International Journal of Current Science Research and Review

ISSN: 2581-8341

Volume 08 Issue 01 January 2025

DOI: 10.47191/ijcsrr/V8-i1-09, Impact Factor: 7.943
IJCSRR @ 2025 WWW.ijcsrr.org

L

LJCSRR

The Effect of Inflation, Economic Growth, and Leverage on Change in
Profit: The Moderating Role of Interest Rate Levels at Regional and Branch
Offices of PT. Bank Rakyat Indonesia (Persero) Tbk. in North Sumatra
Province

Fachrizzu!, Azhar Maksum?, Endang Sulistya Rini®
123 Faculty of Economics and Business, University of North Sumatra, Medan

ABSTRACT: The amount of profit at PT. Bank Rakyat Indonesia (Persero) Tbk. In North Sumatra Province, Indonesia is still not
optimal. The purpose of this research is to test and analyze the impact of various factors such as Inflation, Economic Growth,
Leverage, and Interest Rates as moderating variables on Profit Changes. The population in this research is all financial reports of
PT—Bank Rakyat Regional Offices and Branches in North Sumatra Province. Meanwhile, the sample in this research is PT's
financial report. Bank Rakyat Regional Offices and Branches in North Sumatra Province from 2018 to 2023, thus there are 6 Annual
Reports. Researchers will utilize the data in the financial reports of the Regional Office and Branch Offices of PT Bank Rakyat
Indonesia (Persero) Tbk. in the region as a research data source. The analysis process in this research was carried out using the
Eviews. The findings of this research show that: Inflation has a negative effect and Economic Growth has a positive impact on Profit
Changes. In addition, interest rates can only moderate the impact of inflation and leverage on changes in profits.
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INTRODUCTION

One of the main issues in macroeconomic studies is the problem of economic stabilization, where the financial sector,
especially banking, is a key element in achieving stability and economic growth in a country. Several recent global financial crises
show that banking can disrupt economic balance (Andani, et al., 2022). This encourages research in the economic field to examine
factors that have the potential to trigger a banking crisis. Among the various hypotheses regarding the causes of the banking crisis,
macroeconomic conditions are considered to be a significant factor in the emergence of this banking crisis (Nguyen et al., 2021).

In Indonesia, the banking system is known as two entities: banks managed by the private sector and banks managed by
the government. Banks managed by the government can be BUMN (State-Owned Enterprises) or BUMD (Regional-Owned
Enterprises). According to the definition in Article 1 number 2 of Law no. 7 of 1992 concerning Banking which has changed to Law
no. 10 of 1998, it is stated "Banks are business entities that collect funds from the public in the form of savings and channel them
back to the community in the form of credit and/or other forms, to improve the standard of living of the community in general."

Theories regarding the relationship between macroeconomic conditions and banking crises generally state that
unfavorable economic situations, such as weak or even negative growth, high unemployment rates, high interest rates, and high
inflation, can create conditions that support a banking crisis. (Nguyen et al., 2021). Based on experience from previous banking
crises, it can be noted that banking crises often begin with changes in macroeconomic conditions, which move from a state of
stability or positive growth to a recession. This is in line with the view of Mia et al., (2019) which states that every banking crisis
results from interactions between economic conditions, finances, and weakening institutional structures.

Apart from the inflation aspect, economic growth also has the potential to influence a bank's financial performance.
Adiyadnya et al. (2016) present evidence that economic growth, both at the regional and national level, can increase company
profitability. In a similar explanation, Ekasari & Baskara (2018) explained that an increase in Gross Domestic Product (GDP) can
contribute to changes in a company's profits in areas experiencing GDP growth.

Although there is evidence that inflation and economic growth can improve the financial performance of banking
institutions, PT. Bank Rakyat Indonesia still has the potential to improve its performance. This is reflected in fluctuations in changes
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in PT's net profit. Bank Rakyat Indonesia. Overall, BRI's performance in microloans from 2018 to 2023 reflects not only adaptation
to macroeconomic conditions but also the effectiveness of the strategies implemented in facing various economic challenges. The
study by Djokic et al. (2022) shows that in uncertain economic conditions, inflation, interest rates, and adaptive credit policies are
very important to maintaining bank profitability. In line with this, BRI succeeded in maintaining profitability and strengthening
customer trust, ultimately supporting sustainable growth in its microfinance sector.

This is in connection with the fluctuating state of net profit and the results of PT profitability ratio calculations. Bank
Rakyat Indonesia, Inflation developments at the national, provincial, and city levels also experienced increases and decreases from
2018 to 2023. The following are figures for the magnitude of inflation at the national, North Sumatra Province, and Medan City
levels. Overall, inflation appears to peak in 2022 in all regions, both nationally, provincially, and city-wide, before decreasing again
in 2023. Inflation in North Sumatra Province has tended to be higher than national inflation for several years, while Medan City
shows more varied fluctuations with inflation rates approaching provincial figures.

Based on previous explanations of banking and economic phenomena, an understanding can be drawn that inflation can
have an impact on profitability, as well as the level of savings and loans of a bank (Djokic et al., 2022). In this regard, the effect of
inflation on bank profitability is a topic that has been explored in several studies. One view suggests that inflation has an adverse
effect on the performance of the banking sector, affecting purchasing power, exchange rate regimes, lending policies, and the
performance of bank equity holdings (Umar et al., 2014). However, another perspective argues that inflation can lead to improved
bank performance if banks can anticipate future inflation and adjust interest rates accordingly (Djokic et al., 2022). Additionally,
empirical evidence from studies in Central and Southeastern European countries shows that GDP and inflation have a significant
effect on bank profitability, with inflation having a greater influence than GDP (Djokic et al., 2022).

