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Abstract

This research explains to test financial stability of banks during the crisis which is
still being debated by taking the period before and after the covid 19 pandemics.
This study uses a sample of all transactions of conventional banks and Islamic
banks throughout Indonesia that are recorded by the Indonesian financial
services authority. With a population of all conventional financial institutions and
Islamic financial institutions, both registered and unregistered by Indonesian
financial services authorities throughout Indonesia. Data sourced from the
Indonesian financial services authority. Paper compares the performance of
conventional banks with Islamic banks and the resilience of conventional banks
and Islamic banks to shocks, an analysis of the financial behavior of data in
commercial banks was carried out using Threshold Autoregressive. We find that
Islamic banks tend to be more stable in facing financial challenges due to the
COVID-19 pandemic compared to conventional banks. Performance of
conventional banks was very good before the COVID-19 pandemic. However,
when the coronavirus pandemic began to be reported, there was a huge decline
in performance. Conventional bank recovery efforts have not been able to return
to the original track. Conventional bank performance is slowing down, and it tends
to be difficult to return to its original performance value (before the COVID-19
outbreak). However, from the graph of performance forecasting Islamic
Commercial Banks and Conventional Banks, it is a difference in performance
stability between Islamic Commercial Banks and Conventional Banks facing the
COVID-19 pandemic.

Keywords: islamic bank, islamic finance, covid-19.

Abstrak

Penelitian ini menguji stabilitas keuangan perbankan pada masa krisis yang
masih menjadi perdebatan dengan mengambil periode sebelum dan sesudah
pandemi covid 19. Penelitian ini menggunakan sampel seluruh transaksi bank
konvensional dan bank syariah di seluruh Indonesia yang tercatat oleh otoritas
jasa keuangan Indonesia. Dengan populasi seluruh lembaga keuangan
konvensional dan lembaga keuangan syariah, baik yang terdaftar maupun tidak
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terdaftar oleh otoritas jasa keuangan Indonesia di seluruh Indonesia. Data
bersumber dari otoritas jasa keuangan Indonesia. Untuk mengetahui dan
membandingkan kinerja bank konvensional dengan bank syariah serta
ketahanan bank konvensional dan bank syariah terhadap guncangan, dilakukan
analisis data perilaku keuangan pada bank umum dengan menggunakan
Threshold Autoregressive. Kami menemukan bahwa bank syariah cenderung
lebih stabil dalam menghadapi tantangan keuangan akibat pandemi COVID-19
dibandingkan dengan bank konvensional. Kinerja bank konvensional sangat baik
sebelum pandemi COVID-19. Namun, ketika pandemi virus corona mulai
dilaporkan, terjadi penurunan kinerja yang sangat besar. Upaya pemulihan bank
konvensional belum bisa kembali ke jalur semula. Kinerja bank konvensional
melambat dan cenderung sulit untuk kembali ke nilai kinerja semula (sebelum
wabah COVID-19). Namun dari grafik peramalan kinerja antara Bank Umum
Syariah dan Bank Konvensional, terlihat adanya perbedaan stabilitas kinerja
antara Bank Umum Syariah dan Bank Konvensional menghadapi pandemi
COVID-19.

Kata Kunci: bank islam, keuangan islam, covid-19

Introduction

Financial institutions are important role in monetary stability (Nair &
Anand,2020). The rapid increase in performance of Islamic banks (IB) in
Indonesia and financial crisis makes it interesting to investigate whether Islamic
Banks (IB) and conventional banks (CB) have the same behavior with the COVID-
19 pandemic to maintains their performance. In theory, Islamic Banks and
Conventional Banks have many differences. In principle, rules, regulations, and
the structure of banking equity in Islamic banks not same with conventional
banks. In principle, Islamic Banks prohibit the existence of bank interest.
However, Conventional Banks allow bank interest. Conventional banks in
carrying out their business operations are debt-based and allow risk transfer, but
Islamic banks are based on asset intermediation and focus on risk-sharing
(Safiullah,2020; Trinugroho et al,2018).

In terms of risk management, Islamic banks are very unique because the
risks in Islamic banks appear in contracts, namely the sharing of profits and risks.
The research of Mirakhor and Krichene (2009) shows Islamic banks can minimize
the negative impact of the global financial crisis. In the research of Chowdhury et
al., (2016), Islamic principles which are the principles of Islamic banks provide
prudential guidelines in financial management that provide financial protection for
Islamic Banks in times of financial crisis.

