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Bank credit is crucial to boost economic growth and
preserve financial stability during the COVID-19 pandemic.
However, a previous study has yet to establish the state of
bank credit in the financial cycle during the COVID-19
pandemic in Indonesia. This study discovered different
categories of banking credit dilemmas during the COVID-19
pandemic in Indonesia, including mild category, moderate
category, heavy category, and very heavy category. During
the global pandemic from 2019 to July 2021. This study used
monthly development of the Ed Waves Index model
through the Financial Report of Bank Indonesia. The
pressure dilemma includes moderate category (1 time), mild
category (1 time), heavy category (2 times), and very heavy
category (1 time) which indicate that there is serious
pressure on financial stability and economic growth in
Indonesia during the outbreak. This research makes an
important contribution to the banking sector and Bank
Indonesia in controlling the bank's soundness through
distribution channels of credit and a stable financial cycle as
well as economic growth in Indonesia during the COVID-19
pandemic.

This is an open access article under CC-BY-NC 4.0 license.

Introduction

In the economic concept, bank credit is a monetary instrument that is indirectly
under the control of the Central Bank, through banking activities to support the goals and
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objectives of the Central Bank in maintaining financial stability and consistent economic
growth (Basmar et al.,, 2022). The important role of bank credit is certainly inseparable
from the world economy (Khan et al.,, 2015), where its usefulness is needed for both
developed and developing countries in carrying out their economic activities. Despite
developed countries having advanced technology, the likelihood of a banking crisis is
increased by higher external debt (Gaies & Nabi, 2021). Developing countries urgently
require bank credit to complete the process of creating an infrastructure for economic
activity in the real sector, which serves as the fundamental building block of the economy
for improved financial performance through financial stability and consistent economic
growth (Céspedes et al., 2013).

The development of the economy experienced a shift, in which in theory the
behavior of banking credit in an economy became controversial, the shift occurred because
maximum credit distribution was no longer a driver of financial stability and economic
activity for both developed and developing countries (Bernanke et al., 1999). Bank credit is
expanding quickly in developed countries, where central bank policy favors low-interest
rates and efficient credit distribution (Rafique et al., 2021). But in the long term, it causes
damage to the financial system, which has an impact on the collapse of several financial
institutions due to shifting credit treatment (Basmar et al., 2019). On the other hand, bank
lending channel in developing countries fosters the economy (Abuka et al., 2015). Behind
this situation, damage to the banking system occurs because lending has an effect on the
financial performance of the banking system itself (Harun et al., 2014; Wahyudi et al.,
2019). High non-performing loans affect capital (Sebayang, 2020), which has an impact on
decreasing the soundness of banks in the long term (Huljak et al., 2022).

Later, the bank credit dilemma led to issues for the global economy, including the
Covid-19 pandemic (Erdem & Tsatsaronis, 2013). It has an effect on the economy, slowing
down the expansion and development of the global economy (Ajello, 2016; Paradiso et al.,
2013). The function of bank credit is no longer clear and inconsistent, both theoretically
and practically. Due to this controversy, bank credit performance is under pressure. Loans
are necessary to boost economic activity, but unchecked lending also contributes to
financial instability (Soeikromo, Roeroe, & Rumokoy, 2020). Another pressure occurs
when high loans in the long term carry very volatile risks (Caldara et al., 2016). These
loans can cause damage to the financial system for developing and developed countries
(Jermann & Quadrini, 2012). The ongoing Covid-19 pandemic has made this banking
credit dilemma a problem for the global economy (Albulescu et al., 2013). Causing world
economic growth and financial stability to slow down (Hafstead & Smith, 2012). The
changing pressure dynamics that fluctuate rapidly have resulted in the banking credit
function being in a dilemma, unclear, and inconsistent (Basmar et al., 2017; Borio, 2012).

