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Abstract: This study explores the factors that affect the net interest margin (NIM) in the
Bank Modal Indonesia Group. Using data from January 2021 to March 2022 and the Error
Correction Model, a short-term negative correlation between BOPO and LDR and NIM in
KBMI 1 and a long-term positive correlation with BI Rate was found. Meanwhile, KBMI 2
shows a short-term negative correlation between inflation and LDR and NIM. In addition,
KBMI 3 showed a short-term negative correlation with Covid-19, LDR, and BOPO with
NIM. On the other hand, KBMI 4 experienced the negative impact of BOPO, Covid-19,
and LDR on NIM both in the short and long term. This review emphasizes the importance
of managing operational costs and lending for NIM stability in the short term and
highlights the significant influence of Bank Indonesia's benchmark interest rate policy on
NIM in the long term, requiring careful adjustments to prevent excessive fluctuations.

Keywords: Banking Industry, Covid-19 pandemic, Loan to Deposit Ratio, Net Interest
Margin, Operational Costs to Operating Income.

Introduction

The COVID-19 pandemic has caused a significant impact on the global economy, reducing
the performance of various business sectors around the world (Song & Zhou, 2020).
Efforts to prevent the spread of the virus, such as implementing social distancing,
maintaining physical distance, and wearing masks, have become standard in various policies
implemented by countries around the world. One of the sectors directly affected is the
financial services industry, especially the banking sector (Wojcik & loannou, 2020). The
COVID-19 pandemic created new challenges for the banking industry, prompting the need
for rapid and creative adaptation to survive in these uncertain conditions (Pefarroya-Farell
& Miralles, 2022). Banks around the world have been forced to face various challenges,
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such as increased credit risk, decreased demand for credit, fluctuations in financial markets,
and declining revenues. To address these challenges, banks must create innovative and



effective strategies, involving the use of digital technologies, operational restructuring, and
policy adjustments.

The COVID-19 pandemic has created a situation where economic volatility has increased,
triggering changes in market dynamics and exacerbating financial uncertainty (Altig et al.,
2020). In this context, banks hedge their Net Interest Margin (NIM)—a fundamental
indicator of profitability and efficiency in interest-bearing asset management. NIM reflects
the difference between interest income earned from lending activities and interest costs
incurred for deposits and other sources of funds, becoming an important barometer of
banks' ability to optimize the difference between asset yields and funding costs amid
changing economic conditions (Le, 2017). Amid the economic turmoil caused by the
pandemic, banks are faced with a range of risks and increasing complexity, ranging from
declining credit quality to limited liquidity and fluctuating interest rates. The economic
impact caused by the COVID-19 pandemic has disrupted the NIM ratio in Indonesia's
national banking industry. Based on data from the Otoritas Jasa Keuangan (2020), the first
half of 2020 experienced a continuous decline in the NIM of conventional commercial
banks, which was caused by a decrease in overall bank interest income. During 2020,
Indonesia's economic performance experienced a significant slowdown compared to
previous years. As a result, the profitability of the banking sector was pressured due to the
decline in NIM. Strategies aimed at maintaining and enhancing NIM include a variety of
initiatives, including optimization of asset-liability management, prudent pricing of loans
and deposits, and proactive risk management practices to reduce interest rate and credit
risk.

NIM is an indicator used to evaluate a bank's ability to manage risks arising from interest
rate fluctuations. Changes in interest rates can have a direct impact on a bank's income and
interest expense. NIM reflects the close relationship between a bank's ability to manage its
productive assets so as to generate optimal net interest. As mentioned by Saunders and
Schumacher (2000), high net interest margins are often associated with a bank's efficiency
in managing its portfolio of interest assets and liabilities. In addition, NIM is also
considered as one of the indicators of the health of a country's banking system. However,
in the Indonesian context, NIM over the past few years has tended to be influenced by
banking sources of funds, primarily through a comparison between lower deposit rates and
lending rates. The effect of interest rates on NIM has been the focus of previous research,
as revealed by Hamadi & Awdeh, (2018). The research provides a deeper understanding of
how interest rate fluctuations affect banks' NIM performance, as well as their implications
for the stability and health of the banking sector as a whole. Thus, a deeper understanding
of the dynamics of the relationship between interest rates and NIM is essential for more
effective risk management and monitoring of the health of the banking sector in Indonesia.

The behavior of financial institutions during the COVID-19 pandemic shows a tendency to
reduce lending rates, which then has an impact on their interest income. This step was
taken with the aim of maintaining liquidity amid uncertain economic conditions due to the
pandemic. This is reflected in the decrease in the value of the Loan to Deposit Ratio (LDR)
from 93.36 percent in early 2020 to 79.11 percent in September 2021. Research involving
the analysis of the influence of LDR on NIM has been conducted by Moussa and Majou;
(2016); Lin et al., (2012); Hao et al., (2023); Son, (2024). Today, this research is of major
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concern to many academics and financial practitioners, as it highlights important



relationships in global economic and financial dynamics.

One of the external elements that can cause difficulties in financial management is inflation
(Andriana et al., 2023). In the Indonesian economy, there has been a decline in people's
purchasing power, which is reflected in the high negative inflation rate (deflation) at the
beginning of 2020. This is due to the economic policies implemented by the Indonesian
government to reduce inflationary pressures. The impact of this condition is the number of
business actors who postpone applying for credit to banking institutions. This
phenomenon directly affects the performance of bank loans, which in turn begins to erode
the NIM of the banking sector. It is worth noting that previous studies have explored the
impact of inflation in this context. Study conducted by Ugur and Erkus (2010) and
Amuakwa-Mensah and Marbuah (2015); Doyran (2013); and Islam & Nishiyama, (2016) are
some relevant examples. The study provides an in-depth understanding of how inflation
can affect various aspects of the economy, including banking performance through its
influence on credit demand and overall market conditions.

NIM is one of the key parameters that describe the financial performance of the banking
sector. NIM has also experienced a significant decline, not only due to the direct impact of
the pandemic, but also by the increasing fierce competition in the digital era (Jameaba,
2024). Banks are currently engaged in intensifying competition to improve their operational
efficiency amid the ongoing digital transformation. The Financial Services Authority (OJK)
allows banks to make structural changes in their operations through digital transformation,
with the aim of maintaining profitability amid NIM pressure. This step is carried out by
utilizing technology to optimize operational processes, increase efficiency, and expand the
range of services to customers. A number of banks also continue to drive efficiency and
automation in their services as part of their efforts to adapt to the new conditions faced by
the banking sector. However, in dealing with the impact of the pandemic, banks must also
consider the long-term consequences of this crisis on the trust and reputation of the
banking industry. Therefore, it is important for researchers and financial practitioners to
understand how Operating Expenses Operating Income (BOPO) affect NIM in this
context. Previous research conducted by Agoraki and Kouretas (2019); Baskerville et al,,
(2020); Romdhane, (2021) has explored this relationship, and this study provides valuable
insights into risk management strategies and operational efficiencies that banks can
implement in the digital era and in the midst of a pandemic.

According to the classification that has been established by Financial Services Authority
(2021) The banks are grouped into four Core Capital Bank Groups (KBMI), where each
group has a different capital range. KBMI 1 has a core capital of up to six trillion rupiah,
KBMI 2 has a core capital of more than six trillion rupiah to fourteen trillion rupiah,
KBMI 3 has a core capital of more than fourteen trillion rupiah to seventy trillion rupiah,
and KBMI 4 has a core capital of more than seventy trillion rupiah. In the context of
financial sector supervisory and regulatory policies, this classification plays an important
role in ensuring the existence of standards appropriate to the level of risk and complexity
of financial institutions. By grouping banks into categories based on capital size, OJK can
apply a proportional and effective supervisory approach, according to the characteristics
and needs of each group.

