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Abstract

This paper investigates the impact of loan restructuring on risk and performance in Indonesian
banking. We find that higher restructured loans increase non-performing loans. Concomittantly,
higher restructured loans are associated with higher capital ratio and lower insolvency risk. In
this regard, higher capital ratio is sufficient to offset an increase in credit risk, which in turn
enhances bank solvency. A deeper analysis suggests that such findings are driven by banks with
lower capitalization and private-owned banks. For banks with higher capitalization and
government-owned banks, higher restructured loans may deteriorate bank solvency. Moreover,
the role of loan restructuring in strengthening financial stability is more pronounced during
economic downturns in general. Although loan restructuring matters for financial stability
regardless of the degree of economic growth, the effectiveness of loan restructuring policy is
conditional on bank types. Overall, higher loan restructuring deteriorates bank profitability in
all cases.
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1. Introduction

The global economy has witnessed the largest economic shock due to novel Coronavirus disease
found in 2019 (or COVID-19). COVID-19 has been declared by World Health Organization
(WHO) as a pandemic as of 11 March 2020. On 17 April 2020, WHO reports that the number of
cases already reached more than 2 million people in which China, Italy, Iran, Spain, France, the
UK and the US are countries hardest hit by the so-called “the once-in-a-century pathogen” as
described by Gates (2020). Consequently, the World Economic Outlook report in January 2021
by the International Monetery Fund (IMF) projects that the global economic growth reaches -3.5%
in real gross domestic product (GDP) in 2020.

For Indonesia, the adverse implications of COVID-19 remain substantial. Barro and Ursua
(2017) suggest that stock market crash occurs when the cumulative stock return declines more than
-25%. On 13 August 2020, the Jakarta Composite Index (JCI) has declined to -16.923% (year to
date), percipitating the risk of stock market crash. Actually, such risk has already appeared since
March 2020 along with local currency depreciation depreciation when US dollar index reached
highest value, up to 102.8 on 19 March 2020. Yet, the Indonesia’s economic growth realization
was also lower than expected in the first quarter of 2020 and it reached a negative growth in the
second quarter of 2020 (-5.32% year-on-year). Eventually, Indonesia entered economic recession
in 2020, as the annual economic growth reached -2.07%.

This condition was partly attributed to a decline in credit growth due to an increase in credit
risk in Indonesian banking during 2020. In general, the aggregate credit growth declined anually
from 6.08% in 2019 to -2.41% in 2020, although such decline differs according to bank types
based on the degree of capitalization or bank business model (i.e. shariah vs. conventional banks).
With regards to credit risk, Indonesian banking also exhibited an increase in the annual growth of
loan loss provisions from 5% in 2019 to 83.4% in 2020. However, higher loan loss provisioning
in Indonesian banks was not only due to bad loans, but also due to the implementation of forward-
looking dynamic provisioning system since the beginning of 2020. Such loan loss provisioning
system requires banks to increase provisions before loan losses materialize.

Given the onset of economic downturns as of March 2020 along with the implementation of
dynamic provisioning system that potentially increases loan loss provisions, the Indonesian
Financial Services Authority (OJK) stipulated a regulation on countercyclical policy measures as
of March 2020, including bank loan restructuring program. This regulation aims to contain the
adverse impact of COVID-19 on financial stability. In December 2020, bank loan restructuring
program has been extended until 2022. However, no previous studies have been devoted to analyze
whether bank loan restructuring program can strengthen financial stability. This paper therefore
aims to deal with these issues by analyzing the impact of restructured loans on risk and
performance in banking.

Focusing on the Indonesian banking industry to study the link between loan restructuring and
financial stability is important for several reasons. First, Indonesian banking profitability tends to
outperform other banking industries in Asia-Pacific (Dahl et al., 2019). That is, return on average
equities (ROAE) in the Indonesian banking industry reaches 13.2% in 2018, exceeding ROAE in
the Asian banking industry that was only at 10.1% in the same year. In recent years, the Asian
banking industry also contributes significantly to global banking, because more than 45% of global
banking profits after tax come from profits after tax of the Asian banking industry (Vinayak et al.,
2016). Second, as an emerging market economy with the highest performance of banking in Asia-
Pacific, Indonesia also exhibits the highest mortality rate of COVID-19 at least in Southeast Asia



in recent times'. Hence, understanding the impact of loan restructuring in Indonesian banking may
provide benchmark for other emerging markets with bank-based financial system to issue financial
sector policies in times of COVID-19. Third, banking remains a major source of financing for
private sector businesses in Indonesia (e.g. Soedarmono et al., 2019; Soedarmono et al., 2017). In
this regard, strenghtening bank stability is of particular importance for national economic recovery
in the aftermath of the COVID-19 outbreak.

The rest of this paper is organized as follows. Section 2 provides related review of literature
regarding the impact of bank regulations including restructuring programs on bank risk and
peformance. Section 3 presents our data, variables and empirical methodology. Section 4 describes
empirical results and provides some robustness checks, while Section 5 concludes and highlights
some potential policy implications.

2. Related literature and research contribution

The role of prudential regulation in mitigating bank riskiness has been a longstanding issue
since the last two decades, as prior literatur remains inconclusive whether “direct regulation™ or
“indirect regulation” with incentive-based approach to promote market-based monitoring of banks
that work best. Barth et al. (2004) are the first to establish bank regulation database from 107
countries and assess the impact of various types of bank regulation. Bank regulation comprises: (1)
regulatory restrictions on bank activities and the mixing of banking and commerce; (ii) regulations
on domestic and foreign bank entry; (ii1) regulations on capital adequacy; (iv) deposit insurance
system design features; (v) supervisory power, independence, and resources; (vi) loan
classification stringency, provisioning standards, and diversification guidelines; (vii) regulations
fostering information disclosure and private-sector monitoring of banks; and (viii) government
ownership. Their findings shed light on the importance of information disclosure and market
discipline by private sector or private agents in enhancing bank development, performance and
stability.

Studies on the implications of bank regulation also emerge in the post-2008 global financial
crisis. Chortareas et al. (2012) investigates the dynamics between key regulatory and supervisory
policies and various aspects of bank efficiency and performance for a sample of banks in 22 EU
countries over the 2000—2008 period. Their results show that there is a strong link between various
forms of banking regulation and supervision and bank efficiency. The effect on bank efficiency
appears to change with the type of regulation, indicating that strengthening capital restrictions and
official supervisory powers can improve the efficient operations of banks but interventionist
supervisory and regulatory policies such as private sector monitoring and restricting bank activities
can result in higher bank inefficiency levels. Moreover, the beneficial effects of capital restrictions
and official supervisory powers (interventionist supervisory and regulatory policies) on bank
efficiency are more pronounced in countries with higher quality institutions.

