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ABSTRACT: This study aims to analyze the factors that influence lending in banking companies on the Indonesia Stock Exchange,
with a focus on third-party funds, non-performing loans, and loan-to-deposit ratios. Profitability is also evaluated as a moderating
variable. The research object includes 40 conventional banks of the Indonesia Stock Exchange from 2017 to 2022. The analysis
method involved multiple linear regression, moderated regression analysis, and paired sample t-tests. The results show that third-
party funds have a significant positive effect on lending. Non-performing loans also affect lending positively although not
significantly. Loan to deposit ratio has a positive and significant effect on lending. There is a significant difference in the level of
third-party funds and loan-to-deposit ratio before and after the Covid-19 pandemic. However, there is no significant difference in
the level of non-performing loans. Profitability does not moderate the effect of variables on lending.
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INTRODUCTION

In December 2019, the coronavirus emerged in Wuhan, China (World Health Organisation, 2020). In March 2020, WHO
declared the virus a pandemic (Borio, 2020; Ashraf et al., 2022). COVID-19 spread globally in early 2020 and was confirmed in
Indonesia in March 2020 (Susamto et al., 2023; Diantimala et al., 2021). The pandemic significantly affected the world economy,
including Indonesia (Maria et al., 2022), creating huge pressure on the global economic sector and financial system. The impact is
not only in the health sector, but also damages banking functions, causes losses and crises, and weakens the financial system as a
whole (Seelye & Ziegler, 2020; Hasan et al., 2021). As a pandemic disease, COVID-19 has a complex impact and threatens the
stability of the bank financial system (Aldasoro et al., 2020). Bank performance since the outbreak of COVID-19 is similar to the
2008 crisis, with all banks vulnerable to declines in risk-weighted asset values, capital adequacy ratios, and interest income
(Aldasoro et al., 2020; Barua & Barua, 2020).

High economic growth in a country cannot be separated from the dynamics of development (Sudirman, 2020) and the
contribution of banking (Fitri et al., 2017; Amrozi & Sulistyorini, 2020; Cintiya & Riswan, 2022). In the era of globalization,
banking remains the main pillar in supporting economic growth, both in Indonesia and globally (Cornelia, 2022; Kurniati & Putri,
2020). In its operational activities, lending by banks is a high-risk activity that affects the sustainability of its business. Pasaribu and
Mindosa (2021) stated that the banking sector is vulnerable in all countries due to the economy's dependence on bank loans. Credit
expansion strategies by commercial banks can provide huge financial benefits, catalyze economic prosperity, and improve quality
of life (Vinh et al., 2022). During the pandemic, commercial banks play an important role as a liquidity buffer for the private sector
and the economy (Mano et al., 2021). However, research shows that bank lending during the COVID-19 pandemic has negative
mechanisms, such as increased credit risk, inappropriate lending decisions, and decreased credit demand (Susamto et al., 2023; Wu
et al., 2020). Views on the impact of lending during the COVID-19 pandemic vary, with some studies concluding that the spread of
the virus is detrimental to economic activity and financial stability of banks (Disemadi & Shaleh, 2020), while other studies find
positive effects on lending of weakly capitalized banks (Dursun-de Neef & Schandlbauer, 2021).

In providing credit to the public, banks need to have a source of funds (Bernardin & Sofyan, 2019) to support lending
(Khairiyah et al., 2022). Banks raise funds from the public by attracting them to place deposits in the bank (Adha & Riwayati, 2019;
Sinaga et al., 2020). Third-party funds, which include savings, current accounts, and deposits (Indrajaya et al., 2021), are the main
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source for banks (Pinto et al., 2020). During the Covid-19 pandemic, the effect of third-party funds on lending has been the focus
of research. Dursun-de Neef and Schandlbauer (2022) showed that mobility restrictions during the pandemic encouraged the
accumulation of funds in deposits, increasing lending. Li et al. (2020) found that large banks experienced a decrease in deposits,
while small banks experienced an increase. Although banks increased lending, the total credit supply remained unchanged. Levine
et al. (2021) concluded that the increase in deposits during the pandemic was triggered by supply rather than demand, especially in
regions with high COVID-19 infection rates.

