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Introduction

Abstract: The banking sector around the world is under great
pressure due to the current state of the Covid-19. This study
investigates how Covid-19 impacts systemic risk in the banking
sector across all types of banking lines affected by Covid-19.
This study found that all banking lines experienced a significant
increase in systemic risk among the types of banking that were
sampled initially. By using spillover policies, it is also possible
to identify institutions that are systemically important. The
analysis was performed using Panel Data Regression, SVAR,
and FEVD on individual bank data and macroeconomic data.
The findings proved that government policies to drive the
business cycle and MSME actors in the context of overcoming
the impact of Covid-19, have not shown their effectiveness. This
is indicated by the negative response of economic growth to the
policies that have been issued. On the other hand, the
performance of banking financial institutions also contributes to
national economic growth. This is indicated by the sensitivity of
the bank's internal variables in responding to national economic
growth. Likewise, with the response to government policies and
macroeconomic conditions. Therefore, there is a need for an
acceleration policy in handling the current national economic
recovery.

Originality/Value: This paper focus on systematic risk in
banking during COVID-19, use of advanced econometric
techniques, evaluation of government policies, integration of
bank performance and macroeconomic growth, and its
assessment of policy effectiveness, and its implications for
future economic recovery efforts.

The impact of the Covid-19 pandemic is not merely on health but on all sectors, especially on the
economic sector whose impacts are major. Covid-19 has had a major impact on the financial sector as
well as the real sector around the world (Rizwan et al., 2020). This serious economic downturn causes
high levels of debt, causing an increase in the possibility of non-performing loans in the future. Further
impact is the decrease in corporates’ income and the increase in unemployment, which will exacerbate
the burden of debt payment for both companies and households (Makin & Layton, 2021). As a result
of the current pandemic, many companies including small and medium-sized businesses are starting to
have a high risk of default, and if continues, it will have an impact on the decline of national economic
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growth. From the data, economic growth experienced a deep recession (-5%) in mid-2020. The same
thing was experienced in credit growth which has decreased from 2019 until the end of 2020 even
minus. However, this condition is different from Fundraising Deposits or Third-Party Funds (TPF)
which experienced a drastic increase, although it also decreased at the end of 2020. The value of NPL
is relatively constant, this is probably due to the credit restructuring policy carried out by the
government (OJS, 2020a, 2020b, 2020c, 2020d).

The impact of pandemic on the economic sector is indicated by the projection of the global economy
being depleted by 3% of real GDP in 2020, even some developed countries experienced a decline of
6.1% (IMF, 2020). Most governments responded by managing these economic and financial shocks by
providing various kinds of fiscal, monetary, and other macro policy stimuli. If the policy response is
not made accordingly, it will lead to a more serious crisis (OECD, 2020). Globally, regulators have
responded to policy by easing regulatory requirements, delaying loan payments, and de-classifying non-
performing loans (NPLs) (WorldBank, 2020). In Indonesia, the government has responded to the Covid-
19 pandemic by issuing several policies, one of which is the Government Regulation in Lieu of Law
(Perpu) No.1 of 2020 concerning State Financial Policy and Financial System Stability. The Financial
Services Authority (OJK) also issued Regulation Number 11/POJK.03/2020 concerning national
economic stimulus as a countercyclical policy for the impact of the spread of the Covid-19 virus. Several
other institutions also issued various stimulus policies as a response to the pandemic that occurred.

The uncertainty of the pandemic condition (timing) and the extended stimulus policies have made
an impact on the credit restructuring policies, especially on the increasing systemic vulnerabilities in
the banking sector. In particular, the vulnerability of the credit market in the banking sector may trigger
a new financial crisis (Fuente, 2021; Wielen & Barrios, 2021). This study is motivated by the negative
impact of the stimulus and further aims to provide an initial exploration of the evolution of systemic
risk in the country and the banking industry. It can be seen that even though the government has carried
out various kinds of fiscal and monetary stimulus during the pandemic (2020 and 2021), economic
growth was negative. It shows that the characteristics of the crisis during the pandemic were different
from the previous crisis conditions, in which all sectors and all levels of society were affected (Wielen
& Barrios, 2021).

The increase in systemic risk vulnerability of the banking system is associated with three reasons.
First, liquidity risk due to economic slowdown, financial resilience, and reduced access to the capital
market due to potential credit rating downgrades (SPGlobal, 2020). Second, the loss of intermediation
revenue caused by regulatory and policy responses including the suspension of loan payments and the
availability of government-guaranteed loans at very low interest rates (IMF, 2020). While these
measures help in limiting the risk of immediate default, a significant increase in NPL is unavoidable
(Ratnovski, 2020). Third, a very drastic decline in the banking business cycle (intermediation) could
adversely affect the ability of banks to finance operations and bank funding costs. These risks spread
very quickly through interconnections between financial institutions (Buch & Dages, 2018).

One of the most frequent impacts of an economic crisis (a continuous decline in economic growth)
is the increase of NPL. This has been found in many financial literatures. The financial accelerator
model developed by Bernanke (1983), Bernanke and Gertler (1989), and Leeper et al. (1996) showed
that If banks are burdened with non-performing loans and a weak balance sheet, it will reduce and limit
their credit capacity, resulting in lower lending to the real sector. If non-performing loans continue to
rise, it will result in limited bank profitability, erode capital, weaken bank soundness, and ultimately
reduce credit expansion capacity. In the current state of the Covid-19 pandemic, if unresolved non-
performing loans increase dramatically, it may be able to thwart the post-Covid-19 economic recovery
policy program. A high NPL ratio is positively correlated with high corporate debt, thereby suppressing
investment and delaying economic recovery (Aiyar et al., 2015). Empirically, excessive corporate debt
explains about 40% of the cumulative decline in aggregate investment among European firms in the 4
years following the European debt crisis in 2008 (Kalemli-Ozcan et al., 2018). By examining the
dynamics of NPLs during 88 banking crises in 78 countries since 1990, we found a close association
between high and persistent NPLs and large and persistent output declines during the post-crisis period
(Arietal., 2019, 2020).
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In the case of several countries' policies in responding to the current Covid-19 pandemic, among
others: China immediately responded to Covid-19 by investing RMB3.33 trillion into the banking sector
through open market operations of around RMBL1.8 trillion as an expansion of re-lending and re-
discounting facilities, lowering the 7-day and 14-day reverse repo rates by 30 and 10 bps respectively,
and lowering the medium-term lending facility (MLF) and medium-term lending facility (MLF) rates
by 30 and 20 bps respectively. The United States (US) has also taken several fiscal and monetary
measures including the $484 billion Wage Protection Act and Health Promotion Programme, and
approximately $2.3 trillion to provide social assistance and Coronavirus Economic Security; to support
small and medium-sized businesses. The federal funds rate was lowered by 150 bps in March, and the
current target level is 0-0.25 bps. In addition, regulators have encouraged deposit lenders to utilise their
capital and liquidity buffers and lowered the leverage ratio of community banks to 8% (Rizwan et al.,
2020).