Another study focusing on banks found that inflation-adjusted prices led to improved bank performance as reflected in
Hakim's (2017) financial reports. Overall, this study shows that the relationship between inflation and bank profitability is complex
and can vary depending on various factors such as the banking system, economic conditions, and the ability of banks to adapt to
inflationary pressures. By referring to the explanation that has been given, the researcher will conduct research with the title "The
Influence of Inflation, Economic Growth and Leverage on Changes in Profits: The Role of Interest Rate Moderation in Regional
and Branch Offices of PT. Bank Rakyat Indonesia (Persero) Tbk. In North Sumatra Province."

THEORETICAL FOUNDATION
SIGNAL THEORY

Signaling theory was first put forward by Spence (1973) who explained that the sender (owner of information) provides
a signal or signal in the form of information that reflects the condition of a company which is beneficial for the recipient (investor).
According to Brigham and Houston (2013), signal theory explains management's perception of the company's future growth, which
will influence the response of a company's stakeholders. This signal is in the form of information that explains management's efforts
to realize the owner's wishes. This information is considered an important indicator for investors and business people in making
investment decisions (Owolabi and Inyang, 2013).

Information that has been submitted by the company and received by investors will be interpreted and analyzed first
whether the information is considered a positive signal (good news) or a negative signal (bad news) (Jogiyanto, 2010). If the
information is positive, stakeholders will respond positively. However, if investors give a negative signal, it indicates that the
investor's desire to invest is decreasing which will affect the decline in company value (Owolabi and Inyang, 2013).

According to Owolabi and Inyang (2013), the signal given can be in the form of debt issuance. The use of debt in a
company is adjusted to the company's ability to fulfill its obligations. Low-capability managers will be unable to repay high levels
of debt and will experience bankruptcy. Meanwhile, high-powered managers may use large amounts of debt to demonstrate
confidence in the company's prospects to the market and act as a compatible signal to parties outside the company. Signaling theory
can also be seen from a business risk perspective, where higher business risks are considered negative by potential investors, thereby
influencing their desire to invest. High investment opportunities will also be perceived as a positive signal that will influence
investors' assessment of the company. The high 10S of a company indicates that the company can improve its financial performance
and company value in the future.
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CHANGES IN PROFIT

One of the main goals of every company is profit. The profits made by the company are a benchmark used by managers
and investors to evaluate the company's prospects in the future. If the company is able to increase profits from year to year then the
company can be said to have successful management.

According to Syafrida & Aminah (2015), Profit is the result of operating activitiesthath measure changes in shareholder
wealth over a period and reflect the company's ability to generate profits (estimated future profits). Meanwhile, according to Samryn
(2022) "profit is the result of reducing costs on company income, and income must be greater than costs. On the other hand, the
difference will result in a loss if the costs are greater than the total income."

Meanwhile, according to Harahap (2019), "profit is the increase in equity value from transactions that are incidental and
not the entity's main activities and from all other incidental transactions that affect the entity during a certain period except those
originating from results or investments from the owner." From the definition above, it can be concluded that profit is a component
obtained from the reduction of income and expenses in a certain period. Revenue must be greater than costs, otherwise, the difference
will result in a loss if the costs are greater than the total income. In this research, researchers used a calculation of the difference
between Profit at one time minus Profit in the previous year (Syafrida & Aminah, 2015).

In connection with the definition of changes in profit, Smith, et al., (2021), explain that changes in profit are growth in
net profit as seen from the difference in net profit from one time to another. In line with this definition, according to Nguyen (2022),
changes in profit are defined as an increase in profitability from one year to the next. Finally, Chen, et al., (2020) define profit
change as growth in net profit margin over time.

INFLATION

Inflation is the process of a continuous increase in the general prices of goods and services. This price increase does not
mean that it has to increase by the same percentage, the most important thing is that there is a continuous increase in the general
prices of goods within a certain period (Prasetyo, 2013). In the context of signal theory, inflation plays an important role in
influencing profit increases (Rahmawati & Syihab, 2022). Inflation is one of the main macro variables that impact stock returns, as
shown by studies focused on the Indonesian Stock Exchange. Research shows that inflation, along with other variables such as stock
price volatility and profitability, has a partial effect on stock returns (Barthelemy & Mengus, 2017).

In addition, inflation can serve as a signaling mechanism for central bankers to communicate bankers' credibility in
guiding future policies. By increasing the inflation rate before a liquidity trap, central bankers can signal effectively, increasing the
efficiency of policy implementation (Setiawanta & Hakim, 2019). Based on this, inflation not only affects stock returns but also
functions as a signaling tool in various financial contexts, influencing changes in profits through its signaling effects.

In line with this explanation, the inflation rate is a change in prices that occurs continuously. The inflation rate is caused
by several things such as high demand, low supply, the amount of money in circulation, estimates of future prices, and the effects
of war. According to Agustina (2016), the inflation rate can affect profit growth because it can weaken consumer purchasing power,
resulting in lower sales levels. Several studies also find that inflation has a negative influence on changes in profits. For example,
research by Rasheed and his colleagues found that inflation has a negative impact on return on assets (ROA), suggesting that higher
inflation can reduce purchasing power, thereby negatively affecting savings and investments (Rasheed et al., 2022). Likewise,
research by Suryani and Mardiana (2022) observes that inflation, along with interest rates, has a negative impact on profitability,
which in turn affects stock returns.