In lending, banks face the risk of default or non-performing loans, which can be caused by customers who do not pay off
their obligations intentionally or not, as well as analysis errors by banks (Djati & Kamal, 2017; Syukriah et al., 2020; Masrunsyah,
2018; Marsela & Suci, 2022). This condition can harm the bank's performance and reduce its profitability. During the COVID-19
pandemic, Cao and Chou's (2022) study in China showed a significant increase in banks' non-performing loan ratios despite a decline
in total loan growth. Banks with high-quality capital more effectively control NPL ratios, and large banks, state-owned enterprises,
and domestic banks have lower non-performing loan ratios. Hardiyanti and Aziz's (2021) research in Indonesia found a significant
effect of COVID-19 on non-performing loans, with the COVID-19 variable being an external indicator of increased non-performing
loans in Indonesian commercial banks. Hladika (2021) in Croatian National banks found an increase in expected credit losses and
a decrease in banking sector profitability due to higher levels of provisions for non-performing loans during the pandemic.

Loan to deposit ratio is a bank performance indicator that compares the number of loans disbursed with third-party funds
received, reflecting the efficient use of customer funds for lending (Asmara & Supardi, 2019; Riadi, 2018). Loan to deposit ratio
also reflects the liquidity of the bank and its ability to meet short-term obligations (Amelia & Murtiasih, 2017). During the COVID-
19 pandemic, banks faced high liquidity demands, highlighting the importance of good liquidity management (Irawati et al., 2019).
Research by Li et al. (2020) showed that large banks in the US at the beginning of the pandemic experienced significant loan
commitment withdrawals and provided loans without relying too much on deposits or capital ratios. Mano et al. (2021) emphasized
the role of commercial banks as liquidity providers during the pandemic, making banks a liquidity provider for borrowers. The
COVID-19 pandemic has also prompted an expansion of research into the impact of credit risk on bank lending and the role of
banks as liquidity providers in the face of significant economic threats (Colak & Oztekin, 2021).

Banks, as the main pillar of the economy, require effective performance monitoring, especially through the return on assets
indicator, which reflects operational success and its impact on profit achievement (Sehany & Nurhidayati, 2022). Return on assets
is a critical assessment for banks that focus on maximizing profits, as a measure of the bank's effectiveness in utilizing assets for
profit and strengthening asset governance (Angraini, 2018). The availability of sufficient funds in banks is recognized as crucial in
increasing the volume of lending and banks' opportunities for profit. An increase in third-party funds not only expands lending
capacity but also increases the bank's interest income and profits, opening up greater opportunities for lending and improving the
return on assets ratio (Angraini, 2018). Although banks seek high profits, prudent credit management is necessary to avoid high
risks that can compromise the health of banks. Failure risks, such as non-current payments, can affect banking health (Safitri &
Muslihat, 2021). Non-performing loans are very detrimental to banks, reducing interest income and opportunities, and negatively
affecting return on assets and credit quality (Rohimah, 2022). The level of loan-to-deposit ratio is also an important factor, reflecting
the bank's ability to channel third-party funds and increase return on assets (Susilawati & Nurulrahmatiah, 2021). Loan to deposit
ratio that meets Bank Indonesia standards has the potential to increase bank profits through effective lending (Setyarini, 2020).
During the COVID-19 pandemic, the operations of financial institutions were negatively affected, including deposit mobility,
profitability, and lending (Mersha & Worku, 2020). Research by Vinh et al. (2022) showed a decrease in credit growth during the
pandemic, resulting in a decrease in bank profitability. The impact of the pandemic on commercial banks in the Eurozone, especially
lending and profitability, is also recognized (Lasak, 2021). Therefore, research that examines factors such as third-party funds, non-
performing loans, and loan-to-deposit ratio with profitability as a variable can provide insight into their influence on bank lending,
especially in the face of significant economic challenges such as the COVID-19 pandemic.

THEORETICAL FOUNDATION
Agency Theory

The concept of agency theory, developed by Jensen and Meckling in 1976, explains the dynamics of the relationship that
exists between the owners of economic assets referred to as principals, and the individuals responsible for the supervision and
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administration of those assets known as agents. Hence, in this particular theory, there is a contractual relationship between
shareholders (owners of funds) and management (banks).

