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Motivation 

      Graph 1. Credit/GDP Major Asia Countries       Graph 2. Indonesia credit, GDP growth, CB rate 

The blue rectangular boxes represent loosening periods while the red rectangular box indicates tightening 

periods of macro-prudential policy. 

• Credit growth is a key driver for economy growth.  

• Low credit growth may hamper the economy growth, but excessive growth may fuel 
greater risks for macro and financial stability. 

• Effectiveness of monetary and macro-prudential polices to manage credit growth. 

Data sources: BIS statistics and Bank Indonesia 
Data Sources: BIS statistics and Bank Indonesia 



Objective & Research questions 

 
What factors drive credit growth in Indonesia and Asian 

economies? 

  
 Funding liquidity ? 

 Capitalization? 

 Stability sources of funding? 

 Off-b/s (credit commitment) activities?  

 Monetary interest rate policy (bank lending channel)? 

 Macro-prudential policy? 

 Interaction of banking characteristics with monetary and 
macro-prudential policy? 

 Interaction of monetary and macro-prudential policy? 

 



 

 Credit growth & monetary policy (bank lending channel) 

  Bernanke&Blinder (1992), Kashyap&Stein (1994), Morris&Sellon 
 (1995), Gambacorta & Marques-Ibanez (2011). 

 Credit growth & macro-prudential policy 

  cross countries evidence: Claessens, et al (2011), Lim, et al (2011), 
Zhang&Zoli (2014), Cerutti, et al (2017),  

  case study of a country: Igan&Kang (2011), Wong, et al (2011), 
Jimenez, et al (2012), Aiyer, et al (2014). 

 Credit growth & banking characteristics (liquidity, off-b/s activities, sources 
of financing, capital) 

  Bernanke & Lown (1991), Peek & Rosengreen (1995), Kashyap, et 
 al (2002), Cornett, et al (2010), Gambacorta & Marques-Ibanez 
 (2011),  Kapan & Minoiu (2013), Berrospide & Meisenzahl (2015). 

 

Literature review 



Data 

 Indonesia case: quarterly macro-economic and individual data of 94 
Indonesian commercial banks over the period of 2005-2016.  

 Other Asia case: annual macro-economic  and individual data for 74 banks 
in China, India, South Korea, Hong Kong, Singapore, Thailand, Malaysia, and 
Philippine over 2004-2015. 

 Dummy variables of macro-prudential policy (MPI): 

 Indonesia case, MPI = 1 for loosening periods, -1 for tightening, and 0 
otherwise 

 Other Asia case, MPI=1 for tightening periods and -1 for loosening 
periods. 



Methodology (1) 

 Expanding/ modifying Kashyap & Stein (1994), Gambacorta & Marques-Ibanez 
(2011) 

 

∆𝑙𝑜𝑔 𝑐𝑟𝑒𝑑𝑖𝑡 𝑖𝑗𝑡 = 𝜃∆𝑙𝑜𝑔 𝑐𝑟𝑒𝑑𝑖𝑡 𝑖𝑗𝑡−1 + 𝛾∆𝑙𝑜𝑔 𝐺𝐷𝑃 𝑗𝑡−𝑘 + 𝛼∆𝑙𝑜𝑔 𝐶𝑃𝐼 𝑗𝑡−𝑘 +
𝜑𝑀𝑃𝐼𝑗𝑡−𝑘 +  𝛽 + 𝛽∗𝑀𝑃𝐼𝑗𝑡−𝑘 ∆𝐶𝐵𝑗𝑡−𝑘 + 𝛿 + 𝛿∗𝑀𝑃𝐼𝑗𝑡−𝑘 𝑋𝑖𝑗𝑡−𝑘 + 𝜋𝑋𝑖𝑗𝑡−𝑘∆𝐶𝐵𝑗𝑡−𝑘 +
 휀𝑖𝑗𝑡         
         (1)
  

 For Indonesia, two-period implementation of loosening MP policy:  MPI1(Q1 
2011-Q2 2012) and MPI2(Q3 2015 - Q4 2016 ) 

 
∆𝑙𝑜𝑔 𝑐𝑟𝑒𝑑𝑖𝑡 𝑖𝑡 =
𝜃∆𝑙𝑜𝑔 𝑐𝑟𝑒𝑑𝑖𝑡 𝑖𝑡−1 + 𝛾∆𝑙𝑜𝑔 𝐺𝐷𝑃 𝑡−𝑘 + 𝛼∆𝑙𝑜𝑔 𝐶𝑃𝐼 𝑡−𝑘 + 𝜑1𝑀𝑃𝐼1𝑡−𝑘 +𝜑2 𝑀𝑃𝐼2𝑡−𝑘 +
 𝛽1 + 𝛽1

∗𝑀𝑃𝐼1𝑡−𝑘 ∆𝐶𝐵𝑡−𝑘 +  𝛽2 + 𝛽2
∗𝑀𝑃𝐼2𝑡−𝑘 ∆𝐶𝐵𝑡−𝑘 + 𝛿1 + 𝛿1

∗𝑀𝑃𝐼1𝑡−𝑘 𝑋𝑖𝑡−𝑘 +
𝛿2 + 𝛿2

∗𝑀𝑃𝐼2𝑡−𝑘 𝑋𝑖𝑡−𝑘 + 𝜋𝑋𝑖𝑡−𝑘∆𝐶𝐵𝑡−𝑘 +  휀𝑖𝑡     
  

         (2) 

 

 

 

 



Independent 

variables  

Variables’ description Expected 

sign 

LA/D Ratio of liquid assets (cash, placement at the central bank, and 

high-grade securities) to deposit (%).  

