (p
= 0.009), thus supporting Hs.

Table 4. Partial +-Test and Multiple Linear Regression Results

B Standard error t Sig.
Constant 4,694 11,698 0,362 0,895
LIR -0,525 0,298 0,838 0,035
CAR 2,565 0,275 4,658 0,000
LDR 6,690 1,935 5,808 0,000
INFL -1,023 0,863 -1,627 0,134
GDP 16,734 13,116 8,475 0,009

Source: SPSS Output, 2025

Loan Interest Rates and Working Capital
Lending
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Aligned with the Finance
Intermediation  Theory, interest rates
function as a balancing mechanism between
credit supply and demand, where rising
rates, particularly under contractionary
monetary policy, elevate borrowing costs
and suppress firms’ access to working
capital, as observed in Indonesia during the
2022-2023 BI Rate hikes (from 3.5% to
6.0%). Elevated interest rates also diminish
banks’ lending appetite due to heightened
credit risk, especially amid economic
uncertainty. Similar global trends were noted
during the Fed’s post-pandemic rate
increases, reflecting a broader shift of
liquidity toward safer assets. Conversely,
expansionary monetary policy (easy money
policy) through rate cuts lowers borrowing
costs, encourages accommodative credit
behavior, and improves access to short-term
financing.

From the lens of Positive Accounting
Theory (PAT), these interest rate
fluctuations are not merely macroeconomic
signals but also catalysts that shape
managerial decision-making within banks.
PAT contends that economic agents,
including bank executives, respond
strategically to changes in the regulatory and
economic environment in ways that
maximize their utility. In this context, a rise
in interest rates may trigger conservative
lending practices not only as a response to
increased credit risk but also to align with
internal incentive structures, such as risk-
adjusted performance targets or capital
buffer requirements linked to compensation.
Thus, PAT provides a behavioural-economic
foundation that complements financial
intermediation theory by illuminating how
internal  motivations and contracting
dynamics influence credit supply decisions,
particularly in volatile interest rate regimes.
Such insights offer a deeper explanation for
the heterogeneity of bank lending responses
and reinforce the policy relevance of
understanding both institutional behaviour
and macro-financial trends in tandem.

Moreover, the transmission of interest
rate policy is closely intertwined with banks’

financial accounting structures. Financial
statements, shaped by accounting standards,
reflect how banks respond to rate shifts
through key ratios like NIM, ROA, and
LDR. Changes in borrowing costs affect
interest income, provisioning, and reported
performance, which in turn influence
strategic decisions on working capital
lending. Financial accounting thus functions
not only as a record of monetary effects but
also as a driver of managerial and
stakeholder responses.

Such dynamics illustrate how interest
rate policy directly influences the flow of
working capital credit, with significant
implications for productive sector growth,
financial inclusion, and the realization of
Indonesia’s  constitutional  goals  of
promoting general welfare and achieving
social justice.

Capital Adequacy Ratio and Working
Capital Lending

The Capital Adequacy Ratio (CAR)
serves as a pivotal indicator of a bank’s
resilience to financial shocks and plays a
fundamental role in safeguarding systemic
stability, as mandated under the Basel
regulatory ~ framework. =~ Within  the
framework of financial intermediation
theory, a strong CAR enhances a bank’s
credibility, mitigates liquidity and credit
risks, and facilitates increased lending,
particularly for working capital purposes.
However, this seemingly linear relationship
between capitalization and credit expansion
is often moderated by macroeconomic
context and institutional behavior. Under
contractionary  monetary regimes, an
elevated CAR may paradoxically constrain
lending, signaling risk aversion or prudential
tightening, and thereby inducing a cautious
credit stance that limits liquidity in the
broader economy.

Incorporating insights from Positive
Accounting Theory (PAT) deepens this
understanding by  examining  how
managerial decisions surrounding capital
buffers are shaped by internal incentive
structures, regulatory expectations, and
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market-based performance metrics. PAT
posits that executives do not passively
comply with regulatory thresholds but
strategically manage capital positions to
align with organizational goals, contractual
obligations, and reputational considerations.
For instance, a bank may maintain a
conservatively high CAR not solely for
prudential compliance but as a rational
strategy to secure favorable credit ratings,
mitigate agency conflicts, or maximize
executive compensation tied to risk-adjusted
performance indicators. These micro-level
behaviours reflect calculated responses to
economic and institutional stimuli, offering
a behavioural rationale for observed
deviations from classical intermediation
theory.

The role of financial accounting in this
process becomes evident as it translates
regulatory compliance, like CAR, into
meaningful financial metrics that guide
lending behavior. Financial statements,
particularly those reflecting capital ratios,
serve as a transparent record of a bank’s
capital strength and operational health.
These accounting figures not only inform
stakeholders about regulatory adherence but
also shape decisions related to working
capital lending. For example, a bank’s
approach to maintaining a high CAR may be
motivated by both regulatory requirements
and internal incentives linked to financial
performance metrics. By connecting capital
adequacy with  financial accounting
practices, we gain a clearer understanding of
how macroprudential rules are
operationalized at the institutional level,
directly impacting lending strategies and
economic liquidity.