25
Hidayat, et al/ SIIDEB, 8(1), 2024, 23-44

This research is relevant especially in the context of the COVID-19 pandemic which has



changed the economic and financial landscape globally. During the economic crisis caused
by the pandemic, banks were faced with various challenges that affected their financial
performance, including increased credit risk, inhibited lending, fluctuations in operating
costs, the impact of inflation, and changes in consumer behaviour. However, there is a
research gap that needs to be further revealed, namely regarding the differences in
responses and strategies between banks classified in the Core Capital Bank Group (KBMI)
1, 2, 3, and 4. Through the analysis of the impact of risks associated with the pandemic, this
research can provide insights into effective strategies in managing risk and maintaining the
financial health of banks. Significant differences in adaptation capacity and resilience to
crises between banks with small capital (KBMI 1 and 2) and large (KBMI 3 and 4) are also
the main focus of this study.

The study expands the understanding of how banks' capital structures affect the response
to ctises, particularly during the COVID-19 pandemic. Using the Error Correction Model
(ECM) to analyse the Net Interest Margin (NIM) on KBMI 1, 2, 3, and 4 separately, this
study identified the short-term and long-term relationship between factors such as BOPO,
LDR, BI Rate, inflation, and Covid-19 with NIM for each bank group. The latest lies in the
separation approach of regression analysis between KBMI banks, which is rarely done in
the literature. This study provides an in-depth look at the impact of external and
operational factors on NIM, and reveals differences in responses and strategies between
banks in dealing with crises. The results provide important insights for decision-makers in
financial institutions and regulators in designing adaptive policies. The novelty contribution
of this study is the use of sophisticated ECM for NIM and Covid-19 analysis as a central
variable. Thus, this study not only deepens the understanding of the impact of the crisis on
NIM, but also provides an overview of the strategies of KBMI banks in maintaining
financial stability in the midst of global economic turmoil. The study also provides a basis
for further research in risk management, economic policy, and business strategy in the
future, especially in the face of increasingly complex global challenges such as the COVID
19 pandemic.

The remainder of the study is outlined as follows: The literature review and development
of hypotheses are examined in Section 2. Section 3 explores the data and methodology. The
movement of variables, empirical results, and discussion are reported in Section 4. Section
5 concludes and presents policy implications for banks in Indonesia.

Literature Review

Net Interest Margin (NIM) is a key indicator in a bank's performance that shows the
difference between interest income from loans and interest paid on deposits relative to
assets owned (Ramlall, 2023). To understand the impact of the COVID-19 pandemic on
NIM in the Indonesian banking industry, several economic and financial theories have
become very relevant. Fisher's interest rate theory links nominal interest rates to inflation
and real interest rates. During the pandemic, fluctuating inflation and the reduction of the
benchmark interest rate by central banks affected nominal and real interest rates, which in
turn affected banks' interest income (Tombini, 2023). The reduction in the benchmark
interest rate makes interest income from loans decrease, while interest costs on deposits are
also reduced, but not always balanced, so NIM can be depressed.
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Business cycle theory explains how economic crises, such as pandemics, can affect various



sectors of industry. The pandemic caused a significant economic contraction, reduced
credit demand, and increased credit risk, which negatively impacted net interest income
(Jou et al.,, 2024). With the decline in economic activity, credit demand from households
and businesses decreases, so interest income from loans also decreases. Risk management
theory has become particularly relevant as the pandemic has increased uncertainty and
default risk. Banks must tighten provision policies to anticipate an increase in non
performing loans, which has an impact on profitability and NIM. This increase in provision
means that banks will have to set aside more funds to cover potential losses from non
performing loans, thereby reducing net income and NIM.

Research on the factors affecting the Net Interest Margin (NIM) of Conventional Banks
has been an important concern in the current financial literature. As part of the external
factors that can affect NIM, Loan to Deposit Ratio (LDR) and interest rates have been
found to be significant variables in various studies. Study by Quoc Trung (2021) and
Muraina, (2018) shows that LDR has a significant impact on the NIM of Conventional
Banks. They found that an increase in LDR tended to lower NIM, indicating higher credit
risk and pressure on banks' profit margins. Similar findings were also found in research by
Weigand (2016), which highlights the importance of credit portfolio management in
maintaining healthy NIM. A high LDR can increase a bank's interest income because the
amount of loans provided by the bank becomes larger (Rabab’ah, 2015). However, if the
loan provided is too high without taking credit risk into account, this can reduce NIM as
higher credit risk can result in losses for the bank (Trinugroho et al., 2014).

Interest rates have also been found to be a factor influencing NIM. Research by Klein
(2021) and Barik & Raje (2019) shows that changes in interest rates affect NIM, with
increases in interest rates likely to increase NIM through a higher effect on interest income
than the cost of funds. The study underscores the importance of a good understanding of
interest rate dynamics in the management of NIM. When the benchmark interest rate rises,
usually banks will also raise lending rates to their customers (Duffie & Stein, 2015). In this
case, when the loan interest rate rises faster than the deposit rate paid to the customer, the
NIM will increase because the difference between the loan rate and the deposit rate
(interest spread) increases (Brunnermeier & Koby, 2018). However, if deposit rates rise
faster than lending rates, this may lead to a decrease in NIM as interest spreads shrink. In
addition, changes in the benchmark interest rate can also affect bank funding costs. When
the benchmark interest rate rises, the bank's funding costs will usually increase because the
bank has to pay higher interest to get funds from the financial markets. This can reduce
NIM because higher funding costs reduce the difference between interest income and
interest expense.

However, recent changes in the global economic landscape, especially with the advent of
the Covid-19 pandemic, have brought a significant impact on the banking industry.
Research by Mateev et al., (2022) and Shabir et al., (2023) shows that the impact of Covid 19
on Conventional Bank NIM is not only through traditional factors such as LDR and
interest rates, but also through increased credit risk and changes in customer behaviour
patterns. The COVID-19 pandemic may lead to a deterioration in asset quality and an
increase in credit risk for banks (Disemadi & Shaleh, 2020). Sluggish economic conditions
and high uncertainty can lead to an increase in the number of non-performing or defaulted
loans (Balgova et al., 2018). Banks may then need to increase reserves to cover losses that
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may result from bad loans, which can lead to a decrease in NIM. Stimulus policies and



government interventions to respond to the pandemic may also affect banks' NIM. For
example, a cut in the benchmark interest rate by the central bank or a credit guarantee
program by the government can reduce bank interest income or reduce interest spreads,
which can depress NIM.

In addition, inflation is also an important factor that can affect NIM. Research by Jima,
(2017) and Singh & Sharma, (2016) found that inflation can affect NIM by affecting the real
value of a bank's assets and liabilities, as well as changing consumer behaviour and
investment patterns. This emphasizes the importance of considering the impact of
macroeconomic factors such as inflation in a bank's NIM analysis. Inflation tends to lead to
an increase in general interest rates in the market (Ascari & Sbordone, 2014). As interest
rates increase, funding costs for banks also tend to rise. If banks cannot raise the interest
rates charged to borrowers in proportion to the increased cost of funding, their NIM could
erode as their interest margins shrink. On the other hand, inflation can also lead to an
increase in interest rates charged to borrowers. When interest rates on loans rise due to
inflation, banks can experience increased interest income from their loan portfolios
(Adzobu et al., 2017). If the increase in interest rates charged to borrowers exceeds the
increase in bank funding costs, then the bank's NIM may increase.

This research hypothesis is based on the observation that factors such as Loan to Deposit
Ratio (LDR), interest rates, the impact of Covid-19, and inflation have the potential to
affect the NIM of Conventional Banks in the Core Capital Bank (KBMI) group 1, 2, 3, and
4. We hypothesized that there was a significant relationship between LDR and NIM, in the
hope that an increase in LDR would lead to a decrease in NIM. Similarly, we hypothesize
that interest rates have a significant influence on NIM, where a rate hike will have a positive
impact on NIM. Furthermore, we anticipate that the impact of Covid-19 will have a
significant impact on NIM, assuming that the crisis may depress NIM as a result of
increased credit risk and changes in customer behaviour. Finally, we hypothesize that
inflation has a significant relationship with NIM, in the belief that an increase in the
inflation rate will depress NIM through its effect on the real value of bank assets and
liabilities. By testing these hypotheses, we hope to provide a better understanding of the
factors affecting Conventional Bank NIM and how they relate to different groups of Core
Capital Banks.

