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ABSTRACT

This study investigates empirically the impact of loan collectibility on SMEs based on
Economic Sectors. Loan collectability is represented by lending from banks and financial
management companies. Samples were taken {rom the Indonesian Banking Statistics on
SMEs from the period 2008 to 2009. This secondary data was collegled wusing the
purposive sampling method. Descriptive methods and multiple regresgion analysls were
utilized. The results of this study indicate that loans collectibility has & significant impact
on the inability to manage small and medium enterprises (SMEs).
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1. INTRODUCTION \Q

Beginning economic gfisis (in A998 and overy period until the
recurrence of erisis in early’ 2009 1ot several G_!ydies show that Indonesia's
cconomy is not just rely ofi the rol¢ of larec- a&%ﬁorporate enterprise, but rather
supported by the real sector which is 4 p%\; industry better known as Small
Medium Enterprisean(SMEs) “and pro@ have relatively better endurance,
according to Yoseva andiSvarief (20{1@&4‘[ is not surprising that both in times of
crisis and the economic redmvery donesia is very strategic role that SMEs
viewed frogamll) its, position a; ajor player because of the large amount of
ic ‘activity arious sectors, (2) to be creator and the largest
yment, (3) an important player in the development of local
s and community empowerment, (4) the creator of new markets
and sQurcesfof igfiovation (5) the contributions in maintaining the balance of
export activities.
*an_be seen in the progress of SMEs by the end of 2008 that the
number ot sMEs are reach 51.3 million units, it means that SMEs are the
dominant economic subjects since reaching 93.72% from the entire national
economic subjects (Idris;2010). The existence of a large number of SMEs with the
spread that rural of the area is a real economic power in the structure of national
economic subjects. Reviewed and employment absorb, SMEs are able to absorb as
many as 90,896,270 workers. It means that 97.22% of 93,491,243 total of national
workers working in the SMEs sector. Pangabean (2010) says that should have
realized that with the level of high employment absorption, this sector has
guaranteed the stability of the labor market, emphasizing of unemployment and
become the rise of vehicle for new entrepreneurs, as well as a strong growth of the
national entrepreneurial and independent. Other potential can be viewed and
contribution of SMEs to GDP in current prices, according to BPS in 2008 reach




Rp.2.609,4 trillion, with that number means that 55.56% and the national GDP
which totals Rp.4.696,5 trillion to rely on SMEs productivity (BPS;2010).

SMEs, according Suarja (2006) in the future will still facing many
obstacles and problems from the institutional, human resources, raw materials,
technology, marketing tools, market information, capital and other. In capital, the
potential development is still open widely, to make LKM as a force for micro
financing. In addition has already extended lending schemes of the government,
also available credit limit at large financial institutions and non-banks. It is seen
support from Bank Indonesia through state owned banks, BPD, and Private Banks
(Rahayu;2005). BI provided capital support to SMEs in terms of supply and
demand policies that focus on encouraging increased banking intermediation
function and to support banking performance system. Thé supply side, Bank
Indonesia issued a variety of banking policy to increase lefiding to SMEs but still
prudent. The policy likes by issuing a Bank Indenesid Retfulatieg (PBI)
No.3/2/PBI/2001 regarding the provision of Small Busingss, Loan l@acourage
banks to give some credit to small business enteipiise Es), PBI
No.6/25/PB1/2004 and SE No.6/44/DPNP about Commerc1§ s Business
Plan for the Distribution of SME loans, éwhich are kn banks in lending
commitments to SMEs, and SE No.8/3/BNP Fiom th and side, the Bank
Indonesia policy is more focusell o strengthening @plementary institutions
through increased capacity building of SIMEs it of training and research
activities that support thef provision ofgredi SMEs. This is of course
encouraging SMEs in enhanging the buxme %ﬁcny to be one obstacle in the
development of this industry. But with the kesations of other sources such as the
ability to manage th¢ financial industry quite a lot of SMEs that experienced
problem loans at banks:

At the end of 2009 (Ba?onesia;%m) NPL gross of SMEs loans at

3.25%, a gcrease comparddvto 2008 was 3.22%, with the largest NPL gross
in micyd loaks aMount of 4.36%%, followed by medium loans 3.48%, this level is

¥ by Joans of investment 4.52% and the last consumption loan
amount 1:92% 8N Es loans by economic sector with the worst performance at the
end of 2009 was the agricultural sector with NPL gross 6.46%, followed by
construction sector 6.14% and the last industrial sector 5.95%.