Asteriou et al. (2016) examines the impact of economic freedom, regulation, corruption and
transparency on bank profitability and stability using a sample of 681 European financial
institutions in 33 European countries during the 2000-2012 period. Using an unbalanced panel data
and two stage least square estimation, it is shown that stricter regulation appears to have a
detrimental impact on bank profitability, although it also tends to mitigate bank insolvency risk.
This finding is also in line with Demirgii¢-Kunt and Huizinga (1999) showing that higher levels

1 https://www.csis.org/programs/southeast-asia-program/southeast-asia-covid-19-tracker-0
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of regulation impose higher expenses on financial institutions and/or limit revenues raising
activities.

Cuong and Pham (2020) examine whether bank regulation and supervision have independent
effects on bank capital buffer and insolvency risk or their effects are channelled through the
business cycle and income diversification. Their main findings highlight that regulatory capital
index and supervisor power index have both the direct effect on bank capital buffer as well as bank
risk and indirect effects via business cycle, whereas restriction on bank activities indirectly
channels its effects through income diversification. Moreover, bank capital buffer is negatively
related to the business cycle and positively associated with income diversification. Banks are more
likely to hold more capital if they engage in non-interest income activities, although income
diversification increases bank risk.

Recent literature also investigate the role of banking reforms instead of prudential regulation in
affecting bank riskiness. Blanco-Olivier (2021) highlights that banking reforms through mergers
and acquisitions generally enhances bank efficiency and stability in Spain. Soedarmono et al.
(2013) also find that banking reforms in the form of consolidations that leads to higher market
power in Asian banking may potentially enhance bank stability during the 1997 Asian financial
crisis. From a sample of banks in ten newly acceded EU countries, Brissimis et al. (2008) find that
banking sector reforms and greater competition strengthen bank efficiency and total factor
productivity. For a single country study, banking sector reforms related to ease of foreign bank
entry reduces bank deposit rates in the Kyrgyzstan context (Brown et al., 2009), which may
promote financial intermediation through a decline in lending rates.

Despite a large number of literature on the bank regulation-risk nexus, very limited attention
has been given to study the implications on bank riskiness of banking regulations on credit markets.
To our best knowledge, Mamatzakis et al. (2016) incorporate the issues of loan restructuring in
Japan and find that higher restructured loans are associated with a decline in bank efficiency,
following the “bad luck™ hypothesis initiated by Berger and DeYoung (1997). Under the “bad
luck” hypothesis, problem loans occur due to unexpected exogenous shocks. Meanwhile, Berger
and Mester (1997) find that higher problem loans tend to increase total cost in banking, which may
also lend support to the “bad management” hypothesis, implying that problem loans are driven by
endogenous factors such as weak credit screening, collateral valuation, and loan monitoring
efforts.

A closely related work on loan restructuring is undertaken by Clark et al. (2020) in which the
use of CDS trading on reference firms’ debt tends to reduce the number and likelihood of loan
amandments, restatements and rollovers to existing lenders. However, they do not assess how loan
renegoation affects bank-level riskiness.

In this paper, we extend prior literature on bank loan restructuring by assessing the impact of
loan restructuring on bank risk and performance, while Matzemakis et al. (2016) only focus on the
impact of loan restructuring on bank performance. Specifically, we contribute in several ways.

First, we consider several proxies for bank riskiness following Berger et al. (2008) who also
analyze the issues of bank market power as part of banking reforms. They suggest that the effect
of banking reforms on bank riskiness may be conditional on the measurement of bank risk. Their
findings show higher market power increases credit risk, but higher market power also enhances
bank solvency ratio. This is because higher market power enables banks to increase capitalization
in order offset higher credit risk.



Second, we also analyze whether the impact of loan restructuring on bank risk and performance
is conditional on types of banks. For this purpose, we assess the influence of government
ownership and the size of banks based on core capital. Previous studies find that state-owned banks
play a significant role during economic downturns (Bertay et al., 2012; Brei & Schclarek, 2013;
Micco and Panizza, 2006; Coleman and Feler, 2015; Chen and Wu, 2014). With regards to the role
of core capital size, we build on the work of Tran (2020) who find that large banks based on assets
may overcome economic downturns more effectively than small banks. In other words, large banks
can still expand lending activities and hence, loan restructuring may not be a major issue for large
banks. In the Indonesian context, we focus on the influence of bank size based on core capital
instead of total assets, in order to follow a regulation on bank grouping stipulated by Bank
Indonesia since 2012 (PBI No.14/26/2012).

Third, we examine whether the impact of loan restructuring on bank risk and performance is
also conditional on the degree of economic growth. Some studies point out that the effectiveness
of banking reforms in strengthening financial stability may be influenced by economic growth and
other macreconomic factors (Santoso et al., 2021; Soedarmono et al., 2011; Schaeck et al., 2012).

3. Data, variables and methodology
3.1. Data

In order to assess the impact of loan restructuring on bank risk and performance, we use bank-
level data obtained from the Central Bank of Indonesia. Specifically, we retrieve quarterly data of
balance-sheet and income statement indicators from 118 commercial banks in Indonesia from 2017
to 2020. We focus on the 2017-2020 period, because a newly established policy rate (the so-called
“BI reverse repo rate”) is fully effective from the beginning of 2017. Hence, Indonesian banking
is subject to a different monetary regime before 2017. Our sample includes both conventional and
Islamic banks, because the loan restructuring program since 2020 is implemented for both types
of banks. For macroeconomic indicator such as real gross domestic product growth, we retrieve
this data from the Indonesian Statistical Agency or the so-called Badan Pusat Statistik (BPS).

3.2. Variables

As dependent variables, we use several measures of bank risk following Berger et al. (2008)
who consider insolvency risk, credit risk and capital ratio. In their study, higher bank market power
is associated with an increase in bank credit risk, but it is also negatively linked to bank insolvency
risk. This is because banks with higher market power exhibit higher capitalization. Accordingly,
the impact of bank regulation on various measures of risk may also differ depending on the extent
to which banks can raise capital.