In Europe, in addition to fiscal stimulus, the European Central Bank (ECB) provided monetary
policy support to its participating country, including €120 billion in additional asset purchases, for each
country, until the end of 2020. A new liquidity facility (PELTRO) was introduced as a refinancing
operation with a long-term interest rate 25 bps lower than the average refinancing operation (MRO)
rate. Systemically, important institutions were temporarily allowed to operate under the Pillar 2
Guidelines, capital adequacy buffer, and liquidity adequacy ratio. Furthermore, capitalisation
requirements for Pillar 2 Requirements have been relaxed, and ECB Banking Supervision has
temporarily relaxed the classification requirements and loss allowance expectations for NPLs (Rizwan
et al., 2020; SPGlobal, 2020).

In Indonesia, through Law No. 22/2020, the government provided a stimulus policy in the national
Economic Recovery program in 2020 with a realized value of IDR 579.9 trillion. In 2021 the recovery
framework was centered on 3 things, namely health intervention through free vaccination and discipline
in the application of the Covid-19 protocol, both survival and recovery Kits to maintain business
sustainability, and third structural reforms through Law no. 11/2020 on job creation. In addition, the
2021 APBN was designed as part of efforts to encourage national economic growth. By allocating the
National Economic Recovery expenditure of 22% from the previous year.

The responses of some of the policies mentioned above are intended to manage economic and
financial shocks and maintain positive economic growth. The novelty of this study is the use of a
methodology to estimate systemic risk and analyze its evolution to see if the policy response has
provided the expected benefits. In this study, researchers explore the possible impact of Covid-19
outbreak on the financial system in Indonesia, mainly on the financial institution industry, particularly
banking, and map how effective the government and regulator stimulus policies are in responding to
the Covid-19 pandemic in Indonesia. The current situation of exogenous variables with the existing
macroprudential regulatory framework can monitor and respond to such systemic shocks. For example,
on 20 March 2020, the Basel Committee on Banking Supervision (BCBS) has coordinated the policy
and supervisory response to Covid-19 from various regulatory and supervisory actions for member
jurisdictions. Furthermore, how the response of the financial industry (banking) in taking policies in
response to the policy stimulus that has been issued by the government to withstand the systemic shocks
that occur is also analyzed. Thus, banking movements that are aligned with economic growth will
encourage national economic recovery.

Literature Review

Business cycles in developing countries are influenced by political and economic crises (Lunsford,
2023; Patruti, 2023). These crises often lead to macroeconomic instability, driven by both domestic and
external shocks. For instance, the global economic and financial decline of 2007-2008 which began
with the subprime mortgage turmoil in the United States, evolved into a financial crisis that triggered
an economic recession in developed countries in 2008 (Amu et al., 2021).

Economies strive for high and stable growth without macroeconomic fluctuations. This is often
unattainable as evidenced by the recession phase of the business cycle. A recession is typically marked
by a decline in Gross Domestic Product (GDP) in two consecutive quarters. (Alpanda, 2021; Amu et
al., 2021; Dosi et al., 2019; Peng et al., 2020).
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Economic growth is widely recognized as a crucial factor in alleviating poverty and enhancing
national welfare. Instability in the banking sector will endanger financial stability and have long-lasting
detrimental effects. Research on post-transition European Union countries during the period 1998 to
2016 reveal that the relationship between certain indicators of banking sector stability and economic
growth can be bidirectional. policy. These responses should focus on preventing future shocks
mitigating their adverse impacts, and promoting economic growth (Bayar et al., 2020).

Real Business Cycle (RBC) theory views recessions and booms as efficient responses to exogenous
changes in the real economic environment. According to RBC theory, business cycles do not represent
market failures but rather reflect the most efficient operation of the economy, given the structure of the
economy and the rationality of economic agents. The RBC model is grounded in rational expectations
and the maximization of expected utility. This theory holds that the level of output in the economy at
each point maximizes the expected utility of economic agents at large (Alpanda, 2021; Amu et al., 2021;
Dosi et al., 2019; Peng et al., 2020).

Economic growth, as measured by GDP, reflects national economic stability. Various factors
influence economic growth, including the performance of financial institutions (such as banks) and
macroeconomic conditions/ factors. Indicators of bank performance can be seen such as the collection
of third-party funds, lending/ financing activities, the number of non-performing loans, and the value
of bank assets. These are crucial for assessing their support for the national economy and their impact
on the real sector (Alpanda, 2021; Flamini et al., 2019; Frait et al., 2015). Credit distribution is the main
indicator that drives sustainable economic growth because it directly targets the real sector. However,
excessive credit distribution can signal an imbalance that may lead to a systemic financial crisis (Flamini
etal., 2019).

One element that can exacerbate the impact of a crisis is the procyclical behavior of the banking
system after a shock. The regulatory response by policymakers (regulators) aims to strengthen the
resilience of the banking system and limit its procyclicality. The countercyclical capital buffer (CCB)
is part of Basel Il as the main macroprudential tool is designed to protect the banking sector from
periods of excessive aggregate credit growth that is often associated with the accumulation of risks
throughout the system (Alessandri et al., 2015; Drehmann et al., 2011; Flamini et al., 2019).