SMEs that experienced problem loans is a phenomenon that requires
mature thinking to looking for the way out because if not immediately, many
SMEs that collapse causing many layoffs. In addition, bad debt that is not
immediately resolved will affect the performance of the creditor (Berry;2001).

2. LITERATUR REVIEW

The draft of SME loans restructuring policy is a form of government
efforts to provide legal affirmation of the importance of bad debt restructuring of
SMEs. This happens with the consideration that SMEs have a very large
contribution to the growth of the Indonesian economy (Suarja;2006). With the



weakness of owned SMEs in terms of financial administration and management
professionals, the efforts of restructuring non-performing loans to SMEs by banks
often encounter obstacles. This phenomenon resulted in the emergence of a
discourse about the need for government policy regarding the restructuring of
SMEs loans. In addition, in an effort to support the restructuring of SME loans
based on government policies which will be published on that, the government
also needs to provide guidance to SMEs in the restructuring of their loans with
banks and other relevant parties. Urata (2000) says that dissemination of the
policy on debt restructuring of SMEs and their implementation guidelines and
policy assistance, necessary for an understanding of Government policy on debt
restructuring of SMEs and the facilitation can be properly distributed to all
stakeholders such as SMEs, SME associations, banks, devel@piientof SMEs, and
others. In the end needed a concept of best practice regaiding the settlement of
problem loans and the restructuring of SMEs businesgs The uitiniate 1 of all
these efforts is in order to accelerate national Eecnomic recoxely” through
settlement immediately bad debt problems of SM#Es. in order t({)@ﬁb of creditors
and debtors to immediately improve its perforniatice.

Non-performing loans by Warjiyo afid Lintoro( ZOOikhoans that are not
able to be repaid by the debtor, both of afitrest and pri @1 Bad debt is usually
caused by the financial difficultigf experiencedhby de@ue to increased interest
expense. The completion ofdbad debtscan Be made through litigation (law)
approach and non-litigation@pproachhor outdl ¢ %olution.

Bad debt is loans that,within thic i “mentation is not achieving or
meeting the require target by the Bank; the@jmve the possibility getting a risk in
the future for the Bank, also experieneiNY” difficulties in the completion of its
obligations either in the form of ic ¢nt of principal and or payment interest,
penalties and bank fees that shall bedaid by debtors (Rahayu;2005).

Me, the Loans aécerding to the UU No.10/1998 on Banking is the
provisifn of gnorigy or bills car™e equated with that, based on the agreement of

rding to the Scale can be grouped into several types (1)
5, nantely credit to debtors group or non-group with a total facility
cash loans«ande®r non cash loans over Rp.25 billion. (2) Commercial Loans,
which loans to borrowers group or non groups with facilities cash loans and or
non cash loans above Rp.35 million to less than Rp.25 billion. (3) Retail Loans,
the loans to the debtor group or non-group with a total facility cash loans and or
non cash loans up to Rp.350 million and all consumer loans regardless of the

amount (Warjiyo;2005).

