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 Abstract: This study aims to analyze the Impact of third-
party funds and macroeconomic variables on MSME 
Financing by Islamic People's Financing Bank (BPRS) in 
Java: Evidence from the COVID-19 Period (2019–2023). The 
research method used is the GMM dynamic panel analysis 
approach. The object of the study is the BPRS located in 
Java for the period Q1 2019-Q42023. The sampling 
technique uses the saturated sampling technique. This 
study uses panel data from 98 BPRS in Java for Q12019-
Q42023. This study found that DPK has a positive and 
significant effect, inflation has a positive but not significant 
effect, the benchmark interest rate has a negative but not 
significant effect, and COVID-19 has a significant negative 
impact on MSME financing. The results of this study 
provide empirical information that BPRS in Java has quite 
good resilience in dealing with economic instability due to 
the COVID-19 pandemic. The Islamic microfinance system 
has flexibility in dealing with crises. It contributes to 
fulfilling the objectives of Maqashid Sharia, especially in 
maintaining assets (high al-mal) and the sustainability of 
the community's economy. 
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Introduction 
COVID-19 is caused by severe acute respiratory syndrome coronavirus 2 (SARS-CoV-

2). COVID-19 can cause respiratory system disorders, ranging from mild symptoms like the flu 
to lung infections like pneumonia (Khumaini et al., 2022; Purwati et al., 2022; Rahayu et al., 
2021). The coronavirus not only impacts human health, resulting in death for someone 
infected with the virus, but also impacts several other economic factors nationally, which can 
cause a slowdown in economic growth. The Central Statistics Agency noted that in the second 
quarter, Indonesia experienced negative economic growth or contraction of -5.32% annually 
(yoy), much lower than the achievement in the first quarter of 2020 of -2.97% (yoy). 

According to Nufus et al. (2021), one of the economic sectors identified as being 
affected by the COVID-19 pandemic in Indonesia is the Micro, Small, and Medium Enterprises 
(MSMEs) sector. This is due to the lack of business capital due to declining income, social 
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restrictions, working from home, and declining purchasing power. This aligns with research 
by Saragih & Bahtiar (2020), Nasution et al. (2020), Pratiwi (2020), Pratama et al. (2022), and 
(PRATIWI, 2020). The Ministry of Cooperatives and SMEs reported that around 37,000 SMEs 
stated that they were affected by the COVID-19 pandemic, marked by a 56 percent decrease 
in sales, 22 percent difficulty in financing, 15 percent difficulty in distributing goods, and 4 
percent difficulty in obtaining raw materials (Nufus et al., 2021; Thaha, 2020). In addition to 
difficulties obtaining raw materials, SMEs also have difficulty obtaining capital, so they cannot 
run their businesses. Based on data from the Ministry of Cooperatives and SMEs, SMEs have 
an important role, contributing almost 60% to the national GDP and 97% absorbing the 
workforce (Fahruzzaman & Subriadi, 2015).  

The decline in the existence of SMEs due to the lack of capital and reduced income of 
SMEs during the pandemic has caused business actors to have difficulty repaying loans 
according to the term (Supeno & Hendarsih, 2020). Based on the Press Conference on April 
1, the Ministry of Finance stated that the consequences of MSMEs not running their 
businesses usually cause an increase in bad debts in MSMEs (Sihaloho, 2020). This pandemic 
has also impacted the financial sector and banking performance in Indonesia's credit and 
financing sector due to the disruption of the performance and ability of debtors to carry out 
credit payment obligations (Disemadi & Shaleh, 2020). The pandemic has also reduced the 
distribution of financing to the public by Islamic banking (Afandi, 2021).  

In addition, the COVID-19 pandemic in Turkey also impacted credit claims (Zahariadis 
et al., 2020). The unpredictable COVID-19 pandemic has resulted in a banking financial crisis 
that impacts credit distribution to the public (Puspitasari et al., 2024). Credit is any loan that 
must be returned or paid along with interest from the debtor or borrower to the creditor by 
the agreement agreed to by both parties (Mulyati et al., 2020). Credit or financing for Micro, 
Small, and Medium Enterprises is provided through working capital and investment from 
banks to business actors (Nufus et al., 2021; Rahma, 2021). In addition, Indonesia's economic 
resilience cannot be separated from the role of micro, small, and medium enterprises, so 
banking is needed to help MSMEs obtain business capital through financing distribution 
(Nufus et al., 2021). 