The main issue of this inconsistency occurs due to several factors. First, The Central
Bank focuses on a high rate of economic growth; credit concessions offered by banks
through their interest rates will make it easier to meet its targets (Ma & Zhang, 2016).
Second, the banking sector tends to take into account the amount of profit obtained
through the amount of credit disbursed (Magdalena, Marpaung, & Indira, 2019). Third,
most of the banking credits are given to large industrial sectors (Dell’Ariccia, 2021), which
are very vulnerable to system damage when there is economic pressure. Fourth,
Indonesians use credit quite frequently, which is consistent with the idea that developing
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nations need quick financial flows for their financial transactions to be completed (Agénor
& Pereira da Silva, 2013; El Karfi & Mentagui, 2020).

The financial cycle movement has an effect under external and internal pressure,
such as the Covid-19 pandemic that affects financial activities both directly and indirectly
(Bank Indonesia, 2019). This proves that the effectiveness of monetary policy has not been
properly responded to through bank credit activities, the large or small influence of loans
disbursed does not have a strong effect on economic growth or the financial stability level
(Chen et al., 2015). This gap has resulted in conceptual rigidity in the lending policy
application, which creates a dilemma for the banking sector. A previous study has yet to
establish the state of bank credit in the financial cycle during the Covid-19 pandemic in
Indonesia. Therefore, this research intends to assist the banking sector and the Central
Bank in making decisions through appropriate monetary policy, particularly in lending
policy during the Covid-19 pandemic.

Method
Research Design

The state of the art of this research refers to the theory of the relationship between
the financial sector and market developments (Claessens et al, 2012; Sudarmanto et al,
2021a; Rahmadana et al, 2021). Based on theory and several previous studies, a
quantitative descriptive model for this study is presented. The findings will serve as the
foundation for measurement when problems and phenomena persist, and this research
can help relevant parties make and decide on appropriate policies under uncertain
situations.

Sample Selection and Data Sources

The measurement of this banking credit dilemma uses secondary data from the
Central Bank Financial Statements which is collected in a time series (monthly), starting
from the spread of the Covid-19 Pandemic in December 2019 until the time the research
was conducted (July 2021). Due to the Covid-19 pandemic, the final limit of its spread has
not been determined, and the limitations of this data can be developed for further
research.

This study uses the development of the Ed Waves Index model (Kydland et al, 1990).
The development process lies in the technique of releasing the independent variable from
the pressure of the dependent variable through pressure filtering, which was tested with
tinancial cycle pressure during the Covid-19 Pandemic in Indonesia.

Instrument and Data Analysis

This study focused on the development of the financial sector, through the theory of
balance in the economic equation, where the function of bank credit (a) as a banking
activity in channeling credit through investment and economic growth (Basmar et al,
2021). These results become the concept of economic balance, the amount of credit
disbursement drives financial cycle activity (), which is a measure of financial stability
and economic growth (Khan et al., 2015).

a=p (1)
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The next stage was the financial filtering of the Ed Waves Index measurement model
by breaking down the two main elements in the balance theory in stages (Equation 1),
which is shown in Equation 2.
a=Li{+LE+X¢ (2)

Equation 2 describes the size of bank credit such as Working Capital Credit (X C =
Ea-XE+Xg)/ X a)*100%), Investment (X E=XZ a—-(ZC+Xc)/ X a)*100%), and
Consumption (Z¢=(Za—- (2 C+X &)/ X a)* 100%), therefore credit measurement used
these 3 indicators. In Equation 2, the credit wave moves according to its function, if there is
a change in pressure on the credit indicator from Equation 2 then the wave moves to form
Equation 3.
amax= (L C+ L &+ X G) av001 (3)

Equation 3 identifies that banking credit pressure moves maximally through the
limits of movement above the normal pressure of credit waves, in this equation, the
economy will experience an increase in financial activity through an increase in credit
applications, assuming that this increase does not receive strong external pressure, purely
because there is a positive relationship to economic growth. On the other hand, normal
economic conditions and stable credit distribution, with the assumption that bank lending
occurs due to changes in the level of public needs. Bank credit moves in the normal range.
This increase has no effect on financial activities as described in Equation 4.

Onor= (L C+ X & + X g)o.o1>a<0.01 4)

Equation 5 explains that bank credit growth is experiencing a slowdown, marked by
slower financial activity, with normal assumptions without pressure from macroeconomic
and microeconomic variables. The slowdown occurs because people's needs are reduced,
resulting in a slowing of financial turnover, which in theory has an impact on damage to
the financial system for a long period, this can be illustrated in Equation 5.