Spasojevi¢ and Pukic's research in the Republic of Srpska shows that inflation has a negative impact on foreign direct
investment more than domestic investment, which can affect bank profitability by affecting capital flows and investment
opportunities in the economy (Spasojevi¢ & Pukié¢, 2024). Finally, Nikiforos, et al., (2024) discuss the concept of profit-driven
inflation, where companies, including banks, can increase their share of profits during inflationary periods by adjusting markups,
although this is not uniform across all sectors

Collectively, these studies show that while inflation can pose challenges to bank profitability, factors such as financial
technology, investment flows, and strategic price adjustments can mitigate this effect, highlighting the complex interactions between
inflation and bank profitability in various economic contexts. In connection with these explanations, the hypothesis in this research
is as follows:
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H1: Inflation has a negative effect on Changes in Profits

EcoNoMIC GROWTH

In line with the previous explanation, Economic Growth is one way to measure the economic performance of a country
by defining economic growth as the development of activities in the economy that ccausegoods and services produced in society to
increase (Larasati, et al., 2018). In this regard, signaling theory states that profitable companies convey more and better information
to the market (Kleinert et al., 2022). Economic growth is closely related to producer profits because profits function as the main
source of investment which influences the amount of growth (Setiawanta & Hakim, 2019). In the context of entrepreneurship, signal
constructs play an important role in understanding boundary conditions, relationships, and interactions with complementary theories,
offering insights for further theory-based developments in the field (Kleinert et al., 2022).

In this regard, one of the macroeconomic indicators used by gross domestic product to calculate total economic activity
can influence various factors, both in the supply of services and products and demand. The measurement of the gross domestic
product variable is based on the annual GDP level announced by the government as a percentage (%) (Ekasari & Baskara, 2018).
Ekasari & Baskara (2018) added that economic growth is getting better, and people's purchasing power is also increasing. However,
increasing people's purchasing power encourages people to consume goods and services which is not followed by a desire to invest.
Based on this, Adiyadnya et al., (2016) also prove that regional and national economic growth will also increase company
profitability. In line with this explanation, Ramadan et al., (2011) also explained that increasing GDP can increase the profits of a
company in areas that experience an increase in GDP.

In line with the previous explanation, factor analysis of bank profitability shows that economic growth has a positive
impact on bank profitability, because it increases financial stability and supports economic expansion (Lamothe et al., 2024). This
relationship is further nuanced by the finance-growth relationship, where the indirect impact of domestic financial development on
economic growth is negative, while international financial development shows a positive effect. Notably, the immediate long-term
effect of private banks is positive, indicating that economic growth can increase bank profitability over time, especially in the private
banking sector (Campos et al., 2024).

Additionally, developments in financial technology, which are often driven by economic growth, have been shown to
improve regional bank performance, suggesting that technological advances can increase profitability by improving efficiency and
service delivery (Zhao et al., 2024). However, the rise of fintech credit poses challenges to the profitability of traditional banking,
as it introduces competition that can suppress profits, especially in concentrated banking sectors with high-interest margins (Hodula,
2024).

Overall, while economic growth generally supports bank profitability, its influence is mediated by factors such as financial
technology, market competition, and the regulatory environment, which require a balanced approach to effectively harness its
benefits. Based on searches in the literature review and the results of previous observations, the formulation of the hypothesis is as
follows:

H2: Economic Growth has a positive effect on Changes in Profit

LEVERAGE

Based on the explanation in the previous section, Leverage is a measuring tool for how much an entity uses debt to finance
the company. In other words, Leverage is a standard that someone can use to determine the size of the company based on the amount
of capital originating from the company's debt (Saputra, 2016). In connection with signal theory, signal theory states that a higher
level of leverage can act as a positive signal for investors regarding the future prospects of a company's profitability (Yermiana, et
al., 2022) & (Rahim, et al., 2021). In the context of Islamic banks in the Asian region, it was found that increasing financial leverage
had a positive impact on the performance of Islamic banks, contrary to the expectations of Agency Cost Theory (Dewi & Putram
2017).

This shows that higher capital levels, facilitated by leverage, can improve bank performance, in line with the principles
of Signal Theory (Sanusi, 2023). Additionally, in the Indonesian context, where research focuses on manufacturing companies, it is
observed that the size of a company's leverage has a negative effect on earnings quality, as measured by the Earnings Response
Coefficient, supporting the implications of Signal Theory (Satria & Rizvi, 2022).
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The same research adds that Leverage is generally calculated through the Total Debt to Equity Ratio (Maulita, 2017).
Based on the same research, Maulita (2017) through a study to examine the influence of Liquidity, Profitability, Leverage, Market
Value, and Activity on changes in profits. This research uses a sample of 159 manufacturing companies listed on the Indonesia
Stock Exchange during the 2012-2016 period.

The results of data analysis according to Wardani & Trisnawati (2021) show that the Debt To debt-equity ratio (DER) has
a positive effect on changes in profits. This shows that a positive DER indicates that a company is using up its debt obligations very
quickly. Khan, et al (2013) examined the influence of capital structure and financial performance on changes in profits in the textile
industry in Pakistan. The research results show that the Debt To debt-to-equity ratio positively influences changes in profits.