The current economic shock stems from the Covid-19 pandemic, which began spreading in early
2020. Numerous studies have examined the economic impact caused by the pandemic across various
countries. For instance, research on countries that implemented lockdown policies (Austria, Portugal,
Sweden, France, Italy, and Spain), found that the long duration of the lockdown/ extended lockdown
durations had produced a negative effect on GDP growth (systematic deterioration of the economic
system). Another finding is that countries with higher investments in health (as a percentage of GDP)
(Coccia, 2021). A similar study conducted in Nigeria found that the lockdown due to Covid-19
significantly hampered economic activities and disrupted circular income flows, thus having a negative
impact on economic growth in Nigeria. This situation has prompted regulators to devise strategic
policies to reduce the effects of the pandemic and prevent recession (Inegbedion, 2021).

China's economy was the first to show signs of recovery following the slowdown caused by the
Covid-19 pandemic. The spillover effect of China's post-Covid-19 economic recovery has had the most
pronounced impact on increasing energy consumption in high-income countries, followed by middle-
income countries. It should also be noted that the spillover effects of China's economic growth do not
necessarily lead to increased energy consumption in lower-middle-income countries (Wang & Zhang,
2021).

In the dual banking system concept, conventional banks operate alongside Islamic banks. Islamic
banks have a systemic risk profile that is not the same as conventional banks because Islamic banks
apply a unique business model without any interest element. The study, which was conducted in 10
countries with a sample of 114 conventional banks and 33 Islamic banks, tested the evolution of
systemic risk in dual-banking systems and looked at the differences in the systemic risk profiles of
conventional banks and Islamic banks during the Covid-19 pandemic. The findings of this research
indicate a significant increase in systemic risk during the first half followed by a recovery in the second
half of 2020. Another finding is that Islamic banks have similar systemic vulnerabilities to systematic
and specific factors during economic shocks particularly those caused by exogenous factors like Covid-
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19. Despite this, Islamic banks experienced a much smaller impact compared to conventional banks and
even generated abnormal profits. These findings highlight the importance of implementing a dual
banking system in the banking system in a country (Rizwan et al., 2022).

Another study focuses on looking at the impact of the Covid-19 pandemic on Islamic bank financing
to SMEs in Turkey as one of the emerging markets. The study focuses on whether SME financing in
the Islamic banking sector is procyclical to reduce the impact of Covid-19. Data was obtained from
Islamic banks' balance sheets and analyzed using vector autoregressive (VAR). The findings of this
research state that the Islamic banking sector for SME financing has behaved countercyclically during
Covid-19 in the Turkish economy. This indicates the importance of Islamic banking financing in the
SME sector to face economic shocks in developing countries due to the pandemic (Doruk, 2023).

Methods
Data

In connection with the aim of obtaining a generalization of the theory, the data used in this study is
guantitative (numbers). Among the data used are several accounts in the monthly publications of
banking in Indonesia (Islamic lending/financing, total assets, total deposits, capital, and total bank
income in a certain period) sourced from the official website of each bank. The data was taken
by purposive sampling technique, which is a sampling technique with certain criteria to achieve certain
goals. The sample criteria used in this study are banks that publish monthly financial data through their
respective official websites, in 2016-2020.

Other data are macroeconomic data such as interest rates and inflation rates. The value of Gross
Domestic Product (GDP) and its growth will also be used to complete the analysis. This study will also
examine the effects of government policies at the beginning of the Covid-19 pandemic in Indonesia on
national economic growth (GDP). The policies observed are policies that are carried out for the business
world and MSME actors who are the drivers of the real sector. Ideally, this policy will have an impact
on increasing national economic growth. The implementation of this policy will be measured by a
dummy variable, indicating the conditions before the policy (0) and after the policy (1).

Data analysis method

The primary aim of this research is to evaluate the level of effectiveness of various government policies
issued since the start of the Covid-19 pandemic in Indonesia. To assess the level of effectiveness of
these policies, the Structural Vector Auto Regression (SVAR) model will be employed. The use of
SVAR is intended to obtain a non-recursive orthogonal IRF from the error term (Enders, 2015; Greene,
2002; Guijarati, 2004). In the SVAR framework, the variables are assumed to be endogenous, the
following is the modeling:

Model 1:
€9gdp 1 0 0 0 0 [ Uoegap
€credit azq 1 0 0 0 Ucredit
etpf dzq dszp 1 0 0 utpf (l)
Cincome |41 A2 A3 1 0| Uincome
€assets 1 las; a5z aAsz ag, 1

uassets

Model 1 illustrates several equations, namely: 1) the effect of GDP growth on GDP growth itself; 2)
the effect of bank lending and GDP growth on lending; 3) the effect of TPF, bank lending, and GDP
growth on TPF; 4) the effect of bank income, third party funds, bank lending and GDP growth on bank
income; 5) the effect of bank assets, bank income, third party funds, bank lending and GDP growth on
bank assets.

Model 2 shows several similarities, namely: 1) the effect of GDP growth on GDP growth itself; 2)
the effect of inflation and GDP growth on inflation; 3) the effect of interest rates, inflation, and GDP
growth on interest rates; 4) the effect of dummy 1, interest rates, inflation, GDP growth on dummy 1; 5)
the effect of dummy 2, dummy 1, interest rates, inflation, GDP growth on dummy 2.


http://ejournal.uin-suka.ac.id/febi/grieb

B

Nugroho & Rokhaniyah: breen Banking: Acceleration of the Banking Sector and Fconomic Growth: Fffectiveness of Fconomic
Recovery Strategies Post-Lovid-19

Model 2:
€opgdp 1 0 0 o0 o0 Uggdp
€inflation a;; 1 0 0 0 Uinflation
Cinterestrate ag; asy 1 0 0 ||Uinterestrate (2)
€dummy1 A1 A2 a1 0 udummyl

EdummyZ dsq dgp dgg Asgy 1 udummyz

Dummy 1 is the period before and after the stipulation of government policies for the business world
and business actors. The government's policy for the business world was launched through the Ministry
of Finance since the beginning of the Covid-19 pandemic. Among these policies are government
guarantees for labor-intensive corporate working capital loans of Rp. 10 billion to Rp. 1 trillion in the
corporate category: (1) export-oriented and/or labor-intensive with a minimum of 300 employees; (2)
not included in the category of state-owned enterprises and MSMEs; (3) not in the list of legal cases
and/or bankruptcy claims; and (4) had a current performing loan prior to the Covid-19 pandemic. The
guarantee portion is 60% of the credit, and for the priority sector of the guarantee 80% of the credit;
government support in the labor-intensive corporate guarantee scheme consists of (1) subsidy for
guarantee fees; (2) state equity participation for LPEI and PT. PII; and (3) the fee for the stop loss
guarantee is borne by the government; 0.5% final income tax (PP 23/2018) is borne by the government
for MSME actors; a reduction in the general corporate income tax rate from 25% to 22% in 2020 and
2021, and 20% in 2022; the reduction in the income tax rate is 3% lower than the general rate for public
companies, with the total number of paid-up shares traded on the IDX at least 40% and meeting the
requirements as stipulated in PP 30/2020 (Ministry of Finance, 2020).