Omin= (L L+ XL &+ L Q) a<001 (5)

The balance in this measurement refers to Equation 1. After knowing the pressure
and movement of bank credit, the next step is to measure the financial cycle wave ([3)
which is economic activity on financial stability and economic growth.

Theoretically, the measurement of the financial cycle refers to the measurement of
bank credit, the greater the number of bank lending, the greater the change in financial
stability and economic growth, the figure is shown in Equation 6

B=L(C+E+q) (6)

The next development stage was to measure the movement as a comparison
indicator in the pressure of the banking credit dilemma. The measurement means that the
financial cycle waves were only influenced by bank credit pressures (assuming that other
economic indicators are considered to have no impact on the financial cycle development),
to provide convenience in measuring the movement financial cycle waves, following
Equation 7:

Pmax= 2L (C+ & +G) w001 7)

Edwin Basmar et al. (Bank Credit in Financial Cycle during Covid...)


http://issn.pdii.lipi.go.id/issn.cgi?daftar&1461036652&1&&

-ISSN: 2503-4235
257 Shirkah: Journal of Economics and Business P

Vol. 7, No. 3 (2022), page 253-266

The next step was to measure changes in the financial cycle because the response to
pressure changes, with normal limits and pressures. Therefore, any increase in bank credit
pressure will have an effect on financial activity and changes in the economy. In this state,
bank credit pressure is said to be strong (assuming that there is no pressure either
internally or externally) The change can be seen in Equation 8.

Bror=X (C + & + C) 0.01>a<0.01 (8)

The next measurement focuses on the financial cycle wave movement through the
response of bank credit pressures which indicates a decline in wave to the lowest point,
with an effect on financial stability pressure and economic growth. This pressure is
moving in a negative area, which indicates a wave of financial cycle turbulence that is less
effective on the economy. This concept can be described in Equation 9

Pmin=X (C + &+ C) ac0.01 9)

Equations 1 to Equation 9 describe the balance between the wave movement of bank
credit and the financial cycle under normal pressure (not influenced by other indicators),
the balance level of the wave will be shown in the following equation,
(EC+XZE+EQ)e001=2L (C+ E+C)a001 (10)

Equation 10 shows a balance, where maximum banking credit pressure has a
positive influence on the financial cycle, as seen through the pressure reaction that moves
in balance and is in line with the bank credit pressure and movement. This measurement
was carried out on both waves of banking credit and the financial cycle in the positive

area.
(X C+ZE+ LG oao0 = X (C+ & +G)oo>ac001 (11)

Equation 11 describes the shape, direction, and pressure of bank credit wave and the
financial cycle in a stable condition, this concept indicates that the lending rate to the pace
of financial cycle movement is responded to through the same pressure. This equation
shows that the credit provided size by banks will drive financial activity in a neutral zone
and will not have a negative impact on financial stability and economic growth.
(ZC+LZE+LG)ac001= L (C+ E+G)acoon (12)

Equation 12 shows the activity at a critical point of bank credit which makes the
financial cycle waves respond positively to any given pressure. This equation indicates the
existence of financial activity that moves not follow economic policies that affect the
development and growth of the economy. Through the movement of the banking credit
wave with the financial cycle wave, the dilemma size refers to the Ed Waves Index model
development, then the dilemma occurs when there is a change in pressure in one wave
that is not responded well by another wave.

The financial imbalance occurs because there is maximum pressure on one wave and
another wave responds in the opposite direction, this indicates a breakdown in the
financial system through the financial system movement. The dilemmatic pressure on this
indicator wave is divided into several types of measurements.
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1. The Mild Category
This measurement is carried out when the wave pressure of bank credit moves very
dominantly compared to the response of the financial cycle wave. The credit
movement moves higher, while the financial cycle wave still responds to changes in
credit pressure through normal movements. This is described in Equation 13.
(EC+ZE+XG)a001=1 (C+ &+ G)0015a<0.01 (13)

2. The Moderate Category
This 2 illustrates that the financial credit wave is not responded well or is responded
slowly by the pressure of the financial cycle wave pressure, causing the waves to
move opposite each other as illustrated in Equation 14.
EC+LE+XQ00=2 (C+ & +C)a<o01 (14)