Striking a policy balance that frames
capital adequacy as a foundation for
sustainable and inclusive lending is crucial
to maintaining both financial stability and
the broader constitutional goals of promoting
general welfare and social justice in
Indonesia.

Loan to Deposit Ratio and Working
Capital Lending

The Loan-to-Deposit Ratio (LDR)
reflects a bank’s effectiveness in converting
collected deposits into productive credit and
serves as a core proxy for financial
intermediation efficiency. A higher LDR,
particularly under expansionary monetary
conditions, signifies an assertive credit
policy aimed at stimulating real sector
activity, especially within manufacturing,
trade, and MSME sectors that rely heavily on
continuous working capital access. In
Indonesia, measured increases in LDR have
correlated with expanded lending to small
and medium enterprises, contributing to
employment and output growth. Conversely,
during contractionary  policy phases
designed to manage inflationary pressures,
LDR control becomes critical to curbing
excessive credit growth and maintaining
liquidity buffers. An unduly aggressive
lending strategy, especially amid economic
uncertainty and weak deposit mobilization,
may amplify systemic vulnerabilities and
credit risk exposure.

Integrating insights from Positive
Accounting Theory (PAT) offers a
behavioural dimension to the understanding
of LDR dynamics. PAT suggests that bank
executives, as rational economic agents, do
not merely adhere to optimal LDR levels for
regulatory compliance but actively manage
this ratio to serve strategic interests,
including  performance  benchmarking,
compensation outcomes, and reputational
positioning in financial markets. For
instance, a high LDR may be pursued to
signal aggressive market share acquisition or
superior intermediation capacity, even at the
cost of rising liquidity risk, particularly if
short-term performance metrics or investor
expectations prioritize lending volume over
sustainability. Conversely, a conservative
LDR posture may reflect internal risk
aversion, alignment with capital preservation
mandates, or anticipation of macro-financial
instability. These choices are not value-
neutral but embedded within a nexus of
contracts, incentives, and  agency
considerations as emphasized by PAT.
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The Loan-to-Deposit Ratio (LDR)
reflects a bank's efficiency in converting
deposits into productive credit, influencing
lending  policies, especially  during
expansionary or contractionary monetary
conditions. A higher LDR can signal
aggressive  credit policies aimed at
stimulating sectors like MSMEs but also
poses liquidity risks if not managed
carefully. Financial accounting plays a
crucial role in interpreting LDR dynamics, as
it provides transparency on key metrics like
asset quality, loan loss provisions, and
capital adequacy. These accounting
disclosures not only reflect a bank’s lending
practices but also shape future strategies by
informing stakeholders about risk exposure
and financial health. In this way, financial
accounting connects managerial decisions
with regulatory expectations and market
perceptions, influencing both  credit
expansion and stability.

Thus, LDR operates as a flexible
policy lever within both monetary regimes
and, when managed prudently, enhances not
only financial system stability but also
contributes to national objectives of
inclusive growth, general welfare, and social
justice, as enshrined in Indonesia’s 1945
Constitution.

Inflation and Working Capital Lending
Inflation exerts a dual and often
contradictory effect on working capital
lending. On one hand, rising input costs may
compel firms to seek additional liquidity to
sustain operations, thus increasing demand
for short-term credit, as observed in
Indonesia during the global commodity price
surge of 2022. On the other hand, persistent
inflation erodes consumer purchasing power
and deteriorates firms' repayment capacities,
thereby elevating default risks and
prompting banks to adopt more conservative
lending policies. Central banks typically
address inflation through interest rate hikes,
which further suppress credit demand and
tighten liquidity in the market. This
macroeconomic balancing act presents a
clear trade-off: safeguarding price stability

versus maintaining adequate credit flows to
support real sector vitality.

However, this studies indicate that
inflation does not always have a significant
impact on working capital credit provision.
In some circumstances, even though
inflation may affect input costs and firms'
repayment capacities, banks continue to
extend credit by considering other factors
such as the financial health of firms, internal
bank policies, and broader market
expectations. In this regard, although
inflation has the potential to increase credit
risk, its impact on bank lending policies may
be more significantly influenced by broader

macroeconomic stability and strategic
decisions based on more concrete
performance indicators.

From the standpoint of Positive
Accounting Theory (PAT), inflationary
conditions not only alter economic

fundamentals but also trigger behavioural
responses among financial managers. PAT
suggests that decisions regarding credit
disbursement in inflationary periods are
shaped by internal contract structures, risk
management strategies, and performance-
based incentives. For example, in high-
inflation environments, bank managers may
intentionally restrict lending not purely due
to macroprudential concerns but as a rational
strategy to protect key performance
indicators, such as non-performing loan
ratios, return on assets, or capital adequacy
levels, that influence compensation, investor
confidence, and regulatory evaluations.
Similarly, inflation volatility may prompt
asset reallocation strategies or portfolio
shifts that reflect managerial attempts to
align with internal performance thresholds
and external stakeholder expectations.