To take into account bank insolvency risk as a dependent variable, we use a Z-score index
based on Lepetit and Strobel (2013) and Yusgiantoro et al. (2019) measured as follows:

MROA; + EQTA;,
SDROA;

ZSCORE;, =

For each bank i and quarter £, MROA is the average value of return on assets calculated
quarterly from 2017 to 2020. Return on assets (ROA) is the ratio of net income to total assets.
EQTA is the ratio of total equity to total assets, while SDROA is the standard deviation of ROA
for the whole period of observation. Higher ZSCORE indicates lower bank insolvency risk,
because banks are able to offset income volatility with additional capital. Second, we incorporate



the ratio of non-performing loans to total loans (NPL) as a dependent variable reflecting credit
risk. Higher NPL means that banks exhibit higher credit risk. Third, we also consider EQTA is one
of dependent variables representing bank capitalization. Higher EQTA means lower leverage risk,
because banks have higher capitalization. In addition to bank risk measures, we also incorporate
bank profitability measure (ROA) as a dependent variable, so that our paper can be comparable to
Matzemakis et al. (2016).

As an explanatory variable of interest, we construct two measures of restructured loans.
Specifically, we construct the ratio of restructured loans to total loans (RL) and the ratio of total
loans to total assets (RLTA). Higher RL or RLTA means that banks perform higher loan
restructuring activities to avoid credit risk.

Moreover, some control variables that may affect bank riskiness are incorporated. We control
for bank efficiency by including the ratio of total cost to total assets (CTA). Yusgiantoro et al.
(2019) highlights that bank inefficiency may aggravate bank riskiness. Bank funding liquidity also
matters in affecting bank riskiness (Rokhim and Min, 2018) and hence, we control for bank
liquidity by including the ratio of total deposits to total assets (DTA) as an independent variable.
Because financial intermediation is a major activity of banks, the ratio of total loans to total
deposits (LDR) is also included as an independent variable. Yet, bank loan loss provisioning is
expected to affect bank riskiness, because banks with higher loan loss provisions may mitigate a
decline in bank capital. Accordingly, we incoporate the ratio of loan loss provisions to total loans
(LLP) as a control variable. Meanwhile, bank asset size (SIZE) measured by the logarithm of bank
total assets is included as an independent variable to control for the “too big to fail” hypothesis in
which larger banks tend to undertake higher risk taking (Beck et al., 2013). Finally, bank non-
interest income activities measured by the ratio of non-interest income to total income (NON) is
incoporated to control for bank income diversification, which may affect bank riskiness either
positively or negatively (Hidayat et al., 2012, Meslier-Crouzille et al., 2013).

In addition to bank-level control variables, we also include a macroeconomic indicator that
may affect bank riskiness. Specifically, we include the quarterly growth rate of real gross domestic
product (GDPG). Soedarmono et al. (2011) highlight that the role of banking reforms in
strengthening financial stability may be also conditional on the degree of economic development.

3.3. Methodology

To assess the implications of loan restructuring, we run regression models in several stages.
First, we investigate the impact of loan restructuring and on bank-specific performance measures
consisting of credit risk, capital ratio, insolvency risk and profitability. Second, we incorporate the
interaction term between loan restructuring and a dummy variable (LARGE) representing bank
capitalization size. LARGE equals to 1 if bank core capitalization exceeds IDR 5 trillion. Third,
we assess whether or not banks with government ownership also perform differently in response
to loan restructuring. For this purpose, we include the interaction term between loan restructuring
and a dummy of government ownership (GOV). GOV equals to 1 for state-owned banks and
regional development banks. In the final stage, we investigate whether the link between loan
restructuring and bank performance is conditional on economic development. Accordingly, we
analyze the interaction term between loan restructuring and economic growth (GROWTH).



Regarding econometric methodology, we use a dynamic panel data model with the two-step
system GMM estimation developed by Arellano and Bover (1995) and Blundell and Bond (1998).
This model has been widely used in assessing bank performance and risk (Yusgiantoro et al., 2019;
Foos et al., 2010). Using the two-step system GMM estimation will produce more precise
coefficients than the one-step GMM estimation, particularly when random walk issues occur
(Baltagi, 2005). In addition, the two-step system GMM estimation mitigates potential reverse
causality problems between dependent and independent variables, because it already takes
endogeneity into consideration.

To control for potential bank-specific fixed effect, we also implement orthogonal deviations
transformation of instruments. Moreover, small sample correction following Windmeijer (2005)
is implemented to control for finite sample characteristics of our panel data. We also collapse
instruments following Roodman (2009), because too many instruments can render our coefficients
invalid to interpret. Overall, the validity condition of our panel data estimation is fulfilled when
the AR(2) test and the Hansen-J test are not statistically significant. The AR(2) test examines
whether there is no second-order correlation of errors, while the Hansen-J test highlights whether
our instruments are correctly identified.



4. Empirical findings and robustness checks

Table 1 provides descriptive statistics for all variables used in this study. We have eliminated
zero values for all variables, so as to ensure that each variable consists of economically plausible
values. For LDR, we also exclude values exceeding the 99% percentile.

Table 1. Descriptive statistics

Std.

Variable Definition Obs Mean Dev. Min Max
Ratio of non-performing loans to total

NPL loans (%) 1,721 3.312557 2.829394 0.0001096 46.10314

EQTA Ratio of total equity to total assets (%) 1,751 18.28041 12.53548 -47.47383 88.95956

ZSCORE Solvency indicator (%) 1,641 166.5676 187.2727 5.609974 1389.466

ROA Ratio of net income to total assets (%) 1,791 1.588291 3.144188 -68.45 16.71
Ratio of restructured loans to total loans

RL (%) 1,630 8.469117 11.75468 0.0000356 93.79361
Ratio of restructured loans to total

RLTA assets (%) 1,617 4.870922 6.331061 0.0000231 47.02738

CTA Ratio of total cost to total assets (%) 1,780 11.00892 22.94272 0.1336909 590.6041

DTA Ratio of total deposits to total assets (%) 1,773 67.04763 17.08916 0.0001544 93.52834

LDR Ratio of total loans to total deposits (%) 1,696 89.90883 22.74563 0.0868468 194.8924
Ratio of loan loss provisions to total

LLP loans (%) 1,750 2.902167 6.204995 1.80E-06 99.45676
Ratio of non-interest income to total

NON income 1,748 16.47429 19.77683 0.0069537  99.9533

SIZE Logarithm of total assets 1,780 16.83398 1.511864 12.80859 21.12984
Quarterly growth of real gross domestic

GDPG product 1,856 3.312009 3.438058  -5.32225 5.268588

Source and notes: Authors’ calculation.