3. The Heavy Category
This measurement is different from the previous situation. The banking credit wave
behavior is stable and the financial cycle wave responds to the maximum, the wave
experiences a shift in the balance between pressure and each wave response as
explained in Equation 15.
(ZC+ X E+ X g)oa001=XL (C+ &+ Q) asv.01 (15)

4. The Moderately Heavy Category
This dilemma shows that there is a delay in the relationship between the wave of
banking credit and the wave of the financial cycle, making the waves move in parallel,
the delay process occurs in both waves. It can be described in Equation 16.
(EC+X &E+ X Qoosaco01=2 (C+ &+ ¢) a<o.01 (16)

5. The Very Heavy Category
This dilemma is characterized by maximum attachment, through changes in the bank
credit wave which move under strong negative pressure, but the response of financial
cycle wave is shown by maximum movement and becomes a controversial pressure
between credit wave and financial cycle wave, the situation is shown by Equation 17.
EC+LE+XQa<001=2L (C+E+C)awo01 (17)

6. The Extraordinary Category
The measurement was carried out because the banking credit wave pressure was in a
negative area, and was responded by the financial cycle wave with normal pressure,
this dilemma resulted in the banking credit wave pressure not affecting the financial
cycle behavior, this condition of bank credit did not have a negative impact on the
economy. It can be translated in Equation 18.
(EC+ X E+XQ)a<001=L (C+ &+ G)001>a<0.01 (18)

Results

The waves of bank credit and the financial cycle fluctuated with different pressures
during the Covid-19 pandemic. The wave movement occurs through intensity and
patterns with different forms of pressure and response during the Covid-19 Pandemic
period and until now. The close relationship between the banking credit wave and the
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financial cycle pressures is presented in Figure 1 and Table 1.

The Bank Credit and Fimancial Cyde Wawe=s During Cowid 19 Pandemic

Wawes Dilemma Pericd

| —— Financial Cycle —— Banking Credit |

Figure 1. Bank Credit to the Financial Cycle During the Covid-19 Pandemic in Indonesia

The Covid-19 Pandemic caused the overall economy to slow and become more
erratic, putting a tremendous amount of pressure on financial and business activities.
These alterations turn credit waves and financial cycles into waves that move freely
through negative and unpredictable areas. The uncertainty in the wave movement
becomes a dilemma for banks and the Central Bank as the financial sector is difficult to
make decisions on the symptoms of declining banking health levels based on the pressure
severity from the two waves interaction. Free moving pressure is measured through wave
rhythms as pressures that affect financial activity during the Covid-19 Pandemic as
described in Table 1.

Table 1. The Pressure of the Waves of Bank Credit and Financial Cycle in Indonesia

Period o B Dilemma Correlation
I +0.020 A -0.027 A Moderate Weak
II +0.010 A -0.014 A Mild Normal
III -0.005 A -0.019 A Heavy Strong
v -0.007 A -0.020 A Heavy Strong
v -0.011T A -0.021 A Very Heavy Very Strong

The pressure from credit behavior on the financial cycle occurs because the
relationship between the two waves experiences different pressures, this change appears
in each period as in the first period, where the wave pressure shows that lending is at the
highest level (a = 0.020 A), when the economic capacity is sluggish due to the Covid-19
Pandemic, then the pressure loosens because there is a time difference between the credit
pressure speed and the financial cycle response ( = - 0.027 A). This model is classified as a
moderate category with weak correlation.

In the second period, the pressure on bank credit improved through a safe level of
lending (a = 0.010 A). This was balanced by a wave response to the financial cycle (f = -
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0.014 A) in the wave pressure form with a regular pattern and stable movement. This
belongs to the mild category with normal relationship implications.

The third period shows that the behavior of banking credit activities experienced
significant pressure (a = - 0.005 A) due to damage indications to the banking system and
the financial system in general, the depth of pressure which was responded by the
financial cycle wave experienced a strong contraction (8 = - 0.019 A). It is classified as a
heavy category with a strong relationship implication.