Methods

This study analyses the effect of Loan to Deposit Ratio (LDR), Operating Costs on
Operating Income (BOPO), Inflation, BI Rate, and confirmed cases of COVID-19 used as
independent variables (X) and Net Interest Margin as bound variables (Y), using data from
the banking industry in Indonesia. The data used in this study is time series data from the
period January 2021 to March 2022. Secondary data types are sourced from the Financial
Services Authority (OJK), World meter, and International Monetary Fund. The analysis
used in this study is descriptive analysis to analyse movement between variables and
quantitative analysis using the Error Correction Model (ECM) method. The equation in the
short term is as follows:

ANO @ = B! + B! ALDRl + BIABOPO| + B!Alnﬂation! + ByALNCOVl + B!ABirate! +
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While the equation in the long term is as follows:

0P =01 9,000+ 900000+ 0000000000+ 0,000+ 0000000+9 ..

NIM is Net Interest Margin; LDR is Loan to Deposit Ratio; Inflation; BOPO is Operating
costs to operating income; COV is a confirmed case of COVID in Indonesia; BI Rate is
Bank Indonesia Reference Interest Rate; 9 is the constant of each variable.

Table 1. Variable Operational Definition

Variable Definition Formula/Unit Source

Net
Interest Margin

(NIM)

Loan to Deposit
Ratio

(LDR)

Inflation

Bank
Indonesia Interest
Rate

COVID 19

Net interest margin
(NIM) is a measure
of the net return on a
bank's productive
assets, which include
investment securities,
loans, and leases.
This is the ratio of
interest income minus
interest expense
divided by productive

assets (Kumar, 2014). cases of COVID-19
A structural indicator as a proxy for the
variable COVID-19
pandemic. Confirmed
cases of COVID-19
are cases with

used to capture
potential risks

associated with Number of

commercial banks' confirmed cases of
liquidity and funding laboratory-confirmed -ovip-19

(Boa &; Zimkova,  infection using

2021). real-time PCR

In this study, inflation (El-Gilany, 2020). Financial
was measured us.mg NIM = Net interest  Services
the Consumer Price income/Productive Authority
Index (CPI). The Assets

Consumer Pr.lce Net interest income

Index (CPD) is a = Interest income

measure of the Interest expense Financial
average change over Services
time in prices paid b .
utban cgnsumzrs fory LDR = (Credit Authority
aset of consumer  Granted / Total

markets for consumer Funds Received) x

goods and services ~ 100% '
(USS. Bureau of International
Labor Statistics, Inflation = (CPI of lll/loilemry
2024). this period- CPI of -

In this study using  the previous period)

Bank Indonesia's / CPI of the

benchmark interest previous period) x

rate (BI Rate). BI 100

Rate is an interest rate Financial
policy set by Bank Services
Indonesia. Currently, Authority
the term has been

changed to BI-7 Day ¢,

Repo Rate

(BI7TDRR).

In this study using the Worldometer

number of confirmed

)
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Variable Movement Analysis

The number of confirmed cases of the COVID-19 virus has continued to increase globally
since the start of the pandemic. Figure 1 shows the variable movement of confirmed cases
of COVID-19 in Indonesia with KBMI NIM of 1, 2, 3 and 4. The COVID-19 pandemic
has a positive trend. The Covid-19 pandemic has brought changes to the world with
various challenges that were never imagined before. In Indonesia, Covid-19 has infected
more than 1.3 million people since the first case was announced in March 2020. However,
efforts to inhibit the spread of the COVID-19 virus have hampered economic activities and
the impact on the level of social welfare is increasingly felt by the community. Indonesia's
economy in the first quarter of 2020 against the first quarter of 2019 grew by 2.97 percent
(y-on-y), slowing down compared to the achievement in the first quarter of 2019 of 5.07
percent.

The government's decision to implement Large-Scale Social Restrictions (PSBB) in several
regions since April 2020 has had a broad impact on the production, distribution, and other
operational activities that ultimately disrupt economic performance (Kumala, 2020). The
second quarter was the culmination of all economic downturns as almost all business
sectors were closed to prevent the spread of the SARS-CoV-2 virus that causes Covid-19.
PSBB as a step to handle the Covid-19 pandemic applied to several regions in Indonesia is
a factor that caused a contraction in economic growth in the second quarter of 2020.
Indonesia's economy in the second quarter of 2020 compared to the previous quatter
experienced a growth contraction of 4.19 percent (q-to-q) (Halimatussadiah et al., 2020).
The PSBB policy to prevent the spread of the Covid-19 pandemic has caused limited
mobility and community activities which have an impact on reducing domestic demand.
People's incomes that have decreased due to the pandemic have caused most business
sectors to reduce their activities or close completely.
Figure 1. Variable Movement
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Source: Financial Services Authority, data processed, 2022

The banking sector is facing a double shock from the physical economy and financial
markets. The virus pandemic is highly contagious, and its differences in strategies and levels
of prevention and control make the risk of international crossover and mutual transmission
higher. Central banks and financial regulators in various countries and regions around the
world have launched various policies to encourage and support the banking sector to
actively support companies and individuals.

The movement of the Loan to Deposit Ratio tends to decrease. The weak lending trend
during the Corona Virus (Covid-19) pandemic has resulted in the bank's Loan to Deposit
Ratio (LDR) declining, based on data from the OJK (2021). The Loan to Deposit ratio
(LDR) is decreasing because at the same time the number of third-party funds (DPK) in
the banking industry is also still increasing (Shodrokova et al., 2023). The Loan to Deposit
Ratio that began to fall was also due to no economic activity, so there was no demand for



credit. The existence of regulations regarding PSBB greatly affects the demand for credit in
banks (Toni & Goh, 2022).

The decline in demand for credit during the Covid-19 pandemic has resulted in looser bank
liquidity (Adrian et al., 2023). This is reflected in the decline in the bank's Loan to Deposit
Ratio (LDR), which in January 2021 reached a level of 83.77 percent, much lower than the
same period in the previous year which reached 93.36 percent. This situation can be seen
from the tendency of people to save money and restrain consumption, as can be seen from
the growth of household consumption in the first quarter of 2020 which was only 2.84
percent (year-on-year), down from the same period in 2019 which was 5.02 percent. In
addition, data from the Deposit Insurance Corporation (LPS) recorded a surge in public
deposits in banks with a value of Rp1 billion to Rp2 billion by 9.3 percent. In addition,
according to data from the Financial Services Authority (OJK, 2021), people's savings
under IDR 5 billion have increased significantly, namely 14.2 percent when compared to
2019 which only grew 5.6 percent. This change has had an impact on the bank's NIM,
which can reduce the income earned by the bank. The decline in bank NIM was also
influenced by the sentiment of the increasing number of Covid-19 transmission cases in
Indonesia, where profitability is very important for companies because the level of revenue
is used to measure the effectiveness of company management obtained from sales and
investment revenue.

Related to inflation, data shows that the trend of inflation charts tends to decline during the
Covid-19 pandemic. Inflation rates have continued to decline during this period, even
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several months have printed deflation. The Central Statistics Agency recorded inflation in
May 2020 at 0.07 percent, which caused inflation from early January 2020 to May 2020 to
be recorded at 0.90 percent ytd and annually at 2.19 percent yoy (Central Bureau of
Statistics, 2021). This pattern of inflation is unusual, as Covid-19 has resulted in a drop in
demand due to activity restrictions. The decline in people's income also has an impact on
decreasing overall demand. Inflation occurs due to price increases indicated by increases in
all expenditure group indexes, including food, beverages, and tobacco groups; clothing and
footwear; housing, water, electricity, and household fuel; household appliances, equipment
and regular maintenance; health; transportation; information, communication, and financial
services; recreational, sports and cultural; education; food and beverage suppliers or
restaurants; and personal care and other services. This downward trend in inflation is due
to the bank's efforts to make efficiency in its operations to survive in difficult conditions.
These measures include reducing operational hours, releasing loss-making business units,
and reducing employees. In addition, banks have also begun to take advantage of advances
in information and communication technology by streamlining their operational activities
through automation and digitalization (Bueno et al, 2024). This supports banking
operations in a more efficient manner, especially in the context of the Covid-19 pandemic
which limits physical activity.