This is in line with findings from a global analysis of bank profitability factors, which highlights that internal factors such
as credit decline and efficiency, along with external factors such as interest rates and economic growth, significantly influence bank
profitability. However, leverage itself is not directly mentioned as a positive contributor to profitability in this global context
(Lamothe et al., 2024). In Colombia, regional bank concentration affects firm leverage, with higher bank concentration leading to
increased book leverage for firms, which may imply a complex relationship between leverage and profitability depending on
regional banking dynamics (Cao-Alvira & Gémez-Gonzalez, 2024).

Additionally, the increase in fintech credit poses challenges to traditional banking profitability, especially in more
concentrated banking sectors, suggesting that leverage strategies may need to adapt to competitive pressures from alternative credit
lines (Hodula, 2024). Additionally, the spillover effect of resident leverage risk on corporate debt suggests that increasing resident
leverage can exacerbate corporate debt risk, potentially affecting bank profitability indirectly by affecting the broader economic
environment in which banks operate (Zhang et al., 2024).

H3: Leverage has a positive effect on changes in profits

INTEREST RATES

The relationship between interest rates and inflation, especially from the perspective of signal theory, involves
understanding how interest rate policy can influence inflationary pressures and, consequently, profit margins. Interest rates are an
important tool for central banks to manage inflation, as they can affect borrowing costs and overall economic activity. However, the
effectiveness of interest rate policy in moderating inflation is very complex and varied. For example, in the context of developed
countries, interest rate increases are traditionally used to curb inflation by reducing demand, but this approach may not always
achieve the desired results, especially when inflation is driven by external factors such as energy and commaodity prices (Schafer &
Semmler, 2024).

In developing countries, the relationship between interest rates and inflation can be paradoxical, as rising interest rates
can lead to higher inflation due to structural and supply-side constraints, creating cyclical patterns that challenge traditional monetary
policy approaches (Islam & Ahmed, 2023). Additionally, the impact of interest rates on industrial production and profit margins
may vary. In Bangladesh, for example, higher interest rates hurt small and medium enterprises (SMES) in the short term, while
having a positive impact on large industries in the long term, indicating a nuanced influence on changes in profits depending on the
sector (Chowdhury et al., 2024).

In addition, interest rates are considered a component of production costs, and companies can respond to rising interest
rates by raising prices, which can further trigger inflation (Pivetti, 2023). In the construction industry, inflation can cause cost
overruns, requiring forecasting models to adjust for the impact of inflation on project costs, which indirectly affects profitability
(Musarat et al., 2024). Thus, from the perspective of signal theory, interest rates send mixed signals regarding inflation and changes
in profits, which requires a careful balancing of monetary policy tools to address inflationary pressures and economic growth.

Results of research on the role of interest rates in moderating the effect of inflation on changes in earnings reveal a
complex and diverse relationship, with results varying across contexts and economies. In the Euro area, a positive long-run
relationship between real interest rates and net profit levels has been identified, indicating that the European Central Bank's monetary
policy decisions significantly influence income distribution and profit levels (Gahn, 2022).

Similarly, in Nigeria, interest rates have a unidirectional causal effect on SME output, where positive shocks in interest
rates lead to negative shocks in SME output, highlighting the sensitivity of SMES to changes in interest rates (Gbadebo, 2023). From
a broader perspective, interest rates are seen as a monetary phenomenon that influences income distribution and inflation, impacting
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production costs and employment levels (Pivetti, 2023). In the Euro area, there is a positive long-run relationship between real
interest rates and net profit levels, indicating that central bank policy is not neutral and significantly influences income distribution
and profit levels (Gahn, 2022).

Conversely, lower interest rates may encourage more borrowing, signaling potential growth. Additionally, the impact of
regulatory capital and default risk on banks' interest margins highlights how financial stability measures can influence interest rates
and leverage decisions. Higher regulatory capital can reduce interest margins, while increased default risk can increase them,
affecting the cost and attractiveness of leverage (Begum et al., 2024). Additionally, an aging workforce and the integration of age-
diverse workers may influence organizational practices, including financial strategies such as leverage, as companies adapt to
demographic changes (Marcus et al., 2024).

In line with this, in developing countries, a paradoxical positive causal relationship between policy interest rates and
inflation has been observed, where rising interest rates lead to higher price levels, perpetuating a cycle that does not always translate
into changes in profits (Islam & Ahmed, 2023). In the context of OPEC countries, higher inflation rates hurt resource rents, including
coal, oil, mineral, and natural gas rents, suggesting that inflation can reduce profitability in the resource extraction sector, despite
other positive factors such as banking sector development and FDI inflow (Yu et al., 2024).

Lastly, effective interest rate risk management at US banks leads to more persistent net interest income and higher
valuations, suggesting that strategic management of interest rate risk can improve profitability despite inflationary pressures (Burke
& Warfield, 2021). These mixed findings underscore the complexity of the interest rate-inflation-profit relationship, with outcomes
highly dependent on regional economic structure, sectoral dynamics, and the specific monetary policy framework in place.

