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ABSTRACT  INFOARTICLES 

Businesses strive for efficiency in their payment methods, often 
considering switching from L/C to open account financing. 
However, L/C remains unique due to its adherence to 
internationally recognized rules, making it irreplaceable. The 
decision to use L/C involves assessing its strengths and 
weaknesses. The research aims to analyze the impact of bank's 
undertaking, access to bank financing, performance risks, L/C 
costs and the L/C process on corporate decisions. Data from 50 
respondents, analyzed via multiple regression and classic 
assumption tests reveal that bank's undertaking, access to bank 
financing, performance risks partially have a positive effect on the 
decision to use L/C. However, L/C costs and the L/C process 
partially did not have a positive effect on the decision to use L/C. 
When considered together, these factors significantly impact the 
decision to use L/C. To enhance L/C usability, integrating 
Blockchain to cut L/C costs and expedite the L/C process is 
suggested. 
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1. INTRODUCTION 
 

Letter of Credit (L/C) is a payment method in international trade involves a bank that 
guarantees that the seller can deliver the goods and the buyer can carry out his obligations 
(tradefinanceglobal.com, 2022). In practice, L/Cs help mitigate risks and ensure the security of 
international settlements. In theory, with the benefits of L/C, many international traders should 
use L/C. However, in reality it was found that the use of L/C had dropped significantly. Business 
actors will always carry out efficiency and look for the most efficient payment methods so that 
switch to open account.

The following table presents L/C transactions as a payment method in international and local 
transactions between Buyers and Sellers which tends to continue to decline so that in 2017 it was 
only 10%.

 
  Table 1 Open Account as a payment method 1999-2017 

Payment method 

Year 

1999 2005 2013 2017 

Open account 55% 75% 81% 90% 

Letter of Credit (L/C) 45% 25% 19% 10% 

Source : ICC Banking Commission GSCFF (2018)
 
Related to the explanation above, researchers want to measure the strength of the variables 

that influence the decision to use L/C in international trade, among others bank's undertaking 
(guarantee of payment from the bank), access to bank financing, performance risks (risk of 
default), L/C transaction costs, and L/C process. Several previous studies have identified factors 
that influence the decision to use L/C, such as the bank's undertaking (guaranteed payment from 
the bank), access to bank financing, performance risks (risk of default), L/C transaction costs, and 
the complexity of the L/C process which influence entrepreneurs to use L/C but tend to focus on 
one or two factors, such as: L/C transaction costs and the L/C process, without considering other 
factors simultaneously. 

To increase the efficiency and reliability of L/C use, researchers propose the use of blockchain 
technology which is new to this research. The use of blockchain in international trade 
transactions can increase efficiency, speed, security, transparency and reduce costs. This can be 
a solution to overcome the complexity of the L/C process and develop a more modern payment 
method in international trade as well as contribute to a deeper understanding of the factors that 
influence the decision to use L/C and provide a more comprehensive understanding of the 
benefits and risks involved in International trade. 

Bank's undertaking is a commitment given by the issuing bank to make payments to the 
beneficiary if the required documents have been fulfilled. Access to bank financing is a company's 
ability to obtain financing from banks via L/C. Performance risks are the possibility of a mismatch 
between the promised goods or services and goods or services that are not actually received by 
the L/C recipient. L/C transaction costs are the amount of money that must be paid by the 
importer to the bank to open and manage the L/C, and ensure that the exporter receives 
payment after fulfilling the requirements in the L/C. The L/C process is the time required for the 
process of using the L/C, starting from submitting the L/C to the repayment process. 

Based on the problem formulation stated above, the aim of this research is to analyze whether 
the bank's undertaking (guarantee of payment from the bank), access to bank financing, 
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performance risks (risk of default), L/C transaction costs, and the L/C process partially influence 
on the decision to use L/C and to analyze whether the bank's undertaking (guarantee of payment 
from the bank), access to bank financing, performance risks (risk of default), L/C transaction 
costs, and the L/C process together influence the decision to use L/C. 

