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INTRODUCTION

In the banking industry, credit risk management is a crucial aspect in
efforts to maintain financial stability and minimize losses (Altman et al., 2013).
The aim is to ensure that banks operate safely, fairly, and in accordance with
sound financial principles (Soehaditama, 2023). Credit risk refers to the
possibility of payment failure by the borrower or debtor. Therefore, banks need
to carry out effective credit risk management to ensure the quality of the credit
portfolio and avoid unwanted losses. The credit risk management (CRM) policy
of commercial banks includes decision-making mechanisms related to
decreased exposure to loan loss allowance and credit asset classification (R,
2012).

Referring to (Krishnamurthy &; Vissing-Jorgensen, 2015) the severity of
the crisis can be seen specifically from the increase in credit spreads initially.
This increase in spreads shows how much fragility was accumulated during the
boom in our model, which also estimates how big the next contraction will be.
Many studies have highlighted the main reasons why bad credit occurs to stop
it from happening again and to guarantee a healthy banking industry. In this
regard, academics emphasize the importance of wusing systematic
(macroeconomic determinants) and special (bank-specific determinants) factors
to explain NPL variations (Salas &; Saurina, 2002;Us, 2017). The credit crisis in
banks is inseparable from the existing banking system, as stated by (Beck &
Cull, 2015) the African banking system crisis, it seems that the growth gains
from financial deepening can only be realized in a stable macroeconomic
environment and with an appropriate safety framework, both in terms of
regulation and external supervision as well as internal bank governance.
Despite recent adverse experiences in countries with the strongest financial
sectors, Africa's banking system can and should play an important role in the
Region's economic development.

In general, this banking sector is not immune to problems and does not
always provide enough impetus for economic development, which is
problematic because the financial sector in most transitional economies is
dominated by banks. The final section examines the problems and prospects of
banks fulfilling this role in transition countries (Bonin et al., 2012). The
relationship between the banking system and the crisis in management can be
seen above, especially there are several things that need to be considered in risk
management in credit, namely factors such as credit history, job stability,
income, age, and educational background of debtors can affect credit risk.
Debtors with poor or financially unstable credit track records tend to have
higher credit risk (Altman et al., 2005), the collateral provided by debtors to
guarantee credit is also an important factor in determining credit risk. The
higher the quality of the collateral provided, the lower the credit risk Freixas,
X., & Rochet, J. C, 1997).

External factors such as industrial and economic conditions can also
affect credit risk. For example, when an industry faces difficulties or an
economic recession occurs, credit risk within that sector may increase (Carbé-
Valverde et al., 2009), Policies and procedures implemented by banks can also
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affect credit risk. For example, loose underwriting policies or inadequate credit
monitoring procedures can increase credit risk (Cornett et al., 2011). Legal and
regulatory factors also have a significant impact on credit risk. Changes in
regulations or legal provisions may affect credit quality and associated risks
(Allen et al., 2011).

So this article reviews and looks for the relationship between two
variables, namely banking and credit risk management from the results of
existing research.

THEORETICAL REVIEW

Banking

According to (Mishkin &; Eakins, 2019) Banking is an activity related to
raising funds from the public and distributing these funds in the form of credit
or investment, as well as providing various other financial services such as
payment, storage, and risk management. Banks play an important role in
facilitating economic activities by providing liquidity and bringing together
those who have excess funds with those who need funds.

In addition, according to (Thakor, 2019) Banking is an activity or
industry involved in collecting funds from the public or customers and
channeling them through various financial products and services such as loans,
deposits, payments, and investments. Banks act as intermediaries between
those who have excess funds (surplus) and those who need funds (deficit) in
the economy.

Credit Risk Management

Credit Risk Management is the process of managing risks related to
providing credit to customers by financial institutions, such as banks or
financing institutions. The main objective of credit risk management is to
identify, measure, monitor, and control risks associated with potential payment
defaults by borrowers or debtors (Bluhm et al., 2016).

According to (Wilson, T. C, 2019) Credit Risk Management is an
approach or process used by financial institutions to identify, measure, monitor,
and control risks associated with providing credit to customers or debtors. The
main objective of credit risk management is to minimize the risk of default and
losses associated with lending.

METHODOLOGY

The research method used is qualitative by looking at the findings or
research results from existing literature derived from reputable journals or
other sources found to support this study.

