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THE EFFECT OF MACROPRUDENTLAL POLICY TO THE DEVELOPMENT OF BAMNE
CREDIT IN INDOMNESLA: IAMNUARY 2000 — JIUNE 2017

Wahyudi, Sebastisna Viphindrartin, Anifatul Hanim
Departement of Economics, Faculty of Economics and Business, University of Jember
Corresponding Authaor:
pipin_center@yzhoo.com

ABSTRALT

Mocropredentiol policy i o policy thot feads to the anclysis of thw fimancials spstams as whoie o5 of
fincncials incdicwals imciucing banking. This reseanch want fo skow the affect of mecroprdenticd
poiicy o the developmant off beaking credit in lndonesio by using monthiy time series dota from
Jenueyy 2010 unhi June 2017, This research usas seweral voriahies romely oredéils, exchomge rotes,
Raturr an Asseds [ROM] Loan to Deposits Rotio [LDR] Copitals Adequocy Rotic [CAR] and intarast
rates. The method used in this resecrch & wsing Avtoregrossive [VAR]. The resuit of this studly indicote
that macroprucential polcy has o0 effect on the cewelopment of hork credit in imdoresio.
Mocroprudentiol podcy thot is Loon tv Dwposts Aotio [LOR] hove on influemoe in improving oracit
developmant i Inconesia. i oodithon, Hve change in iatenest rote from the 81 Rote to B! 7 Day Repo
Bote ffect the oo RNt of crec in Imdonesia. Frofit eamed ond copitol owned by barks alse
affects the devalagmant Bf credit in indonasia. Thase rasults ore Supported by iMpuise Aesponse
Funchicn (19 T 1 Mumpa:tfimrH'Etlﬂq_ where macroprudantic) poiicy oppaors stabig in
response Lo o T . 1

] {3 ! . - o
S, TEERARCS Confepfams 2018

ayweords: Macroprudentisl Podicy, Credit, VAR
RE) B DS Urak w C e nfre

INTRODUCTION . ; ,

& Stiengthening Regional apd Local EConamy
Macroprsdential policy is & policy that lesds to the: analysis of the financal system 25 & whods as a
cofiection of finencad indricuals including banking. Maoroprudential policies can prevent and
mitigate sysbe=mic risk, encourage more balanced and quality imtermediation furction, and improve
fimancial system efficency and finandal aco=ss. The financial system is & framework or system that
faciitates savings and loan of funds or money (the fundction of banking imbermediation|. The stability
af the firancal system depends on the health of financisl insttubions and financisl merket stability.
The financial system has an important rods in the sconomy where the financal system can help
realiocate resources espedally the funds so that excessive funds from the sicess funds can be
utilized by the urder-fandad parties,

Baniking is one of the sconomic s=ctors within the framework of @ very important financal system
rale im the economic development of Indonesia. Beauss ecoromic growth will be faster with better
sanking role. The mie of good banking can be seen from the efficiency of sach banking. EMiciency is
a performance parameter that theoretically undearies the aptire performance of & company. Aty
to produce masimum output with existing input. Banking efficiency is ome of the indicators that can
kmow snd snalyze the strength of & bamk. With the idemtified input output allocstion, it cen be
further analyzed to see the cause of inefficienoy (Hadad =t =1, 2003).

Systemic risk becomes sn empincal debste in varicus stodies condwcted in developed and
develoning countries. Schularsik and Taylor |2040] show that the importamce of credit as & guide in
understanding the financial oycie as well 25 its impact on the crisis. Ressarch from Calderon and
Kubota (2012) suggests that private capitsl inflows may sncowrage @ crecit boom. In mitigeting
systemic risks not only can be done using ore indicator, but 8 comprehensive set of measuring tools
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|Aaron et al, 2043 is required. Risks can b= sddressed using macroprudential policy instruments, a
shudyy conductsd oy Lim et al (2041) argue that the increasing number of instrumenits used will be
more affective in redudng the prooycicality and affectivensss of the shodks mused by the finandad
sectar. The familisnty of meoroprsdential policy in Spain can help in overcoming the inoreasing
crecit losses during the ghobal financial orisis.