 
Literature Review 
Risk Management Theory. Organizational risk management is the implementation of 

management functions in managing risks, especially the risks faced by an organization or 
company in achieving organizational goals. In other words, risk management includes the 
activities of planning, organizing, compiling, leading/coordinating and supervising (including 
evaluating) risk management programs. 

Transaction cost theory. Economic theory that investigates the costs that arise when economic 
actors carry out economic transactions. In the L/C context, transaction cost theory applies as a 
way to analyze the costs involved in international payment processes involving parties who do 
not know each other and the potential for high transaction risk. Transaction cost theory can help 
explain the importance of L/Cs in reducing risks and transaction costs in international trade. 

Decision Choice Theory. Theory is a way of thinking and the results of actions are called 
decision making (Syamsi, Ibnu: 2007). This theory refers to the study of decision making in 
uncertain and risky situations. In this case, the L/C payment method can be analyzed from a 
business decision perspective by choosing the payment method that best suits the company's 
business objectives and risk characteristics. Decisions are the result of solving problems faced 
with certainty. In the "Dictionary of Science", decision making is defined as choosing a decision 
or policy based on certain criteria. This process involves two or more alternatives, because if 
there is only one, no decision can be taken. 

Understanding Bank's Undertaking. According to ICC (International Chamber of Commerce) 
Publication no. 600 - Uniform Customs and Practice for Documentary Credits (UCP) 2007, Bank's 
undertaking is "the irrevocable obligation of an issuing bank to the beneficiary to honor a 
complying presentation". This means that bank undertaking is an irrevocable obligation from the 
L/C issuing bank to the beneficiary to fulfill payments in accordance with the presentation of 
appropriate documents (complying presentation). Research conducted by Crozet et al. (2022) 
shows that the bank's undertaking has a positive and significant effect on the decision to use L/C. 

Understanding Access to Bank Financing. According to Antonio, M. Syafi'i (2001), the 
definition of access to bank financing is the ability to obtain financing from a bank through an L/C 
based on a binding agreement or agreement between the bank and another party. Ermakov 
(2018) states that access to bank financing has a positive effect on the decision to use LC, 

Understanding Performance Risks. According to Lestari (2019), the definition of performance 
risks is the risk that arises as a result of performance that is not in accordance with the standards 
or targets set. Performance risks in an L/C can be defined as the possibility of a mismatch 
between the promised goods or services and goods or services that are not actually received by 
the L/C recipient. Research conducted by Crozet et al. (2022) shows that performance risks have 
a positive and significant effect on the decision to use L/C. 

Understanding L/C Transaction Fees. Monroe (2009) states that costs are the amount that 
customers must pay to obtain the service. Customers will purchase bank services if the 
investment (cost and time) is in line with the expected results. Therefore, it can be concluded 
that the price suggested by the bank can be a factor for customers to obtain bank products and 
services. Research conducted by Widyastuti (2019) states that L/C transaction costs have a 
positive and significant effect on the decision to use L/C. The results are different from research 
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conducted by Ruslan (2022) which states that L/C transaction costs have no significant effect on 
the decision to use L/C. 

Understanding L/C process. Kotler (2012:142), office environment is an atmosphere that is 
created in accordance with the target and which can attract consumers to buy. According to 
Berman & Evan (2007:215), environmental design has elements that influence the office 
atmosphere that you want to create. In this case, the office environment is assumed to be a fast 
L/C process. Research conducted by Purnama (2017) states that the L/C process has a positive 
and significant effect on the decision to use L/C. The results are different from research 
conducted by Utami (2016) stating that the L/C process is greater than the additional processes 
that must be carried out, and transactions with L/C provide overall bank cost savings. 

Decision to Use L/C. Kotler and Ketler (2008: 181) say, customer purchasing decisions change 
their experience in learning, choosing, using, or even disposing of a product. Durianto and Liana 
(2004: 44) say purchasing preferences are related to consumers' plans to buy certain products 
and the number of services needed within a certain time period. 