Signal Theory

The signal theory proposed in 1973 by Michael Spence refers to signals or cues given by the sender (bank) in the form of
a signal or providing relevant pieces of information that can be utilized by the receiver. The recipient of the information will then
adjust its behavior according to its understanding of the signal.

Credit

The term "credit" comes from Latin, specifically the word "credere" which contains the concept of trust. In this context,
trust refers to the creditor's belief that the debtor, to whom credit is extended, will fulfill its obligations by returning the loan as
agreed. For the debtor, this means accepting the trust and the obligation to pay according to the agreed terms and conditions. The
definition of credit according to Banking Law No. 10 of 1998 is the provision of money or equivalent bills based on lending and
borrowing agreements between banks and other parties.

Third-Party Funds

In banking operations, obtaining sources of funds is crucial. Simanjuntak (2021) identifies three types of sources of funds,
namely: (i) internal capital from shareholders; (ii) external sources such as call money, interbank loans, non-bank financial
institutions, and funds from Bank Indonesia; (iii) public funds from deposits such as current accounts, savings, deposits, and
temporary deposits. Funds from the public, or what is referred to as Third Party Funds, are considered easier to obtain and are a
broad source of funds (Tantri et al., 2018).

In a banking framework, shareholders and fund owners act as principals, while bank management acts as agents. Agency
theory highlights the importance of this relationship. The efficient management of Third Party Funds by banks is expected to provide
benefits for fund owners. The success of banks in managing Third Party Funds can increase the profits of fund owners, encouraging
reinvestment motivation which in turn increases funds that can be channeled as credit. This creates a positive cycle where the bank's
success not only provides financial benefits to fund owners but also encourages further growth to support the credit needs of the
community. With the increase in the amount of bank funds, the bank's opportunities as an intermediary institution are increasingly
wide open, allowing it to be more flexible in channeling its credit.

H1: Third-party funds have a positive effect on lending.

Non-Performing Loan
The quality of a loan can be assessed by the individual quality level of each loan, which directly affects the risk of default.
A high level of credit quality reduces the potential risk of default and its negative impact on a bank's revenues and profits. The
emergence of non-performing loans can have a significant negative impact on a bank's financial health. A high level of non-
performing loans reflects a large risk in lending by the bank, while a low level of non-performing loans signifies a smaller credit
risk. Therefore, before disbursing loans, adequate credit analysis needs to be conducted by adhering to prudent lending principles.
The application of the concept of agency theory provides deep insight into the relationship between banks as agents and
shareholders or fund owners as principals. In this context, the failure of banks as agents in managing the distribution of funds to
productive assets can lead to an increase in non-performing loans. An increase in non-performing loans in a bank can be an indicator
of problems in the loan portfolio, indicate a lack of professionalism, increase credit risk, and limit the allocation of bank resources
in lending.
H2: Non-performing loans have a negative effect on lending.

Loan to Deposit Ratio

Bank operations basically involve an intermediation function, where banks collect funds from the public as deposits and
channel them back through loans. A bank's success in performing this function can be measured by its loan-to-deposit ratio. A low
loan-to-deposit ratio indicates potential inefficiency in lending, with a large amount of funds remaining in the form of unproductive
deposits (idle funds). On the other hand, loan to deposit ratio also serves as an indicator of bank liquidity. According to Tantri et al.
(2018), the liquidity of a bank can be measured by its ability to pay debts, especially short-term debts, when collected.
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Referring to Signaling Theory, a high loan-to-deposit ratio reflects significant lending by the bank to meet short-term
liabilities. Conversely, a low loan-to-deposit ratio indicates the bank's limited capacity to extend credit to meet short-term liabilities.
The higher the loan-to-deposit ratio, the greater the capacity of credit that has been extended to pay liabilities. A high loan-to-deposit
ratio increases bank lending, given that the loan-to-deposit ratio measures the level of bank liquidity by using the amount of credit
as its main source of liquidity.

H3: Loan to Deposit Ratio has a positive effect on lending.