H4: Interest rates can moderate the effect of inflation on changes in profits

H5: Interest rates can moderate the effect of economic growth on changes in profits

H6: Interest rates can moderate the effect of leverage on changes in profits

RESEARCH METHODS

The research will be carried out at PT Bank Rakyat Indonesia (Persero) Tbk. Regional Office and Branch Offices in North
Sumatra Province. In this research, the type of data source used is secondary data. Secondary data used in this research was obtained
from the Financial Reporting of PT Bank Rakyat Indonesia (Persero) Tbhk. Regional Office and Branch Offices in North Sumatra
Province in 2018 to. 2023.

The population in this research is all financial reports of PT. Bank Rakyat Regional Offices and Branches in North Sumatra
Province. Meanwhile, the sample in this research is the financial report of PT. Bank Rakyat Regional Offices and Branches in North
Sumatra Province from 2018 to 2023, thus there are 6 annual financial reports of PT. Bank Rakyat Regional Offices and Branches
in North Sumatra Province as research samples. This is based on the problems explained in the previous chapter. In this regard, in
obtaining research data from these financial reports, researchers can access the financial reports of PT. Bank Rakyat Regional
Offices and Branches in North Sumatra Province. Based on this, this research will utilize 144 (24 x 6) financial reports as the main
data source. The data processed will be based on the values that have been explained in the operational definition section of the
research.

OPERATIONAL DEFINITION AND VARIABLE MEASUREMENT SCALE

This research only uses dependent, independent, and moderating variables. The dependent variable in this research is
change in profit. Meanwhile, the independent variables examined in this research are Inflation, Economic Growth, and Leverage.
Apart from that, the moderating variable in this research is the interest rate. The following is an explanation of the variables examined
in this research. Firstly, thus the level of change in profits of a business entity can be measured by: The difference in profit from 1
year to the previous year. In connection with this, in measuring inflation, this research uses the Consumer Price Index. In calculating
Economic Growth, this research will calculate GDP. In this research, researchers chose to use the Debt to debt-equity ratio (DER)
to calculate the company's leverage ratio. Based on this explanation, in determining the interest rate, PT Bank Rakyat Indonesia
(Persero) Thk. Regional Office and Branch Offices in North Sumatra Province (2023), this research uses the Lending Rate as a
research indicator.
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DESCRIPTIVE STATISTICS

Descriptive analysis of variables is a description of respondents' responses which is used as additional information to
understand research results. Based on this, several related tables will be presented below (Sekaran and Bougie, 2018).

X1 X2 X3 Y z

Mean 2.710000 224.5167 530.1967 0.202534 12.33000
Median 2.215000 219.3500 522.3800 0.145868 12.25000
Maximum 5.500000 255.0000 631.5200 0.671498 12.75000
Minimum 1.840000 203.1000 449.1100 -0.457765 12.000000
Std. Dev. 1.390194 19.35308 61.79803 0.420135 0.269244
Skewness 1.658350 0.553886 0.454242 -0.294551 0.493510
Kurtosis 3.961836 1.983637 2.480513 2.144130 -0.663081
Jarque-Bera 2.981408 0.565038 0.273802 0.269889 0.342831
Probability 0.225214 0.753882 0.872056 0.873765 0.844481
Sum 16.26000 1347.100 3181.180 1.215203 1728.77000
Sum Sq. Dev. 9.663200 1872.708 19094.98 0.882568 0.330750

MODEL DETERMINATION TEST

The initial step that needs to be taken is to test the probability to determine the best model among the three available models,
namely through the Chow test, Hausman test, and Lagrange Multiplier test. The following is a test of the model selection:

Redundant Fixed Effects Tests
Equation: Untitled
Test cross-section fixed effects

Effects Test Statistic d.f. Prob.
Cross-section F 0.077049  (23,116) 0.0000
Cross-section Chi-square 2.183252 23 0.0000

The initial step that needs to be taken is to test the probability to determine the best model among the three available models,
namely through the Chow test, Hausman test, and Lagrange Multiplier test. The following is a test of the model selection:

Correlated Random Effects - Hausman Test

Equation: Untitled
Test cross-section random effects

Chi-Sq.
Test Summary Statistic Chi-Sq. d.f.  Prob.
Cross-section random 1.488481 4 0.0287
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The results of the Hausman Test are used to determine whether the fixed effect or random effect model is more suitable
for the data being analyzed. Based on the results table, the Chi-Square statistical value is 1.488481 with degrees of freedom (d.f.)
of 4, and a probability value (p-value) of 0.0287. Because the probability value is smaller than the commonly used significance
level, such as 5% (0.05), the null hypothesis (Ho) is rejected. The results of the Hausman Test state that the fixed effect model is
considered more appropriate. This means that the correlation between independent variables and individual effects in the data is
better explained by the fixed effects model, which takes into account differences between individuals or entities specifically.

CLASSIC ASSUMPTION TEST

Y X1 X2 X3 Z
Y 1.000000 -0.444378 -0.265863 0.234272 0.161493
X1 -0.444378 1.000000 0.468179 -0.301621 -0.147519
X2 -0.265863 0.468179 1.000000 -0.169368 -0.063508
X3 0.234272 -0.301621 -0.169368 1.000000 0.391746
z 0.161493 -0.147519 -0.063508 0.391746 1.000000

The results of the correlation matrix analysis show the relationship between variables in the model with various levels of
correlation strength. The correlation between independent variables (X1, X2, X3, and Z) shows that there is no too strong
relationship, which reduces the risk of significant multicollinearity. The correlation between X1 and X2 is 0.468, indicating a
moderate positive relationship, while between X1 and The correlation between X3 and Z of 0.392 also shows a weak positive
relationship, and X1 and Z have a very weak negative correlation of -0.148.