 
Relationship between Variables 

Bank's Undertaking with the Decision to Use L/C. Bank payment guarantees can provide 
greater guarantees to the parties involved in transactions, thereby increasing their trust and 
confidence in using L/C. Research conducted by Crozet (2022) concluded that the bank's 
undertaking has a positive and significant influence on the decision to use L/C. The research 
results of Kamaluddin et al. (2021) also revealed that the bank's undertaking has a positive and 
significant effect on the decision to use L/C. 

Access to Bank Financing with the Decision to Use L/C. In general, access to bank financing can 
expand payment options using L/C which can help speed up the payment process and reduce the 
risk of failed payments, increasing the credibility of parties using L/C because the bank will verify 
their eligibility and ability to pay which can help parties who use L/C gain trust from other parties 
in business transactions, and increase flexibility in conducting business transactions where they 
can use L/C as a payment method in situations where cash payments are not possible or difficult 
to make. Ermakov et al. (2018) conducted research that tested the effect of Access to Bank 
Financing on Decisions to Use L/C and revealed that Access to Bank Financing had a positive and 
significant effect on Decisions to Use L/C. Then the results of Tobing's research (2020) also 
revealed that Access to Bank Financing has a positive and significant influence on the Decision to 
Use L/C. 

Performance Risks with the Decision to Use L/C. Performance risks may increase the need for 
payment guarantees, if there are significant performance risks, the party making the purchase 
may require an L/C payment guarantee. L/C can be used as a guarantee that payment will be 
made after goods or services are received with predetermined conditions. Subagja (2020) 
conducted research that tested the influence of Performance Risks on the Decision to Use L/C 
and revealed that Performance Risks had a positive and significant effect on the Decision to Use 
L/C. Then the research results Toorajipour (2022) a lsorevealed that Performance Risks have a 
positive and significant influence on L/C Use Decisions. 

L/C Transaction fees with Decision to Use L/C. L/C transaction fees  refer to the fees that must 
be paid to facilitate a transaction. The effect can increase overall transaction costs, apart from 
the costs that must be paid to purchase goods or services, the party making the purchase must 
also pay L/C transaction costs. If L/C transaction costs are very high, it may be more profitable to 
choose another, cheaper payment method. Research conducted Ruslan (2022), Cheng & Huang 
(2020) concluded that L/C transaction costs have a negative and significant influence on the 
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decision to use L/C. However, Widyastuti's (2019) research results reveal that L/C transaction 
costs have a significant influence on the decision to use L/C. 

L/C process with Decision to Use L/C. Process L/C can influence the decision to use L/C in 
several ways: The L/C process can take significant time and resources, especially if the transaction 
involves parties from different countries or has different regulations for the use of L/C to 
guarantee security of payment, after goods or services are received with predetermined 
conditions. This can help reduce the risk of failed payments. Therefore, if the transaction involves 
a large payment risk, using L/C may be the right choice. Toorajipour (2022) & Sawashe (2019) 
shows that a complicated or time-consuming L/C process has a negative and significant effect on 
the decision to use L/C. However, the results of research conducted by Purnama (2017) found 
that there was a significant influence of the LC process on the decision to use LC. 

Hypothesis Development 
 According to previous research, the bank's undertaking has significant influence on 

entrepreneurs' decisions to use L/C (Crozet, 2022), (Kamaluddin et al. 2021), (Andani, 2016). 
According to previous research, access to bank financing has significant influence on 
entrepreneurs' decisions to use L/C (Crozet, 2022), (Topcu, 2021), (Tobing, 2020), (Ermakov et al. 
2018). 

According to previous research, performance risks have significant influence on 
entrepreneurs' decisions to use L/C (Crozet, 2022), (Toorajipour, 2022), (Kamaluddin et al, 2021), 
(Tobing, 2021), (Subagja, 2020), (Utami et al. 2016). According to previous research, L/C 
transaction costs have significant influence on entrepreneurs decisions to use L/C (Toorajipour, 
2022), (Tobing, 2021) (Subagja, 2020) (Amaren, 2020), (Widyastuti, 2019) (Sawashe, 2019) 
(Andani, 2016). However, according to (Ermakov et al. 2018) (Wu et al. 2014) partial L/C 
transaction costs do not have a positive influence on the decision to use L/C. 