RESULTS

Determinants in banking credit risk management are factors that affect
the level of risk associated with lending. In this discussion, several
determinants of credit risk have been identified, including debtor
characteristics, collateral quality, economic and industrial conditions, bank
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policies and procedures, and legal and regulatory factors. In addition, there is
literature from scientific articles from several journals that will support this
scientific article including studies from subsequent studies of (Bonin et al.,
2012) credit growth continues, sometimes too fast, especially for household
credit. The global financial crisis tested the banking transition. Fast-developing
credit countries are vulnerable to macroeconomic shocks, and there are
concerns that foreign owners will reduce the financing of their subsidiaries in
transition countries. However, the banking sector is proving resilient, clearly
showing rapid progress in institutional development and regulatory capacity in
transition countries.

Subsequent studies from (Chava et al., 2013) in the results of the study
stated the deregulation nature of the financial sector has a decisive influence on
its potential benefits for the real economy.

Subsequent studies of (Gennaioli et al., 2013) research results of foreign
investor wealth drive demand for risk-free debt and securitization indirectly,
bank assets and leverage move together, banks connect across markets, and
banks increase their exposure to systemic risk while reducing preferential risk
through diversification. The shadow banking system was stable and welfare
improved below reasonable expectations, but it was open to crisis and liquidity
dried up if investors ignored the risk tail.

Subsequent studies from (Beck & Cull, 2015) with the results of research
on the African banking system are shallow but stable. African banks are well-
capitalized and highly liquid, but lend less to the private sector than banks in
non-African developing countries, land African businesses and households use
financial services less frequently than similar businesses in other developing
countries study.

Studies from (Moreira &; Savov, 2017) Shadow Banking research results
collapsed, liquidity reserves shrank, liquidity premiums and discount rates
rose, asset and investment prices fell. The model produces slow revenue,
rescue, and flight quality effects and highlights major acquisitions, Operation
Twist, and other interventions.

Studies from (Huang, 2018) with the results of research on the issue of
enforcement of implicit guarantees create endogenous leverage limits in
shadow banking. Our model explains that shadow banking is procyclical and
shadow banking increases endogenous risk. In our model, tightening banking
regulation increases borrowing capacity and financial instability of shadow
banking. In addition, we show that limited general risk sharing does not
improve financial stability when shadow banking prevails.

Subsequent studies of (Naili &; Lahrichi, 2022) research results despite
extensive empirical and theoretical work over the past few decades, the subject
of credit risk remains an unresolved area of research. A subsequent study from
(Sharma &; Choubey, 2022) more than 60% of respondents believe that green
banking initiatives play a positive role in restoring customer trust by improving
green branding. Given the lack of research on green banking in India, this
qualitative study contributes to knowledge and paves the way for future
research on green banking for sustainable development.
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The study from (Bhatt et al., 2023) the results of market risk analysis
research have a significant effect on credit risk management. The results
showed that credit risk management mediates the relationship between
environmental risk, credit rating measurement, market risk analysis, and
commercial bank performance. Therefore, managers should strive to provide
risk prevention and control mechanisms to reduce credit risk and achieve good
financial results.

DISCUSSION

Determinants in banking credit risk management play an important role
in identifying, measuring, and managing the risks associated with lending. This
discussion of the determinants of credit risk can help banks in making better
decisions and in developing effective strategies in managing credit risk. Debtor
characteristics, such as credit history, job stability, income, age, and educational
background, have a significant influence on credit risk. Debtors with poor or
financially unstable credit track records tend to have higher credit risk. The
discussion could focus on how banks can analyze debtor characteristics to more
accurately assess credit risk.

The quality of the collateral provided by the debtor is also an important
factor in determining credit risk. The discussion may highlight the types of
collateral used in credit risk management, such as valuable assets, property, or
securities. Factors affecting the quality of collateral and their impact on credit risk
can be important topics in discussion.

Theimportance of policies and procedures applied by banks in credit risk
management. Factors such as wunderwriting policies, credit monitoring
procedures, and effective risk management measures can be the focus of
discussion. How banks develop adequate policies and procedures to reduce
credit risk can be an interesting topic to explore.

And there is one article that states the relationship between variables from
the study belongs (Bhatt et al., 2023) but is not thoroughly stated. This can all
make a picture of the results of this article.

CONCLUSIONS AND RECOMMENDATIONS

In this article explains that banking credit risk management, determinants
play an important role in identifying, measuring, and managing credit risk.
Factors such as debtor characteristics, quality of collateral, economic and
industrial conditions, bank policies and procedures, and legal and regulatory
factors affect the level of credit risk. A deep understanding of these factors helps
banks in taking better decisions and developing effective strategies in managing
credit risk.

All of the above results are based on scientific articles that have been
presented according to variables.
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FURTHER STUDY

This article can provide a reference for other researchers, the variables of
this study have been widely used and these results provide additional color for
science in the field of finance.
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