Table 2 presents the correlation matrix among variables in which no strong correlation can
be detected. Hence, multicollinearity is less likely to occur.

In Table 3, we present empirical results regading the impact of loan restructuring on credit
risk, insolvency risk, capital ratio and profitability in banking. In general, we show that higher
restructured loans measured by RL or LRTA are associated with an increase in bank non-
performing loans (NPL) and capitalization. Meanwhile, higher restructured loans are also
positively linked to bank solvency ratio. These findings suggest that although non-performing
loans might increase due to higher restructured loans, banks are able to insulate higher credit risk
by holding more capital. Hence, bank insolvency risk also tends to decline. Our findings are in line
with Berger et al. (2008) and Yusgiantoro et al. (2019) who argue that the role of bank
capitalization is important to offset higher bank risk taking, which will in turn mitigate bank
insolvency risk from occuring. Moreover, our findings in Table 3 also highlight a negative
association between loan restructuring and profitability. This highlights that although loan
restructuring policy enhance financial stability, higher loan restructuring are also detrimental for
bank profitability. The adverse implication of loan restructuring on bank performance is also found



by Mamatzakis et al. (2016) in which higher restructured loans are associated with a decline in
bank efficiency. Overall, all regression models in Table 3 are also valid, because the AR(2) test
and the Hansen-J test are not rejected, at least at the 5% level.

In the next turn, we analyze whether banks of different types also behave differently
following an increase in loan restructuring. Table 4 and Table 5 present our findings on the
implications of loan restructuring based on the size of core capital size and ownership type in
banking, respectively. Finally, Table 6 present our findings whether or not loan restructuring is
more beneficial in general during economic downturns.

From Table 4, we investigate whether large banks in terms of core capitalization level
perform differently than small banks following an increase in loan restructuring. Our findings
show that loan restructuring in small banks and large banks do not behave differently to affect
credit risk, capital ratio and profitability, because the interaction terms between LARGE and
restructured loans (RL or RLTA) are not statistically significant. Both large banks and small banks
exhihit an increase in non-performing loans due to higher restructured loans, although both types
of banks also exhibit higher capital ratio and lower profitability. However, we find different impact
of loan restructuring on the stability of large and small banks. Only small banks exhibit higher
solvency ratio when restructured loans increase. For large banks, higher restructured loans are
associated with higher insolvency risk. All models in Table 4 are also valid, because the AR(2)
test and the Hansen-J test are not statistically significant at least at the 5% level.

In Table 5, we also find that the implications of loan restructuring on credit risk,
capitalization, and profitability in banking are not altered regardless of whether we consider
private-owned banks and government-owned banks. In other words, both private-owned banks and
government-owned banks exhibit higher credit risk, higher capital ratio and lower profitability due
to higher restructured loans. Meanwhile, we also find mixed results regarding the impact of loan
restructuring on financial stability of banks of different ownership types. Banks with government
ownership exhibit an increase in insolvency risk following higher loan restructuring, while loan
restructuring policy is beneficial for private-owned banks in enhancing financial stability. The
AR(2) test and the Hansen-J test presented in Table 5 are also not significant, emphasizing that the
validity assumptions of our regressions in Table 5 are not violated.



Table 2. Correlation matrix

Variable ZSCOR NO GDP
s NPL EQTA E ROA RL RLTA CTA DTA LDR LLP N SIZE G
NPL 1
EQTA 0.0785 1
ZSCORE 0.1188 0.0209 1
ROA 0.3991 0.0406 0.0172 1
RL 0.3153 0.0317 0.0677 0.3279 1
RLTA 0.3178 0.0079 0.0846 0.3234 0.9791 1
CTA 0.0408 0.0814 -0.0371 0.1164 0.1618 0.1621 1
DTA 0.1009 -0.447 0.0249 0.0774 0.0293 0.0419 -0.032 1
LDR 0.1442 0.2308 0.0098 0.0878 0.1175 0.0441 0.0001 0.7147 1
LLP 0.5909 0.2325 -0.0824 0.1752 0.203 0.1862 0.0822 0.1111 0.0667 1
- - - - - 0.159
NON 0.1146 0.0431 -0.1049 0.1178 0.0938 0.1052 0.0029 0.3707 0.1383 3 1
- - - - 0.185
SIZE 0.1417 0.3733 0.022 0.2066 0.0138 0.0046 0.0707 0.0172 0.0557 6 0.35 1
_ - - - 0.012 0.01 -
GDPG 0.0123 0.1626 0.0591 0.0829 0.4743 0.4598 0.2906 0.0232 0.0588 5 4 0.0711 1

Sources and notes: Authors’ calculation.



Table 3. Bank loan restructuring, risk and performance

Dependent variables

Expl. variables  NPL EQTA ZSCORE  ROA NPL EQTA ZSCORE  ROA
Dep.var(-1) 0.63239%** (.10474%*  0.57973%** (.50722%** (.63348%** 0.10049%*  0.57922%** (.50541%**
(0.095) (0.056) (0.045) (0.106) (0.094) (0.055) (0.045) (0.104)
RL 0.01633*** 0.10294**  0.90300%*  (.02237***
(0.006) (0.047) (0.530) (0.007)
RLTA 0.02683*** (.14986*  1.67421%*  (.03565%**
(0.010) (0.081) (0.885) (0.010)
CTA -0.00146  -0.02342  -0.60769** -0.00708  -0.00147  -0.02476  -0.60899** -0.00770
(0.004) (0.054) (0.247) (0.007) (0.004) (0.054) (0.252) (0.007)
DTA 0.01305*  0.38594*** .0.39170  -0.00787  0.01039 0.40913*** .0.54520  -0.00305
(0.007) (0.129) (0.524) (0.010) (0.007) (0.126) (0.535) (0.010)
LDR 0.00341 -0.03809  0.06307  -0.00209  0.00178 -0.05007  -0.02489  0.00066
(0.003) (0.044) (0.247) (0.004) (0.003) (0.043) (0.238) (0.004)
LLP 0.28350%**  0.68975 -3.29161*  -0.07858  0.28142%** (.71119%  -3.41469*  -0.07260
(0.082) (0.420) (1.826) (0.048) (0.082) (0.422) (1.844) (0.048)
NON -0.00456** -0.01065  -0.55758** 0.00322 -0.00471** -0.01362  -0.56155** 0.00375
(0.002) (0.048) (0.231) (0.005) (0.002) (0.049) (0.233) (0.004)
SIZE 0.12822%** 1.95650%** 323425  0.11394**  (.12684*** 1.98194*** 323162 0.11524%*
(0.039) (0.374) (2.297) (0.050) (0.038) (0.372) (2.298) (0.050)
GDPG 0.06137#%* 1.25172%*%* 7.61742%** _0.00051  0.05987*** [.23447*%* 7.77700*** -0.00376
(0.020) (0.177) (1.574) (0.022) (0.020) (0.178) (1.626) (0.022)
Observations 1,403 1,377 1,271 1,403 1,403 1,377 1,271 1,403
Number of banks 108 108 107 109 108 108 107 109