According to previous research, the L/C process has significant influence on entrepreneurs 
decisions to use L/C (Purnama, 2017) (Ermakov et al. 2018). However, according to (Ruslan, 
2022), Cheng & Huang (2020), (Sawashe, 2019), (Toorajipour et al. 2022) the L/C process partially 
has no influence on the decision to use the L/C.

Framework 
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Figure 1 Framework of Thought 
Source: 2023 Theoretical Study 

Information : 
(--------) = Suspected partial influence 
 

     (           )= Suspected joint influence 

 
2. RESEARCH METHODOLOGY 
 
This research method uses quantitative research with primary dataobtained from distributing 

questionnaires in June 2023. The sampling method used was the purposive judgment sampling 
method (a method for determining samples with certain considerations, Sugiyono, 2017) of 50 
company data whose contact numbers were available, all taken from the total population. The 
research objects are the bank's undertaking (Payment Guarantee from the Bank), (X1), access to 
bank financing (X2), performance risks (risk of default) (X3), L/C transaction costs (X4) and L/C 
process (X5 ) as the independent variable and the decision to use L/C (Y) as the dependent 
variable. 

The characteristics of respondents used in determining the research sample are corporate 
companies that are officially registered with the Ministry of Trade (Kemendag) and the Ministry 
of Industry (Kemenperin) that carry out international trade in the manufacturing and trading 
sectors from available databases that have been established approximately (+/-) 5 years and have 
loan facilities at the bank during the observation period of June 2023. The total number of valid 
data samples is 50 companies. 

The data collection method is by survey, by taking samples from the population and using 
questionnaires as a data collection tool. A questionnaire is a number of written questions that 
will be answered by research respondents so that researchers obtain field/empirical data to solve 
research problems to test predetermined hypotheses (Supardi in Hapsari, 2011). The 
questionnaire in this research was adopted from several studies by distributing the Google Form 
link via Whatsapp group in a chain to staff who handle export-import transactions, which 
contained the same questions as the offline distribution. 

This research uses validity and reliability tests, classical assumption tests, multiple linear 
regression analysis and is equipped with partial hypothesis testing with the t test and 
simultaneous testing using the F test (Anova). 

3. RESULTS AND DISCUSSION 
 

Respondent Description 
Table 2 Percentage of respondents based on position in the company 
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Table 3 Number of years of experience working using L/C 

 
         Table 4 Payment Methods used 

 
Table 5 Validity Test 

 
 

Variable Item rhitung rtable Description

1 0.604 0.27 Valid

2 0.756 0.27 Valid

3 0.657 0.27 Valid

4 0.699 27% Valid

5 0.597 0.27 Valid

6 0.556 0.27 Valid

7 0.655 0.27 Valid

8 0.497 0.27 Valid

9 0.429 0.27 Valid

10 0.584 0.27 Valid

11 0.584 0.27 Valid

12 0.528 0.27 Valid

13 0.539 0.27 Valid

14 0.683 0.27 Valid

15 0.448 0.27 Valid

16 0.595 0.27 Valid

17 0.541 0.27 Valid

18 70% 0.27 Valid

19 0.429 0.27 Valid

20 0.695 0.27 Valid

21 0.536 0.27 Valid

22 0.519 0.27 Valid

23 0.387 0.27 Valid

24 0.556 0.27 Valid

Source : Data processed 2023

Access to Financing Bank

L/C transaction costs

 L/C Process

Decision to use L/C

Bank's Undertaking            

Performance Risk's              
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All statement items regarding the bank's undertaking, access to bank financing, performance 
risks, L/C transaction costs, L/C process and decisions on using L/C have a calculated r value ≥ 
rtable 0.27 so that all statement results are said to be valid. 