In addition, the measurement of banking efficiency also refers to the operational efficiency
ratio indicator commonly used by the authority, namely operating costs to operating
income (BOPO). According to the provisions of the OJK, banks are required to maintain a
certain level of BOPO ratio, depending on their Core Capital Bank (KBMI) group. Based
on banking data, there was a significant increase in BOPO at the beginning of the Covid-19
pandemic in March 2020, reaching 88.84 percent, compared to January 2020 before the
emergence of the Covid-19 pandemic in Indonesia, which was at 83.62 percent. However,



then BOPO began to show a downward trend in the following month, indicating that
banking operations became more efficient over time.

On the monetary policy side, Bank Indonesia has lowered interest rates in response to the
impact of the Covid-19 pandemic. For the first time, the interest rate was lowered on
February 20, 2020 by 25 basis points to 4.75 percent, from the previous level of 5 percent
(Bank Indonesia, 2020). The decline is in line with accommodative monetary policy
consistent with controlled inflation within the target corridor, maintained external stability
and pre-emptive measures to maintain domestic economic growth momentum amidst the
uncontrolled global economic recovery outlook in light of Covid-19. Furthermore, interest
rates fell again by 25 basis points in March 2020 to 4.5 percent, given the impact of the
Covid-19 pandemic on the economy. Meanwhile, interest rates held steady at 4.5 percent in
April and May. This policy is in line with efforts to maintain external stability amidst the
current relatively high global financial market uncertainty (Ekarina & Fedrichson, 2020).

Findings
Core Capital Bank Group (KBMI) 1

The following are the results of the Estimated Error Correction Model (ECM) of Core
Capital Bank Group (KBMI) 1 in the short and long term:
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Table 2. Estimation Results, Short-term KBMI 1
Variables Coefficient t-Statistics Prob. C -0.117348 -2.345496 0.0322 D(LOGCOVID) 0.058117
1.894175 0.0764 D(LDR) -0.041293 -3.978230 0.0011 DANFLATION) 0.315798 1.531447
0.1452 D(BOPO) -0.011110 -1.852010 0.0826 D(BIRATE) -0.242718 -0.478162 0.6390 ECT(-1)
-0.392704 -2.364420 0.0310 F = 8.277718

R*=0.756344 Adj R*= 0.664973 P = 0.000343

Source: Processed data, Eviews, (2022)

In KBMI 1, the results of estimates in the short-term show that the BOPO wvariable has a
negative and significant influence on NIM, in line with the findings reported in a previous
study by (Karamoy & Tulung, 2020). This indicates that an increase in operating expenses
relative to operating income could have a negative impact on a bank's profitability. In
addition, the variable BI Rate shows a negative but not significant correlation with NIM,
indicating that Bank Indonesia's benchmark interest rate does not have a strong impact on
the NIM of KBMI 1 bank in the short term. In the context of the Loan to Deposit Ratio
(LDR), the analysis results show a negative and significant correlation with NIM. These
findings confirm that banks with high LDRs tend to have lower NIM. The interpretation
of this finding is that the higher the proportion of loans provided by banks in conjunction
with available third-party funds, the lower the likelihood for banks to profit from the
difference in interest earned from creditors' activities. This may be due to higher credit risk
or suboptimal risk management in a bank's loan portfolio.

The finding that Covid-19 is positively correlated and has a significant effect on NIM in the
short term at Bank KBMI 1 is interesting to pay attention to and requires more in depth



analysis. These results are not aligned with the initial hypothesis stating that an increase in
Covid-19 cases would lead to a decrease in NIM. Banks in the KBMI 1 category are
generally filled by most banks with small core capital which tend to have different credit
characteristics compared to large banks. It is important to consider the conditions in which
KBMI 1 bank operate. In the conditions of the Covid-19 pandemic, bank management may
take steps to optimize their lending, especially to affiliated companies, in an effort to save
these companies from the impact of the sluggish economy due to Covid-19. This can result
in an increase in interest income earned from lending to affiliated parties, which in turn can
increase a bank's NIM in the short term. In addition, data from OJK shows that banks in
KBMI 1 and KBMI 2 experienced an increase in capital adequacy ratio. This increase can
be caused by a variety of factors, including income from stock premiums, general reserves,
current year earnings, retained earnings, fixed asset revaluation reserves, fixed asset
write-off allowance, and fixed asset impairment allowance. This increase in credit capital
can generate more revenue for banks, which can ultimately increase their NIM in the short
term.
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Table 3. Estimation Results, Long-Term KBMI 1
Variables Coefficient t-Statistics Prob. C -3.379085 -1.594413 0.1273 LOGCOVID 0.077295
1.713270 0.1029 LDR -0.032492 -3.563865 0.0021 INFLATION 0.092821 0.385428 0.7042
BOPO 0.012648 1.110856 0.2805 BIRATE 1.991369 4.689520 0.0002 F = 18.70698
R*=0.831164 Adj R* = 0.786733 P = 0.000001

Source: Processed data, Eviews, (2022)

Based on the results of the analysis from Table 3, it can be concluded that in the long run,
there are interesting findings that need attention. First, the findings show a positive
correlation between Operating Expenses to Operating Income (BOPO) and NIM. This
result confirms that the greater the operational costs borne by the bank, the greater the
NIM it has. This factor is related to the bank's strategic decision to set higher margins to
cover increased operating costs. This finding is supported by previous research Angori et
al., (2019) which showed that greater management of operational costs can provide
incentives to banks to improve supervision of loans given to debtors, thus minimizing the
risk of non-performing loans. In addition, greater operational costs can also be used for
human resource and technology development, which in turn improves the quality of
service and NIM of banks.

Furthermore, the results show that the variable BI Rate is positively and significantly
correlated with NIM, signalling that an increase in interest rates results in an increase in
NIM in the long run. Although banks may initially incur losses as a result of rising interest
rates, in the long run they can benefit from high interest rates. These findings are relevant
to the question of how banks react to structural changes in interest rates, as banks' net
interest margins have a major impact on their behaviour (Bundesbank and Busch 2015).



Furthermore, the variable Loan to Deposit Ratio (LDR) shows a negative and significant
correlation with NIM in the long run. This finding confirms that the higher the proportion
of loans provided by banks in conjunction with available third-party funds, the lower the
likelihood for banks to profit from the difference in interest earned from creditors'
activities. This may be due to higher credit risk or suboptimal risk management in a bank's
loan portfolio. Finally, in the long term, the findings show that Covid-19 has a positive but
not significant influence on the NIM of KBMI 1, while the inflation variable shows a
positive and significant influence on NIM. The implications of these findings could provide
deeper insight into how external factors such as interest rates, loan-to-deposit ratios, and
general economic conditions may affect a bank's profitability in the long run.

Core Capital Bank Group (KBMI) 2

The following are the results of the Estimated Error Correction Model (ECM) of the Core
Capital Bank Group (KBMI) 2 in the short term (Table 4) and long term (Table 5):
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Table 4. Estimation Results, Short-Term KBMI 2
Variables Coefficient t-Statistics Prob. C -0.061202 -1.772636 0.0932 D(LOGCOVID)
0.075193 2.915193 0.0092 D(LDR) -0.026972 -2.536325 0.0207 D(INFLATION)
0.030364 0.187703 0.8532 D(BOPO) -0.000161 -0.011092 0.9913 D(BIRATE) 0.333101
1.027442 0.3178 ECT(-1) -0.286467 -1.526427 0.0443 F = 2.210114
R*=0.424197 Adj R* = 0.232263 P = 0.089860

Source: Processed data, Eviews, (2022)

The results of short-term analysis reveal that inflation has a positive but not significant
correlation with NIM (Table 4). Although inflation as an indicator of macroeconomic
conditions showed a positive correlation with NIM, these findings did not reach the
expected level of statistical significance. In this context, it should be understood that a
higher inflation rate can affect the debtor's ability to pay principal obligations and loan
interest, which in turn can increase the number of non-performing loans in the banking
sector. These non-performing loans then prompted banks to raise lending rates as a
measure to address potential losses. Nonetheless, these findings did not significantly affect
NIM according to statistical analysis, in line with the results of previous studies by
(Amuakwa-Mensah & Marbuah, 2015).