Dummy 2 refers to the period before and after the stipulation of government policies with Bank
Indonesia and OJK for Micro, Small and Medium Enterprises (MSMES), since the beginning of the
Covid-19 Pandemic. Among the main points of the policy are direct cash assistance (BLT) of Rp. 2.4
million for ultra-micro, micro business actors who are not currently receiving working capital loans
from banks or financial institutions (un-bankable); 0.5% final income tax (PP 23/2018) is borne by the
government for MSME actors; interest subsidy/margin subsidy given to debtors of micro, small and
medium enterprises, with a credit/financing ceiling of a maximum of Rp10 billion, for a maximum
period of 6 months; debtors with a cumulative credit/financing ceiling above Rp500 million - Rp10
billion must obtain restructuring from credit/financing distributors until the end of the Covid-19
emergency period; relaxation of Ultra Micro Financing (UMi) debtors; relaxation of administrative
requirements and speed of granting Umi credit; convenience and expansion of Umi's credit distribution;
government guarantees for working capital loans for MSME actors through payment of guarantee fees,
loss limits, and state capital participation to PT. Jamkrindo and PT. Askrindo. The guarantee portion is
80% of the credit; The Pre-Employment Card budget was increased from IDR 10 trillion to IDR 20
trillion for 5.6 million workers who were laid off or laid off, informal workers, and micro and small
business actors affected by Covid-19 (Ministry of Finance, 2020).

This research also uses panel data regression analysis to measure the influence of credit, TPF,
income, assets, inflation, and interest rate, as well as dummy 1 and dummy 2 on GDP Growth. The
following model is used in this research:

GDPGrowth = a + ;Credit + B,TPF + B3Income + B,Assets + BcInflation
+pBgInterestRate + f;Dummyl + [, Dummy?2 (3)

Results and Discussion
Model 1

Model 1 involves the variables of GDP (growth), bank lending, collection of bank deposits, bank
income, and bank assets. The data stationarity test has been carried out on the five variables. The results
of the data stationarity test with Fisher - ADF concluded that the five variables were stationary
at 1st difference with a p-value below 0.05 (p-value < 0.05).
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Furthermore, the stability test of the model was carried out based on the modulus value in the AR
Roots (roots of characteristic) table. The stability test results conclude that the model is stable at
a maximum lag of 10. This is evidenced by the AR Roots value and the modulus is below 1, when using
a lag of 10.

The next step is to identify the VAR model using the AIC, SIC, FPE, and HQ values with the smallest
values and LR with the largest values. Data analysis in this study was conducted with Eviews 10, so to
see the identification of the VAR model, it can be seen with the most star codes (*). The test results
show that the optimum lag = 3, so the model to be used is VAR (3). This means that these variables
influence each other not only in the current period (t), but these variables influence each other up to the
previous 3 periods (t-3).

The next step is to test the feasibility of the model. This is important to do to determine the feasibility
or suitability of the model when used for forecasting (white noise). This test is done with Portmanteau
Autocorrelation. With a lag of 24, the p-value of the Q-statistic is above 0.05 which indicates that there
is no residual autocorrelation in the model. The next step is to perform a formal white test to determine
the homogeneity of the residuals in the model. The results of the joint test conclude that the residuals
are homogeneous, including the residual crosses between variables. This is evidenced by the p-
value (joint) exceeding 0.05.

After carrying out the series of tests, the next step is to forecast the parameters with the impulse
response function. Figure 2 (top left) shows the response of GDP growth to GDP itself. Since the
beginning of the shock period, GDP growth has responded positively to GDP growth itself, although
with a downward trend until the 60" period.

Response to Cholesky One S.D. (d.f. adjusted) Innovations + 2 S.E

Response of GDP to GDP Response of GDP to CREDIT Response of GDP to TFP. Response of GDP to INCOME Response of GDP to ASSETS

T T T T T
10 20 3 40 50 60

Response of CREDIT to GDP Response of CREDIT to CREDIT Response of CREDIT to TFP Response of CREDIT to ASSETS

I e s [ == I S —— | e

T T T T y T T T T T T T T T T T T T T T T T T T T
10 20 30 40 50 60 10 20 30 40 50 60 10 20 30 40 50 60 10 20 30 40 50 60 10 20 3 40 50 60

Response of TFP to GDP Response of TFP to CREDIT Response of TFP to TFP. Response of TFP to INCOME Response of TFP to ASSETS.

Response of INCOME to GDP Response of INCOME to CREDIT Response of INCOME to TFP Response of INCOME to INCOME Response of INCOME to ASSETS.

Response of ASSETS to GDP. Response of ASSETS to CREDIT Response of ASSETS to TFP. Response of ASSETS to INCOME Response of ASSETS to ASSETS

Figure 1. Results of Forecasting Model 1 with Impulse Response
Source: Results of data processing with EViews 10

In the first period of shock, GDP growth did not respond to bank lending. GDP growth began to
respond to bank lending in the second period, with a negative response. Until the 60" period, the
magnitude of the response of GDP growth to bank lending only ranged from -0.02 to -0.03. As in the
relationship between GDP and bank lending, it was found that there was no response from GDP growth
to the collection of deposits in the first period. This continues until the 6™ period. Furthermore, in the
7" to 60" periods, GDP growth consistently gave a negative response of -0.01 to bank lending.

The GDP growth response to bank income began to occur in the 2" period with a negative response
of -0.06 and the negative response continued into the long term. The peak was in 7*" and 8" periods
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where the GDP growth response to bank income reached -0.23. In other periods, the negative response
was in the range of -0.12 to -0.22. The GDP growth response to bank assets began in the 2nd period
with a response of -0.07. Furthermore, there was a decrease in the negative response until the 7™ period
the negative response was 0.01 and it continued to be at that point until the 10™ period.

