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Siti Epa Hardiyanti (Indonesia), Lukmanul Hakim Aziz (Indonesia)

THE CASE OF COVID-19
IMPACT ON THE LEVEL

OF NON-PERFORMING LOANS
OF CONVENTIONAL
COMMERCIAL BANKS

IN INDONESIA

Abstract

This study aims to investigate the impact of COVID-19 on the increase in bad cred-
its at conventional commercial banks in Indonesia. The data used in this study are
secondary data sourced from the Ministry of Health and from the Financial Services
Authority (OJK), each of which consists of 50 data samples. The data analysis technique
used in this study is simple regression analysis to determine the magnitude of the in-
fluence of COVID-19 on non-performing loans. The results of the data analysis show
that COVID-19 has a significant effect on non-performing loans, and the COVID-19
variable can be used as an external indicator of the increase in non-performing loans
for commercial banks in Indonesia. The implication of the research is that other re-
searchers can make COVID-19 an external indicator of an emergency beyond human
ability that can affect the level of non-performing loans. For banking, this study can
be used as a reference when considering credit risk management policy during the
COVID-19 pandemic.

Keywords COVID-19 pandemic, debtor’s ability, determinant
factor of non-performing loans, credit risk management
JEL Classification G21, G32, H81,115

INTRODUCTION

Since the coronavirus outbreak, the Indonesian government has
adopted a social distancing policy to break the chain of spreading
COVID-19. Indirectly, this social distancing policy hampered several
business sectors from operating. Some even had to lay off their em-
ployees to reduce operational costs. This systemic impact also affects
debtor’s ability in repaying loans originated from bank credit. The
banking sector has begun to be very careful in channeling credit in or-
der to avoid the risk of bad credits. The difficulty in paying the borrow-
ers has made several banks, especially small-scale ones, experience an
increase in bad credit cases. The occurrence of bad credit cases in sev-
eral banks is a sign that the bank’s operational activities are unwell.

In Indonesia, during the COVID-19 pandemic, the level of non-per-
forming loans (NPL) in the national banking industry increased from
2.53% in December 2019 to 2.7% in February 2020. Several Indonesian
banks, especially small-scale banks, had to go out of business due to
credit problems that can no longer be resolved, such as bad credit cas-
es that occurred at the Bank Perkreditan Rakyat (BPR) BKK Kebumen,
MNC Bank, Artos Bank, Banten Bank, Dubai Syariah Panin Bank,
and BJB Syariah Bank (Rossiana, 2020). Dahlan Siamat concludes that
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poor credit performance is defined as credit that experiences payment difficulties due to deliberate fac-
tors or due to external factors beyond the debtor’s control (Siamat, 2011).

The COVID-19 pandemic is an external factor beyond the ability of debtors to control, which causes
difficulties for debtors to repay credits originating from bank credits. Bad credit performance can also
be caused by natural disasters such as the coronavirus outbreak. Former Governor of Bank Indonesia,
Burhanuddin Abdullah in Iswi Haryani’s quote stated that bad credit is caused by natural disasters or
emergencies beyond human capacity (Hariyani, 2013).

Several researchers have previously conducted research related to this matter. Thus, Maria Indriyani Hewe
Tiwu found that the COVID-19 pandemic had a positive and significant effect on NPLs of Bank Perkreditan
Rakyat (Tiwu, 2020). Ade Novaliana and Rosadi reckon that the impact of COVID-19 has an effect on the
increase in bad credit in the banking industry (Novalina, 2020). Hadiah Putri Pratamawati reckons that
the factors that influence NPLs of BUMN Commercial Banks are inflation, exchange rates, loan to deposit
ratio (LDR), Capital Adequacy Ratio (CAR) and Operational Cost of Operating Income/Biaya Operasional
Pendapatan Operasional (BOPO) (Pratamawati, 2018). Vhietrin Gift found that the factors that influence
lending to Bank Perkreditan Rakyat are Third Party Funds, interest rates and NPL (Gift, 2017). Romo
Putra Mada found that the factors that influence NPLs are Operational Income, Operational Costs/Biaya
Operasional Pendapatan Operasional (BOPO) and credit interest rates (Mada, 2015). Andreani Caroline
Barus found that the factors that influence the NPL of commercial banks in Indonesia are external factors
consisting of Bank Indonesia Certificate/Sertifikat Bank Indonesia and Inflation, and internal factors con-
sisting of CAR, LDR, NIM, BOPO and Company Size (Barus, 2016).