In addition, other results show that in KBMI 2, in the short term, BOPO do not show a
significant correlation. However, the LDR shows a negative and significant correlation to
changes in profits. This negative result is in line with the downward movement of LDR
(Figure 1). This finding shows that the greater the ratio of loans provided to third party
funds received, the greater the change in NIM in banks. This suggests that banks with a
higher proportion of credit tend to have higher NIM. Furthermore, findings regarding the
influence of Covid-19 on NIM in KBMI 2 showed interesting results. The positive and
significant correlation between Covid-19 and NIM here shows that banks in KBMI 2,
which generally have small core capital, tend to allocate more credit to affiliated companies



to overcome the impact of the sluggish economy due to the pandemic. Thus, the bank's
management optimizes its lending to support affiliated companies, which ultimately
contributes to the bank's financial performance in facing economic challenges caused by
Covid-19.

Table 5. Estimation Results, Long-Term KBMI 2
Variables Coefficient t-Statistics Prob. C 0.440026 0.192838 0.8490 LOGCOVID 0.027950
0.660117 0.5167 LDR -0.023273 -2.002159 0.0590 INFLATION -0.512960 -3.099094 0.0057
BOPO 0.021223 0.767427 0.4518 BIRATE 1.193436 2.650468 0.0154 F = 3.717587
R*=0.481703 Adj R* = 0.352129 P = 0.015298

Source: Processed data, Eviews, (2022)
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The results of long-term analysis in KBMI 2 reveal that inflation has a negative and
significant correlation with NIM (Table 5). This finding is interesting because it shows that
in the long run, the higher the inflation rate, the lower the NIM held by banks. These
results fit with a hypothesis that assumes that high inflation rates can reduce banks' ability
to earn higher margins.

However, the test results partially show that Operating Expenses to Operating Income
(BOPO) are positively correlated but not significant to NIM. This result is in line with the
downward movement of BOPO, as well as NIM. This finding is surprising because it
contradicts the hypothesis that there is a negative relationship between BOPO and NIM.
This positive correlation suggests that the greater the operational costs borne by the bank,
the greater the NIM it has. This phenomenon may be explained by banks' strategic
decisions to set higher margins to cover increased operating costs. Despite this, these
findings did not reach the expected level of statistical significance.

The statistical results also show that the LDR in KBMI 2 is negatively correlated and
significant to NIM. This finding is in line with previous research Durguti et al., (2014)
which showed that banks with high lending ratios tend to have lower NIM. Furthermore,
the Covid variable showed a positive but not significant influence on NIM in the long term
KBMI 2. This shows that in the context of the Covid-19 pandemic, despite an increase in
cases and economic uncertainty, the impact on bank NIM in the long term is not
statistically significant. These findings may point to banks' adaptive responses to difficult
external conditions, where banks may have implemented strategies to mitigate the negative
impact of the pandemic on their financial performance.

Core Capital Bank Group (KBMI) 3

The following are the results of the Estimated Error Correction Model (ECM) of Core
Capital Bank Group (KBMI) 3 in the short and long term:

Table 6. Estimation Results, Short-term KBMI 3
Variables Coefficient t-Statistics Prob.

C -0.000189 -0.020552 0.9838 D(LOGCOVID) -0.016934 -3.079079 0.0065 D(LDR) -0.002955
-0.649750 0.5241 DAINFLATION) 0.047222 1.441141 0.1667 D(BOPO) -0.038866 -10.03834



0.0000 D(BIRATE) 0.057454 0.839505 0.4122 ECT (-1) -1.134451 -4.276143 0.0005 R* =
0.882882 Adj R*= 0.843843 F = 22.61527
P = 0.000000

Source: Processed data, Eviews, (2022)

In the short term, the variable of Covid-19 exhibits a negative and statistically significant
correlation with NIM (Table 6). This result is in line with the number of Covid-19 cases
which has increased significantly in Figure 1, while the NIM of KBMI 3 has decreased.
This phenomenon can be attributed to the implementation of social distancing policies in
mid-March 2020, which led to a shift in work patterns towards remote work arrangements.
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As a result, consumer spending witnessed a decline, with many commercial establishments
ceasing operations temporarily. Despite these challenges, the banking sector remained
operational, with branches adjusting their operating hours and digital platforms facilitating
continued financial transactions. Moreover, many banks-initiated credit restructuring
programs in response to government stimuli, further influencing their operational
dynamics.

Furthermore, the relationship between BOPO is negatively correlated and demonstrates a
significant impact on NIM within KBMI 3. These results are also supported by the
movement trend in the number of COVID-19 cases in Figure 1 which shows an increase,
but the NIM shows a downward trend. The adverse effects of the Covid-19 pandemic on
banking performance in KBMI 3 are evident in the escalating operational cost ratios
observed throughout 2020. In addition, findings from short-term and long-term analysis
show a negative but not significant relationship between LDR and NIM at KBMI 3.
Essentially, banks with higher Loan to Deposit Ratios tend to experience lower Net
Interest Margins, emphasizing the impact of extensive loan management practices on
diminishing margin prospects. In the short term, although inflation demonstrates a positive
effect, its influence on NIM remains statistically insignificant.

Table 7. Estimation Results, Long-Term KBMI 3
Variables Coefficient t-Statistics Prob.

C 7.447493 20.50213 0.0000 LOGCOVID -0.020849 -4.174264 0.0005 LLDR -0.000622
-0.203039 0.8412 INFLATION 0.042239 1.642019 0.1162 BOPO -0.039117 -12.01757 0.0000
BIRATE -0.036626 -0.479264 0.6369 R* = 0.940953 Adj R*=0.926191 F = 63.74274
P = 0.000000
Source: Processed data, Eviews, (2022)

In the long-term analysis, the findings show that BOPO have a significant and negative
correlation to NIM. This finding is consistent with the theoretical framework that has been
described by previous research, especially in the context of KBMI 3 bank during the
Covid-19 pandemic. The theory of interest introduced in previous research, especially Lee
et al, (2014) and Kohler, (2014), clarifying that an increase in Operating Expenses to
Operating Income has the potential to reduce the bank's interest income, thus negatively
affecting Net Interest Margin. These findings are in line with other studies conducted by
Merry et al. (2022), which shows a similar impact on banks in a pandemic situation.

In addition, the BI Rate variable also shows a negative and significant correlation with
NIM. Policy measures taken by Bank Indonesia to lower the benchmark interest rate
gradually and prudently, especially amid the dynamics of the Covid-19 pandemic, are



considered appropriate measures. This step is directed to maintain the stability of bank
performance, especially in the context of the NIM. Policy consistency is important in
maintaining overall financial system stability, and minimizing potential disruptions to the
Indonesian economy.
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Core Capital Bank Group (KBMI) 4

The following are the results of the Estimated Error Correction Model (ECM) of Core
Capital Bank Group (KBMI) 4 in the short and long term:

Table 8. Estimation Results, Short-term KBMI 4
Variables Coefficient t-Statistics Prob.

C -0.000189 -0.020552 0.9838 D(LOGCOVID) -0.016934 -3.079079 0.0065 D(LLDR) -0.002955
-0.649750 0.5241 DAINFLATION) 0.047222 1.441141 0.1667 D(BOPO) -0.038866 -10.03834
0.0000 D(BIRATE) 0.057454 0.839505 0.4122 ECT(-1) -1.134451 -4.276143 0.0005 R* =
0.882882 Adj R*= 0.843843 F = 22.61527

P = 0.000000
Source: Processed data, Eviews, (2022)

In KBMI 4 research, the results of the analysis show that Operating Costs to Operating
Income (BOPO) have a negative and significant correlation both in the short and long
term, as shown in Tables 7 and 8. These findings are consistent with previous studies, such
as those conducted by Mohammad et al. (2022), which investigates the impact of Covid-19
moderation on banking factors in various Asian countries. This result is also in line with the
BOPO trend which is decreasing along with the increase in KBMI 4 NIM. The impact of
the Covid-19 pandemic, both in the short and long term, on KBMI 4 bank showed
negative and significant results. These results are also supported by the movement trend in
the number of COVID-19 cases in Figure 1 which shows an increase, but the NIM shows a
downward trend. The pandemic has led to a decrease in banks' optimal interest margins,
increasing the profitability of credit risk, which in turn can jeopardize banking stability.
Capital injections from the government have also encouraged banks to take a more
conservative stance in managing credit risk, thus contributing to overall banking stability. In
addition, the impact of the Covid-19 pandemic and government intervention also affected
the bank's operational efficiency, including in shadow banking operations during the
pandemic. Therefore, the Covid-19 event has significant implications for banking
behaviour, not only in terms of setting lending rates but also in setting deposit rates in the
balance sheet market and shadow banking. These findings are in line with research that has
been conducted by other researchers in the same domain.