In the fourth period, the bank credit wave development became less concentrated,
and the response to credit movements increased in a short time and decreased again (a = -
0.007 A) due to the large pressure in the previous period. The concept of credit behavior
saturation made financial activities carry out adaptation through a positive response to the
financial cycle wave (3 = - 0.020 A) quickly, based on the same pattern and pressure. This
pressure belongs to the heavy category with a strong level of relationship attachment.

In the fifth period, the movement of the bank credit wave deepened, with the
movement intensity towards an acute depression (a = - 0.011A). This pressure depth was
largely influenced by the severity of the pressure relationship that occurred in the
previous period, making it difficult for the financial cycle wave activity to shift to the next
period. the movement limitations of the financial cycle tend to be in the negative area with
a fairly deep level of significance ($ = - 0.021 A), this period is included in a very heavy
category dilemma, and the relationship is classified as very strong.

Overall, Figure 1 and Table 1 indicate that the banking credit dilemma picture
through the wave pressure that occurred during the Covid-19 Pandemic in Indonesia was
categorized into four types of dilemmas, including the moderate, the mild, the heavy, and
the very heavy category dilemma, which show a close relationship through a continuous
pattern between bank credit pressures and the wave of financial cycles in Indonesia during
the Covid-19 pandemic.

Discussion

The main force behind financial stability and economic growth is bank credit, which
has an effect on the financial cycle. The quality of the loan portfolio and bank profitability
were negatively correlated with unfavorable economic conditions, which led to credit
losses and increased bank provisions (Naser, 2019). This study has examined that, first,
during the Covid-19 pandemic in Indonesia, there was a significant correlation between
financial activity (bank credit) and the rate of economic growth (financial cycle). Hence,
the assumption in this research is acceptable. Due to the Covid-19 pandemic pressure,
which abruptly changed the overall financial behavior of both the banking sector and the
business sector, the distribution Credit experienced a shock, which caused the growing
movement to start slowing down (Claessens et al., 2012).

The movement toward bank lending has a positive and significant response to
economic growth with very heavy pressure in several periods (identification from
three periods correlation identified as heavy to very heavy pressures). The results of this
study confirm the previous research conducted by Basmar et al. (2022) that the dilemma in
banking credit distribution is increasing compared to when the economic conditions were
normal, causing the banking intermediary function to be unable to run optimally through
the declining deposits and lending process. This downward reaction affects financial
activity on economic growth (financial cycle) because the amount in circulation is getting
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less, the reaction to a reduction in the money supply is of particular concern to Bank
Indonesia, through monetary policy of lowering interest rates will stimulate normal
financial circulation. In line with the Bank Indonesia regulations, the banking sector has
again disbursed credit amid the difficult pressures in obtaining large deposits. This is
because more bank loans are viewed as having a favorable effect on economic growth
(Awad & Karaki, 2019).

The financial shock in the banking sector significantly affects the bank soundness.
Bourkhis and Nabi (2013) describe that a financial crisis has an impact on banking
soundness. Credit, inflation, and real GDP growth are all adversely and significantly
impacted by an increase in non-performing loans (Klein, 2013). A large amount of credit
disbursement in the past had an effect on increasing Non-Performing Loans, due to the
debtor’s inability to repay their loans, the government's statement to continue to carry out
activities at home during the pandemic puts pressure on the banking sector which is
experiencing sluggishness from debtor credit installments. On the other hand, banks must
continue to survive with increasingly fragile conditions due to the large costs that must be
borne by banks for the increase in non-performing loans.

The bank credit in this study cannot be separated from the Bank Indonesia rules in
maintaining banking soundness. When banking pressures are getting heavier, banks still
have to disburse credit with the aim that financial activities can support economic activity
(financial cycle), but on the other hand, banks must hold back lending to prevent Non-
Performing Loans from increasing which results in high costs for the risk of the bad loan
during Covid-19 Pandemic. Banks still provide credit to ensure community welfare. This is
confirmed by Roy et al (2021) that credit has a significant favorable effect on poverty
alleviation.