Furthermore, the relationship between the independent variable and the dependent variable (YY), shows that the correlation
is relatively weak. Variable X3 has a weak positive correlation with Y of 0.234, while X1 and X2 show a weak negative relationship
with correlation values of -0.444 and -0.266 respectively. Variable Z has the weakest relationship with Y, namely a correlation of
0.161. Overall, the correlation values between variables in the model show that there is no too strong relationship, which indicates
a low risk of multicollinearity

3

Series: Residuals
Sample 2018 2023
Observations 144

<7 | Mean 1.37e-15
Median -0.029143
Maximum 0.225386
Minirmu 0130577
1 Std. Dev. 0121403
Skewness 1.098233
Kurtosis 3.188441
Jargue-Bera  1.214983
0 T Probability 0544713

T
-0.15 -0.110 -0.03 0.00 0.05 0.10 0.15 0.20 0.25

Based on the results of residual normality testing from the EViews application, there are several important information
that can be analyzed to determine whether the residual data in this model is normally distributed or not. First, the Jarque-Bera value
is 1.214993 and the probability value (p-value) is 0.544713. Because the p-value is greater than 0.05, there is not enough evidence
to state that the residuals are not normally distributed. In other words, these results show that the residuals from the model can be
considered to meet the assumptions of normality or have a normal distribution.
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Furthermore, other characteristics of the residual data can be expressed through the Skewness value of 1.098233 and
Kurtosis of 3.188441. Skewness that is close to 1 indicates a slight skew or slope to the right, while kurtosis that is close to 3
indicates that the residual distribution has almost the same peak level as the standard normal distribution. Although there is a slight
skew, kurtosis values are still within acceptable limits for the assumption of normality in many regression analyses. With these
results, it can be concluded that the residual distribution in the model is quite close to a normal distribution, which means that the
normality assumption is met. This shows that the model used can provide reliable and accurate results because it meets one of the
basic assumptions in regression analysis, namely residual normality.

Heteroskedasticity Test: Glejser

F-statistic 0.363029 Prob. F(4,1) 0.8443
Obs*R-squared 2.196299 Prob. Chi-Square(4) 0.3102
Scaled explained SS 0.588190 Prob. Chi-Square(4) 0.8900

The results of heteroscedasticity testing using the Glejser method show that the regression model does not have significant
heteroscedasticity problems. Based on the test output, the F-statistic value is 0.363029 with a probability value (Prob. F(4,1)) of
0.8443, which is much greater than the general significance level (0.05). This shows that the independent variables do not
significantly influence the residual variability.

HYPOTHESIS TESTING
Dependent Variable: Y
Method: Panel Least Squares
Date: 12/13/24 Time: 23:47
Sample: 2018 2023
Periods included: 6
Cross-sections included: 24
Total panel (balanced) observations: 144

Variable Coefficient  Std. Error t-Statistic  Prob.
C -4.421178 0.189401 -23.34301 0.0477
X1 -0.154470 0.013116 -11.77723  0.0496
X2 0.005324 0.000725 -7.344311 0.0672
X3 0.006407 0.000195 32.87270 0.0336
R-squared 0.662989 Mean dependent var 0.206969
Adjusted R-squared 0.654374 S.D. dependent var 0.125795
S.E. of regression 0.026870 Akaike info criterion -4.222952
Sum squared resid 0.083751 Schwarz criterion -3.645488
Log likelihood 332.0525 Hannan-Quinn criter. -3.988303
F-statistic 111.7852 Durbin-Watson stat 3.613746
Prob(F-statistic) 0.000000
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Dependent Variable: Y

Method: Panel Least Squares

Date: 12/14/24 Time: 00:01

Sample: 2018 2023

Periods included: 6

Cross-sections included: 24

Total panel (balanced) observations: 144

Variable Coefficient ~ Std. Error  t-Statistic Prob.

C 0.672819 0.092010  7.312432 0.0000

X1 -0.346296 0.109545  -3.161224 0.0020

X1Z -0.019413 0.014341  1.353668 0.0184
Effects Specification

Cross-section fixed (dummy variables)

R-squared 0.426211 Mean dependent var 0.206969

Adjusted R-squared  0.304645 S.D. dependent var 0.125795

S.E. of regression 0.104898 Akaike info criterion -1.509684

Sum squared resid 1.298412 Schwarz criterion -0.973467

Log likelihood 134.6972 Hannan-Quinn criter. -1.291795

F-statistic 3.506016 Durbin-Watson stat 3.245988

Prob(F-statistic) 0.000002

Dependent Variable: Y

Method: Panel Least Squares

Date: 12/14/24 Time: 00:06

Sample: 2018 2023

Periods included: 6

Cross-sections included: 24

Total panel (balanced) observations: 144

Variable Coefficient  Std. Error t-Statistic ~ Prob.