& research conducted by Pumewan and Masir (2013] in snahzing macroprudential policy roles in
Indonesia found thet the mowement of macroprudential policy components done after the 2008
finandal oisis is relatively following the aversge of sconomic conditions, especally in bt=rms of
=ncowraging optimal GWM + LOR polices in risk maragement credit and maintsin the volatility of
the rupish. Credit growth and changes in the ratio of oredit to GODF have the best and mast
significant signal properties agsinst oredit to SDP imalmost all policies (Gersl and Jasova, 2047). &
study conducted by Surjsningsh =t al. [2044] indicet=s that the bank's liquidity ratio could sigral 8
wear before the 2008 financial crisis.
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Sromdly speaking. the development of bank credit in Indonesia has inoeased. In 2010 to 2041
sanking credit movement increased, then at the end of 2041 oredit movement showed & decline. In
2012 the movement of credit is lower than the previous year. From the year 2043 to June 2047 the
mowement of credit shows its essence with the continsows increase of credit by banks. The
mowvemant of Loan to Deposite Ratio (LOR] conmtinued to increase from during the obssrwation period
afthoush the inceass was mot significant. In the period 20403 - 2017 which ranges in the number
£3.47% - 29.31%. In 2012, the increasing movement of LDR is not scoompanied by credit prowth, the
high ratio of loans prowided by banks is ot responded by credit growth. This is evidenced by the
decline in loan growth in 2012 than in the previous year altkough the LDR has inoreased. Increas=d
credit movement is alzo mot socompanied by good banking performance, globsl ECOROMEC pREsRUres
and declining oil prices since mid-2014 have sm impact on the mining sector. These cenditions
resulted in slightly deciming credit growth [Benk Indomesia, 2042, Bank Wndonesi, 2013].
The implementation of maooprudentinl palicy in maRsging credit development became the
backpround in this ressarch. The focus in this research is to keow how the role of mecroprsdential
oodicy in mansging credit growth of banking sector.
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1. CREDIT

1. E. Stiglitz who proposed & new parsdigm in the theory of monetary economics based on credit

demands |credit matters) (Stightz and Greemsald, 2003). The EBsnk has differsnt information

|imperfect information) about the condition of the debtor so that it encoumters credit risk.

Understanding snd the ability of banks to mansge risks is wery imporiant when faced with the

Imperfections of nformation in the provision of oredit mwen the development of crecit affect the

oversll economic activities. Sitglitz and Sreerwald (2003) provide & defmiled elaboration in the new

parsdigm of monstary soonomics theory. There are four chamcteristics in the new parsdigm of
=ocnomic manatary theory that is as follows:

& The guantity of credit can directly affect the output amd other real wanables. The guantity of
ioans disbursed hes & clos= relstionship with the needs of fimandng both in terms of production
and corsumpkion side.

5. Interest rates are not eosctly the right instrument to present maonstary policy. The pap betwesn
demand depasit, sawings, and Hime depesits with lerding rates s not always staole dus to
operationsl cost, proditand lass of credit risk.

. Comditions ard behavior of banks hawe 8 major impact om the dewelopment of oredit and the
sconomy. Bamking conditions such as capital, Bquidity, profitability and bad debts preatly affect
thes mbility of banks in providing credit.

d. The swvailability of complete and acosrate information about the comdition of the =conomy,
susiness developmient, or the internsl condition of the oustomer is wery important for the
banking.

2. MACROPRUDENMAL POLICY 0
& stable financal system will b= able to allocste resources and absord shooks that may prevent
disruptions to resl sactor sctivities ard financisl syst=ms. The stasle finsndsl system will heve an
impact on other factors in & country™s ecomomiy. The instability in the financial s=ctor can be driven
oy various factors and turmoil. This could kappen due to market faifure both from studural factors
and behasmor. Markst failenes can result from both external and domestic shocks, resulting in risks in
the finanoal systemn such a5 oredit risk, liquidity, markets and operations. The financial system is a
colizction of institutions and markets in which there is intemaction in it with the aim to mooilize
funds from the exess furds to party who leck of funds by using financal instruments.
Maooprudential policies are used to imit the risks and costs thet can be generated from systemic
crisas [Galsti and Moessner, 2041). This policy aims to maintsin the stability of the finsncisl system
which is oriented to the overall finandal system by Emiting the systemic risk that may arise in the
firanoal systemn. Simply put, macroorudential is o prudent primcple i the finarcisl system to
maintain @ balanc: between mBsooeconomic and  microeconomic goals. The foous in
macroprudantisl policy focusss not only on finardal institutions but on other finencal =lements
such as finandal markets, corporstions, houssholds and financisl infrastructure. Bamause
macroprud &ntial policy i= & polioy b minimize the ooourrence of systemic risk. Syste=mic risk is @ risk
that can eliminate public confidence and iRCrease uncertainkty N the finandal syste=m that dismupts
the sconomy. Megative effects of systemic fsks indude increased intsmuption in payment systems,
credit flows, and impairment of assets.
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Taile 1. Some= Meooprudential Policy Instruments