As inflation rises, banks may modify
their provisions for loan losses and
impairments, affecting reported profitability
and capital adequacy. However, despite
these adjustments, inflation does not always
significantly impact the provision of
working capital credit. In many cases, banks
continue lending based on firms' financial
health and internal policies, rather than
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solely on inflationary pressures. This
highlights that, while inflation can increase
credit risk, its direct effect on lending
decisions is often mitigated by financial
accounting practices that focus on broader
economic stability and firm-specific factors.
Ultimately,  unchecked inflation
undermines financial intermediation and
hampers real sector performance, disrupting
the broader objective of fostering inclusive
economic development and obstructing
Indonesia’s  constitutional mandate to
promote public welfare and social justice.

Gross Domestic Product and Working
Capital Lending

GDP growth functions as a pivotal
determinant of working capital lending, as it
reflects real sector expansion and elevates
firms’ demand for operational financing.
From the lens of financial intermediation
theory, sustained economic growth improves
borrower creditworthiness, reduces
perceived risk, and encourages banks to
expand credit allocation, especially in short-
term forms that support inventory buildup,
production scaling, and logistics. In
Indonesia, where GDP growth consistently
exceeded 5% between 2022 and 2024, this
momentum has been particularly impactful
in driving credit flows toward infrastructure
development, export-led industries, and
MSMEs. From a macro-policy perspective,
strong GDP performance creates room for
more accommodative interest rate regimes,
thus lowering borrowing costs and
reinforcing credit intermediation.

However, integrating insights from
Positive Accounting Theory (PAT) reveals
that the translation of GDP growth into credit
expansion is not automatic, but mediated by
institutional behaviour and managerial
incentive systems. PAT argues that financial
decision-makers, including bank executives,
respond to macroeconomic signals, such as
GDP growth, based on how these align with
internal performance benchmarks, risk
appetite, and contractual obligations. For
instance, an optimistic GDP outlook may
lead bank managers to aggressively expand

lending portfolios in pursuit of growth-based
incentives, = market  positioning,  or
reputational gains. Conversely, if regulatory
or investor expectations emphasize prudence
over growth, even in a buoyant economy,
managers may adopt a cautious stance to
safeguard key metrics such as capital buffers
or default ratios. This highlights the
behavioural asymmetry in how macro-level
growth translates into micro-level lending
decisions.

Through the lens of financial
accounting, the impact of GDP growth on
credit decisions is not purely automatic.
Banks’ financial statements, which reflect
metrics such as the Loan-to-Deposit Ratio
(LDR) and Capital Adequacy Ratio (CAR),
shape lending behavior. According to
Positive Accounting Theory (PAT), bank
executives are driven not only by
macroeconomic signals like GDP growth but
also by internal incentives linked to
performance indicators, which are reflected
in financial accounting reports. For example,
even in a growing economy, banks may
restrict lending to protect key financial
ratios, such as return on assets (ROA) or
non-performing loan (NPL) ratios, which
ultimately influence strategic lending
decisions. Thus, financial accounting both
reflects and shapes how banks respond to
macroeconomic growth.

After all, this virtuous cycle
contributes not only to macroeconomic
stability = but also to Indonesia’s
constitutional mandate of promoting public
welfare and realizing social justice.

Conclusion

This study concludes that working capital
lending in Indonesia is shaped by both
macroeconomic forces and internal banking
factors, where high interest rates suppress
lending while robust CAR, LDR, and GDP
growth stimulate it. The findings sharpen
existing theories by reinforcing the Financial
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Intermediation and Loanable Funds theories
while extending them through the lens of
Positive  Accounting  Theory, which
highlights the behavioural and institutional
dimensions of managerial decision making.
In periods of macroeconomic volatility,
banks should strengthen risk management,
maintain optimal capital and liquidity
buffers, and diversify lending portfolios to
remain resilient. Meanwhile, policymakers
need to pursue regulatory reforms, such as
countercyclical ~ capital  requirements,
coordinated monetary and fiscal policies,
and inclusive credit programs, to better align
banking stability with sustainable economic
growth and Indonesia’s constitutional vision
of social welfare and justice.

The study’s reliance on secondary data
and quantitative methods, while offering
valuable insights, limits its ability to fully
capture the intricate decision-making
processes of bank management and sector-
specific ~ credit demand  dynamics.
Additionally, by excluding external shocks
such as political instability or international
capital flows, the study's applicability may
be constrained. However, despite these
limitations, the findings have profound
implications for both policy and practice.
Regulators can use these insights to develop
interest rate policies that not only maintain
macroeconomic stability but also promote
inclusive economic growth, aligning with
the broader constitutional goals of social
welfare and justice. For banks, particularly
in emerging economies like Indonesia,
optimizing capital and liquidity strategies is
essential to sustaining working capital
financing, particularly for MSMEs, thus
fostering a more equitable distribution of
economic opportunity in line with national
objectives for social justice and prosperity.
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