During the pandemic, several banks experienced difficulties in collecting public funds 
(Singh, 2020b; Ningsih & Mahfudz, 2020; Aloysius Harry Mukti & Fitriana, 2022), such as 
Islamic People's Financing Bank (BPRS). Meanwhile, the financing proposed for business 
credit in banking depends on collecting third-party funds (Widyanti et al, 2014). Collecting 
third-party funds (TPF) is one of the crucial activities in distributing credit used for the 
development of the business world and investment, so that when people have difficulty 
saving, the business world and investment become complex to develop (Parenrengi & 
Hendratni, 2018). Banking distributes credit to the community to improve the standard of 
living of the community and business actors to improve their capital system (Anggraeni & 
Rahayu, 2024).  

As part of the Sharia financial system, BPRS not only carries out the function of 
financial intermediation but also has the responsibility to realize social justice and economic 
sustainability according to the principles of Maqashid Sharia. Maqashid Syariah as the primary 
objective of implementing Islamic law includes five main aspects, namely: hifzh al-din 
(protecting religion), hifzh al-nafs (protecting the soul), hifzh al-'aql (protecting reason), hifzh 
al-nasl (protecting descendants), and hifzh al-mal (protecting property). In this context, 
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financing for MSMEs is a concrete form of hifzh al-mal, because it contributes to maintaining, 
developing, and distributing wealth fairly and empowering society to escape structural 
poverty. 

In addition to impacting banking difficulties in collecting third-party funds, the COVID-
19 pandemic can also cause changes in a country's inflation rate (Meyer et al., 2022). The 
inflation rate in December 2020 reached 1.68% (yoy), an increase compared to November's 
figure of 1.59% (yoy). The high change in the inflation rate will undoubtedly affect the 
distribution of bank credit to the public because it will lower the benchmark interest rate, 
thereby reducing people's desire to collect funds in banks. The real sector and the financial 
sector feel the impact of inflation. Inflation affects the value of costs and income, although it 
can affect profitability positively or negatively, depending on its anticipation (Warjiyo, 2007). 
The continuous increase in inflation has caused various negative impacts on society, 
customers, creditors/debtors, and economic activities. This is based on the results of previous 
studies, which showed that inflation hurts BUS MSME financing and BPRS MSME financing 
(Tribudi, 2018b; Wahiddudin, 2018). Changes in the inflation rate can also affect BI's interest 
rate policy (Ardiansyah et al., 2019). 

According to Rahman & Widyarti (2017), the interest rate is the price that must be 
paid by the borrower based on the percentage of use of a certain amount of money through 
an agreement between the two parties for a specific period. Bank Indonesia influences 
interest rates through the BI Rate in the monetary policy mechanism. The BI Rate is a policy 
interest rate that reflects the attitude or stance of monetary policy set by Bank Indonesia. The 
lower the Bank Indonesia interest rate, the higher the demand for credit at conventional 
banks. This differs from Islamic banking, which does not use interest rates as a reference for 
financing. Wahiddudin (2018) showed that interest rates (BI-R ) harm MSME financing. BI 
interest rates are related to the inflation rate, namely the decrease and increase in BI interest 
rates by the inflation target (Rahman, 2017). BI interest rates are also related to the 
distribution of bank credit because BI interest rates are the result of Bank Indonesia's policy, 
which reflects a country's monetary policy. An increase in BI interest rates can impact credit 
interest rates and reduce people's initiatives to borrow funds from banks (Putra & 
Rustariyuni, 2014). 

Based on the description above, COVID-19 impacts the decline in the income level of 
MSMEs, which directly causes a decline in MSME capital in Indonesia. Since the COVID-19 
pandemic occurred in Indonesia, fewer researchers have studied the impact of the COVID-19 
pandemic on the growth of capital of MSME actors (Saragih & Bahtiar, 2020; (Nasution et al., 
2020; Pratiwi, 2020; Pratama et al., 2022). However, with the findings of the various studies 
above, there is still no research that examines the financial performance of Islamic banks after 
COVID-19 as a provider of financing for MSMEs, which is a form of financing assistance 
provided by Islamic banks in the form of capital for MSME actors. Research on the 
performance of Islamic banking financing during the COVID-19 pandemic states that financing 
growth still occurs, but this growth has decreased before the COVID-19 pandemic (Sofyan, 
2021).  

