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Abstract
*Corresponding This study aimed to analyze the factors that affected the financing supply of
authqr: Islamic banking during the COVID-19 outbreak in Indonesia. The variable of
E-mail: financial performances of Islamic banking such as Return on Assets (ROA),

m.anifafandi@ummetro  capjtal Adequacy Ratio (CAR), Financing to Deposit Ratio (FDR), and Non-

acid Performing Financing (NPF) was used as the independent variables.
Meanwhile, the impact of the COVID-19 pandemic was analyzed through a
dummy variable. Furthermore, each of the independent variables and the
dummy variable was tested its influence on the dependent variable, the
financing supply of Islamic banking, by using a proxy of the total financing.
Ordinary Least Square (OLS) with double log model used as a data analysis
technique, and the results showed that the variable of ROA had a positive
but not significant effect on the financing supply. Variable CAR and FDR each
showed a negative and not significant effect on the financing supply. In
contrast, the variable of NPF showed a negative and significant effect on the
financing supply. Meanwhile, the COVID-19 pandemic contributed to giving
a positive and significant difference effect to the financing supply than
before the presence of COVID-19 in Indonesia. The results of this study
proved that the phenomenon of the credit crunch in Islamic banking relative
could be addressed during the COVID-19 outbreak in Indonesia.
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I. Introduction

1.1. Background

Since established as a global pandemic by the World Health Organization (WHO) in March
2020, Coronavirus Disease 2019 (COVID-19) not only have an impact on the health
problems, but also spread to the financial sector. According to the World Bank (2020), the
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financial sectors face a tough challenge during pandemic COVID-19 outbreak which has the
potential for the occurrence of the financial crisis due to the main activity of the financial
sector in particular lending experienced a slowdown caused by the credit demand
decreased in households or MSMEs due to the restrictions of human activity (lockdown)
which leads to a decrease of the profitability of the business.

Indonesia is one of the countries which has been affected by the presence of COVID-19
pandemic since the existence of the first positive case in March 2020. Based on the report of
Bank Indonesia (2021), the activity of banking intermediation in Indonesia has experienced
weak performance caused by the contraction of credit amounted to 2.41 percent (y-o-y) at
the end of December 2020 although Third-Party Funds (DPK) actually increased by 11.11
percent (y-o-y). The weak activity of banking intermediation is caused by the low demand
for credit and the prudence of banks in lending to the consideration of credit risk that is
high during COVID-19 pandemic, which is characterized by an increasing in the ratio of non-
performing loans amounted to 2.53 percent in December 2020 compared to December
2019 (Bank Indonesia, 2021).

Based on the above explanation, the condition of the banks in Indonesia during COVID-19
pandemic experience the phenomenon of the credit crunch that is a condition of declining in
lending due to the declining in demand for credit and the reluctance of banks to extend
credit because the precautionary principle that is high during COVID-19 pandemic (Bank
Indonesia, 2021). These circumstances if left protracted course may affect the instability of
the financial system and the economy more broadly. Then, this study wants to know from
the perspective of micro-prudential which is through the financial performances of Islamic
banking in Indonesia, which tested its influence to the financing supply with a proxy of the
total financing as a reflection of the credit crunch. The selection of Islamic banks as the
object of research is based that the sector of Islamic banking financing still accounted for
the numbers of positive growth despite a slowdown amid COVID-19 pandemic in Indonesia
throughout the year 2020, so that this study wants to prove those data scientifically (Bank
Indonesia, 2020).

In addition, as the foundation in this study, it is necessary to conduct analysis of the extent
to which this research topic has been reviewed by previous researchers. Based on the
searches conducted, it was found that previous studies with similar topics were still tends
to be quite limited as it were done by Colak & Oztekin (2019) and Hasan, Politsidis &
Sharma (2020). Both of these studies have not been using the Islamic banking as an object
of study but rather use the data of the conventional bank with the type of panel data among
several countries around the world. Then, the data usage of Islamic banking as the research
object in this study is expected to close the gap study or be a novelty in this study.

1.2. Objective

Based on the background above, it is known that previous studies with similar topics were
still likely to be limited and not using Islamic banking as the research object, so that this
study, which aims to close the gap of the research and to analyze the factors that affect the
financing supply of Islamic banking amid the COVID-19 outbreak in Indonesia.
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II. Literature Review

2.1. Background Theory

Credit or financing supply is the ability and willingness of banks in providing financing to
the customers (Manaresi & Pierri, 2018). Financing supply plays an important role for the
activity of banking intermediation. Banking with the conditions of good financial
performances and supported with good quality lenders will determine the amount of bank
lending to the customers (Imran & Nishat, 2013; Altavilla et al., 2018; Busmante, Cuba &
Nivin, 2019).