Return on Asset

Profit is the main objective of every company, including banks, related to investment and income. The return on assets
ratio is a measure of the company's ability to generate profits from assets. Profit as net income reflects the performance of the
company and supports the continuity of banking. High profits increase public confidence, enabling increased deposits and lending
by banks.

As bank profitability increases, the amount of third-party funds that can be channeled as credit by the bank also increases.
A high level of profitability makes the bank more attractive to investors and customers, encouraging them to place their funds in the
bank. As a result, banks have greater access to third-party funds that can be used to increase lending (Sari, 2022). Profitability in
banks can affect the amount of non-performing loans against bank lending. More profitable banks tend to have lower credit risk
because they have more resources to conduct more rigorous credit evaluations and handle non-performing loans. Conversely, less
profitable banks may tend to result in increased credit risk and non-performing loans, so banks will face pressure and constraints to
increase their lending (Riswana et al., 2019). Banks that have a high level of profitability have a greater capacity to manage their
loan-to-deposit ratio efficiently and effectively. Bank profitability has the potential to influence the loan-to-deposit ratio in lending.
Therefore, it can be concluded that an increase in bank profitability can have an impact on the loan-to-deposit ratio, which in turn
can affect bank lending.
H4: Profitability moderates the effect of third-party funds on lending.
H5: Profitability moderates the effect of non-performing loans on lending.
H6: Profitability moderates the effect of loan-to-deposit ratio on lending.

RESEARCH METHODS

This study uses predetermined selection criteria to identify companies to be included in the sample. Company data was
obtained through downloads from the websites www.idx.co.id and www.ojk.id. The research sample consists of 240 data, covering
40 conventional banks over a 6-year period listed on the Indonesia Stock Exchange between 2017 and 2022. The years 2017-2019
are considered as the period before the Covid-19 pandemic, while the years 2020-2022 are considered as the period during the
Covid-19 pandemic.

Operational Definition and Variable Measurement Scale

This study uses six variables, specifically the Lending variable as the dependent variable, Profitability (ROA) as a
moderating variable, and third-party funds (DPK), Non-performing Loans (NPL), and Loan to Deposit Ratio (LDR) as independent
variables.

Credit Disbursement.

This research focuses on analyzing the dependent variable, which relates to the quantity of credit extended to the public by
financial institutions. The amount of credit provided is denoted in nominal rupiah, presented in the allocation of funds based on loan
and borrowing agreements between financial institutions and other parties. The equation formula for calculating the amount of credit
distribution:

Lending = Ln (Total Loans Disbursed)
Third Party Funds.

Husin et al., (2022) define third-party funds as deposits such as demand deposits, deposits, and savings, where people
entrust banks as a place to deposit funds. The equation formula calculates the amount of third-party funds:

Third-Party Funds = Ln (Current Account + Savings + Deposit)

Non-performing Loans.
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Non-performing loans are loans that are not smoothly paid so that the credit becomes bad, which in turn will have an impact
on the bank's health. The ratio of non-performing loans is shown in the following equation:
Non-performing Loans = (Non-performing Loans)/(Total Loans)x100%
Loan to Deposit.
Loan to Deposit Ratio is a key indicator in measuring the intermediation function of banks in Indonesia, in accordance with
Bank Indonesia Circular Letter No. 6/23/DPNP dated May 31, 2004. The equation formula calculates the Loan to Deposit Ratio:
Loan to Deposit Ratio = (Total Loans Provided)/(Funds Received)x100%
Return On Assets.

The moderating variable in this study is profitability (ROA), which plays a role in strengthening or weakening the
correlation between the independent variable and the dependent variable. Return on assets is used to measure the bank's ability to
manage assets and liabilities while affecting the level of profit. As a moderating variable, return on assets will be tested to see the
extent of its impact on the relationship between other variables in this study. The equation formula for calculating profitability
(ROA) is as follows:

Return On Asset (ROA) = (Profit Before Tax)/(Total Assets)x100%

RESEARCH RESULTS
Descriptive Statistics

The observations in this study cover 240 samples from 2017 to 2022. The variables described include the mean, standard
deviation, lowest value, and highest value. Calculations were carried out for each company during the study years, with the following
calculation results.