Based on the COVID-19 case study, the investigation has been conducted to prove if COVID-19 has an
impact on the level of non-performing loans (NPLs) of conventional commercial banks in Indonesia.

1. LITERATURE REVIEW

The Financial Services Authority/Otoritas Jasa
Keuangan (OJK) noted that the ratio of non-per-

The coronavirus that has shaken every country
has an impact on the economic decline in those
countries. The banking crisis is due to a significant
decline in economic activity. The systemic impact
of the COVID-19 outbreak also has an impact on
banking credit performance. Josua Pardede, an
economist at Bank Permata, made a statement in
the online media news outlet The Jakarta Post that
the COVID-19 pandemic had caused a slowdown
in the economic cycle, which had an impact on
credit growth (Iswara & Rahman, 2020).

Kenny et al. (2020) state that the banking crisis has
a significant effect on the economic downturn. An
Economic Observer of PT Bank Mandiri said that
the COVID-19 pandemic presented great challeng-
esinall aspects oflife (Asmoro, 2020). The Financial
Services Authority/Otoritas Jasa Keuangan (OJK)
in online media coverage stated that the COVID-19
pandemic had a major impact on the growth of
bank credit (Sitinjak & Ginting, 2020).
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forming loans in the national banking industry
increased from 2.53% in December 2019 to 2.7%
in February 2020. Meanwhile, several banks in
Indonesia, especially small-scale banks, experi-
enced a decline - the case of bad credit that oc-
curred at the Bank Perkreditan Rakyat (BPR) BKK
Kebumen, MNC Bank, Artos Bank, Banten Bank,
Panin Syariah Dubai Bank, and Bank BJB Syariah
(Rossiana, 2020).

Non-performing loans are loans classified as sub-
standard credit, doubtful credit, and bad credit
(Hariyani, 2013). Bad credit can be defined as a loan
that experiences payment difficulties due to delib-
erate factors or external factors that are beyond the
debtor’s control (Siamat, 2011). Former Governor of
Bank Indonesia Burhanuddin Abdullah, as quoted
by Iswi Haryani, said that bad credit is caused by:

1) a natural disaster or emergency beyond hu-
man capacity;
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2) the debtor’s business is deteriorating, difficult
to develop, has many competitors and mana-
gerial difficulties;

3) practice of learning services between debtors
and banks;

4) debtors do not have good intentions in carry-
ing out their responsibilities (Hariyani, 2013).

Factors that influence non-performing loans of
commercial banks in Indonesia are bank internal
factors, debtors’ internal factors, and external fac-
tors of non-banks and debtors (Barus, 2016).

Bartoletto et al. (2019) found that extraordinary
events such as world wars and the global financial
crisis could affect the credit expansion cycle. Dirk
Bezemer and Lu Zhang found that “unsustaina-
ble credit growth leads to financial stability risks”
(Bezemer & Zhang, 2019). Valentina Colombo and
Alessia Paccagnini conclude that “credit provision
triggers an asymmetric effect on macroeconomics”
(Colombo & Paccagnini, 2020). Feng Dong and
Zhiwei Xu have stated that “excessive credit ex-
pansion can trigger a crisis in the interbank mar-
ket” (Dong & Xu, 2020).

Ramazan Ekinci and Gulden Poyraz believe that

“Banks should focus more on credit risk manage-
ment, especially on controlling and monitoring
non-performing loans” (Ekinci & Poyraz, 2019).
Ahlem Selma Messai and Fathi Jouini found that
non-performing loans can be determined by fac-
tors such as GDP, unemployment, real interest
rates, changes in credit composition, and credit
loss reserve to the ratio of total loans (Messai &
Jouini, 2013). Asrip Putera and Muh Yani Balaka
stated that the right strategic formula for resolving
bad credit was institutional strengthening, a strict
credit selection process, and improvement of ser-
vice procedures (Putera & Balaka, 2019).

One of the main functions of a bank is to allo-
cate funds in the form of credit. According to the
Constitution/Undang-undang Dasar Number 7 of
1992, Credit is the provision of money or equiva-
lent claims, based on a loan agreement or agree-
ment between a bank and another party, which re-
quires the debtor to pay off his debt after a certain
period of time with a certain amount of interest
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(Siamat, 2011). The Financial Services Authority/
Otoritas Jasa Keuangan (OJK) has a statement that
banks must pay attention to the quality of lending
arrangements in the era of the COVID-19 pan-
demic (OJK, 2020).