The disbursement of bank credit gave a response of 0.001 when the shock occurred for the first time
and lasted until the 2" period. Furthermore, in the 3 and 4™ periods the response turned negative by -
0.001. In the 5th period there was a positive response up to 0.004. The positive response continued until
the 29" period. However, from the 30" to the 60™ period, the negative response again fluctuated with
an estimate of -0.001 to -0.003.

Next is the credit response to credit itself which began to occur when the shock occurred for the first
time until the 11th period with a response range of 0.001 to 0.019. The peak occurred in the 3" period
with a response of 0.019. In the 12" to the 60" period there was no credit response to the credit
itself. There was no response in bank lending to TPF in the first and second periods after the
shock. Positive responses occurred in the 3" period to 0.002 and then there was a negative response of
-0.004 until the 14" period. Furthermore, there was no response until the 15" and 16" periods. Since
the 17" period, there has been a positive response to bank lending to deposits, although the response is
low (ranging from 0.001 to 0.003).

The relationship between bank lending and bank income began to respond in the second period after
the shock. The climax response occurred in the 3" period which reached 0.018. In the next period there
were positive responses ranging from 0.003 to 0.004, which occurred until the 60™ period. Bank lending
began to respond to bank assets in the second period with a positive response. The magnitude of the
response is classified as smooth with a value range of 0.009 — 0.011 until the 60" period. The collection
of bank deposits began to respond to GDP growth in the 5" period with a negative response and a
downward trend until the 60" period. Meanwhile, TPF responded to bank lending in the second period
with a positive response of 0.002 after the shock. Furthermore, in the 3 to 60" period, there was no
response from TPF to bank lending. The DPK collection responded positively to the DPK collection
itself since the second period of the shock. The highest response was 0.021 which occurred in the 3™
period. The trend of the response decreased and remained with a positive response until the 60"
period. If it is related to bank income, the collection of third-party funds responds positively to bank
income with a smooth trend ranging from 0.002 to 0.003 in the 60" period. This means that if the
collection of deposits is high, the bank's income will increase. If the collection of third-party funds is
related to bank assets, then the response is positive starting from the 2" period after the shock, with an
upward trend. This is because the high collection of third-party funds will increase the bank's assets.

If bank income is related to GDP growth, there will be a positive response of bank income to GDP
growth starting in the 2" period after the shock until the 5™ period. The trend of the response decreased
and in the 6th period the response disappeared. Meanwhile, if it is related to bank lending, there is no
visible response of bank income to bank lending since the shock until the 60™ period. Furthermore, bank
income responded positively to the collection of deposits from the beginning of the shock until the 20"
period with a downward trend. After that, the response was no longer seen until the 60" period. On the
other hand, if it is related to bank assets, the collection of deposits has a negative response to bank assets
since the beginning of the shock until the 6! period with an increasing trend. Subsequently, the response
disappeared until the 60" period.

Bank assets responded positively to the growth of bank deposits from the beginning of the shock
until the 6™ period with a downward trend. Furthermore, the response disappeared until the 11" period
and a response reappeared (but a negative response) in the 12" to 60" period with an increasing
trend. Bank assets will respond positively to bank lending in the three initial periods of shock. After
that, the response did not reappear. Bank assets also responded positively to the collection of deposits
from the beginning of the shock until the end of the 60" period, with a smooth trend. Bank assets
showed a positive response to bank income from the beginning of the shock until the 60" period, with
an increasing trend.

Based on the results of the analysis of variance decomposition of model 1, it is known that when the
independent variable is GDP growth, in the first period, the diversity of GDP growth is explained by
the GDP growth shock itself (100%). This means that the contribution of changes in GDP in influencing



Glabel Review of Islamic Fzonomizs and Business, Val. 12, Mo, 1 (2024) 001017 | 9

GDP growth itself is 100%. Other variables do not contribute to the first period. In the second period,
the diversity of GDP growth is explained by the GDP growth shock itself (99%), which experienced a
slight decrease compared to the first period. In the second period, other variables began to contribute to
GDP growth, namely bank lending (0.01%), third party funds collection (0.2%), bank income (0.5%),
and bank assets (0.13%). Furthermore, in the 3" to the 10" period, the contribution of GDP growth to
GDP growth itself has a downward trend. Meanwhile, the contribution of bank lending, collection of
third-party funds, bank income, and bank assets has consistently increased. Based on the results of this
analysis, it can be said that bank lending, collection of third-party funds, bank income, and bank assets
have an important role in GDP growth.

If the independent variable is bank lending, then the contribution of bank lending to bank lending
itself is 99.8% in the first period. In the same period, GDP growth contributed 0.01% to bank
lending. The variables for collecting deposits, bank income, and bank assets did not appear to contribute
to bank lending in the first period. In the second period, there was a decrease in the contribution of bank
lending to bank lending itself (99.6%). In this period all other variables contributed to bank
lending; GDP growth of 0.03%, collection of deposits 0.02%, bank income 0.17%, and bank assets
0.23%. In subsequent periods, the contribution of bank lending to bank lending itself has a consistently
decreasing trend, while the contribution of other variables to bank lending (GDP growth, collection of
deposits, bank income, and bank assets) has a consistent trend of increasing from the previous period.
to period. From this analysis it can be concluded that GDP growth, collection of deposits, bank income,
and bank assets have a significant contribution to bank lending.

When the independent variable is the collection of TPF, the contribution of the collection of TPF to
the collection of TPF itself is 99.9% in the first period. Meanwhile, GDP growth contributed 0.042%
and bank lending contributed 0.041% to bank deposits in the first period. Furthermore, in the second
period there was a decrease in the contribution of third-party funds to the collection of deposits itself
(99.6%) and an increase in the contribution of other variables to the collection of deposits (GDP growth
0.1%, bank lending 0.04%, bank income 0.02% and bank assets 0.2 %). From the 3" period onwards,
the contribution of DPK collection to DPK collection itself formed a consistent declining
pattern. Meanwhile, the contribution of GDP growth, lending, bank income, and bank assets to the
collection of third-party funds formed a consistently increasing pattern. This proves that GDP growth,
lending, bank income, and bank assets have an important role in the collection of deposits.