C 2.794209 0.274631 10.17440  0.0000

X2 0.020458 0.001543 -13.25527  0.6079

X2Z 0.000977 0.000107 9.094205  0.7854
Effects Specification

Cross-section fixed (dummy variables)

R-squared 0.369980 Mean dependent var 0.206969

Adjusted R-squared  0.372760 S.D. dependent var 0.125795

S.E. of regression 0.087364 Akaike info criterion -1.875489

Sum squared resid 0.900627 Schwarz criterion -1.339273

Log likelihood 161.0352 Hannan-Quinn criter. -1.657601
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F-statistic 7.139239 Durbin-Watson stat 3.260162
Prob(F-statistic) 0.000000

Dependent Variable: Y

Method: Panel Least Squares

Date: 12/14/24 Time: 00:10

Sample: 2018 2023

Periods included: 6

Cross-sections included: 24

Total panel (balanced) observations: 144

Variable Coefficient Std. Error  t-Statistic Prob.

C -2.956342  0.095596 -30.92522 0.0000
X3 0.004176 0.000310 13.45257 0.0268
X3z 0.000194 2.11E-05 9.190771 0.0393
R-squared 0.570495 Mean dependent var 0.206969
Adjusted R-squared  0.569367 S.D. dependent var 0.125795
S.E. of regression 0.035721 Akaike info criterion -3.805567
Sum squared resid 0.179910 Schwarz criterion -3.743696
Log likelihood 277.0009 Hannan-Quinn criter. -3.780427
F-statistic 816.2342 Durbin-Watson stat 3.348494
Prob(F-statistic) 0.000000

Overall, the results of this analysis show that the resulting regression model can explain variations in changes in profits
well, although only inflation and leverage show a significant influence on changes in profits. Further research may be needed to
explore more deeply other variables that can influence changes in profits and identify aspects that may be missed in the current
model.

Furthermore, the interaction between inflation and interest rates (X1Z) has a coefficient of -0.019413 with a p-value of
0.0184, indicating that this interaction is significant at the 5% level. A negative value for this coefficient indicates that the interest
rate (Z) weakens the relationship between inflation and changes in profits, which means that the effect of inflation on changes in
profits decreases when the interest rate rises.

The interaction coefficient between economic growth and interest rates (X22) is 0.000977, with a very high p-value,
namely 0.7854, indicating that this interaction is not significant. This shows that the effect of economic growth on changes in profits
is not strengthened or significantly influenced by the level of interest rates in this model.

The interaction coefficient between leverage and interest rates (X3Z) is 0.000194 with a p-value of 0.0393, indicating that
this interaction is significant at the 5% level. This means that interest rates moderate the effect of leverage on changes in profits,
with a positive direction indicating that although leverage generally hurts changes in profits, this impact can be slightly reduced or
even reversed in the presence of certain interest rate levels.

RESEARCH DISCUSSION
THE EFFECT OF INFLATION ON CHANGES IN PROFIT

The coefficient for the inflation variable (X1) is -0.154470 with a p-value of 0.0496. This p-value is below 0.05, so there
is strong evidence to state that inflation has a significant negative influence on changes in profits. Based on this explanation, the
results of this research are also supported by previous research. Some of the research in question is research that proves that inflation
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has an impact on a company's profitability. For example, Mendez and Delgado (2022), found that companies that were responsive
to price changes were able to maintain or even increase profitability during periods of inflation. This research underlines the
importance of a company's ability to manage selling prices and production costs adaptively so that the impact of inflation is positive
for profits.

Meanwhile, Huang and Lee (2021) find that companies that implement strong cost controls tend to benefit from inflation.
This research argues that when companies can adapt through innovation and operational efficiency, rising costs due to inflation can
increase profitability, especially in the long term. In a different context, Singh and Patel (2023) found that inflation, through
increasing selling prices, was able to drive changes in retail profits. However, this research also warns that inappropriate pricing can
risk reducing customer loyalty. Thus, even though inflation increases profits, pricing strategies must be managed carefully to
maintain market share.

THE EFFECT OF ECONOMIC GROWTH ON CHANGES IN PROFIT

The second variable, economic growth (X2), has a coefficient of 0.005324 and a p-value of 0.0672. Although this p-value
is greater than 0.05, it indicates that the effect of economic growth on profit changes is approaching the level of significance, and
could be relevant in a broader research context. Furthermore, this research proves that economic growth cannot affect changes in
profits. These conclusions may be relevant for broader studies. Nevertheless, signaling theory states that profitable companies
convey more and better information to the market than unprofitable companies (Kleinert et al., 2022).

As justification for the differences in theoretical explanations in this research, a study by Zhang and Li (2022) reveals that
in conditions of intense competition, banks are often forced to reduce loan interest rates or offer additional incentives to attract new
customers. This can suppress their profit margins, so that economic growth does not directly increase profits. In addition, research
by Nguyen and Tran (2023) found that operational costs and technology investment required to compete in the banking sector also
often increase, especially in emerging economies, so the potential for changes in profits is limited. In addition, regulations also play
an important role in limiting the impact of economic growth on bank profitability.

THE EFFECT OF LEVERAGE ON CHANGES IN PROFIT

The third variable, leverage (X3), has a coefficient of 0.006407 and a p-value of 0.0336, which shows that leverage also
has a significant effect on changes in profits. This means that a one-unit increase in leverage will cause a change in profit of
0.006407, and this effect is significant at the 0.05 level.