2. RESEARCH HYPOTHESES

H: COVID-19 affects non-performing loans of
banks.

Hypothesis testing criteria:

Hy: The case of COVID-19 has no effect on
non-performing loans of banks.

H: The case of COVID-19 has an effect on
non-performing loans of banks.

3. RESEARCH METHOD

The type of research used in this study is case
study research in which the researcher digs in-
depth information through the problems that are
happening. This research aims to prove whether it
is true that COVID-19 has an impact on the level
of non-performing loans.

The population of this research is all Indonesian
citizens indicated by COVID-19, whether they are
people in examinations, people undergoing treat-
ments, patients who have recovered or patients
who have died due to COVID-19. The population
of the non-performing loan variable are banking
data for all banks operating in Indonesia for each
period of the year.

The sample data used in this study are 50 research
data samples, consisting of data on non-perform-
ing loans of conventional commercial banks from
May 2016 to June 2020, which were sourced from
Indonesian Banking Statistics/Statistik Perbankan
Indonesia data. Then, the data of cumulative per-
centage of positive COVID-19 patients from
March 9, 2020 to June 16, 2020, are sourced from
the Ministry of Health.

Sampling is done using a purposive sampling
technique, where the researcher chooses certain

http://dx.doi.org/10.21511/bbs.16(1).2021.06



criteria at the time of sampling. The criteria are
shown in Table 1.

Table 1. Purposive sampling

Source: OJK (n.d.), Ministry of Health of the Republic of Indonesia (2020).

{ Amount
No. Criteria ;
: . of data
i Cumulative number of positive COVID-19 :
1 : ) ) ) i 50days
oo patients pertwo daysinIndonesia t TC T
The amount of NPLs of commercial banks
[ ) i 50 data of
2 i in Indonesia based on the type of use ;

_andtheobjectofitsuse - NPL

The data used in this study is secondary da-
ta sourced from the Ministry of Health of the
Republic of Indonesia and the Financial Services
Authority/Otoritas Jasa Keuangan (OJK). The re-
search variables used are an independent varia-
ble (X): COVID-19, and a dependent variable (Y):
Non-Performing Loans (NPLs).

The method of analysis used in this research is sim-
ple regression analysis. The classic assumption test
is used to ensure that the data used in this study
are normally distributed. The regression equation
model used in this study is as follows:

Y=a+ bX,

where a = constant, b = regression coeflicient.

Table 2. Descriptive statistics

Banks and Bank Systems, Volume 16, Issue 1, 2021
4. RESEARCH RESULTS

Descriptive statistic is used in this study to de-
scribe the object under study through data sam-
ples that have been processed by statistical test
tools. The results of the descriptive statistical test
are shown in Table 2.

The results of statistical tests show that the minimum
value of the cumulative number of positive patients
with COVID-19 from March 9% 2020 to June 16%
2020 were 6 people (data as of March 9%, 2020) and
the maximum number is in the range of 39,294 peo-
ple (data as of June 16, 2020). This shows that the da-
ta on positive patients with COVID-19 used in this
study range from 6 to 39,294 positive patients with
COVID-19. The average (mean) data for COVID-19
12,040.24 people are greater than the standard devia-
tion value of 11,587 people, which shows that the dis-
tribution of the data used in this study is good.

Meanwhile, data on non-performing loans has a
fairly good distribution. This can also be proven
by the following chart (Figure 1).

Figure 1 shows that the data plots are normally
distributed. According to Prof. Dr. Imam Ghozali,
data are normally distributed if they spread
around the diagonal line and follow the direction

Variable I Minimum Maximum Mean std. deviation
COVID-19 cases .50 6 39294 I 12040.24 11587.033
NPL i 50 122923 172554 138330.04 10390.214

Normal Q-Q Plot of NPLs

o

Expected Normal

T T T
120,000 130,000 140,000

T
150,000

T T T
160,000 170,000 180,000

Observed Value

Figure 1. Data normality test

http://dx.doi.org/10.21511/bbs.16(1).2021.06
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Table 3. Validity test results

Variable COVID-19 NPLs
‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘ Pearson correlation T S .E 858"
covip-19 Sig. (Z'T't'ailed) """ .000
,,,,,,,,,,,,,,,,,,,,, N, 30
‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘ Pearson correlation 858 e
NPLs Sig. (2:tailed) V000 T
N 50 : 50
Note: ** — correlation is significant at the 0.01 level (2-tailed).
Table 4. SPSS simple regression output results
Variable name Constant i Beta @ t-count : t-table | Sig. | R-Square : F-count :@ F-table : Sig.
COVID-19 129,068.399 i 0769 ¢ 11.564 : 2.010 : 0.000 : 0.736 133.729 4.042 : 0.000

of the diagonal line (Ghozali, 2018). And the re-
sults of the following validity test (Table 3) show
that the level of each variable is significant, which
means that the data used is valid.