AR(2) test: p-value 0.224 0.823 0.720 0.219 0.227 0.862 0.722 0.213

Hansen-J test: p-
value 0.274 0.0820 0.254 0.0742 0.268 0.0766 0.252 0.0973

Source and notes: Authors’ calculation. Estimations are conducted using the two-step system GMM method developed, taking into
account orthogonal deviations transformation of instruments, Windmeijer’s (2005) correction and the instruments collapsing method by
Roodman (2009). Robsust standard errors are in parentheses. Constants and time-dummy variables are included, but not reported. ***
reflects statistical significance at the 1% level, while ** and * reflect statistical significance at the 5% and 10% levels, respectively.



Table 4. Bank loan restructuring, risk and performance: Large banks vs. small banks

Dependent variables

Expl. variables  NPL EQTA ZSCORE  ROA NPL EQTA ZSCORE  ROA
Dep.var(-1) 0.63782%** (.10658%  0.58027*** 0.49687*** 0.63756*** 0.10321*  0.57983%** (.49422%**
(0.095) (0.058) (0.043) (0.103) (0.095) (0.057) (0.043) (0.102)
RL 0.01759%** 0.10625%*  1.20809**  0.02166%**
(0.006) (0.048) (0.587) (0.007)
RL x LARGE -0.00681  -0.05409  2.10403*** -0.01464
(0.010) (0.072) (0.670) (0.009)
RLTA 0.02818*** (.15820%  2.30954**  (.03253%**
(0.010) (0.081) (0.997) (0.010)
RLTA x LARGE -0.00601  -0.09014  3.63084*** .0.029]19%*
(0.016) (0.128) (1.109) (0.014)
LARGE 0.04717  0.59803 1432420  -0.03571  0.01061 0.53477 14.90997  0.00460
(0.145) (1.281) (13.148)  (0.227) (0.149) (1.301) (13.315)  (0.227)
CTA 0.00167  -0.02373  0.63278*** .0.00725  -0.00159  -0.02534  0.64691*** -0.00807
(0.004) (0.054) (0.221) (0.007) (0.004) (0.054) (0.227) (0.007)
DTA 0.01305%  0.37522%** -042610  -0.00948  0.01023 0.39906*** -0.59731  -0.00412
(0.008) (0.133) (0.546) (0.011) (0.008) (0.129) (0.557) (0.010)
LDR 0.00355 -0.03549  0.03306  -0.00248  0.00189  -0.04755  -0.05501  0.00053
(0.004) (0.045) (0.248) (0.004) (0.004) (0.043) (0.240) (0.004)
LLP 0.28245%** (.69825%  -2.81734  -0.07015  0.28025*** 0.71989*  -2.94722  -0.06557
(0.084) (0.421) (1.789) (0.049) (0.083) (0.423) (1.800) (0.049)
NON -0.00486** -0.01314  0.66250*** 0.00225  -0.00486** -0.01569  0.67516*** 0.00278
(0.002) (0.047) (0.251) (0.005) (0.002) (0.047) (0.255) (0.005)



SIZE -0.12530**  1.98033*** 3.90752 0.14880**  -0.12101** 1.98867*** 4.09273 0.14745%*

(0.049) (0.482) (3.214) (0.072) (0.049) (0.479) (3.246) (0.072)
GDPG 0.06192%** 1.24058*** 7.30864*** -0.00720 0.05990***  1.22273*** 7.49970*** -0.01006
(0.021) (0.178) (1.516) (0.021) (0.021) (0.179) (1.574) (0.021)
Observations 1,403 1,377 1,271 1,403 1,403 1,377 1,271 1,403
Number of banks 108 108 107 109 108 108 107 109
AR(2) test: p-
value 0.221 0.820 0.719 0.217 0.226 0.857 0.718 0.213
Hansen-J test: p-
value 0.264 0.0772 0.299 0.126 0.262 0.0741 0.300 0.151

Source and notes: Authors’ calculation. Estimations are conducted using the two-step system GMM method developed, taking into
account orthogonal deviations transformation of instruments, Windmeijer’s (2005) correction and the instruments collapsing method by
Roodman (2009). Robsust standard errors are in parentheses. Constants and time-dummy variables are included, but not reported. ***
reflects statistical significance at the 1% level, while ** and * reflect statistical significance at the 5% and 10% levels, respectively.



Table 5. Bank loan restructuring, risk and performance: Government-owned banks vs. private-owned banks

Dependent variables

Expl. variables  NPL EQTA ZSCORE  ROA NPL EQTA ZSCORE  ROA
Dep.var(-1) 0.63090%** 0.10195%  0.58024*** (.47480*** 0.63220*** 0.09655%  0.57938%** (.47511***
(0.095) (0.056) (0.043) (0.108) (0.094) (0.054) (0.044) (0.107)
RL 0.01609%** 0.09895*  1.02131*  -0.01603**
(0.006) (0.050) (0.581) (0.007)
RL x GOV -0.00584  0.03461 -1.88806**  -0.00483
(0.008) (0.091) (0.819) (0.010)
RLTA 0.02659**  0.13742 1.93067*  0.02556%**
(0.010) (0.087) (0.987) (0.009)
RLTA x GOV 0.01124  0.11097 -3.17287*%* -0.01003
(0.012) (0.134) (1.399) (0.016)
LARGE -0.04150  -0.35238  5.17959  0.57045*** -0.03806  -0.60308  6.60952  0.57905%**
(0.095) (0.985) (9.164) (0.186) (0.096) (1.002) (9.331) (0.183)
CTA -0.00185  -0.02430  -0.65232** -0.00591  -0.00188  -0.02570  -0.64498** -0.00644
(0.004) (0.055) (0.251) (0.006) (0.004) (0.055) (0.255) (0.006)
DTA 0.01411*  0.38552%** -037156  -0.01434  0.01163 0.41030*** -0.53606  -0.01093
(0.008) (0.131) (0.554) (0.011) (0.008) (0.128) (0.572) (0.010)
LDR 0.00355 -0.03873  0.04710  -0.00256  0.00203 -0.05114  -0.03578  -0.00050
(0.003) (0.044) (0.250) (0.004) (0.004) (0.043) (0.241) (0.004)
LLP 0.28721***  0.68919 295360  -0.10013*  0.28516*** 0.70841*  -3.14010%*  -0.09428*
(0.083) (0.422) (1.814) (0.056) (0.082) (0.419) (1.832) (0.056)
NON -0.00476%*  -0.01194  -0.57277** 0.00584  -0.00489** -0.01630  -0.57423** 0.00599
(0.002) (0.049) (0.232) (0.005) (0.002) (0.050) (0.232) (0.004)
SIZE 0.12175%*%*  1.96361*** 4.25683*  0.09198*  0.11961*** 2.00273*** 4.31458*  0.09206*
(0.039) (0.386) (2.330) (0.051) (0.039) (0.385) (2.332) (0.051)
GDPG 0.06400%** 1.25610%** 7.34698*** 0.00704  0.06288*** 1.24377%** 7.51889%** (.00433