If the independent variable is bank income, the result is that bank income contributes 84.7% to the
bank's own income in the first period. The diversity of bank income is also explained by GDP growth
of 13.51%, bank lending of 0.03%, and deposit collection of 1.72%. while assets did not contribute to
the bank's income in the first period. Bank assets began to contribute to bank income in the 2" period
(1.27%). In the period from the 2" to the 10" period, a downward trend is formed in the amount of the
contribution of bank income to the bank's income itself and a downward trend is formed in the
contribution of GDP growth, bank lending, collection of third-party funds and bank assets to bank
income.
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Figure 2. Trends in bank credit growth by sector
Source: (OJS, 2021)

Furthermore, the independent variable is bank assets. Bank assets contributed to the bank's own
assets by 84.1% in the first period. Bank assets were also contributed by other variables, namely GDP
growth (3.37%), bank lending (0.04%), third-party funds (6.8%), and bank income (5.7%). In
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subsequent periods, an increasing trend was formed in the contribution of bank assets to the bank’s own
assets. Meanwhile, the contribution of other variables (collection of GDPs, bank lending, collection of
third-party funds, and bank income) to bank assets is always fluctuating, neither forming an increasing
trend nor a downward trend. Nevertheless, there is a significant contribution to the collection of GDPs,
bank lending, collection of third-party funds, and bank income to bank assets from period to period.

This finding is like the results of previous studies which found empirical evidence that the decline
in GDP that occurred for two consecutive quarters is an indication of a recession, which will have an
impact on many aspects. Among the impacts are a decrease in aggregate demand, a decrease in
productivity, to a decrease in the performance of financial institutions (Alpanda, 2021; Amuetal., 2021;
Dosi etal., 2019; Peng et al., 2020). In an empirical study, it was concluded that many factors influence
GDP growth, including banking performance that supports the national economy (Alpanda, 2021;
Flamini et al., 2019; Frait et al., 2015). The results of this study are also in line with the results of
previous studies (Alpanda, 2021; Flamini et al., 2019; Frait et al., 2015), where banking performance
seen from the indicators of third-party fund collection, lending, and the value of bank assets is very
high. sensitive to GDP growth.

Credit distribution to the real sector (especially priority sectors) is the main indicator that drives
sustainable economic growth (Flamini et al., 2019). Figure 3 shows the growth trend of banking sector
lending to the banking sector. So far, credit disbursement in priority sectors (agriculture, processing
industry, and mining) has not been maximized, because the highest credit disbursement is not in priority
sectors. ldeally, priority sectors need special attention to accelerate national economic growth.

Model 2

Model 2 examines the interrelationships of GDP (growth), inflation, interest rates, dummy 1
(government policy for the business world since the beginning of the Covid-19 pandemic), and dummy
2 (government policy intended for MSME actors at the beginning of the Covid-19 pandemic). Before
analyzing with SVAR, a stationarity test was first performed to see the stationary status of the data on
all the variables used. Based on the results of the data stationarity test with Fisher - ADF, empirical
evidence was produced that the five variables were stationary at 1 difference with a p-value below 0.05
(p-value < 0.05).

The next stage is the stability test of the model, which refers to the modulus value in the AR
Roots table (roots of characteristic). The test results conclude that the model is stable at
a maximum lag of 8. This is evidenced by the AR Roots value and the modulus is below 1, when
using lag 8. After the stability test, the next step is to identify the VAR model using the values of AIC,
SIC, FPE, and HQ with the smallest value and LR with the largest value. The test results with EViews
10 show that the optimum lag = 8 (most asterisks are at lag 8), so the model to be used is VAR (8). This
means that these variables influence each other not only in the current period (t), but these variables
influence each other up to the previous 8 periods (t-8).

The next step is to test the feasibility of the model. This is important to do to determine the feasibility
or suitability of the model when used for forecasting (white noise). This test is done with Portmanteau
Autocorrelation. With a lag of 24, the p-value of the Q-statistic is above 0.05 which indicates that there
is no residual autocorrelation in the model. Continue to the formal white testto determine the
homogeneity of the residuals in the model. The results of the joint test conclude that the residuals are
homogeneous, including the residual crosses between variables. This is evidenced by the p-value (joint)
exceeding 0.05.

Furthermore, the parameter forecasting with the impulse response function is carried out with the
results as shown in Figure 4. The GDP growth of banks seems to respond to GDP growth itself in a
fluctuating manner since the beginning of the shock. Starting from a positive response followed by a
downward trend until the peak of the decline occurred in the 25" period (response of -0.025), then
slowly increased and in the 44" period has shown a positive response with a smooth trend until the 60™"
period. GDP growth responds to inflation in a fluctuating manner starting from the beginning of the
shock. The responses tended to be positive, although the 9" and 10" periods showed negative
responses. Furthermore, a positive response was seen with an upward trend to its peak in the 27" period
(0.59). After that, the response again decreased to a negative direction. Furthermore, GDP growth
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responds to fluctuating interest rates. The beginning of the shock showed a negative response that was
inconsistent with the peak of the negative response in the 21% period (-0.33). After that, the response
seemed to gradually increase until in the 40" period the response was positive and consistent until the
end of the period.
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Figure 3. Results of Forecasting Model 2 with Impulse Response
Source: Results of data processing with EViews 10

GDP growth tends to respond negatively to government policies towards the business world, to
mitigate the impact of Covid-19 (dummy 1). The peak of the negative response was in the 10" period
and then fluctuated (up and down) in the negative range until the 44™ period. In the 45" period, the
response was positive and consistent until the end of the period. GDP growth responds to government
policies towards MSME actors, in the context of overcoming the fluctuating impact of Covid-19
(dummy 2) (positive and negative). GDP growth seems to respond negatively to government policies
for MSME actors from the beginning of the period to the 5th period. Then followed by positive and
negative responses alternately and inconsistently until the end of the period.

Inflation responds to GDP growth significantly and fluctuates from negative to positive. At the start
of the shock, inflation responded negatively to GDP growth in the 5" period. This is followed by a
positive response over a period and returns to a negative response in the long term. Like the response
to GDP growth, inflation responds to interest rates in the same pattern. This means that the response
tends to be negative and fluctuating. Furthermore, inflation responds to government policies related to
dealing with the effects of Covid-19 for the business world, which is significant and volatile, and tends
to have a negative response. This is because the positive response has only been seen in the 49%
period. If it is related to government policies for MSME actors, inflation also responds significantly and
fluctuates but tends towards a positive response. Negative responses are seen in the 21t period and 48"
period until the end of the period.