Furthermore, the analysis shows that the variable Loan to Deposit Ratio (LDR) in the
short and long term also shows a negative and significant correlation. This result is
supported by the decreasing LDR trend in Figure 1, while the KBMI 4 NIM tends to
increase. These findings are in line with findings reported in research by Marinkovi &;
Radovi (2014). However, the results of other studies show that LDR is positively correlated
with NIM. Currently, limited credit growth is due to the ongoing Covid-19 pandemic,
which has an impact on disruption of economic activity due to social distancing policies



implemented in various regions. This has significant implications for business activities and
fund management in the banking sector.
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Table 9. Estimation Results, Long-Term KBMI 4
Variables Coefficient t-Statistics Prob. C 7.447493 20.50213 0.0000 LOGCOVID -0.020849
-4.174264 0.0005 LDR -0.000622 -0.203039 0.8412 INFLATION 0.042239 1.642019 0.1162
BOPO -0.039117 -12.01757 0.0000 BIRATE -0.036626 -0.479264 0.6369

F statistics = 63.74274

Prob F(statistics) =
R®=0.940953 Adj R*= 0.926191 0.000000
Source: Processed data, Eviews, (2022)

In the long-term analysis, the findings show that the variable BOPO is negatively and
significantly correlated with NIM in KBMI 4 (Table 9). These findings are in line with
studies that have been conducted by other researchers, as mentioned by (Entrop et al.,
2014). It should be noted that the demand for digital banking services has increased
significantly amid the ongoing pandemic. This has accelerated the digitalization of banking
services and reduced dependence on physical services at bank branches. However, banks
must also pay attention to the increased operational risks that may arise during the
transformation process, including ensuring the security of digital transactions to maintain
customer trust.

Meanwhile, related to the variable Interest Rate (BI Rate), the results of the analysis show
different relationships in the short and long term. In particular, in the short term, the BI
Rate has a negative but not significant relationship to NIM, while in the long run, the
relationship is positive but not significant. A decrease in the BI Rate that is not offset by an
increase in credit demand may cause a decrease in NIM in the banking industry. In
addition, the reduction in the benchmark interest rate can also show bank prudence in
lending due to high economic uncertainty, as happened during the Covid-19 pandemic. In
this context, government intervention through fiscal policy is important to stimulate
national economic recovery. Inflation variables in short-term and long-term analysis
showed positive but not significant results on NIM in KBMI 4. Nonetheless, it should be
noted that low inflation may benefit the economy, but its impact on banking NIM may not
be significant. Therefore, the role of the government in evaluating programs that can
support economic recovery is crucial in these conditions.

Conclusion and Recommendation

Based on the results of the Error Correction Model (ECM) estimates carried out on the
Loan to Deposit Ratio (LDR), Operating Costs to Operating Income (BOPO), Inflation,
BI Rate, and COVID-19 confirmation cases against Net Interest Margin (NIM) in Core
Capital Bank Group Banks (KBMI) 1, 2, 3, and 4, there are several conclusions that can be
expressed in more depth. KBMI 1, the estimation results show that in the short term, the
variables that affect NIM are BOPO, BI Rate, and LDR. It was found that BOPO and
LDR variables showed a negative and significant influence on NIM. However, in the long
run, the variable that affects NIM is the BI Rate. Meanwhile, KBMI 2, in the short term,



the variables that affect NIM are inflation and LDR. The inflation and LDR variables show
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a negative and significant influence on NIM, according to the hypothesis proposed.
However, in the long run, the variables that affect NIM are inflation and BOPO. The
inflation variable shows a negative and significant influence on NIM, while the BOPO
variable shows a positive but not significant influence on NIM. Then, in KBMI 3, in the
short term, Covid, LDR, and BOPO variables are negatively and significantly correlated
with NIM. It was also found that in the long run, LDR and BOPO variables were also
negatively and significantly correlated with NIM. Meanwhile, KBMI 4, both in the short
and long term, the variables that affect NIM are BOPO, Covid, and LDR. BOPO, Covid,
and LDR variables have a negative impact on NIM, according to the hypothesis proposed.
However, in the short term, the variable BI Rate does not have a significant impact on
NIM, while in the long run, the variable BI Rate shows a positive and significant influence
on NIM.

Small core capital banks (KBMI 1 and KBMI 2) need to prioritize controlling operational
costs, interest rates, and Loan to Deposit Ratio (LDR) to maintain their financial health.
Because the variables BOPO, BI Rate, LDR, and inflation have a significant impact on
NIM in the short and long term. On the other hand, large core capital banks (KBMI 3 and
KBMI 4) should pay attention to the influence of BOPO, Covid, and LDR variables on
NIM, while also considering portfolio restructuring and diversification strategies to
mitigate the negative impact of potentially adverse external variables. In addition, policy
actions that support banking sector stability, such as promotion of financial literacy, better
risk management, and incentives for innovation and investment in information technology
and digitalization, will assist banks in facing complex economic challenges. By paying
attention to these implications, small and large core capital banks can increase their
resilience to market volatility and improve their financial performance over the long term.
For future research, it is recommended to include mediator or moderator factors such as
risk management or the level of bank digitalization to explore the relationship between
variables that affect NIM. In addition, the use of more sophisticated econometric
techniques such as Panel-GARCH can provide deeper insights into the volatility and
dynamics of these variables. This approach will help provide a more comprehensive picture
and more effective strategies for maintaining NIM stability.
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COVID-19 Pundesmic: Dnypact oo Net Dnterest Margin of
Indonesin Banking Indusiry

Apbrad Mah Hidavar', Liling, Gusrlanl®, Xonanebs Shodrokova®, and Sahamanad Mo
Hiakii®
& Dcparaseni of Eoonuinie Devchopaseni, Faosliy of Foonmic, Uiyt S, ulooeia
U Prrgraidnase of Foonomic, L nivess s Sratjpaa, Indemmesian
| Anwchillabhid e fise pror sedd; *1alisradives mae &d; Wooeen s o o s id
Wenaraieal Bgmal corrg Wubernmiadeahabin? Widgma f oo

Aharrace Thiz sndy expiores the foownr char affeer the net inrereen margin (WIS o rhe
Hheenk Mol ) Infoonesia Crrovp. Using daa from Janusne 3027 w0 Manch 2002 @nd the Enme
Comgemon hlodel, a shom-torm nepative condlcion borogm BOPO and LD anad 5154 in
KBS § and a leng-serm positve comrelason with B Race wae found Mearwhile, EBMI 2
shiras @ shost-omn negmne comelacon horseon inflasiom and LU and SIML In addaion,
KEMI 3 sbewwed a shori-ierom cepative eorredation with Covid-19, LIVR, and BUWCH wiih
NIM, O ther caher hand, KBMI 4 oxpedenood the megaive impact of BOPO, Covid-179,
ared LIMR oo WM kesgh an the shawt and kmg seem. This meview rrnrlh:.hu::l thas 'rrr"ulru.nrl
oof managing cperntional ooeos and lendirg For M8 sabilay im dhe shom reem and highlighes
she significant influence of Bank Indooesiss Benchmark interes) rre policy on NIM in the
Ity e, requinny camful sdpsammes da prevent casessive ucraations.