(0.020) (0.180) (1.526) (0.021) (0.020) (0.181) (1.585) (0.021)

Observations 1,403 1,377 1,271 1,403 1,403 1,377 1,271 1,403
Number of banks 108 108 107 109 108 108 107 109
AR(2) test: p-value 0.223 0.838 0.739 0.260 0.225 0.890 0.747 0.253
Hansen-J test: p-

value 0.282 0.0858 0.276 0.131 0.276 0.0820 0.274 0.160

Source and notes: Authors’ calculation. Estimations are conducted using the two-step system GMM method developed, taking into
account orthogonal deviations transformation of instruments, Windmeijer’s (2005) correction and the instruments collapsing method by
Roodman (2009). Robsust standard errors are in parentheses. Constants and time-dummy variables are included, but not reported. ***
reflects statistical significance at the 1% level, while ** and * reflect statistical significance at the 5% and 10% levels, respectively.



Table 6. Bank loan restructuring, risk and performance: Does economic growth matter?

Dependent variables

Expl. variables  NPL EQTA ZSCORE  ROA NPL EQTA ZSCORE  ROA
Dep.var(-1) 0.60620%** 0.09124*  0.57977%** 0.50646*** 0.60635%** 0.09009*  0.57914*** (.50025%**
(0.092) (0.051) (0.044) (0.106) (0.091) (0.051) (0.045) (0.106)
RL 0.01963*** (.11289%*  (0.94340%*  (.02438%**
(0.006) (0.052) (0.520) (0.007)
RL x GDPG 0.00270**  0.01217*  0.07264  -0.00180*
(0.001) (0.007) (0.066) (0.001)
RLTA 0.03219%** (.18315%*  1.56632*%  0.04118%**
(0.010) (0.088) (0.883) (0.011)
RLTA x GDPG 0.00427***  0.01636 0.08387  -0.00273*
(0.002) (0.011) (0.102) (0.001)
CTA -0.00092  -0.02071  -0.59220** -0.00852  -0.00104  -0.02290  -0.59911** -0.00853
(0.004) (0.054) (0.247) (0.007) (0.004) (0.055) (0.248) (0.007)
DTA 0.01455%*  0.39527**%* _0.41821  -0.00764  0.01168*  0.41997*%* -0.56693  -0.00320
(0.007) (0.129) (0.525) (0.010) (0.007) (0.126) (0.534) (0.010)
LDR 0.00440 -0.03764  0.05919  -0.00206  0.00259 -0.05162  -0.03032  0.00045
(0.003) (0.045) (0.248) (0.004) (0.003) (0.044) (0.240) (0.004)
LLP 0.29687***  0.63373 -3.50426%  -0.06216  0.29556*** 0.65525 -3.46545%  -0.06016
(0.078) (0.420) (1.787) (0.049) (0.077) (0.427) (1.822) (0.049)
NON -0.00428*  -0.00955  -0.56213** 0.00220 -0.00436%*  -0.01298  -0.56781** 0.00285
(0.002) (0.048) (0.231) (0.005) (0.002) (0.049) (0.233) (0.004)
SIZE 0.14124%** 1.99734%** 328075  0.11298**  0.14125%*%* 2.00190*** 322710  0.11550%*
(0.038) (0.367) (2.303) (0.050) (0.038) (0.377) (2.300) (0.050)
GDPG 0.10846*** 1.15072%** 7.00236*** 0.01028 0.10709%** 1.15964%** 7.23929%** (,00692
(0.021) (0.190) (1.629) (0.021) (0.021) (0.193) (1.668) (0.022)



Observations 1,403 1,377 1,271 1,403 1,403 1,377 1,271 1,403
Number of banks 108 108 107 109 108 108 107 109
AR(2) test: p-value 0.241 0.882 0.702 0.202 0.237 0.905 0.712 0.199
Hansen-J test: p-

value 0.421 0.0864 0.262 0.107 0.412 0.0744 0.260 0.110

Source and notes: Authors’ calculation. Estimations are conducted using the two-step system GMM method developed, taking into
account orthogonal deviations transformation of instruments, Windmeijer’s (2005) correction and the instruments collapsing method by
Roodman (2009). Robsust standard errors are in parentheses. Constants and time-dummy variables are included, but not reported. ***
reflects statistical significance at the 1% level, while ** and * reflect statistical significance at the 5% and 10% levels, respectively.



With regards to the effect of economic growth on the link between loan restructuring and
performance in banking, Table 6 incorporates the interaction term between restructured loans and
economic growth as an independent variable. We find that the impact of loan restructuring on
credit risk, capital ratio and profitability in banking is not altered due to the influence of economic
growth. In addition, the magnitudes of the impact of loan restructuring on credit risk, capital ratio
and profitability are indeed higher during economic expansionary periods. However, the positive
link between loan restructuring and ZSCORE is more pronounced during economic downturns.
This suggests that higher loan restructuring during economic downturns are associated with
stronger financial stability in banking. All regressions in Table 6 are also valid, because the AR(2)
test and the Hansen-J test are not statistically significant.