The Quality of loans grouped into 5 categories (SE No.31/10/UPPB/1998
BI), among others:

a) Current; loan no arrears of interest and principal, the loan not yet due and
there is no overdraft because of the withdrawal. Payment of obligations in
the future estimated in accordance with the schedule and no doubt at all.
Conditions: (a) Payment of principal and / or interest on time (b) Having an



active account mutation (c) Part of the loan collateral guarantee with cash
collateral.

b) Particular attention; credit that shows a weakness in the financial condition
or credit worthiness of borrowers. This is for example characterized by a
downward trend in profit margin and sales turnover or credit refund program
are unrealistic or inadequate collateral, credit information or documentation.
Conditions: (a) There are arrears in principal repayment and / or interest
which has not exceeded 90 days (b) It sometimes happens overdraft (c) The
changes in relative account is active (d) Rarely in the agreed breach of
contract, (e) Supported by new loan.

¢) Substandard; loans that interest payments and principal repavment may be or
have been disrupted due to a very unfortunate change ifi financial terms and
management of the debtor or the economy or polifics il g¢eneral or very
inadequate collateral. At this stage do not seem amy sydiptons ofwgsses for
banks, but this condition can be prolonged fand possibly g@?ﬁ worse.
Conditions: (a) There are arrears in principalmepayment interest that
has exceeded 90 days (b) Frequent overdfafis (¢) rela‘uve@ frequency of
mutations account (d) There was a bfeach of u)ntra the agreed more
than 90 days (e) There are indicatignisfinancial p ms facing the debtor
(f) Documentation of weakdbang

d) Doubtful; loans that regavment begin o
potentially causing lafses Tor hanks.«Coney
principal repayment and ¥, or intercst x have exceeded 180 days (b)
There was an overdraft that is pein t(c) There is a breach of more than
180 days (d) There is capita'lized st (e) a weak legal documentation for
agreements binding ereditOr Po

e) Bad debt; loans that'is no&@ﬂdered to be charged back, the Bank will bear

‘&he entire loan, thereby

ns: (a) There are arrears in

n lgans alre granted. Conditions: (a) There are arrears in
ayment and ®or interest which have exceeded 270 days (b)
ses covered by new loans (¢) In terms of law and markets,
Ot be liquidated at fair value.

oblém (Berry;2001) can be caused by factors such as internal
factors aswfoll@w. (a) The weakness of management such as competence,
experience, integrity, vision, mission, leadership, and internal controls, etc. (B)
Unlike many competitive products are not defective or low quality, not price
competitive, model and/or outdated technology (¢) Constraints on production
processes such as technology and production machinery (d) Weaknesses in human
resource such as lack of training, morale/low investment (e) The existence of
fraud, such as mark-up project, side streaming (f) Projection of business that are
not realistic (g) Strike of the workers (h) Total loans are too large (i) Binding
weak guarantees, warranties fictitious/problematic, difficult security sold (j )
Business is a new venture financed and inexperienced (k) Low commitment
owner (1) Over-expansion.

External factors, such as: (a) Changes in government regulation (b) Legal
claims such as not paying taxes, copyright infringement, environmental pollution



(c) political and security conditions are unstable. (D) Change of adverse exchange
rate (e) Demand for products debtors decreased such as the increasing level of
competition, not biased to follow changes in technology, the loses primary buyer
(f) High interest rates (g) Difficulty of raw material supply (h) The entry of new
competitors because business globalization (i) The entry of substitute goods that
much cheaper price. Besides due to the debtor who receives a loans, it is also
possible this problem loans due from the lenders (Bank) who provide (a) Error
analysis of a bank officer who lack an understanding of business customers (b)
Hunted by the target of booking loan, it make the bank is not prudent (c) bank
officer insufficient understanding of the structure of credit (d) Contains elements
of KKN (e) Many documents and credit terms are not required (F) Weak
administration document.