The research of Bourkhis and Nabi (2013) explain the impact of
performance between Conventional Banks and Islamic Banks does not have a
significant. However, the study of Rashid et al. (2017) concluded that the Islamic
financial system can improve the financial stability of the Bank and increase
resilience to the impact of the financial crisis.

Dawood et al. (2016) shows ratio of net stable funding can increase the
stability and soundness index of Islamic banks. Korbi and Bougatef (2017)
concluded conventional banks are more stable than Islamic banks. However,
Uddin et al. (2017) explains during the crisis have a difference stability between
Islamic Banks and Conventional Banks. Islamic Banks more resilient than
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Conventional Banks. Vogt (1994) explains that there is a strong relationship
between cash flow and capital investment spending.

Based on previous research with conclusions that are still a debate between
the financial stability of Islamic banks and conventional banks, it is interesting to
do research in Indonesia.

Covid 19 of course has an impact on financial stability, where bank stability
and resilience rely on bank performance (Demir & Danisman,2021). Adekoya et
al. (2021), find that Covid-19 had an global financial impact. Elnahass et al.
(2021) explains that Covid-19 pandemic had an impact on banking globally.
JEBABLI et al (2021) to compared impact of global financial crisis in 2008 and
Covid-19 pandemic. The result concluded that the COVID-19 pandemic had a
shock to financial performance.

Based on previous research, we developed the following hypotheses:

1. Impact Covid-19 pandemic on Islamic Banks and Conventional Banks
performance

2. Resilience of Islamic Banks and Conventional Banks is still under debate
about performance shocks to the financial crisis and or the COVID-19 pandemic.

Based on the hypothesis in the background, it is necessary to conduct
research on the stability of conventional banks and Islamic banks in times of
shock (hypothesis 2). The shock period chosen as the research period is 2019
as the period before the COVID-19 pandemic and 2020-2021 as the pandemic
period (Hypothesis 1). We use monthly data so that the study period starts from
January 2019 as the 1st period to January 2021 as the 25th period.

Two banking systems in Indonesia are conventional banks and Islamic
banks (Trinugroho et al., 2021). The Islamic financial market encourages
economic growth in Indonesia (Juhro et al, 2020). Based on the research of
Fianto et al.(2018), Islamic finance in Indonesia has a significant positive effect
on the welfare of its customers. Rizvi et al.'s (2017) research concludes Islamic
banks improve financial stability in Indonesia. Wasiaturrahma et al. (2020)
concluded that the level of capital adequacy has a significant positive effect on
the performance of both Islamic and conventional banks.

The crisis is a serious financial problem (Handoyo et al.,2020). Anwar
(2019) concludes that bank size, profitability, capital adequacy, loans, and credit
risk management have a significant effect on cost efficiency and bank
performance in Indonesia in the post- 1997 financial crisis period. Atahau &
Cronje (2020) explain about impact performance and ability of the application of
macroprudential, working capital credit, investment, and consumption to maintain
bank financial stability in the period before and after global financial crisis (2008
financial crisis).

Uncertainty of economic has a significant positive effect on the default risk
of conventional banks. but has no effect on Islamic banks (Bilgin et al,2021).
Nguyen, (2021) found that effectiveness of the sharia committee can improve
bank performance. Application of sharia principles also can increase the
effectiveness risk management and improve the financial stability. This study
aims to investigate and compare the financial stability of banks during the crisis
which is still being debated by taking the time period before and after the covid
19 pandemics.
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Research Methods

The Threshold Autoregressive requires stationary data (Sun et al., 2018).
Thus, before estimating the Threshold Autoregressive, the data stationarity test
was carried out using the ADF test. The results of the ADF test on Islamic Bank
financial data in Table 1.

Table 1. The Results of the ADF Test on Islamic Bank Financial Data

Method Statistic  Prob.**
ADF - Fisher Chi-square 9.85639 0.1308
ADF - Choi Z-stat -1.26727 0.1025
Series Prob. Lag Max Lag Obs
EAT 0.0973 0 4 24

F 0.1235 0 4 24

GR 0.6025 0 4 24

** Probabilities for Fisher tests are computed using an asymptotic Chi-square distribution. All other tests
assume asymptotic normality.