Our findings on the implications of loan restructuring in banking are somehow consistent
with previous literature on the positive implications of bank restructuring in times of crises.
According to Dziobek and Pazrbasioglu (1997 & 1998), bank restructuring programs are indeed
beneficial to restore bank solvency, although bank profitability may decrease following the
implementation of bank restructuring programs as in Cote d’Ivoire, Mauritania, Sweden, Chile,
Spain, Thailand, China and the Philippines. This is because an increase in bank solvency stems
mainly from short-term financial restructuring, while maintaining profitability require more
difficult and long-term operational processes. For example, swapping bonds for non-performing
loans or restructuring loans through the adjustment of non-performing loans definition may
directly improve solvency indicators, but do not necessarily affect costs, revenues, or profits. In
practice, the design of bank restructuring packages is often somewhat unbalanced, focusing more
on strengthening financial stability measures at the expense of operational restructuring measures.

Regarding the impact of control variables, higher cost-to-asset ratio (CTA) is indeed
detrimental for bank stability measured by ZSCORE. Higher funding liquidity (DTA) is associated
with an increase in NPL, but a decline in EQTA following the notion that higher funding liquidity
can exacerbate bank risk taking to some extent. Meanwhile, LLP is positively linked to NPL and
EQTA, but has no significant impact on ZSCORE. Non-interest income (NON) exhibits mixed
impact on bank credit risk and insolvency risk Bank asset size (SIZE) is negatively linked to NPL
and EQTA, but positively affects ROA. This finding is consistent with the “too-big-to-fail”
hypothesis stating that large banks tend to hold lower capital ratio. Finally, higher economic
growth is also positively associated with a decline in NPL, but an increase in EQTA and ZSCORE.
This may highlight that Indonesian banking is indeed procyclical.

In order to ensure for robustness, we modify econometric specifications from Table 3 to
Table 6. Previous studies highlight that the impact of bank restructuring on performance may need
some time to adjust as in Dziobek and Pazrbasioglu (1997 & 1998). For this reason, we regress
bank risk and performance measures on the one-quarter lagged value of restructured loans and a
set of control variables. Our results are shown from Table 7 to Table 10.

Overall, our previous findings are not altered. Higher restructured loans are associated with
higher credit risk, higher capital ratio and lower profitability for all types of banks. Meanwhile,
only small banks and private-owned banks, higher restructured loans are associated with lower
insolvency risk or higher solvency ratio.



Table 7. The impact of loan restructuring on bank risk and performance one quarter ahead

Dependent variables

Expl. variables ~ NPL EQTA ZSCORE  ROA NPL EQTA  ZSCORE  ROA
Dep.var(-1) 0.62281%%* 0.09699%*  0.57961%** 0.49820%**  0.60509%** 0.09254* 0.55413%%% (.54736%**
(0.095) (0.054)  (0.045) (0.105) (0.088) (0.053)  (0.046) (0.094)
RL(-1) 0.01149%  0.11157%* 1.15660%  -0.02596%**
(0.006) (0.050)  (0.630) (0.008)
RLTA(-1) 0.02233**  0.15619% 1.69615%  -0.03498%*%**
(0.009) (0.081)  (0.993) (0.011)
Observations 1,394 1,368 1,265 1,394 1,382 1,368 1,253 1,381
Number of banks 108 108 108 109 108 108 108 109
AR(2) test: p-value  0.219 0.894 0.721 0.290 0.270 0.899  0.447 0.220
Hansen-J test: p-value 0.342 0.0920 0.270 0.0817 0.345 0.0880  0.299 0.0973

Source and notes: Authors’ calculation. Estimations are conducted using the two-step system GMM method developed, taking into
account orthogonal deviations transformation of instruments, Windmeijer’s (2005) correction and the instruments collapsing method by
Roodman (2009). Robsust standard errors are in parentheses. Constants and time-dummy variables are included, but not reported. All
control variables are also included, but not reported. *** reflects statistical significance at the 1% level, while ** and * reflect statistical
significance at the 5% and 10% levels, respectively. RL(-1) and RLTA(-1) are one-quarter lagged data of RL and RLTA, respectively.



Table 8. The impact of loan restructuring on bank risk and performance one quarter ahead: Large banks vs. small banks

Dependent variables

Expl. variables ~ NPL EQTA  ZSCORE  ROA NPL EQTA  ZSCORE  ROA
Dep.var(-1) 0.63226*** 0.09875*  0.58129%**  0.48565%**  (0.61257*** 0.09511* 0.55741%*%*  (.52395%**
(0.097) (0.057)  (0.044) (0.099) (0.091) (0.056)  (0.045) (0.090)
RL(-1) 0.01527%*  0.11368** 1.57253%*  .0.02617***
(0.007) (0.050)  (0.724) (0.008)
RL(-1) x LARGE(-1) -0.01976  -0.07372  -3.00848*** -0.01054
(0.014) (0.079)  (0.954) (0.009)
RLTA(-1) 0.02736**  0.16211%* 2.56292%*  .0.03398%***
(0.011) (0.081)  (1.206) (0.011)
RLTA(-1) x
LARGE(-1) -0.02718  -0.11984  -5.55588*** _0.02687*
(0.024) (0.136)  (1.574) (0.014)
LARGE(-1) 0.08686  0.61275  14.55701  -0.11052 0.05493 0.51561  15.82443  -0.03204
(0.137) (1.130)  (11.592) (0.199) (0.144) (1.129)  (11.850) (0.178)
Observations 1,394 1,368 1,265 1,394 1,382 1,368 1,253 1,381
Number of banks 108 108 108 109 108 108 108 109
AR(2) test: p-value  0.210 0.873 0.686 0.293 0.260 0.881 0.442 0.239
Hansen-J test: p-value  0.323 0.0868  0.261 0.170 0.325 0.0845  0.297 0.194

Source and notes: Authors’ calculation. Estimations are conducted using the two-step system GMM method developed, taking into
account orthogonal deviations transformation of instruments, Windmeijer’s (2005) correction and the instruments collapsing method by
Roodman (2009). Robsust standard errors are in parentheses. Constants and time-dummy variables are included, but not reported. All
control variables are also included, but not reported. *** reflects statistical significance at the 1% level, while ** and * reflect statistical
significance at the 5% and 10% levels, respectively. RL(-1), RLTA(-1) and LARGE(-1) are one-quarter lagged data of RL, RLTA and
LARGE, respectively.