The way to completion loans problem is by using setcral methods (1)
Rescheduling (SE BI No.23/12/BPPP/1991) describgssan £ffort (o ue the
credit by changing the terms of the loan agreement telating (o @ﬁ_payment
schedule credit or time periods, including a gragesperiod of eith&ssghcluding the
large number of installments or not (2) Reconditioniing the credit%escue efforts by
making changes to some or all of the term& of the loan a nent, which is not
limited only to change the repayment sglitduic and/or ¢ term only, but these
change without providing loans edhanéement or with@e

The problem from the ba€kground @rid same~prévious studies, the authors
formulated two hypotheses40 be tested, namély;
Ho: Loan collectibility not provide a 51& Ya’nt impact on the inability to
manage SMEs
H;: Loan collectibility provide a si%ﬁ’cant impact on the inability to manage

SMEs \'

3. RES METHOD IGY
is kesedich use descripfive method with Indonesian Banking Statistic as
a secqny ta jespecially for SMEs. The analysis to hypotheses testing using
multile re® [ and fisher test assisted SPSS 13.0 for Windows, and to

ence of loans collectibility as an impact of inability to manage

3.1 Operational Variables
Evaluating of loans collectibility performance, variables that we choose
are (SE BI No.31/10/UPPB/1998):

1. Current; loans that there is no arrears of principal and interest and also
installment loans due date yet.

2. Particular attention; loans that shows a weakness in the financial condition
or credit worthiness of borrowers.

3. Substandard; loans that interest and principal payment may be or have been
disrupted due to a very unfortunate change in financial terms and
management of the debtor.

4. Doubtful; loans that repayment begin to doubt the entire loans, thereby
potentially causing losses for banks.



5. Bad Debt; credit is not considered to be charged back, the Bank will bear the
losses on loans already granted.

3.2 Sample

This research sample selection was purposive sampling method with
Indonesian Banking Statistic as a secondary data especially for SMEs Industries
with monthly data period 2008 to 2009 according to Idris (2010).

Multiple regression analysis used to test the effect of non-performing loans
on inability to manage SMEs from the 9 economic sectors, such as: Agriculture
(AGRI), Mining (MING), Manufacturing (MFAC), Electricity (ELEC),
Construction (CONS), Trade (TRAD), Transport (TRNS). Rusiness Service
(BUSS) and Others (OTHR).

Formulas: ?,

Y=a+AGRI; X; + MING;,; X; + MFAC; Xt ELEC, X, INSs X5 +
TRADg X5+ TRNS; X7+ BUSSs X5 + OFHRy X: -(ISM

Where: §~

AGRI : Agriculture Q

MING : Mining @

MFAC : Manufacturiie («O

ELEC : Electricit¥ ?,

CONS : Construction 6

TRAD : Trade (o

TRNS : Transport Q’

BUSS : Business Semvice 4@
OTHR : Others @

33A ique

This t, or fata analyzing steps is doing by these several points:
1. ojit market situation during 2008 to 2009
2. oans collectibility of SMEs

f lgans extended from bank as a reflect financial management of

SMEs

Measure both of collectibility on loan
Doing hypothesis test and make a conclusion.
Describe about the hypothesis result of collectibility and loans
Interpretation and implication the result of arrangement data with statements
that related with the topics
4. RESULT AND DISCUSSION

We can see at Table 1. that the loans extended to 9 economic sector
average 2008 to 2009 amount Rp.466,483 billion. The Agriculture sector, the
smallest SMEs loans collectibility or bad debt amount Rp.855 billion, and the
largest SMEs bad debt Rp.3,330 billion, with an average per SMEs Rp.1,886.17
billion. Of the 9 economic sectors that the smallest level of credit collectibility is
Electricity sector amount Rp.7 billion, and the largest is Manufacturing sector

Nk



amount Rp.19,392 billion. collectibility average of each SMEs at least Electricity
sector amount Rp.15.58 billion and the largest average each SME is the
Manufacturing sector in the amount of Rp.13,073 billion.