From the results of the ADF test, the financial data of Islamic Banks used in this
study is stationary. The results of ADF testing on conventional bank financial data
in table 2.

Table 2. The Results of ADF Testing on Conventional Bank Financial Data

Method Statistic  Prob.**
ADF - Fisher Chi-square 14.2695 0.0268
ADF - Choi Z-stat -2.27552 0.0114
Series Prob. Lag Max Lag Obs
EAT 0.1325 0 4 24

F 0.1112 O 4 24

GR 0.0541 1 4 23

** Probabilities for Fisher tests are computed using an asymptotic Chi-square distribution. All other tests
assume asymptotic normality.

Results of the ADF test shows financial data of conventional Banks used in this
study is stationary. The results of the Threshold Autoregressive estimation for
Islamic banks in Indonesia in table 3. In the linear part, the financing has a
significant positive effect on the performance of Islamic banks with a coefficient
value of 0.227284 and a t-statistic of 2.503947. General reserves on the linear
part have a significant negative effect on the performance of Islamic banks with
a coefficient value of -7.299768 and a t-statistic of -2.526609.

In the non-linear part, financing or credit has a significant negative effect on the
performance of Islamic banks with a coefficient value of -26152.28 and t-statistic
-0.040346. General reserves have a significant positive effect with a coefficient
value of 820215.9 and a t-statistic of 0.040349.

Coefficient value of slope is 0.000222 and a t-statistic value is 0.020465. This is
indicates the level of slope or shock has no significant effect on the performance
of Islamic Banks in Indonesia. With a Threshold coefficient value of 249296.6 and
a t-statistic value at a threshold of 0.109063.
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Table 3. the Threshold Autoregressive Estimation Result

Variable Coefficient t-Statistic

Threshold Variables (linear part)

F 0.227284  2.503947
GR -7.299768 -2.526609
Threshold Variables (nonlinear part)

F -26152.28 -0.040346
GR 820215.9 0.040349
Slopes

SLOPE 0.000222  0.020465
Thresholds

THRESHOLD 249296.6  0.109063
R-squared 0.838645

Adjusted R-squared 0.807967

The value of R-squared and Adjusted R-squared is greater than 0.80 which
indicates the fit of the model is more than 80%. From the estimation results,

Islamic banks tend to be stable in shocks during the study period.

The results of the Threshold Autoregressive estimation for conventional banks in

Indonesia are presented in table 4.

Table 4. The Threshold Autoregressive Estimation Result

Variable Coefficient t-Statistic

Threshold Variables (linear part)

F -0.090026
GR 7.677235

Threshold Variables (nonlinear part)

F 0.380111
GR 22.78269
Slopes

SLOPE 0.000225
Thresholds
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THRESHOLD 61373.24 5.514509
R-squared 0.856053
Adjusted R-squared 0.83408

In the linear part of the financing, it has an insignificant negative effect on earnings
after TAX with a coefficient of -0.090026 and a t-statistic of -0.90887. General
reserves have a significant positive effect on earnings after tax with a coefficient
value of 7.677235 and t-statistic -0.90887.

In the non-linear part. Financing has no significant positive effect with a coefficient
value of 0.380111 and a t-statistic of 2.732485. General reserves have a
significant positive effect with a coefficient value of 22.78269 and a t-statistic of
2.898484.

Slopes have no significant effect with a coefficient value of 0.000225 and a t-
statistic value of 0.38033. The threshold coefficient value is 61373.24 and the t-
statistic value is 5.514509. With an R-squared value of 0.856053 and an Adjusted
R-squared of 0.83408, it indicates that the fit of the model is more than 80%.

Compare between Islamic Banks and Conventional Banks, Forecasting Earning
After Tax is carried out which is presented in Figures 1 and 2. Where in Figure 1,
Forecasting Earnings After Tax is presented as an indicator of Bank performance
at Islamic Banks. And figure 2 is presented forecasting earnings after tax as an
indicator of the Bank's performance in conventional banks.