Table 9. The impact of loan restructuring on bank risk and performance one quarter ahead: Government-owned banks vs. private-owned

banks
Dependent variables
Expl. variables NPL EQTA ZSCORE ROA NPL EQTA ZSCORE ROA
Dep.var(-1) 0.62121***  0.09629*  0.58170*** 0.47190***  0.60468***  0.09247* 0.55580***  (.52018%**
(0.095) (0.055) (0.043) (0.108) (0.088) (0.054)  (0.044) (0.097)
RL(-1) 0.01098 0.11486** 1.27878* -0.01957***
(0.007) (0.052) (0.691) (0.007)
RL(-1) x GOV(-1) -0.00782 -0.12076 ~ -1.93705**  -0.00320
(0.009) (0.084) (0.868) (0.010)
RLTA(-1) 0.02205**  0.15900* 1.96468* -0.02578**
(0.010) (0.084)  (1.118) (0.010)
RLTA(-1) x GOV(-1) -0.01444 -0.14642  -3.75511**  -0.00996
(0.015) (0.134)  (1.466) (0.016)
GOV(-1) -0.06596 0.25269 5.50711 0.54173***  -0.04176 0.04522  7.11160 0.52735%**
(0.096) (0.968) (8.695) (0.180) (0.098) (0.969)  (9.227) (0.143)
Observations 1,394 1,368 1,265 1,394 1,382 1,368 1,253 1,381
Number of banks 108 108 108 109 108 108 108 109
AR(2) test: p-value 0.219 0.876 0.711 0.316 0.271 0.888 0.444 0.235
Hansen-J test: p-value 0.341 0.0941 0.289 0.150 0.350 0.0913 0.342 0.176

Source and notes: Authors’ calculation. Estimations are conducted using the two-step system GMM method developed, taking into
account orthogonal deviations transformation of instruments, Windmeijer’s (2005) correction and the instruments collapsing method by
Roodman (2009). Robsust standard errors are in parentheses. Constants and time-dummy variables are included, but not reported. All
control variables are also included, but not reported. *** reflects statistical significance at the 1% level, while ** and * reflect statistical
significance at the 5% and 10% levels, respectively. RL(-1), RLTA(-1) and GOV(-1) are one-quarter lagged data of RL, RLTA and

GOV, respectively.



Table 10. The impact of loan restructuring on bank risk and performance one quarter ahead: The role of economic growth

Dependent variables

Expl. variables ~ NPL EQTA ZSCORE  ROA NPL EQTA  ZSCORE  ROA
Dep.var(-1) 0.60301*** 0.09213*  0.57669*** 0.50223***  (0.59068*** (.08855% 0.55349%** ().5438]%**
(0.097) (0.053)  (0.044) (0.104) (0.090) (0.052)  (0.046) (0.099)
RL(-1) 0.01369%*  0.11260%* 1.24487**%  _0.02748%**
(0.006) (0.052)  (0.610) (0.007)
RL(-1) x GDPG(-1)  0.00162 0.00393  0.12163 -0.00185*
(0.001) (0.005)  (0.078) (0.001)
RLTA(-1) 0.02550**  0.15681* 1.74017*  -0.03754%**
(0.010) (0.083)  (0.950) (0.011)
RLTA(-1) x GDPG(-
1) 0.00249*  0.00635 0.06782 -0.00206
(0.001) (0.008)  (0.117) (0.001)
GDPG(-1) 0.02809*  -0.16428  4.68221**  (0.00884 0.03091**  -0.17093 5.20780***  0.00452
(0.016) (0.105)  (1.933) (0.013) (0.015) (0.105)  (1.973) (0.013)
Observations 1,394 1,368 1,265 1,394 1,382 1,368 1,253 1,381
Number of banks 108 108 108 109 108 108 108 109
AR(2) test: p-value  0.219 0.900 0.720 0.273 0.267 0.904  0.445 0.228
Hansen-J test: p-value 0.388 0.0915 0.276 0.163 0.410 0.0882  0.305 0.133

Source and notes: Authors’ calculation. Estimations are conducted using the two-step system GMM method developed, taking into
account orthogonal deviations transformation of instruments, Windmeijer’s (2005) correction and the instruments collapsing method by
Roodman (2009). Robsust standard errors are in parentheses. Constants and time-dummy variables are included, but not reported. All
control variables are also included, but not reported. *** reflects statistical significance at the 1% level, while ** and * reflect statistical
significance at the 5% and 10% levels, respectively. RL(-1), RLTA(-1) and GOV(-1) are one-quarter lagged data of RL, RLTA and
GOV, respectively.



5. Concluding remarks

In times of COVID-19, Indonesian banking is subject to loan restructuring policy.
However, the implications of loan restructuring is far less understood. In this paper, we explore
the impact of loan restructuring on bank risk and performance measures using a large set of
Indonesian commercial banks and quarterly data from 2017 to 2020. In general, we find that higher
restructured loans are associated with higher credit risk. However, higher restructured loans are
also associated with higher capital ratio. In this regards, banks experiencing higher loan
restructuring tend to be risk averse by holding more capital. Consequently, we also document that
banks with higher restructured loans tend to exhibit lower insolvency risk. Finally, higher
restructured loans are negatively linked to bank profitability in all cases.

A closer investigation further highlights that our findings are conditional on bank types and
economic growth. Only banks with lower capitalization (i.e. small banks) exhibit a decline in
insolvency risk due to higher loan restructuring, although the impact of loan restructuring on credit
risk, capital ratio and profitability is not altered for small banks and large banks. Moreover, we
also document that higher loan restructuring enhances financial stability in private-owned banks,
while the role of loan restrucutirng in affecting credit risk, capital ratio and profitability remains
consistent regardless of bank ownership types. With regards to the role of economic growth, we
do not find different impacts of loan restructuring on credit risk, capital ratio, and profitability for
different business cycles. Meanwhile, higher loan restructuring tend to enhance financial stability,
particularly during economic downturns.

Eventually, our paper offers some policy implications. Although loan restructuring might
have adverse implications for bank credit quality and profitability, loan restructuring can
strengthen financial stability in some cases, particularly for small banks and private-owned banks.
In other words, loan restructuring policy is sufficient to restrore financial stability in small banks
and private-owned banks. For large banks and government-owned banks, other policy measures
might be necessary to complement loan restructuring policy, because loan restructuring policy is
unable to enhance financial stability. Hence, the implementation of loan restructuring policy to
enhance financial stability needs to consider different types of banks. Overall, we advocate the
importance of loan restructuring policy during economic dowturns, because the role of loan
restructuring in enhancing financial stability is more pronounced in periods with lower economic
growth.
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