 
Table 6 Reliability Test 

Variable Cronbach's Alpha Description 

Bank's Undertaking 0.935 Reliable 

Access to Bank Financing 0.637 Reliable 

Performance Risk's 0.700 Reliable 

L/C transaction costs 0.773 Reliable 

L/C process 0.719 Reliable 

Decision to use L/C 0.678 Reliable 

Source : Data processed 2023   

 
The Cronbach's Alpha value for each variable is above 0.60, so it can be interpreted that all 

the research instrument items are reliable. 
 

Table 7 Multiple Linear Analysis 

 
        Source : Data processed 2023 

 
Based on the results of SPPS data processing, the regression equation can be formulated as 

follows 

Y=2.848 + 0.106X1 + 0.188 X2 + 0.565 X3 -0.036 X4 + 0.051 X5 

Classic assumption test 
Data Normality Test 

Normality testing aims to check whether in the regression model, the confounding variables 
or residuals are normally distributed. Normality tests were carried out with unnormalized 
residuals from the regression model using the Kolmogorov-Smirnov one-sample test. 
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Table 8 Normality Test Results 

 
         Source : Data processed 2023 

 
The results of testing one sample Kolmogorov-Smirnov Test produced an asymptotic 

significance ≥0.05 (0.2 ≥0.05). Based on these results, it can be concluded that the regression 
model has met the normality assumption. 

 
Multicollinearity Test 

This test was carried out to see whether in the regression model a correlation was found 
between the independent variables. If there is a strong correlation, it can be said that a 
multicollinearity problem has occurred in the regression model. 

 
Table 9 Multicollinearity Test Results 

 
        Source : Data processed 2023 

The results of the Variance Inflaton Factor (VIF) value using SPPS 25, obtained a VIF value <10 
and a tolerance value > 0.10, so it can be concluded that there is no multicollinearity between 
the independent variables. 
 
Heteroscedasticity Test 

This test aims to test whether in the regression model there is a variance error from the 
residual of one observation to another. 
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Table 10 Heteroscedasticity Test Results 

 
         Source : Data processed 2023 

 
According to the results of the Glejser test, the significance value for each variable was greater 

than 0.05. Based on this explanation, it can be concluded that the regression model does not 
have heteroscedasticity problems. 

Table 11 Determination Test Results 

 
        Source : Data processed 2023 

In Table 11 it can be seen that the adj R square value is 0.898 or 89.8%. This shows that 89.8% 
of decisions on using L/C are determined by the bank's undertaking variables, access to bank 
financing, performance risks, L/C transaction costs and the L/C process. Meanwhile, 10.2% is 
determined by other variables not examined in this research model. 
 
t Test Results 

The t test is carried out by comparing the calculated t values obtained in the table above, with 
a significance rate of 0.05 and degrees of freedom (df) = nk-2 = 50-5-2=43. With these provisions, 
a ttable of 1.681 is obtained.

Table 12 t Test Results 

 

a. Dependent variable : Decision to use L/C 

Source : Data processed 2023 

According to table 12, the bank's undertaking Ho is rejected, Ha is accepted, meaning that the 
bank's undertaking partially has a positive effect on the decision to use L/C. Access to bank 
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financing, Ho is rejected, Ha is accepted, meaning that access to bank financing partially has a 
positive effect on the decision to use L/C. Performance risks, Ho is rejected, Ha is accepted, 
meaning that performance risks partially have a positive effect on the decision to use L/C. L/C 
transaction costs, Ha rejected, Ho accepted, meaning that partial L/C transaction costs do not 
have a positive effect on the decision to use L/C. L/C process, Ha is rejected, Ho is accepted, 
meaning that the partial L/C process does not have a positive effect on the decision to use the 
L/C.