However, in the time of pandemic COVID-19 outbreak, banking assessed do the credit
crunch or the behavior of the limiting distribution of credit by using the strict prudential
principles because the credit risk that are rated high enough during COVID-19 pandemic
(Barua & Barua, 2021). Therefore, it is necessary to do a special treatment given the credit
crunch because it can affect the decreasing in the productivity of a company that can have
an impact on the declining in the economic growth of a country like that occur after the
onset of the financial crisis in 2008 by the OECD countries (Manaresi & Pierri, 2018).

2.2. Previous Studies

Previous studies in accordance with the context of this study were done by Colak & Oztekin
(2019) and Hasan, Politsidis & Sharma (2020). Golak & Oztekin (2019) conducted a study
on the impact of COVID-19 pandemic against the bank lending in 125 countries by the
method of difference-in-difference and conclude that bank lending was weak in the country
that was experiencing a health crisis due to COVID-19 pandemic. Factors that affect bank
lending depended on the financial condition of the bank, market structure, regulations and
other.

Meanwhile, Hasan, Politsidis & Sharma (2020) conducted a study on bank lending during
COVID-19 pandemic and summing up the results of study that the financing syndicated
globally has increased the cost which was triggered from the increasing in the exposure of
banks and corporate borrowers of funds that can trigger the occurrence of bad credit.

Another study that has discussed of this topic conducting before COVID-19 pandemic, such
as studies conducted by Chernykh & Theodossiou (2011), Imran & Nishat (2013), Malede
(2014) and Alkhazaleh (2017).

The studies that have been described above where appropriate with the context of this
study were not specifically use Islamic banking as the research object, then this study
sought to accommodate it to be able to close the gap of the research and make the novelty.
In addition, the use of Islamic banks as the object of this research is based on the report of
Bank Indonesia (2020), which stated that the financing of Islamic banking still accounted for
the numbers of positive growth amid COVID-19 pandemic in Indonesia, then this study is to
prove the data scientifically.

2.3. Conceptual Framework
This study uses independent variables in the form of financial performance ratios of Islamic
banks in the form of ROA, CAR, FDR and NPF. In addition, this study also uses a dummy
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variable that is COVID-19 pandemic with the notation 0 = before COVID-19 and 1 = during
the occurrence of COVID-19 in Indonesia, which is characterized by the first positive case in
March 2020. Whereas, the dependent variable used is the financing supply by using a proxy
of the total financing. Further, each independent variables and the dummy variable are
connected with the dependent variable to analyze the factors that affect the financing
supply of Islamic banks during COVID-19 pandemic in Indonesia. In more detail, the
relationship of each of these variables is described in the conceptual framework as follows:

ROA

CAR

FDR Tot Financing

NPF

D_COVID-19

Figure 1. Conceptual Framework
Source: Author

III. Methodology

3.1. Data

This study is a type of quantitative research to analyze the factors that affect the financing
supply of Islamic banks during COVID-19 outbreak in Indonesia. The type of data used in
this study is secondary data with the monthly period that is collected through the
publication of the Statistics of Islamic Banking, the Financial Services Authority, the
Republic of Indonesia during the period January, 2018 - January 2021. This study uses
several types of variables, independent variable, dummy variable and the dependent
variable. Independent variable used are the financial performances of Islamic banking such
as ROA, CAR, FDR and NPF. Dummy variable used is a dummy COVID-19 pandemic with the
notation 0 = before COVID-19 and 1 = during the occurrence of COVID-19 in Indonesia,
which is characterized by the first positive case in March 2020. Whereas, the dependent
variable used is the financing supply by using a proxy of the total financing.