Interest rates responded positively to GDP growth since the beginning of the shock until the 16™
period. Furthermore, there was a negative response until the 51% period and again a positive response
from the 52" period until the end of the period consistently. On the other hand, interest rates responded
negatively to inflation from the start of the shock until the 17" period. Next there was a positive response
until the 45" period and followed by a negative response with a downward trend until the end of the
period. Interest rates responded negatively to government policies for the business world issued at the
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beginning of the Covid-19 pandemic. Negative responses are seen until the 7" period. Then followed
by a positive response until the 18" period and a negative response again until the 49" period. The
positive response was seen again in the 50" period with an upward trend until the end of the period. This
pattern is inversely related to the relationship between interest rates and government policies for MSME
actors, whose pattern is no response, negative, positive, and negative again. Interest rates do not respond
to government policies for MSME actors from the beginning of the period to the 5" period.

The government's policy for the business world that was issued shortly after the outbreak of the
Covid-19 pandemic showed a negative response to GDP growth since the shock until the 7" period. In
the 8™ period, the response began to be positive with an uptrend with a peak in the 16" period, then the
downward trend continued until the 37" period a negative response emerged. The government's policy
for MSME players showed a positive response to inflation during the first two periods after the
shock. However, after that it was followed by a significantly negative response in the long term until
the 36" period. Furthermore, there is a positive response with a normal curve pattern until the end of
the period.

Based on the results of the analysis with model 2, it can be said that government policies, which are
devoted to the business world and MSME actors in the context of overcoming the impact of Covid-19,
have not been effective. The implementation of these policies will ideally support the stability of the
real sector to increase economic growth. The results of the analysis of model 2 and the facts on the
ground show that the policy has no impact on increasing economic growth, because there has been
negative economic growth in recent periods. This proves the ineffectiveness of the policy, so further
evaluation is necessary.

Furthermore, analysis of variance decomposition in model 2. When GDP growth is positioned as an
independent variable, then in the first period GDP growth is fully explained by GDP growth itself
(100%), without any contribution to other variables (inflation, interest rates, dummy 1 (government
policy for the business world) and dummy 2 (government policy for MSME actors)). In the second
period, the contribution of GDP growth to GDP growth itself was 98.7% and other variables began to
contribute to GDP growth. Inflation contributed 0.2%, interest rates contributed 0.4%, government
policies for the business world contributed 0.02%, and government policies for MSME players
contributed 0.6% to GDP growth. In subsequent periods, the magnitude of the contribution of GDP
growth to GDP growth itself formed a consistent downward trend. Meanwhile, other factors (inflation,
interest rates, government policies for the business world, and government policies for MSME players)
show a consistently increasing trend of their contribution to GDP growth, except for interest rates whose
contribution to GDP growth declined in the 9th and 10th period. From the results of this analysis, it can
be concluded that inflation factors, interest rates, government policies for the business world, and
government policies for MSME actors have a significant contribution to GDP growth.

Furthermore, inflation is used as an independent variable. The contribution of inflation to inflation
itself was 97.3% in the first period. In the same period, GDP growth contributed 2.73% to inflation,
while interest rates, government policies for the business world, and government policies for MSMEs
did not appear to contribute. In the second period, inflation contributed 89.4% to inflation itself, and
was contributed by other factors (interest rate 0.03%, GDP growth 8.41%, government policy for
business 1.61%, and government policy for MSME players 0.55%). Since the third period, the
contribution of inflation to inflation itself has decreased consistently from period to period. Meanwhile,
the other four factors contributed to inflation with a consistent upward trend from period to period,
except for GDP growth, where its contribution to inflation declined in the 9" and 10" periods. The
results of this analysis indicate a significant contribution from GDP growth, interest rates, government
policies for the business world, and government policies for MSME actors to inflation.

When the interest rate is placed as the independent variable, it is known that the contribution of the
interest rate is 95.6% to the interest rate itself, in the first period. Furthermore, this period also saw the
contribution of GDP growth of 0.92% and the contribution of inflation of 3.47% to interest rates. In this
period, government policies for the business world and government policies for MSME actors have not
contributed to interest rates. In the second period, the interest rate contributed 83.25% to the interest
rate itself. The interest rate in this period was also contributed by other factors, namely GDP growth
(10.15%), inflation (5.04%), government policy for the business world (1.5%), government policy for
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MSME players (0.5%). In subsequent periods, the contribution of the interest rate to the interest rate
itself decreased consistently from period to period. Meanwhile, GDP growth, inflation, government
policies for the business world, and government policies for MSMES have consistently contributed to
interest rates with an upward trend. From the results of this analysis, it can be said that GDP growth,
inflation, government policies for the business world, and government policies for MSME actors have
an important role in interest rates.

Next, dummy 1 (government policy for the business world) is positioned as the independent
variable. Government policies for the business world contributed 91.40% to government policies for
the business world itself, in the first period. Government policies for the business world were also
contributed by other factors, namely GDP growth (0.7%), inflation (6.65%), and interest rates
(1.87%). Government policies for MSME actors began to contribute to government policies for the
business world starting in the 2" period. Starting from the 2" period, the contribution of government
policies for the business world to government policies for the business world itself has consistently
decreased from period to period. Meanwhile, other factors, namely GDP growth, inflation, interest
rates, and government policies for MSME actors have consistently contributed to government policies
for the business world with an increasing trend. From the results of this analysis, it can be concluded
that GDP growth, inflation, interest rates, and government policies for MSME actors have a strategic
role in government policies for the business world.

The last is when the government's policy for MSME actors becomes the independent variable. In the
first period, government policies for MSME actors contributed 23.27% to government policies for
MSME actors. The amount of this contribution is relatively small. Government policies for MSME
actors were also contributed by other factors since the beginning of the period; GDP growth contributed
0.07%, inflation contributed 8.75%, interest rates contributed 2.4%, and government policies for the
business world contributed 65.58%. In the 2" period and subsequent periods, the contribution of
government policies for MSME actors to government policies for MSME actors formed a consistent
declining pattern from period to period. Meanwhile, GDP growth, inflation, interest rates, and
government policies for the business world have consistently contributed to government policies for
MSME players with an increasing trend from period to period. This analysis shows that government
policies for the business world are the most sensitive in responding to government policies for MSME
actors. Nevertheless, GDP growth, interest rates, and inflation still play an important role in government
policies for MSME actors.