Table 1. Results of Descriptive Statistical Analysis

CD TPF NPL LDR ROA

Mean 30.79746 31.02021 0.034920 0.845560 0.004800
Median 30.39340 30.64606 0.028800 0.840700 0.007600
Maximum 34.64132 34.80719 0.222700 1.712800 0.047400
Minimum 26.25139 26.96147 0.000000 0.123500 -0.158900
Std. Dev. 1.82933 1.792955 0.026368 0.227609 0.02996
Skewness 0.229837 0.228159 2.705175 0.692042 -2.903047
Kurtosis 2.243510 2.307926 15.73708 5.423888 14.59152
Jarque-Bera 7.835781 6.871928 1915.052 77.90922 1680.740
Probability 0.019883 0.032194 0.000000 0.000000 0.000000
Sum 7391.391 7444.851 8.380900 202.9343 1.152100
Sum Sq. Dev. 799.8038 768.3106 0.166176 12.38165 0.202336
Observations 240 240 240 240 240

Source: Eviews 12 output, 2023

Paired Sample T-Test

The Wilcoxon test is used as a non-parametric method when the data does not meet the normal distribution assumption in
the difference test. Wilcoxon test results are evaluated based on their significance value. The following are the test results using the
Wilcoxon test:
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Table 2. Wilcoxon Test Results
Test Statistics?

TPF After Covid-19 - TPFNPL_after Covid-19 -LDR_after Covid-19 -
Before Covid-19 NPL_before Covid-19 [LDR_before Covid-19
Z -6.452° -.539¢ -3.632¢
Asymp. Sig. (2-tailed) .000 .590 .000

a. Wilcoxon Signed Ranks Test

b. Based on negative ranks.

c. Based on positive ranks.

Source: IBM SPSS Statistics 26 output, 2023

Moderated Regression Analysis

In this study, hypothesis testing was conducted using Moderated Regression Analysis to evaluate the effect of third-party
funds, non-performing loans, and Loan to Deposit Ratio on lending, with profitability as a moderating variable. Based on the
selection of regression models using Eviews 12, the results show that the most appropriate regression model is the Random Effect
Model, the results of hypothesis testing will be presented as follows:

Table 3. Moderated Regression Analysis Results

Variable Coefficient Std. Error t- Statistic Prob

C -1.379371 0.236506 -5.832288 0.0000
DPK => PK 1.003413 0.007493 133.9189 0.0000
NPL => PK 0.003254 0.004506 0.722172 0.4709
LDR => PK 0.012231 0.000413 29.62792 0.0000
ROA => PK -0.040689 0.053728 -0.75732 0.4496
DPK*ROA => PK 0.001175 0.001873 0.627274 0.5311
NPL*ROA =>PK 0.0000976 0.001122 0.086934 0.9308
LDR*ROA =>PK 0.0000975 0.000119 0.821654 0.4121
R-squared 0.990976 Mean dependent var 17.95701
Adjusted R-squared 0.990703 S.D. dependent var 1.101198
S.E. of regression 0.106176 Sum squared resid 2.615424
F-statistic 3639.479 Durbin-Wats on stat 1.352967
Prob(F-statistic) 0.000000

Source: Eviews 12 output, 2023

RESEARCH DISCUSSION
The Effect of Third-Party Funds on Lending
The results of this study indicate that third-party funds have a positive and significant effect on lending. This is reinforced
by a positive coefficient of 1.003413 and a positive t-statistic of 133.9189, with a probability value of less than 0.05 (0.0000 <0.05).
The t-test also shows a significant difference between the condition of third-party funds before and after Covid-19 (p-value: 0.000).
Thus, it can be concluded that the Covid-19 pandemic contributed to an increase in the influence of third-party funds on lending.
The test results show a positive and significant effect of third-party funds on lending. Bank performance increases along
with the growth of third-party funds collected. Third-party funds, which are collected from the public, play a central role as the main
source of funds to support lending by banks. In its operations, banks rely on resources from third parties, and optimizing the use of
these funds is crucial to achieving maximum income and greater lending (Sinaga et al., 2020; Husin et al., 2022). During the COVID-
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19 pandemic period (2020-2022), the growth of third-party funds continued to increase, albeit with lower growth each year. This
trend was especially noticeable in 2020 when people responded to the uncertainty by increasing their deposits in banks. However,
lending experienced negative growth in the same year. This can be explained as banks' strategic response to manage risk and preserve
capital amid the economic uncertainty caused by the pandemic. This finding is consistent with previous research which shows that
third-party funds have a positive and significant impact on lending. Several studies such as those conducted by Cornelia (2022),
Sinaga et al., (2020), Langodai & Lutfillah (2019), Indrajaya et al., (2021), and Pinto et al., (2020) also support this finding.