1.6E+10

Forecast: EATF

1.2E+10 | Actual: EAT
\ Forecast sample: 1 25
8.0E+09 | Adjusted sample: 4 25
/ RN Included observations: 22
4.0E+09 | Root Mean Squared Error  1.64E+09

Mean Absolute Error 9.87E+08
Mean Abs. Percent Error  1735023.
Theil Inequality Coefficient 0.999873

0.0E+00 _|

_4.0E+09 | Bias Proportion 0.230615
/ o Variance Proportion 0.769314

_8.0E+09 -— Covariance Proportion 0.000071
6 8 10 12 14 16 18 20 22 24 Theil U2 Coefficient 31228.25

Symmetric MAPE 168.8894

Figure 1. Forecasting Earnings After Tax is presented as an indicator of Bank
performance at Islamic Banks

From the results of the estimated performance of Islamic banks, it can be seen
that there were shocks starting from period 10 which peaked at 13, and began to
stabilize in period 15 to period 17. In period 18 to the end of the period, namely
period 25, the performance graph of the estimation results increased and
decreased but tends to back to normal. This shows that shocks to the
performance of Islamic banks began to occur at the beginning of the emergence
of the corona virus, namely in March 2020 or in the period of this research is
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period 15.
250,000
Forecast: EATF
200,000 | 3 Actual: EAT
\\ Forecastsample: 1 25
150,000 | Adjusted sample: 4 25

Included observations: 22

Root Mean Squared Error  21532.44
Mean Absolute Error 14853.30
Mean Abs. Percent Error 43.25954
Theil Inequality Coefficient 0.123831

100,000 |

50,000 |

0| Bias Proportion 0.005355
Variance Proportion 0.085796

-50,000 - ‘ - Covariance Proportion ~ 0.908849
4 6 8 10 12 14 16 18 20 22 24 Theil U2 Coefficient 1.163682
Symmetric MAPE 26.11777

Figure 2. Forecasting earnings after tax as an indicator of the Bank's

performance in conventional banks
When compared between figure 1 and figure 2, it is very clear that the
performance of Islamic banks (Figure 1) tends to be more stable than the
performance of conventional banks (figure 2). Conventional bank performance
was very good in before the COVID-19 pandemic. That is in the period 1-12.
However, in the period 13-14 when the corona virus pandemic began to be
reported, there was a very large decline in performance. In period 15 when the
corona virus pandemic began to occur, performance recovery in period 15 fell
again and conventional bank recovery efforts were still unable to return to the
initial line of falling performance until the end of the period. In the period 23 to 24,
the performance of conventional banks actually experienced a slowdown and
tended to find it difficult to return to the initial value, a decline in performance
occurred.

In contrast to the performance of Islamic banks in figure 1. Which actually
shows an increase in performance from before the pandemic occurred, although
there were still shocks to the performance of Islamic banks in period 20, but
managed to recover in period 22 even though it had to fall again. However, from
the graph of performance forecasting between Islamic Banks and Conventional
Banks are differences in performance stability between Islamic Banks and
Conventional Banks facing the COVID-19 pandemic. This study found that in line
with research from Bilgin et al (2021), Demir & Danisman (2021), Adekoya et al.
al. (2021), Elnahass et al. (2021), Mirakhor and Krichene (2009), Chowdhury et
al., (2016), Rashid et al. (2017), Uddin et al. (2017). The results of this study are
not in line with or contradict the results of research by Bourkhis and Nabi (2013),
Korbi and Bougatef (2017).

Conclusion

Islamic banks tend to be more stable in facing financial challenges due to
the COVID-19 pandemic compared to conventional banks. Conventional banks
have very good performance before the COVID-19 pandemic. Coronavirus
pandemic began deeply decline of bank performance. Conventional bank
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recovery efforts have not been able to return to the initial path. Conventional
banks performance has slowed and it tends to be difficult to return to its original
performance value (before the COVID-19 outbreak). Contrast with conventional
banks, Islamic banks actually experienced an increase in performance from
before the pandemic occurred, although there were still shocks in the
performance of Islamic banks in the 20th period or in August 2020, but managed
to recover in the 22nd or October 2020 period even though they had to fall again
and get up. at the end of the study period. However, from the graph of
performance forecasting between Islamic Banks and Conventional Banks shows
a difference in performance stability between Islamic Banks and Conventional
Banks facing the COVID-19 pandemic.
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