Economic growth is very sensitive to macroeconomic conditions especially in conditions of a
prolonged pandemic. Inflation and interest rates are factors that are very quickly responded to by
economic growth (Amu et al., 2021). Each country has its own policies to deal with all the impacts of
the Covid-19 pandemic, which triggers an economic shock. The countries of Austria, Portugal, Sweden,
France, Italy, and Spain have implemented a lockdown policy for a certain duration, to anticipate the
spread of Covid-19. The results of an empirical study state that a long lockdown will have a negative
impact on economic growth, while a lockdown with a short duration of time will not have a significant
impact on economic growth (Coccia, 2021). In the context of economic recovery during a pandemic,
the Indonesian government has implemented quite several policies, including policies for the business
world and MSME players. The policy was launched to encourage economic growth. But the
implementation of these policies is not able to encourage economic growth.

Panel Data Regression Analysis with Fixed Effect Model

Table 1 is the result of regression analysis with the dependent variable in the form of economic growth
(GDP). With an error tolerance of 5%, bank lending has a positive effect on GDP growth. Bank lending
to the real sector will encourage the development and progress of the real sector, which will have an
impact on increasing GDP growth. This finding is like the results of previous studies which stated that
high productive lending will be followed by high economic growth (Alpanda, 2021; Bayar et al., 2020;
Flamini et al., 2019).

The collection of TPF has a positive impact on GDP growth. The high collection of deposits has
great potential to increase bank lending, so that high productive lending will support economic
growth. This finding supports the findings of previous studies which state that there is a positive
correlation between bank deposits and economic growth (Alpanda, 2021; Flamini et al., 2019; Frait et
al., 2015). Furthermore, macroeconomic factors in the form of inflation and interest rates have a positive
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effect on economic growth. This is similar to the findings of previous studies which concluded that
inflation and interest rates are the most sensitive factors to which GDP growth responds (Amu et al.,
2021). The next finding is that there is no influence between dummy 1 and dummy 2, which represents
government policies for businesses and SMEs, on GDP growth. Government policies for the business
world and MSME actors were issued at the beginning of the Covid-19 pandemic with the aim of
providing stimulus to the real sector, so that it remains dynamic during the pandemic. This finding
indicates the ineffectiveness of government policies for the business world and SMEs to encourage
national economic growth.

Table 1. Regression Coefficient (Dependent Variable: GDP Growth)

Variable Coefficient Probability

Constant -4.31 0.0000
Credit 0.57** 0.0275
TPF 2.92** 0.0086
Income 1.06*** 0.0000
Assets 2.26* 0.0676
Inflation 1.48*** 0.0000
Interest Rate 1.49%** 0.0000
Dummy1 -1.21 0.1362
Dummy?2 -1.266562 0.1233
R? 0.77

Prob (F-stat) 0.00

Source: Results of data processing with EViews 10
Description: *** significant at 99% level; ** significant at 95% level, * significant at 10% level

This research data is banking data in Indonesia in aggregate, without classifying Islamic banks and
conventional banks. In essence, the two types of banks have different business concepts in terms of
operational guidelines and practices. Not only conventional banks, Islamic banks also target MSMES
as a strategy to support real sector growth. Without the concept of interest, Islamic banks tend to be
more suitable as a means of productive financing because they refer to profit sharing or revenue sharing.
The concept of profit sharing or revenue sharing is more flexible because it refers to real results, not
predetermined interest.

Based on studies conducted on Islamic banking and conventional banking in Turkey, it was found
that Islamic banking made a fairly good contribution to the development of the real sector. When
compared with conventional banks, the contribution of conventional banks to the growth of the rial
sector is greater. This is because Islamic banks are still in the development stage, unlike established
conventional banks (Kazak et al., 2023).

A study conducted on 12 Islamic banks and 21 conventional banks in six OIC countries: Pakistan,
Bangladesh, Indonesia, Malaysia, United Arab Emirates and Turkey in 2016-2022 measured the
performance of Islamic banks and conventional banks. The study found that before Covid-19, Islamic
banks performed well due to lower withdrawals and better Calmar ratios compared to conventional
banks. During the Covid-19 pandemic, conventional banks performed better than conventional banks.
A study conducted on 12 Islamic banks and 21 conventional banks in six OIC countries: Pakistan,
Bangladesh, Indonesia, Malaysia, United Arab Emirates and Turkey in 2016-2022 measured the
performance of Islamic banks and conventional banks. The study found that before Covid-19, Islamic
banks performed well due to lower withdrawals and better Calmar ratios compared to conventional
banks. During the Covid-19 pandemic, conventional banks performed better than conventional banks
(Ghouse et al., 2022).

Conclusion and Recommendation

The conclusion of this study is that government policies for the business world and MSME actors in the
context of overcoming the impact of Covid-19 have not been effective. The government's policy for the
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business world and MSME players is aimed at providing stimulus to sectors that had stalled due to the
Covid-19 pandemic. The hope is that economic conditions will remain stable even during the Covid-19
pandemic. The results of the analysis show that the implementation of the two policies has not been
optimal in encouraging national economic growth. The response function graph shows the negative
response of GDP growth to these policies. This finding further strengthens the field that shows negative
economic growth in the last few quarters.

Furthermore, from the analysis of variance decomposition, it can be concluded that the performance
of bank financial institutions also contributes to national economic growth. Bank lending, collection of
bank deposits, bank income, and bank assets are quite sensitive in responding to GDP growth, as a
proxy for national economic growth. On the other hand, the inflation rate, interest rates, government
policies for the business world, and government policies for MSMEs are seen to contribute to GDP
growth.

Thus, it is necessary to harmonize the movement of banking with economic growth to accelerate the
national economic recovery. Instability in the banking sector will jeopardize financial stability and have
long-term adverse consequences. This is because there is a causal relationship between the stability
indicators of the banking sector and national economic growth.

This research analyzes banking credit data in aggregate, it has not yet mapped credit distribution
based on economic sectors, so that further research can use data on banking credit distribution based on
economic sectors. This is intended to see the contribution of each economic sector to national economic
growth.
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