Eeywuids: Backing ladain, Toval-17 jpaslasig, Lism e Diepasdi Raim, Mei Inises
Margin, Oiprrasoeal Costs i Operating Ingcome

Inmmoduction

The COVIEE-1% pandeméc bas cansnd a sgnificant impact on the ghobal coonomy, reducing
the performance of various basmess gecroes arcand che wocd Song & Zhou, X200, Efons
m prevent the spread of the virus, such = implemennng social dsmmcing, mainmming
phruical dismnce, and weaniog masks, have heoome stendard in various polick s eplemenied
by coumarics around the workd. Oine of the seesors direetly affoced is the financial serviccs
nudfumiry, g epacially thee hanking e (80t cik & loansem, 2000, The COYTT- 1% pandemic
creared new challenges for the bankang, indusimy, prompeng, the need for sapal and oresene

wilapratian e survive o these wncemain canditions (Pefarmeya-Farll & Miralles, 2023),
Hamks asvumad the wearlsd Bave hevs dureed s faee varens challenges, suck s inesvaced enede
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misk. decreascd demand for credic. fecrwtons in frascial mareees, and dedining revenoes.
T padifterss tacse challerges, banks must creare wmovative and effeenve srargics, involving
e e of diginal rechaokgies, aperromal rearaourng, and policy adjiesmenes

The COAVLDRY pamdemic bas oread a sivson whene coonoméc voladlion has inoreased,
rrpgening changes m marker dynamec: aned eccerhatrg financial uncerteney (g e al,
20k, In this ooreest, banks dedpe their Moot Ineerest Magin (MIM]—a fundimenal
indicator of profieabilicy and officency in inoerest-bearing assen manageenent. MM refleon
she diffirinee hetwom interest mceeme carnal fnams lrnﬁrls A and Mmoo coeds
incurmed For deposine and other soueces of funds, becoming an impones bammeer of
banks' abiliy e opimize dhe differmes botwom ame yicdde and  fundiong tosss amid
changing coonomic comdicoes (Le, 20071 Amid the economic tomoll cawsed by the
pamdemnic, harks are famed with 8 g of maks and incnesing ousplesry, ranging fom
dieglining: credii qpualsy o limited lgaiciey and fuciusting inioress raigs. The eoeesei
impact caused by the COVID-10 pandemic bas disnupted the NIM ratio in Indonesia’s
marimal hl.h'lﬁ:lru‘h.rn H-.ldnn darta Ereem tha Cherritas Jasa h.l:lml:'qu.n [MIBT, she Hest
Ball od 2030 cage: F kel m il NIM ol conveomesd GssEenial
banks, which was caneed by a decrease in overadl hack imerest incoome. Dhering 2000,
lnhisnisi's oo pediemines Sspereneed a dhgaificans alowdeen ooseed B
El'l."riilul. ywars. As a resuli, the F\nl‘irﬂrrihv ek e I‘Idiﬂ# mwnTmlnlrd. de b the
discling mn MR, fl:nl-q.';m gimne] @ munizeing and cnhaeging ™M inchale a vargiy of
dmh%aﬂuh&w%wmwﬂmpﬂqﬂmm
:E!Hd'h,:ﬁrll i etk i gy oir rand sefec] Enechi rske

M s an indicaice wed o evalene a bank's allliy w0 seansge ddsks sising fom nesess
=i Ehatuatieers Chugys bo viseest rncs can have 3 checet impact om 3 bask's ieame and
wrerest enpense, MIM el the chise sdarbonehip bepween 4 kank's abiln oo manaege i
prinlucinvg aswis 2o o b pencnis il oel Sieecsl. Sa menbeme] by Segndens and
Sobvarvaeler (M0, sigh net ineerest maptin are often aseedassd whils o baak's e fldesey in
maTEgig 1S pomtcds of meress issees mnd dakbolines. In addinen, NI is also considered as
vz ol (e el divers il 1B bealih al Il.l!.lllf:a‘l'l bnlqu_n:nh:rh_ Himever, e e leh=wean
comext, MIM over the past few years bas remdead 10 be Influencel by banbing sosrce of
funds, primarily theough 3 enmparizon berween bover depuosin mees snd lending rams. The
cifery off imneresr maes on NI has been dwe focis of provess recanch, 45 evedled by
Hamadi 8 Sowdeh, (2018), The mesearch proswides a deeper undessiondog of how interes
are Mucrmtion affoct hanke MM pesfoniance, 6wl 08t ispleatons o the siabiiy
and healrh of the banking secroe as & whole, Thus, a deeper undersmnding of the denamics
of the mhbdonship berween interest s and BIM i cosennnl for moee effective sk
mwnagpemen aml mosvodng of the health of the banking seceor by Indonesia.

The hehawior of finanoal insnnmmeens dumg the COVIDS19 pendemie shives s tenadency o
recuce ending raves, which then bas an impact on their imerest inoome. Thes spep was wken
with the s of maincering hqadity amid tsecrnan coopomic sanditons doe m the
pandemic. This s refleced in the deorease in the value of the Loan v Deposic Bame (LDHE
froom F34 percent in ey 3030 m ML pencens in Sepoem ber 200 Resparch imokving rhe
analysis of the influence of LR on NIM bas been conducis:] by Monssa and Majou) 2006}
Lingr al, (20035 Haoar al, (2025 Son, (2024). Today, this ressarch is of major ennoem me
ey scademnies andd financil pracoeorens, as i hghbghs imgpormant relaconships: in glohal
e anl finaceial chynamics,
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Oine of the cxsernal elernene: thar can cause difficultics in finsacial mansgement is inflagon
(Andetang er al. N In the Indeeesian eoonomy, there has been a decline in people's
puarchiming power, which is eflecoad in the bigh negarive inflaion me [deflaion) ar the
begnrdng of 2000 This is due w the cconomic policies implazeniad by the ledonestan
government m peduce inflagomary pressures. The snpact of the condidon is tee namber of
Fassiness acirs whi pestpeme applying foe it m bankng instiisrans. This phenomenin
direcaly affecs the petimmance of bask oans, whch i vem begins s erode the MIM of e
Banking secor. I iz work noting thar provious sradies have explored che impact of inflation
e ceeviexl. Kudy conchected by l:H.Ir argd Frbus (HFHI] and  Araslewas-Senah and
Alprtuah (200 3 Diwowar (200 3); anad lelam & “achiveema, (3986 are some relevem mmph.
The enuly provides an in-dopth wikerstanding of how indlaties can affeor vaross spoos of
the eoomomy, induding banking performance theoogh s inflecnioe oo crodic demand and
crevmall marker comadirions,

NIM iz one of da by parsmetere that describe the financial pedformance of the banking
st MR bas alss |.1|:.'ri.|.'n:::|: wru&lrlt decling, rew ainly due i ehe dinece -Il'l'l'lll.'l ok
e praindcrie, Bl alsao |y the swcreasmy: fxros petitiin i the glynial cra ezl 2024),
Banke aw cumently eopaped in isseneifying compestion m improve thes opesatienal
cificiency amid dhe ongning diginl rnsmermosm. The Farnadal Senvess Autharey 1K)
alipa= hanks hs make strucrural rhlngn. m thiar ||-|I.lr|.linr|.l| :I'.nu;h wrﬂ trarvchrmaie,
with the aim of mamaining podfgaliling ened MM poesure, This siep = carmial out by
urileirgy sevhemakyry b opdnee operiona proceies, senase sfficoey, and capend e
margy ot wrrrierd B cumamin. A numbie af banks alio cosesoe 6 dene ebficiner and
auns i m i servioes as parl of ibes el i :uh|H B e et e r-.njh-_r
the lanking secioe. However, b dealing wiils the mpace of the pandesaic, baeks must akao
cansider €3¢ lerng-tomm conseqasness of this cisls an the must asd reputaion of the beenking
iy Therclome, @ & imporas Tod sesearoers and Pemncial pecasmess w wnderaanil
Barw Ohppemeting Fapensee Operaung bxons [DONPCE alfecy ™IM in s ooniest, Freviius
sescanch condoeteed by Spmeakd amd Kaonerens (2007 Bagkerellle er o, [2000); Rossdhane,
(R hes explored this relanemsdan, mnd rhis saady provide valmble insighes inm nsk
mregeinem sitabepesy aml operained efliooneies that banks can imploment mothe digial
ern and bn the madst of & pandemic