3.2. Model Development

After data collection, further processing and analysis of data. Processing techniques and
data analysis used in this study is Ordinary Least Square (OLS). OLS method used in this
study is the double log model which is done by transforming all variables used. According to
Nachrowi & Usman (2018), the double log model used as a model to minimize the
weaknesses of the OLS model that is very difficult to interpret the value of the intercept that
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can result in interpretation which is not in accordance with the real conditions. The
regression model used in this study is as follows:

Yi = bo + b1 X1 + baXp + b3Xzi+ baXai + bsXs; + e (1)

The OLS double log model:

InY; = by + Inb;Xy; + InbyXy; + Inb3Xz; + InbyX, + InbsXs; + ¢ (2)

where:

Y; = total financing of Islamic Banking in Indonesia (Billion Rupiah)

i = the number of observations (37 time series data from January 2018 to January
2021)

b, = constant

X1 = Return on Assets (Percent)

X5 = Capital Adequacy Ratio (Percent)

Xsi = Financing to Deposit Ratio (Percent)

Xai = Non-Performing Financing (Percent)

Xs; = dummy COVID-19 (0 = before COVID-19 and 1 = during the occurrence of COVID-
19 in Indonesia, which is characterized by the first positive case in March 2020)

e; = error term

3.3. Method

This study uses OLS as data processing techniques and analysis. According to Sumantri &
Yudawisastra (2019), OLS is a method of statistical testing that aims to analyze the
influence of independent variables to the dependent variable by using at least two
independent variables as a predictor factor. Before the results of data processing can be
interpreted, then it needs to be done the classical assumption test such as multicollinearity,
heteroscedasticity and autocorrelation to guarantee that the resulting model has a meaning
or robust (Alkhazaleh, 2017). Hypothesis statistic used in the OLS is as follows:

Ho : by, by, b3z, bs, bs= 0 (X does not affect Y)
Hi: by, by, b3, bg, bs =0 (X affect Y)

IV. Results and Analysis

4.1. Results
After the collection and processing of the data, output OLS testing that is produced can be
shown in a table as follows:

Table 1. The Output of Ordinary Least Square (OLS) Test

Variable Coefficient  Std. Error t-Statistic Prob.
C 14.71546 1.579148 9.318607 0.0000
LOGROA 0.039746 0.033166 1.198408 0.2398
LOGCAR -0.135717 0.179428 -0.756387  0.4551
LOGFDR -0.386950 0.344633 -1.122788 0.2701
LOGNPF -0.304375 0.078127 -3.895911  0.0005
D_COVID 0.108584 0.015587 6.966400 0.0000
R-squared 0.865106
Adjusted R-squared 0.843349
F-statistic 39.76208
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Prob(F-statistic) 0.000000
Source: Computed by Author (2021)

Based on the above table, can be written OLS model used in this study as follows:

Tot Financing = 14.715 + 0.039 ROA — 0.136 CAR — 0.387 FDR — 0.304 NPF

+ 0.109 D_COVID19

From the equation OLS above can be interpreted as follows:

a.

The constant value of 14.715 meaning that the average financing supply which has
distributed by the Islamic banking before the pandemic COVID-19 outbreak in Indonesia
in March 2020.

The value of the b; variable ROA of 0.039 meaning that every increasing in ROA of
Islamic banks by 1 percent, it will increase the financing supply of 0.039 percent. Based
on the output of the OLS testing is known that the p-value of 0.2398 > o 0.05, then the
corresponding hypothesis can be decided that Hy is accepted or it can be concluded that
ROA has a positive but not significant effect to the financing supply of Islamic banks in
Indonesia.

The value of b variable CAR by -0.136 meaning that every increasing in CAR of Islamic
banks amounted to 1 percent, it will decrease the financing supply of 0.136 percent.
Based on the output of the OLS testing is known that the p-value of 0.4551 > o 0.05, then
the corresponding hypothesis can be decided that Hy is accepted or it can be concluded
that CAR has a negative and not significant effect to the financing supply of Islamic
banks in Indonesia.

The value of b3z variable FDR by -0.387 meaning that that every increasing in FDR of
Islamic banks amounted to 1 percent, it will decrease the financing supply of 0.387
percent. Based on the output of the OLS testing is known that the p-value of 0.2701 > a
0.05, then the corresponding hypothesis can be decided that Hy is accepted or it can be
concluded that FDR has the negative and not significant effect to the financing supply of
Islamic banks in Indonesia.

The value of by variable NPF by -0.304 meaning that every increasing in NPF amounted
to 1 percent, it will decrease the financing supply of 0.304 percent. Based on the output
of OLS testing is known that the p-value of 0.0005 < a 0.05, then the corresponding
hypothesis can be decided that the Hy is rejected, or it can be concluded that NPF has
negative and significant effect to the financing supply of Islamic banks in Indonesia.