Leverage |potential for prosessuslity]  Adjustrent of risk weisht in caoitasl
Application of cartel rabios to weshted asseis
Credit Impiementakion of countercydiol provsoning
Lirnik: thee bomn bo valus
Limik crecit ko cerksin sechors
Rieserve reguien=ment changze
Liquidity impiermeentation of bufor
impiementbation of Joow o deposit ot

Source: Warjiyo ard Juhro, 2045
METHODOLOGY

This resesrch uses Yector Autoregressive (VAR method. Vector Astoregressive was introduced oy C
& 5ims (1572) as thowusht of Granger (1569) which was then ussd extensively in eoonometrics.
iSranger says if two varisbies, ez x and y hase 8 causal relstionship whene 1 affects y then i's past
imformation can heldo predict y. There are several advantages VAR, one of which is & Smple moded, so
no need to determine the endogenous and EXoE@enous wvanables because all varisbles are

encopemaws. The generl VAR equation acoording to Bawm (2043 ) is 2s follows:
¥ T_F +i'1:i'b-_§|':."l'}ﬂ_ l?,;f':\-p + Bﬂ”:"' E‘:Il;wr-l F it le:-r*' M-

wihere 3, is the vector of the varisble E, =sach model az 8 function of lax p for =sch varisske snd
ahways put the excgenous variable X . Assumed that {u )= 0Eluull=F and E{zal) = Ooe =2
The method used o know how much influence of =xchange rate, Return on Assets (ROA], Loan to
Depasits Ratio [LDR], Capitsl Adeguecy Reatio [CAR] and interest rate to credit. The =queation model in
this ressarch s as folkows:
LoghREDIT, = s + @, LogRREDIT, ., + & LogNER, _, + BA0A4,_, + £ LDR._, +#CAR, ., + fpl—y

+ &

REZULY

& stable finmncal system will b= able to aliccate resources and absord shocks that may prevenkt
disrugtions to real ssctor activities snd financal systems. The rapid development of oredit shows
that the role of benks is wery Emportant in financing infrastructure in Indonesis 5o that the
availabilty of oredit in the ecomomy is highly dependent on barking behavior. The instability in the
financial sechor cam be affected by internal or external shodks. Such instaility can l=ad to credit,
Pquicity, markst snd cpermtional risks so thet macropradential polces ares wied o Emit the risks and
costs that may arise from the instability of the fimancial system.
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Figure 2. iImpulse Responss Function Result of Credit to Exchange Rete

The affect of shodks from credit vanables, sxchanze rates, ROA, LDR, CAR and interest rates can oe
seen through impulse response fumction |IRF) in VAR mode] anslysis. The mesults of the IRF test show
that oredit response to exchange rate shocks is stable and vice versa, the exchange rate responss to
credit shocks is stable in Indonesia. The stabement indicates that both oredit and exchange rate have
& great influence in Indionesia. This study is in line with research Arsana (2003 which states that
changes in exchange rates will affect the decision on aredit. The result is supported by the banking
capital that is still secure 5o thet oredit growth in Iedonesia continues to grow. The Indon=sisn
sanking industry has ko developed & number of strategies to deal with the weakening of the napish
e=xchange mte, in the case of oedit dharneling of its banks, maostly to the miga, small and medium
=nkerprises (MSMES) sector which are relatively not directly affected by the rupish degreciation.