Second, this study also shows the lending effect on the business sector (Chen et al.,
2022). The banking sector pressure has an effect on the business sector financial
circulation, the business sector uncertainty is a complement to the economic growth
process during the Covid-19 Pandemic, this pressure is explained by a significant decrease
in income in the business sector, on the other hand, production prices are increasing,
therefore business people need large capital to maintain their company's operations. The
increasing capital process can only be obtained through the banking sector, but it cannot
be resolved properly, because both sectors are under equal pressure. Economically, the
exporters' behavior using the exchange rate had many effects on the banking industry and
economic growth after the economic growth (financial cycle) experienced an acute
depression.

The deep pressure on the financial cycle extends to other sectors, in line with the
demand large level of money during the Covid-19 Pandemic in Indonesia. Although the
need for money in the business sector is growing to maintain business operations and spur
growth, this condition is out of proportion with the money supply, which causes a great
deal of sluggishness in the business sector in generating profits and making it difficult to
pay back loans. The banking sector also established the prudence principle in lending to
all business sectors to solve this issue, which creates a dilemma for both the banking sector
and the business sector. To overcome uncertainty, the business sector must be supported
by capital and income as the main basis for business operations. Capital is increasing when
the Covid-19 pandemic pressure continues. The close relationship between economic
growth and business activities must be supported by strong financial activities through the
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banking sector, while financial stability has a close relationship with banking sector
activities through monetary policy, especially on macroeconomic and microeconomic
activities which are elements that influence the financial cycle movement during the
Covid-19 Pandemic.

Third, the financial dilemma level in the banking sector and the business sector has
become a concern of Bank Indonesia. The prolonged effect of this results in an acute
stimulus to financial activity in the economy, resulting in a financial depression that will
lead to a financial crisis. This pressure impact resulted in quite large losses that were borne
over a long time as a correcting process of the financial system pressures. The banking
credit dilemma is very risky, financial instability begins with a weakening growth rate
from time to time, the consistency of this decline has a multiplier effect on various
macroeconomic elements, indirectly increasing the burden on Bank Indonesia in
controlling the movement and pressure on financial activities as a whole.

The effects spread of the banking credit dilemma can be measured through the
monetary policy function (Rey, 2015), particularly the credit channel and the interest rate
channel. In line with Bank Indonesia's goals and objectives to increase growth and
maintain financial stability, conditions are becoming increasingly difficult because to
achieve the target one must use monetary policy instruments in the credit channel and
interest rates, on the other hand, monetary policy is not effective in achieving growth
without using other monetary instruments such as inflation and exchange rates.

The banking credit crisis has impacted financial activity and economic growth in a
snowball effect. To break the heavy chain pressure, various measures are taken, such as
lending under the precautionary principle to reduce non-performing loans because it
affects the bank soundness through high costs and lowering banking capital, or banks
resolve non-performing loans by selling debtor assets to overcome banking cost pressures.
In addition to providing debtors with relief from installment payments, banking also
reduces interest rates to enable the business sector to operate. Despite economic
uncertainties due to the pandemic (Abdelkafi et al., 2022; Altig et al., 2020; Choi, 2020), in
some ways, financial activity affects the rate of economic growth during the Covid-19
pandemic by preventing potential bad loans or the closure of business operations.

In addition to restructuring debtors' finances and tightening banking soundness,
Bank Indonesia's efforts to revive financial activities serve as a foundation for preventing
financial pressure from having a systemic impact on other sectors. Other efforts include
controlling macroeconomic elements because they more or less affect financial stability
and economic growth, and macroeconomic indicators are a single unit that can affect the
growth rate of credit distribution.

Conclusion

The bank credit dilemma manifests itself in Periods 3 through 5 with escalating press
ure, in line with the financial balance theory. Under pressure, the prudence concept in the
distribution of bank credit prevents the supply of money from anticipating the high
demand for money. In light of this circumstance, Bank Indonesia has focused on
preserving financial stability and economic growth in Indonesia during the Covid-19
Pandemic. Using the Ed Waves Index development model, this study examines the
banking credit conundrum against the financial cycle during the Covid-19 Pandemic. The
findings of this study show a significant relationship between financial activity and
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Indonesia's concept of an Islamic economy. Financial stress on financial activity wave with
serious depression in the Indonesian economy is a result of pressure on Islamic Banking's
financial movement.
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