The Effect of Non-Performing Loans on Lending

Based on the research, the non-performing loan variable has a positive but insignificant effect on lending. This is indicated
by the positive coefficient (0.003254) and positive t-statistic (0.722172) with a probability value greater than 0.05 (0.4709 > 0.05).
T-tests also support this finding, showing no difference between the condition of non-performing loans before and after Covid-19
(asymp. sig. 0.590 > 0.05). In conclusion, the Covid-19 pandemic has had no significant impact on the relationship between non-
performing loans and lending.

Despite the increase in non-performing loans, lending continued to increase as the level of non-performing loans was still
below the maximum limit set by Bank Indonesia, which is 5%. This situation shows that banks continue to maintain compliance
with these provisions so that lending can continue despite the increase in non-performing loans from 2017 to 2022. In this study, it
was found that the Covid-19 pandemic did not have a significant impact on the effect of non-performing loans on lending. This
finding is different from the research by Ngatno and Apriatni (2022), who found that non-performing loans were higher during the
COVID-19 pandemic and affected the bank's ability to distribute credit. This study shows that fluctuations in non-performing loans
during the pandemic have no effect on bank lending. This finding is in line with previous studies which show that partially, non-
performing loans have a positive but insignificant effect on lending. Other studies that support this finding include research by
Kurniati and Putri (2020), Marsela and Suci (2022), Haryanto and Widyarti (2017), and Prabowo et al, (2018). This finding is not
in accordance with the initial hypothesis which indicates a negative impact of non-performing loans on lending to conventional
banks during the period 2017 to 2022.

The Effect of Loan-to-Deposit Ratio on Lending

In the results of this study, the coefficient value of the loan-to-deposit ratio was found to be positive at 0.012231, with a
positive t-statistic of 29.62792 and a probability value of less than 0.05 (0.0000 <0.05). Partially, it can be concluded that the loan-
to-deposit ratio variable has a positive and significant influence on lending. This finding is reinforced by the results of a t-test with
an asymp. sig. (2-tailed) of 0.000 (0.000 <0.05), indicating a difference between the loan-to-deposit ratio before and after the Covid-
19 pandemic. This conclusion indicates that the COVID-19 pandemic has had an impact on the effect of loan to deposit ratio on
lending.

Based on the test results, it can be concluded that the loan-to-deposit ratio has a positive and significant effect on lending
to conventional banks during the period 2017 to 2022. These results indicate that the higher the loan-to-deposit ratio, the greater the
lending, and vice versa, a low loan-to-deposit ratio can lead to a decrease in lending. Therefore, the loan-to-deposit ratio variable is
a crucial factor in determining the extent to which banks are able to distribute third-party funds that have been collected. During the
study, it was found that the Covid-19 pandemic had a significant impact on the relationship between loan-to-deposit ratio (LDR)
and lending. It was revealed that the pandemic caused a significant negative impact on the liquidity of conventional banks in
Indonesia. During the Covid-19 pandemic period (2020 to 2022), the growth of the loan-to-deposit ratio tended to show a decline,
especially in 2020 and 2021, when Covid-19 first emerged in Indonesia. The decrease in the loan-to-deposit ratio was caused by an
increase in the receipt of funds from third parties without being offset by an increase in lending. This creates surplus liquidity in the
bank with most of the funds becoming unproductive, lowering the loan-to-deposit ratio. The imbalance between fund receipts and
lending is the main factor in the dynamics of the decline in the loan-to-deposit ratio during the Covid-19 pandemic. The findings of
this study are in line with the results of previous studies which show that the loan-to-deposit ratio partially has a positive and
significant impact on lending. This research is consistent with the findings conducted by Riadi (2018), Harmayati & Rahayu (2019),
Amrozi & Sulistyorini (2020), Mesrawati et al., (2020), Puspasari et al., (2020), Nasedum et al., (2020), and Mamangkey et al.,
(2021). Thus, the results of this study support the hypothesis stating that there is a positive relationship between the loan-to-deposit
ratio and lending to conventional banks in the period 2017 to 2022.
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Profitability Is Not Able to Moderate the Effect of Third-Party Funds on Lending