5. REGRESSION ANALYSIS

The data used in this regression model are normal-
ly distributed and can be used to determine the
relationship between variables (Table 4).

Table 4 shows that:
Y=a+bX,
Y =129,068.399 + 0.769X,
Significance 0.000 < 0.05.

COVID-19 has a significant effect on non-per-
forming loans at 0.769 or 76.9%.

6. HYPOTHESES TESTING

COVID-19 affects non-performing loans of banks.
Hypothesis testing criteria:

Hy:  COVID-19 has no effect on non-performing
loans of banks.

H: COVID-19 has an effect on non-performing
loans of banks.

Based on the results of the simple regression out-

put, it can be seen the cases of COVID-19 has an
effect on banking non-performing loans. And the
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magnitude of the R-square value is 0.736, which
means that the non-performing loans variable can
be explained by the COVID-19 variable as much
as 0.736 or 73.6%, and the remaining 6.4% can be
explained by other factors outside of this research.

7. DISCUSSION

The Financial Services Authority/Otoritas Jasa
Keuangan (OJK) stated that during the COVID-19
pandemic, the ratio of NPLs increased (Rossiana,
2020). The research results prove that each time the
number of COVID-19 cases increases, each time
the number of NPLs increases by 0.769 or 76.9% of
the increase in COVID-19 cases. This proves that
the large number of positive COVID-19 patients
affects the rate of non-performing loans.

This proves that the COVID-19 case is one of the
signs of a natural disaster factor beyond human
ability, which affects the NPL level of conventional
commercial banks. The results of this study are in
line with the statement of Burhanuddin Abdullah’s
in Iswi Haryani that non-performing loans can be
caused by natural disasters or emergencies beyond
human capacities (Hariyani, 2013). Furthermore,
the researcher also quoted Barus and Erick’s state-
ment that non-performing loans at commercial
banks in Indonesia could be influenced by external
non-bank and debtor factors (Barus, 2016).

It is concluded that the COVID-19 case was a
non-banking external factor and non-debtor
factor due to an emergency beyond human ca-
pacity, which led to an increase in non-perform-
ing loans.

http://dx.doi.org/10.21511/bbs.16(1).2021.06
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CONCLUSION

This study tried to find evidence as to whether the COVID-19 case is actually contributing to the rise in
bad credit cases found in several conventional commercial banks in Indonesia. The results of the
data analysis prove that it is true that the COVID-19 case has an impact on the increase in bad cred-
it cases in several conventional commercial banks in Indonesia. Therefore, the COVID-19 case can
be used as one of the external factors for banks and debtors that can affect the increase in bad cred-
it, in addition to inflation, exchange rates, Bank Indonesia Certificates/Sertifikat Bank Indonesia,
credit interest rates, Loan to Deposit Ratio (LDR), Capital Adequacy Ratio (CAR), Operational Cost
of Operating Income/Biaya Operasional Pendapatan Operasional (BOPO), Net Interest Margin
(NIM) and Company Size (Size) as stated by Prize Putri Pratamawati (Pratamawati, 2018) and
Andreani Caroline Barus (Barus, 2016).

The results of this study are in line with Burhanuddin Abdullah’s statement quoted by Iswi Haryani
that the occurrence of bad credit is caused by natural disasters or emergencies beyond human ca-
pacity; the debtor’s business is deteriorating and difficult to develop (Hariyani, 2013). Thus, it
can be concluded that the occurrence of COVID-19 is one of the bank’s external factors caused
by emergencies such as COVID-19, which leads to a deterioration of a debtor’s business situation,
so that it has an impact on the increase in the number of non-performing loans of conventional
commercial banks in Indonesia. Therefore, conventional commercial banks in Indonesia must be
able to formulate the right strategic formula for dealing with bad credit problems as institutional
strengthening and improving banking service procedures.

A slowdown in the economy due to the COVID-19 case will cause unsustainable credit growth, leading
to financial stability risks and triggering an asymmetric effect on the macroeconomic system.
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