Table 13 F Test Results 

 

    Source : Data processed 2023 

From the results of the ANOVA test above, the F count was 77.169. Based on table F with 
a significance level (α) = 5%, it is known that Ftable with df1 = k-1 = 5-1 = 4 and df2 = nk-2 = 
50-5-2 = 43, then Ftable (df1) (df2) = 2.588. According to the calculation results, Fcount = 
77.169 while Ftable is 2.588, so Fcount > Ftable. This proves that Ho is rejected, Ha is 
accepted. Based on this, it can be said that the bank's undertaking, access to bank financing, 
performance risks, L/C transaction costs and the L/C process influence the decision to use L/C. 

4. CONCLUSION 

The characteristics of respondents are dominated by finance staff, namely 20 people 
(40%), The predominant number of years of work experience using L/C is > 5 years (50%), and 
the payment method currently used is dominated by telegraphic transfer (60%) followed by 
L/C (30%). 

The t test results show that the bank's undertaking (X1) partially influences the decision to 
use L/C. This is proven by the t test process where tcount is 2.164 which is greater than t table 
1.681. Access to bank financing (X2) partially influences the decision to use L/C. This is proven 
by the t test process where t count is 3.294 which is greater than t table 1.681. Performance 
risks (X3) partially influence the decision to use L/C. This is proven by the t test process where 
t count is 5.613 which is greater than t table 1.681 which is significant. L/C transaction costs 
(X4) partially do not have a positive effect on the decision to use L/C. This is proven by the t 
test process where t count is -0.375 which is smaller than t table 1.681. The solution that 
entrepreneurs want  is to reduce the costs involved in L/C transactions. Entrepreneurs realize 
that safer transactions certainly require more sacrifice, but not infrequently they feel that the 
costs and time sacrificed are very burdensome and not commensurate with the profits they 
obtained. This is because they do not know that the benefits obtained from L/C are greater 
than the transaction costs that must be incurred. The L/C process (X5) does not partially have 
a positive influence on the decision to use L/C. This is proven by the t test process where t 
count is -1.023 which is smaller than t table 1.681. A complex process involving many parties 
is a weakness of L/C. The letter of credit (L/C) transaction procedure is longer compared to 
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simple non-letter of credit transactions. However, this lengthy procedure aims to ensure 
transaction security and L/C user satisfaction because they receive certainty in payment. 

The results of the F test show that the bank's undertaking (X1), access to bank financing 
(X2), performance risks (X3), L/C transaction costs (X4) and the L/C process (X5) together 
influence the decision to use L /C, where the calculated F count is 77.169 with a significance 
level of 0.000. 

Even though the L/C feature has advantages that cannot be replaced by other payment 
methods, due to the relatively high L/C transaction costs and the longer L/C process, 
entrepreneurs prefer not to use L/C. This is due to a lack of understanding of the benefits of 
L/C or because there is no possibility of problems occurring, so business people choose to 
take risks rather than definitely having to increase costs and increase processing time. When 
comparing the weaknesses and benefits of using a Letter of Credit, the benefits arising from 
using an L/C in mitigating risks in export-import practices are greater than the losses that 
would arise if export-import transactions did not use an LC. 

Suggestions for Banks, implementing Blockchain technology which can reduce negative 
influencing variables such as L/C transaction costs and speed up L/C processing times and 
develop more modern payment methods in international trade, increase the frequency and 
quality of Letter of Credit (L/C) training to customers through courses, seminars, training, 
written instructions or continuous written and verbal information regarding the theoritical 
concepts and practice of Letter of Credit (L/C) transactions. This is so that Letter of Credit (L/C) 
actors and all parties related to the implementation of Letter of Credit (L/C) in Indonesia have 
the same conception and understanding regarding Letter of Credit (L/C) transactions and 
provide a clear understanding, more comprehensive information about the benefits and risks 
involved in international trade, adding references for the Bank in terms of increasing 
customer satisfaction and changing the customer experience in L/C transactions with 
international trading partners. In this study, only 5 independent variables were used which 
are thought to influence the decision to use L/C. This opens up opportunities for future 
researchers to add other variables which are thought to influence the decision to use L/C. 
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