Agcomding e the classiieanon fhar bas been esnbishod by Pemncal Servies Aahorey
(3021) The baphs are grouped inte four Coee Capual Dank Gaoups (KBS, where each
o has @ adliferen copetal sege. KD | has & cone caphal of up 8o six ellon plil,
KNI 2 bas a oore capinl of mene than sis mllion aupiah o fooreen milion ropiah, KRMI
Jhasn core capitsl f moee tan founeen milbon rupich w seventy willion npiah, ond kK0
4 has & cose capeeal off more than seventy willion muplals Tn the comest of lrsacial secioe
mipervisary and regularcay policies, this cassificamon plays an imparmne role in crsuning rhe
existerioe il srindards spgropeane e bevel of nsk ssd complesy af financial iescimmaons,
By gruuping hanks inoe caegogies based on capid siee, COK min appdy o propurconal wod
affemne nuperrsnry appenach, scocceding m the chamoeritics ard neads of cach growup,

‘This research is relevant especilly in the comest of the COVTD-19 pandemnsic which has
chanped gw coomanic axd finaocial landscape plotally, Dunng ithe socesenic crisin cassed
b the pamdemic, banks wor faced with varkoms challonges thas affecoed chair financial
performanee, includmg senmsed crodie sk, mhibmed lending, flucnsitions in operating
cowis, b g aif inilabie, sl changes i cosumer behaviour. Heregver, there & a

iy, o ol SITDIR, £7), X004, 2544

thar noeds wo be fankber revealed, pamebe regarding the differonces in respeonscs
3 heraeen banks clussified in dhe Core Capieal Penk Coroup (RERMI 1, 2 3, and
dhe analysis of the impac of nsks ssocead with the pandemic, this reseanch
insighe imo effective serreppes in marmgng risk and meswsining the finsocial
ks, Significane differcoces in adapration capaciy and reslienos wo orses berereen
mall copimal (KM 1 and 5 and loge (kAR 3 and 4) pee alsn the main fies

rrun.rh. rh.l.'l.-ﬂurr—ndlng eif l‘uu.l.'hldl.':lrlirll wrrucrons offors cha FERPHMSL Bk
ubardy during che DOV S pandenve. Using the Ewor Coamection Sodel
abug e Mgt Iriorest Mangi (NIM) on KBAMT 1, 2 3, and 4 sepamsely, this
ed the shon-penm and long-term relationship bereeen factons such 13 BOPO,
e, inflatiin, and Croid =19 ondh MIM Sorcach bank group, The laeest bes in rhe
spmrmch of epression analyss betaeen KBS hanks, which is recly dosg an the
his sy provides an io-depath Jook an e impaon of exoomal and operational
5L ard mnhd!f&mnﬂu:qumt anil mrarcges herwven Banks m .rh.'ll.rq;
The rewdis pouvids imporiam wsiphts for degia ! i [ I
une] eepulainey i desipning, adapeince policdes. The nevelty oot riteation of ghis
wat eof siophrstesmed BUM e MM and Coned-19 andbsis a8 1 centmal vamahle.
uly I'HEII".:[ :'I.lrrl.-r- thi unbmrﬂrgurﬂu. |n1[-:ri|r'|:|1|.' Criis e "'ul.!ul [T
v 2 overyiew al B sinigges of KEMI] banks i mainiams I stakili i
af phohal eeosorae urimel, The seady b provddes abasis fiear Bt peseasch
ik, edomimmie pobey, s bamingd straidgy g haduns, |:".°|-‘|l]|!r:| thi
asmgly camnples g J“I-III.IEIEIFI wuch as e COVITE 19 imlorie

ler o ehe study 18 ousliried s frllissse The tersure sovies and desvel i

I
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Banks musr tighoen peovision policies o andcipae an incnease in non-perfonming lowns,
whiich has s impacy on proficabliey and 31M. This meresse in provisicn mesns thar hanks
will Bave o ser mdde mone fands 1 cover poreneial losses from non - perfiaming kans,
henchi seducing ne income and NIML

Riseanch ain tha facmins afeonng e Ber Inreresr hangn (NIM) of Coaeesgional Banks has
besen i Wpiponant concem in e oavent financid leramee. As pan of de externad ecncs
shat can lﬂ't-:tH'.I]-I.I.unl:-:- Dicposit Bario (LLOR) and incerest ranes hanng heon found oo be
-H-ﬁ"-_ 1 n fiw, Snudy by (o Tru (A2} and Morxina, (3 H)
shivgs than LI hies o significan impsect an vhe RIS ol € llll'l'l'll.'l'ﬂlll'l'l] Hanks. They fourd
shat an imereass LD wnded @ kreer MIM, sdcaning higher crodin riek and pressize an
banks' proditmargins. Hmilas findings were also frand in rescarch By Weigand (20 £, wiich
Fiphliphrs the imperane: of crochr porfiske mansgemene in maintaining: kealthy &AL A
Eiph LI can mcrease o bank's interest mcome beowess the amount of kans provided Ty
e hank beocranes larger (Rababtah, 2015), oo, i the koan providied is oo high wighom
uh'q'.l_' rruchs mek s scruee, chis can o MBI as hi'!hl.'r crecie nsk ran resuk m ks
Fup the ek (Trngenobea ciall, 201 4),

Interest mies have alsn heea fnund in hea G isflusseing NIN, Bescarch by Kldn 2021
ancl Hank & Kajoe [201'F shorws thar rhlﬁ:u.'- mrerver ranes afier %A, warh ineremis in
imgpresi rales likely (o incresse NIM Saogph o higher elfect an migrest imceene than the s
of funds, The study undersenres the Importimee of o pood wederieumding of siencie rare
dynamies in the marisgemess of MIM Whee the hencbsardk inberest rie s, uiually hasks
wll alear mise lemling raies b b cusiermers [Dl.ﬂ'l'lr & Sacin, 2015, In this cesc, when ihe
b Iniberesl fabe i 53 Gasted il the deposll iaie pakel w0 tie oweceser, dee NI will incssne
beeanse the diffenenee bevween the loan zb: asd the depenie ries ncsest igred) nences
(heunnenreer & Koby, 20018 However, o depesn rares fse Eser than kenehng mies, this
man el g decreae in NIM e sienes speesds shenk [5adliven, charges in ghe
benchimoek meerl fic can s offieer bank feuding eoss. When dhe beackaark i
rare rises, the bank's furding coees will ussally inoresse because the bank has w pay higher
imsberes o e Durehs fcem e Erancs] maskeis Ths cen smluce ™15 |n:|:lun|:||.ﬁu:l asmlinig
cokts pedisce the dilfesence levaeen e income aml lseres) eapense.

Hiwwsver, Fecent changes i the ghibal moonimic lndscape, copecally with the advone of e
Corvia 19 pasademic, have bhroughe s significant impact on the banking industey. Reseasch by
Museey et all, (A02) aml Sable o al, 2025 shows b e inspos of Covid-19 on
Croawenmional Bank MIM is sen anly throsgh wadinonal fecwoes such as LI and inrenss
ranes, bar ahko through inormsed credit sk and changses mouswmer behaviour paitomes. The
COVIDEY pandendc nuy bewd v o dersrinmmios & sser quality and an increase ia cnada
risk fior hanks (Drisemadi & Shalch, 2080, Shggish coonomic condifnns and high umce mainey
can kol w0 am increass 1 the membser of mom-peerfnrming o defmeleed e [Balgovs o al,
20185 Banks may chen need 1o e rease reserves g cover osses thar may resah from bed
Toger, which can ks e doc roase in WIM, Simulus policies and gmemment interrentiona
mn respand 1 the pandemic may abso affecr banks' S Forexample, a ooe i the benchmirk
innerest vate by rhe ceneral bank o g enedin pasmmes progmam by che e rment can reduce
bank interest income o mshacs imeeres spegada, whichs can degaes X141

In addimsn inflation i also an imporiess factor thas can affece NI, Bewarch by Jima,

b
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