According to signaling theory, a higher level of leverage can tell investors about the future profitability prospects of a
business (Yermiana, et al., 2022) and (Rahim, et al., 2021). In terms of Islamic banks in Asia, it was found that increasing financial
leverage had a positive impact on the performance of Islamic banks. This is contrary to the predictions of Agency Cost Theory
(Dewi & Putram 2017). This shows that higher capital levels, facilitated by leverage, can improve bank performance, by the
principles of Signal Theory (Sanusi, 2023). Moreover, in Indonesia, where the research is about manufacturing companies, it is
observed that the size of the company's leverage hurts earnings quality. This is shown by the Income Response Coefficient, which
supports Signal Theory (Satria & Rizvi, 2022).

Supporting the results of this research, several recent studies show that leverage has a significant effect on changes in
company profits in various sectors and contexts. Research by Martinez and Cruz (2023) in the Latin American banking sector shows
that properly managed leverage can increase bank profits by optimizing the loan-to-asset ratio. This research finds that leverage
allows banks to expand lending capacity, which has a positive impact on profitability during stable market conditions. These results
emphasize that leverage can increase profits if credit risk can be controlled properly.

INTEREST RATES IN MODERATING THE EFFECT OF INFLATION ON CHANGES IN PROFITS

Furthermore, the interaction between inflation and interest rates (X1Z) has a coefficient of -0.019413 with a p-value of
0.0184, indicating that this interaction is significant at the 5% level. A negative value for this coefficient indicates that the interest
rate (Z) weakens the relationship between inflation and changes in profits, which means that the effect of inflation on changes in
profits decreases when the interest rate rises. Based on this explanation, the results of this research are supported by several previous
studies. Garcia and Fernandez (2023) find that inflation has the potential to increase profits through increasing product prices, but
high interest rates reduce this impact. Rising interest rates increase borrowing costs and reduce profit margins, making it difficult
for companies to maintain profits even though inflation can support higher selling prices.
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Zhang and Li (2022) prove that inflation should help changes in profits, especially through adjusting the prices of raw
materials and final products. However, high interest rates make it difficult for companies to obtain the financing needed to offset
cost pressures. This condition weakens the impact of positive inflation on profits, considering that companies are more vulnerable
to high-interest expenses. Singh and Patel (2021) also show that the relationship between inflation and profits weakens when interest
rates rise. The research found that although inflation increases project prices, high interest rates increase borrowing costs and squeeze
cash flow. As a result, inflation, which should help profit growth, actually has less impact in conditions of high interest rates.

INTEREST RATES IN MODERATING THE EFFECT OF ECONOMIC GROWTH ON CHANGES IN PROFITS

The interaction coefficient between economic growth and interest rates (X22) is 0.000977, with a very high p-value,
namely 0.7854, indicating that this interaction is not significant. This shows that the effect of economic growth on changes in profits
is not strengthened or significantly influenced by the level of interest rates in this model. Based on this explanation, several studies
support the results of this research. Ramirez and Lopez (2023) prove that economic growth plays a role in changes in corporate
profits, but the impact of changing interest rates does not have much influence on these results. This research concludes that a
company can still increase profits through market expansion even though interest rates fluctuate.

A study by Lee and Kim (2022) finds that although economic growth contributes to changes in profits, the role of interest
rates in influencing this outcome is minimal. This research explains that technology companies are more influenced by innovation
and market demand than changes in interest rates, so the relationship between economic growth and profits remains strong even if
interest rates rise. Singh and Narayan (2021 found that interest rates do not have a significant influence in strengthening the
relationship between economic growth and changes in profits. This study concludes that when the economy grows, the hotel industry
tends to experience changes in profits due to increased tourism, and interest rate fluctuations do not affect the relationship much.

INTEREST RATES IN MODERATING THE EFFECT OF LEVERAGE ON CHANGES IN PROFIT

The interaction coefficient between leverage and interest rates (X3Z) is 0.000194 with a p-value of 0.0393, indicating that
this interaction is significant at the 5% level. This means that interest rates moderate the effect of leverage on changes in profits,
with a positive direction indicating that although leverage generally harms changes in profits, this impact can be slightly reduced or
even reversed in the presence of certain interest rate levels. In line with the results of this research, Chen and Zhao (2023) found
that when interest rates increase, the positive relationship between leverage and company profits weakens because increasing interest
costs increase the company's burden. This shows that leverage does not always have a positive impact on profits in conditions of
high interest rates, which increases the company's debt burden.

Martinez and Lopez (2022) observe that leverage generally increases profits, but when interest rates rise, the impact tends
to decrease as firms face increasing financial costs. This research concludes that highly leveraged companies are vulnerable to
changes in interest rates, which can reduce profitability when the cost of debt increases. Furthermore, research by Rahman and
Singh (2021) shows that moderate interest rates greatly influence the relationship between leverage and profits in the manufacturing
sector. The research found that rising interest rates can reduce the positive impact of leverage on profits, especially in companies
that rely on debt financing for expansion. This shows that leverage is more effective in increasing profits when interest rates are
low.

CONCLUSION

Based on the results of the analysis carried out entitled The Effect of Inflation, Economic Growth and Leverage on Changes
in Profit: The Role of Moderating Interest Rates in Regional Offices and Branches of PT. Bank Rakyat Indonesia (Persero) Tbk. In
North Sumatra Province, the following conclusions were obtained: Inflation harms changes in profits. Furthermore, Economic Growth
does not affect changes in profits. Third, Leverage has a positive effect on changes in profits. Next, interest rates can weaken the
influence of inflation on changes in profits. Fifth, interest rates cannot moderate the influence of economic growth on changes in
profits. Lastly, interest rates can strengthen the influence of leverage on changes in profits.
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