Resporise of DLOGKRED o DROA

M-

-

5 % % w02 s
Fimure 3 Impulse Rasponse Funcion Result of Credit to ROA

Credit on RDA shocks appears stable and wice versa, the ROA responss to oredit shocks is stable,
maaning that both oredit snd ROA are =qually infisentisl. This study is in line with the theory where
ROA is an indicator that indicetes that if ROA Inoreases then bank asset has been used optimally to
grin profit zo that ROA and credit kave & pasitive relstiorship (Franciscs, et al., 2005; Oktawvisni,
2010). The greater the ROA of & bank, the grester the rate of profit achieved so that the bank has
the opporbunity to chanrel its oredit is grester. This study ooncurs with the research of Framciso, =t
a2l [2005] and Meydisnawnthi [2007] which states that RO has a positive and significant impact on
credit development.
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Response of DLOGKRD W DLDR
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Figure £. Impulse Responss Function Result of Credit to LDR
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LDR mesponds to smble aedit shocks as well 35 on the contrary, credit pesponse to LDR is stable in
ndonesia, indicating that both LDR snd credit have a big imfluence. This reseanch is i lire with the
nolicy of Bank indanesis in Eank Indoresia Regulstion Mumber 17711 f PBI § 2013 which is to
ENCOUraEe eoonomic growth through banking crecit grovath, adjustment of GWikd policy throwgh LDR
calculstion. This study comours with the ressarch of Yulina (2014) which shows thet LDR has a
siznificant efM=ct on k=nding. Macroprodentisd policy by wsing LDR instrument is very imfleential to
the dewelopmient of creditin Indonesis where the kigher LDR i & bank bence cradit ability which has
seen channed=d oy obanking also higher, this is indicated by the cdevelopment of LDR period 2043 -
2017 which is around 23.47% B9.31% as well 25 the continuous development of oredit during the
obsenation period

Response of DLOGKRD to DCAR

i

-

5 2 =
Figure 5. Impulse Response Fundion Result of Credit to CAR
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Credit response to CAR shocks is stable snd wice versa, the CAR response to crecit is stable,
indicating that both credit snd CAR heve & big infiuerce. Muljona [1956] armues that thers are two
imternal factors that affect the volume of credit granting CAR and ATMR. Factors that usssily
influence banking behavior in offering credit are iused by low benking assets, high Mon Performing
Loan |MPL) or a drog in banking capital dee to deprecistion, thus decreasing the ability of Danks to
provice loans [&pung, 2011). This stusdy ooncurs with the research of Yulisna (2044 who angess that
CAR ks & significant influsencs on credit. This research is supported by Bank indonesis Regulstion
Wumber 3/24 f FBI f 2001 concerning the obligation of minimum mpital provision for commercial
banks, in which each benk is required to prowide minimum ospital of B% of risk-weighted assets
arocured oy CAR. This regulation i supporbed sko by the devslopment of CAR during the
observaton period which ranges from 12.56% - 22.79%. This research is im line with the abowe-
mentiomsd theory which states that the behavior of banks in cffering credit. is werny influsntial on the
CAR so it can be said that the preater the valus of CAR then the possbilty of banks to maks credit
affer is also grester.
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Fiure & drigulse Response Furction Result of Credit o Inkerest Sate

Credit resporads bo inten=st rate shocks is stable and vice vers, the interest rabe response to crecit
shocks is stable. The statement indicates that both oredit and interest rates have & large influence.
This resesrch is supgorted oy research conducted by Ditris, =t al. (200€} and Haryati (2002] who
argue that interest rates have an effect on the amount of crecit in Indonesia. According to Subsgyo,
et 2l [2002) the interest rate is the amount received by the: person wiho lends and is paid by the
oorrower 8 certain percemtage sgreed by both parties. In 2047, Bamk indonesia’s interest rate
decine to b= 4.30%, this is done to imorove Sanking bquidity. The decline in interest rates was
responded by banks, so that demand for loans is higher tham the previous yeor due to lower ian

imterest rates.
ol - .
mmmﬁmﬁ‘ e | #The 14
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Saszed on the results of the analysis using Vector Autoregressive (VAR) method on the effect of

exchanze rabe, A4, LDR, CAR and imterest rate on credit, i can b= concluded as follows:

1. Exchampe mtes have a sisnificant &ffect both positive and ne=ative om credit, this indicates that
if there is 5 ChBnEe i the exchange rate it will affect the deswelopment of credit in Indonesis.

2. ROA has s sigrificant influerce both positve and negative to oredit, it indicates thet i thene is 2
change to thie ROA it will sffect the developmient of credit in iIndonesia.

3. LDR hkasa Sgnificant influence both positive and negative on credit, itindicates that if there is 2
change to LOR it will sffect the deseispmient of credit in Indonesia.

4. (AR has & signifimnt =ffect both positive and negative on credit, it indicstes that if there is 8
chsnge to thie CAR it will affact the deweiopment of credit in Indonesia.

5.  Interest retes hawe 8 signifimnt effect both positive and negative on credit, this indicates that @
there is & change inintenest rates it will sffect the development of oredit in Irdonesia.
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