The value of bs dummy variable of COVID-19 pandemic by 0.109 meaning that the
average financing supply of Islamic banks during pandemic COVID-19 outbreak in
Indonesia is higher than the financing supply of Islamic banks before pandemic COVID-
19 outbreak happening Indonesia in March 2020 as much as 0.109 percent. Based on
the output of OLS testing is known that the p-value of 0.0000 < a 0.05, then the
corresponding hypothesis can be decided that the Hy is rejected, or in other words it can
be concluded that there are positive and significant differences between the financing
supply of Islamic banks during the onset of the pandemic COVID-19 outbreak in
Indonesia compared to the financing supply of Islamic banks before the onset of the
pandemic COVID-19 outbreak in Indonesia.
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g. Based on F-statistic testing is known the probability value of F-statistic of 0.000000 < a
0.05 which means that simultaneously all the variables of financial performance of
Islamic banks significantly influence to the financing supply of Islamic banks in
Indonesia.

h. The value of R-squared of 0.865 meaning that the independent variables used in this
study are able to explain the variation of its dependent variable of 86.5 percent, while
the rest of 13.5 percent is explained by other variables that are not taken into account in
the model of this study.

4.2. Robustness Test

To make sure that the OLS model generated above has meaning or robust, it needs to be
done the classical assumption test consisting of multicollinearity, heteroscedasticity and
autocorrelation with the following output:

Table 2. The Output of Multicollinearity Test

LOGROA LOGCAR LOGFDR LOGNPF D_COVID
LOGROA 1 0.506 0.135 -0.705 0.121
LOGCAR 0.506 1 0.014 -0.719 0.458
LOGFDR 0.135 0.014 1 0.001 -0.219
LOGNPF -0.705 -0.719 0.001 1 -0.464
D_COVID 0.121 0.458 -0.219 -0.464 1

Source: Computed by Author (2021)

Table above explains that the value of correlation among the independent variables used in
the study none of which exceed 0.8, then it can be concluded that this study is free from the
problems of multicollinearity and can be continued by testing another classical assumption
test which is heteroscedasticity.

Table 3. The Output of Heteroskedasticity Test
Heteroskedasticity Test: Breusch-Pagan-Godfrey

F-statistic 2.080473 Prob. F(5,31) 0.0946
Obs*R-squared 9.296267 Prob. Chi-Square(5) 0.0978
Scaled explained SS 4.317854 Prob. Chi-Square(5) 0.5046

Source: Computed by Author (2021)

From the above table it can be seen that based on the heteroscedasticity testing by using the
method of Breusch-Pagan-Godfrey, a probability value of chi-square of 0.0978 > o 0.05
meaning that all the residuals have the same variant or called homoskedasticity.

Table 4. The Output of Autocorrelation Test
Breusch-Godfrey Serial Correlation LM Test:
F-statistic 1.844472 Prob.F(9,22) 0.1163
Obs*R-squared 15.91205 Prob. Chi-Square(9) 0.0687
Source: Computed by Author (2021)

The last classical assumption test is autocorrelation which aimed to determine the
correlation between the residuals that often occur on the type of time series data. Based on
the above table, it is known that the results of the autocorrelation test with the method of
Breusch-Godfrey Serial Correlation LM Test produces a probability value of chi-square of
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0.0687 > a 0.05 which means that the residuals contain no correlation, then it has been
freed from the problem of autocorrelation.

Based on the results of the classical assumption test consisting of multicollinearity,
heteroscedasticity and autocorrelation above, it can be concluded that the regression
models generated in this study has met all of the tests, so that the regression model in this
study can be said to have been valid as a predictor, which can then be carried out the
analysis of the results of this study.

4.3. Analysis

From the results of OLS test is known that the variable of ROA has a positive but not
significant effect to the financing supply. That result is not in accordance with the results of
study conducted by Alkhazaleh (2017) which stated that the ROA had positive and
significant impact on commercial banks lending.

Another result of OLS test is known that the variable of CAR has a negative and not
significant effect to the financing supply. That result support the results of study conducted
by Chernykh & Theodossiou (2011) which stated that the bank capital determined the
distribution of credit in the long term or in other words the smaller of the capital of the
bank then it will negatively affect the distribution of credit.

For variable FDR, from the results of OLS test is known that the variable of FDR has a
negative and not significant effect to the financing supply. That result support the results of
study conducted by Alkhazaleh (2017). However, that result is not in accordance with the
results of studies conducted by Imran & Nishat (2013); Malede (2014) which stated that the
bank’s liquidity had a positive and significant effect to the distribution of bank credit.

Then, from the results of OLS test is known that the variable of NPF has a negative and
significant effect to the financing supply. That result support the results of study conducted
by Alkhazaleh (2017). However, that result is not in accordance with the results of study
conducted by Malede (2014) which stated that credit risk had a positive and significant
effect to the distribution of bank credit.