Table 1. Descriptive of all sectors

No Economic Sector Code N Min Max Mean Std.Dev

1 Agriculture AGRI 24 855 3330 1886.17 971.04

2 Mining MING 24 345 1050 564.50 190.91

3 Manufacturing MFAC 24 7950 19392 13073.71 4292.29

4 Electricity ELEC 24 7 31 15.58 5.73

5 Construction CONS 24 919 3401 2100.46 1043.19

6 Trade TRAD 24 3900 13842 8312.75 35727

7 Transport TRNS 24 398 1955 1067.96 653.98

8 Business Services BUSS 24 476 4215 2278.88% 1518 81

9 Others OTHR 24 2574 11388 6700.08 372502 ?’
10 Credit CREDIT 24 466483 728638 60258990 18873, @'

\-

Test results of multiple regression and t-test as Shiown in Table

1. The correlation between independent vatiable (NPL of ?nomlc sector) to
lending (Credit extended) show. thatd@ll ot indepen e@vanable Agriculture
(AGRI), Manufacturing (MEAC) Construction&NS), Trade (TRAD),
Transport (TRNS), Busingss Seirvice (BLISS)~and Others (OTHR) have a
strong correlation on creflit. We ¢an seadha alue of independent variable
0,70 above (it means strong eorrelation) bx Mining (MING) and Electricity
(ELEC) but still strong enough.

2. Loan collectibility reflected as bad @ or non-performing loan at sector of
Electricity (ELEC), Itade ( TRAQ Yransport (TRNS) and Business Service
(BUSS) partially sigrificant % 1nﬂuence inability to manage SME with

lue s small an 5% (Sig.<a=5%), while the sector of:

Agrgfcultus RI); Mining"(MING), Manufacturing (MFAC), Construction

hers (OTHR) are not influence. Obtalned s1mu1taneous1y with

econo ctor 11ke Agrlculture (AGRI), Mining (MING), Manufacturing
(MFAC)sElectiicity (ELEC), Construction (CONS), Trade (TRAD), Transport
(TRNS), Business Service (BUSS) and Others (OTHR) have a significant
influence and greatly impact on inability to manage SMEs.

3. Regression model that created (coefficient-B column):

Y =428,074.3 — 7.666.x, — 44.030.X2 + 8.643.X3 - 3,476.454.X4
— 61.043 x5 + 29.070.x6¢ + 189.795.x, — 92.872.xg3 —

2.593.X9 + €10



Table. 2 The Calculation Result of NPL SME Data 2008 to 2009

No Economic Sector Code N r Coeff. (B) t Sig.
1 Constant - 1,000  428.074,300 5,685 0,000
2 Agriculture AGRI 24 0,807 7,666 0,173 0,865
3 Mining MING 24 0,592 44,030 0,451 0,659
4 Manufacturing MFAC 24 0,701 8,643 1,337 0,202
5 Electricity ELEC 24  (0,613) (3.476,454) 2,574 0,022 *
6  Construction CONS 24 0,824 (61,043) -1,727 0,106
7  Trade TRAD 24 0,879 29,070 3,071 0,008 *
8  Transport TRNS 24 0,859 189,795 2,568 0,022 *
9  Business Services BUSS 24 0,800 (92,872) -2,539 0,024 *
10 Others OTHR 24 0,860 (2,593) -0,191 0,851
* significant at a=5%
r = 0,981
P = 0,937
F = 39.299 Yy
Sig. = 0.000 @
S. CONCLUTIONS Z

1. The present study found. that® Biecirisity (FL ), Trade (TRAD),
Transport (TRNS) and BuSirieds Seirvice (BU e significant impact on

inability to manage SMES howeyer Agric GRI) Mining (MING),
Manufacturing (MEAC), Constructlol

insignificant.
2. Simultaneously obtained by the'in dent variable Agriculture (AGRI),
Mining (MING), Mcmufac (MFAC) Electricity (ELEC),

S) and Others (OTHR) are

Construction (CONS), Tra RAD) Transport (TRNS), Business
Service (BUSS) and Oth (OTHR) have a significant influence and

acton inabilify¥o manage SMEs.

tg maniage SMEs.

0anjco ctibility has™a significant influence and greatly impact on
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