From the results of the interaction test between the variables of third-party funds, return on assets, and lending, it can be
concluded that return on assets is not effective as moderation on the effect of third-party funds on lending. This happens because of
the bank's main role as an intermediary institution. Banks function as intermediaries that collect and flow funds without regard to
the level of profitability. The bank's intermediary function continues regardless of whether the bank is profitable or not (Martynova
et al., 2020). Therefore, the level of profitability is not a crucial factor in influencing the mechanism of collecting and channeling
third-party funds in the form of credit (Sidharta et al., 2022). The most important thing for banks is to maintain the smooth running
of the intermediary function.

Profitability Is Not Able to Moderate the Effect of Non-Performing Loans on Lending

The results of the interaction test between the variables of non-performing loans, return on assets, and lending concluded
that return on assets is not as effective as moderation on the effect of non-performing loans on lending. The increase in non-
performing loans in banks is not always related to profitability. Sometimes, banks may increase lending to achieve short-term profits,
despite the risk of increasing non-performing loans. Credit risk management is a key aspect for banks, where its effectiveness plays
an important role in maintaining the sustainability and profitability of the bank's business (Zaid & Khan, 2022).

Profitability Is Not Able to Moderate the Effect of Loan to Deposit Ratio on Lending

From the results of the interaction test between the loan-to-deposit ratio variable as the independent variable, return on
assets as the moderating variable, and lending as the dependent variable, it can be concluded that return on assets did not succeed
in moderating the effect of loan to deposit ratio on lending. This is due to the key role of the loan-to-deposit ratio as an indicator of
bank liquidity, focusing on the bank's ability to meet depositors' payment obligations through the utilization of credit disbursed
(Sudarmawanti & Pramono, 2017). Meanwhile, return on assets reflects the extent to which banks earn profits from productive
assets, including loans. In this context, the loan to deposit ratio evaluates liquidity risk, while return on assets measures solvency
risk or bank profitability. These two metrics are not always directly correlated. Fluctuations in loan to deposit ratio are not always
in line with changes in return on assets. Other factors such as asset quality and operational efficiency also affect profitability
(Darmawan et al., 2023). Conversely, changes in profitability do not always have a significant impact on bank liquidity, as reflected
in the loan-to-deposit ratio in lending from third-party funds. Therefore, fluctuations in profitability do not directly affect the
relationship between loan-to-deposit ratio and lending.

CONCLUSION

The research analyzed the impact of third-party funds, non-performing loans, and loan-to-deposit ratio on lending in 40
Indonesian banking companies from 2017 to 2022. Results indicate a positive and significant influence of third-party funds on
lending, suggesting a strong link between external funding and bank lending. Non-performing loans showed an insignificant positive
effect on lending, emphasizing the need to stay within a safe limit. Additionally, the loan-to-deposit ratio had a positive and
significant impact on lending, highlighting a strong relationship between the two variables. The T-test analysis reveals a significant
difference in third-party funds before and after the COVID-19 pandemic, indicating a notable impact on the relationship with
lending. However, there is no significant difference in non-performing loans, suggesting the pandemic did not significantly affect
their association with lending. On the other hand, the T-test shows a significant difference in the loan-to-deposit ratio before and
after the pandemic, signifying its significant impact on lending during this period. The moderation tests indicate that profitability
does not have a significant moderating effect on the relationships between third-party funds and lending, non-performing loans, and
lending, as well as loan-to-deposit ratio and lending. In other words, profitability does not play a significant role in altering or
strengthening these associations.
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