+ 

Committed credit Ratio of undisbursed committed loan to sum of total asset and 

undisbursed committed loan (%).  

+/- 

NC/D Ratio of unstable funds or non-core deposit (wholesale funds, 

short- term debts or market-based funding) to stable funds 

(deposit) (%). 

- 

Cap_buffer Deviation of realized Capital Adequacy Ratio (CAR) to 

regulatory minimum capital requirement ratio (%). It is ratio 

of equity to total asset Eq/TA for other Asia economies. 

+/- 

Δlog(GDP) The quarterly change of log of gross domestic product. + 

ΔCB The quarterly change of monetary policy interest rate.  - 

Δlog(CPI) The quarterly change of log of Consumer Price Index +/- 

MPI Indonesia: loosening phase 1 & 2 of macro-prudential policies 

are coded 1, tightening phase is coded -1. 

Other Asia: tightening phases are coded 1, loosening ones are 

-1. 

 Indonesia: + 

Other Asia: - 

 

Methodology (2) 



 Dynamic panel model: Two-step Arellano-Bover/Blundell-Bond 
Generalized Method of Moments (GMM). 

 A consistent estimator, subject to 𝜃 of ∆𝑙𝑜𝑔 𝑐𝑟𝑒𝑑𝑖𝑡 𝑖𝑡−1of GMM lies 
between those of FELS (downward bias) and OLS (upward bias) 
(Bond (2002), Roodman (2006)). 

 Otherwise, utilize FELS with Nickel bias 
1

𝑇−1
   

 For large 𝑇, dynamic panel bias is insignificant, 

 Number of instruments tend to explode with 𝑇 (Roodman, 2006). 

 Endogeneity : utilizing lagged of explanatory variables 

Methodology (3) 



Indonesia case 

Note: *, **, *** indicate statistical significance 

at the level of 10%, 5%, and 1%, respectively Note: *, **, *** indicate statistical significance 

at the level of 10%, 5%, and 1%, respectively 



Indonesia case: 
credit risk (NPL) & 

price efficiency (NIM) 

 

Note: *, **, *** indicate statistical significance 

at the level of 10%, 5%, and 1%, respectively Note: FELS result. *, **, *** indicate statistical 

significance at the level of 10%, 5%, and 1%, 

respectively 



Graph 3.   Liquidity, credit risk, & credit 
growth 

The blue rectangular box represents phase I of MP while the red rectangular box indicates 

phase II of MP policy. 

Indonesia case: A rise of risk-averse behaviour due to liquidity 
and credit risk pressure leads to lower credit growth 

Data sources: Bank Indonesia and OJK  

Graph 4.   Retail interest rates and 

monetary (BI) rate 
Graph 3.   Liquidity, credit risk, & credit 

growth 
Graph 4.   Retail interest rates and 

monetary (BI) rate 



Other Asian Case 

Note: Robust t-statistics are not reported to simplify the table. *, **, *** indicate statistical significance at the level of 10%, 5%, and 1%, 

respectively 



Conclusion:  Indonesia case 

 Higher credit growth is attributed to prior higher liquidity, less reliable to 
unstable sources of funds, higher capital buffer, and lower credit risk. 

 The effectiveness of accommodative macro-prudential policies to improve 
credit growth is diminished across time. 

 The ineffectiveness of both loosening monetary and macro-prudential 
policies to improve credit growth since 2015 is due to intensifying of 
banking risk averse behaviour: 

 a  prior low liquidity level encourages them to set a higher liquidity level 

 rising credit risk triggers banks to keep credit interest rate relatively 
high. 

 Policy challenges in Indonesia are to address a sensible balance of the 
trade-off between banking stability and (credit) growth. 

  



Conclusion: Asian case 

 Higher credit growth is attributed to prior higher liquidity, less reliable to 

unstable sources of funds, lower capital buffer, and intense off-b/s activities. 

 Lower (higher) monetary interest rates leads to higher (lower) credit 

growth, the economic impact is somewhat small. 

 Moderate effectiveness of tightening macro-prudential policies to curb 

credit growth. 

 

 

 

  

Further concern 

 
 Potential asymmetric impact of macro-prudential measures: are (tightening) 

macro-prudential measures more effective for restricting credit growth 

than (loosening) for promoting credit growth? 

 Effectiveness of (loosening) policies is subject to bank’s risk condition. 

 

  



Appendix: Descriptive statistics 

Indonesia 

 

Other Asia 

 