Meanwhile, from the results of OLS test known that the dummy variable of COVID-19 has a
positive and significant effect to the financing supply. That result is not in accordance with
the results of study conducted by Colak & Oztekin (2019) which stated that the COVID-19
decreased the distribution of bank lending although with the different level in each country
depending on the level of a health crisis occurs.

Based on the results above, it can be said that the Islamic banking in Indonesia is still likely
to be able to handle the impact of COVID-19 pandemic on the aspect of financing supply
which is evidenced by a positive and significant influence of dummy variable (COVID-19) to
the financing supply. However, despite Islamic banking looks applying the precautionary
principle due to high credit risk, which is high enough in the time of COVID-19 pandemic, so
that despite an increasing in financial performances for example, ROA, CAR and FDR but not
necessarily followed by an increasing in the financing distribution.
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Figure 2. The Development of Financing in Islamic Financial Services Industry in Indonesia
Source: Bank Indonesia (2020)

The figures above prove empirically that based on the report of Bank Indonesia (2020), the
financing of Islamic banking is still showing positive growth amid the growth of negative
credit of conventional banking amid the COVID-19 pandemic in Indonesia. In 2020, the
Islamic banks disbursed of IDR 434,53 Trillion, where the amount was increased by 6.27
percent compared to the amount of financing provided throughout the year 2019 in the
amount of IDR 395,69 Trillion.

Improved financing of Islamic banks in Indonesia according to Bank Indonesia (2020),
supported by financing disbursed in nine industrial sectors, especially in the agricultural
and fisheries sectors. These conditions reflect that already start to link and match between
supply and demand which is Islamic banking and financing needs by the industry. In
addition, the positive performance of Islamic bank financing amid the COVID-19 pandemic
also indicates the success of the banking policy of both macro-prudential and micro-
prudential issued by the banking regulators in Indonesia.

However, although the performance of Islamic bank financing is still positive amid the
COVID-19 pandemic in Indonesia, the behavior of Islamic banking has proven to be very
cautious in extending financing to its customers. This happens due to the high perception of
the bank against the risk to the future as the impact of the COVID-19 pandemic which is not
yet over (Bank Indonesia, 2021). In addition, the behavior of the prudence of the bank also
carried out by considering of the increasing of the ratio of non-performing loans during
COVID-19 pandemic although it is still in the threshold of safe. However, it needs to be
anticipated and carried out a serious study about the ability to pay financing by the
customer to avoid a credit crunch due to the prolonged pandemic (Bank Indonesia, 2021).

V. Conclusion and Recommendation

5.1. Conclusion

Based on the results and analysis that has been done, it can be concluded that the variable of
ROA has a positive but not significant effect to the financing supply. The variable of CAR and
FDR, respectively have negative and not significant effect to the financing supply.
Meanwhile, the variable of NPF known that has a negative and significant effect to the
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financing supply. For the dummy variable, the results of this study prove that the COVID-19
pandemic gives a positive and significant effect to the financing supply.

Through the results of this study, successfully carried out a proof that the phenomenon of
credit crunch relatively does not happen in Islamic banks amid the COVID-19 pandemic in
Indonesia. This happens due to the growth of financing in nine industrial sectors, especially
the agricultural and fisheries sectors. In addition, this indicates that the policy issued by
each of the banking regulator effective enough to drive positive performance of the banking
especially in the aspect of financing supply. However, Islamic banking behave very carefully
against the distribution of financing to its customers amid the COVID-19 pandemic, which is
full of risks.

5.2. Recommendation

Based on the results and analysis above, it can be proposed some recommendations for
practitioners, regulators and academicians. COVID-19 pandemic not always has a negative
impact for the banking industry, but also has a positive impact including the acceleration of
digital banking at Islamic banks. Then, for Islamic banks expected to accelerate digital
banking that have a positive impact for the business of the bank. For the regulator, the
COVID-19 pandemic is a problem of multidimensional that can be solved by means of
synergy and collaboration. The banking regulator should be able to strengthen the synergy
among institutions. For academicians, researcher realized that this study is still a shortage
of some of the research limitations in data and the variables used. The next researcher can
conduct study with similar topics by adding variables both internal variables (financial
performance of banks) and external variables (macroeconomic) to be able to provide the
results of the study more comprehensive. In addition, the upcoming researchers can also
compare between Islamic banks and conventional banks in the aspect of financing supply.
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