Most previous studies focus on the national scale, without looking at regional 
variations. Java has experienced a significant impact compared to other islands in Indonesia, 
both MSMEs and financial institutions such as BPRS. In the post-pandemic situation, 
strengthening the MSME sector is key to accelerating national economic recovery and job 
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creation. An integral understanding of the challenges and potential of MSMEs ultimately 
encourages the birth of solutions to overcome economic inequality and increase the 
competitiveness of the informal sector.. Furthermore, analyzing the impact of financing 
distribution, it is important to provide an overview of further research on how the COVID-19 
pandemic impacts banking financing, especially at the BPRS as well as providing a basis for 
formulating policies that are oriented towards asset protection (hifzh al-mal) and community 
economic empowerment within the framework of maqashid sharia. Therefore, this study 
aims to analyze and examine the impact of DPK and macroeconomic variables on the 
distribution of MSME financing at the BPRS in Java during COVID-19 (2019-2023). 

This research is quantitative. Where research with individual BPRS data has never 
existed, this study takes Java as the object of research because Java is the island most affected 
by Covid-19 and has the most BPRS. The dependent variables in this study include the type of 
MSME financing based on the contract, namely based on the Mudharabah and Musyarakah 
profit-sharing systems. The independent variables of DPK and Macroeconomics were 
analyzed using static panel data regression and processed with STATA 17. Therefore, the 
researcher is interested in conducting a study entitled "Impact of Third-Party Funds and 
Macroeconomic Variables on Micro, Small, and Medium Enterprises Financing by Islamic 
People's Financing Bank". 

 

Method 
The model used in this study is a dynamic panel regression model and qualitative 

descriptive analysis of integration towards maqashid sharia., where one of the independent 
variables is the lag of the dependent variable y it-1 .  𝑦𝑖𝑡𝑦_ ( it ) 𝑦𝑖𝑡: Dependent variable for 

unit ii in time tt . 𝑦𝑖𝑡−1y_(it- 1) 𝑦𝑖𝑡 −1: Lag of the dependent variable 𝑥𝑖𝑡𝑥 _{it} 𝑥𝑖𝑡: Vector of 
independent variables (such as DPK, inflation, BI interest rate, COVID dummy) µ𝑖𝑡 \mu_{it}µ𝑖𝑡 : 
Individual effects (specifically BPRS) ɛ𝑖𝑡\ varepsilon _{it} ɛ𝑖𝑡: Error term. The dynamic panel 
data regression model can be written as follows: 𝑦𝑖𝑡= α + 𝛽𝑦𝑖𝑡−1 + 𝛿𝑥𝑖𝑡 + µ𝑖𝑡 +ɛ𝑖𝑡. 

The equation in this study is a dynamic panel equation estimated using a fixed effect 
or random effect approach, which can cause endogeneity problems. As a result, the resulting 
estimates can be biased and inconsisten (Verbeek, 2007). Arellano & Bond (1991)  proposed 
generalized methods of moments (GMM) approach, which refines the model for estimating 
dynamic panel equations. The GMM method will produce unbiased, consistent, and efficient 
parameter estimates. In this GMM method approach, two estimation procedures are used to 
estimate the dynamic panel model: First Difference-GMM and System-GMM. The FD-GMM 
approach has received much criticism, and the FD-GMM estimator can be limited by sample 
bias.  

First Difference-GMM can contain inaccurate and biased analysis results in small 
sample sizes. The results can be estimated using the First Difference-GMM model in dynamic 
panel models with short time inefficiencies. This study uses the Generalized Method of 
Moment System (Blundell and Bond GMM-System Estimator), which is more efficient and is 
assessed at a higher level. Data was obtained from OJK's SPS for the type of financing variable 
based on BPRS contracts and DPK—inflation data from the Central Statistics Agency (BPS) and 
BI Rate data from the official website. Meanwhile, for the BPRS studied, there were 98 BPRS 
in Java with unbalanced panel data for Q1 2019-Q4 2023. Research by Alghifary et al. (2021) 
and Effendi & Yasmin (2017) suggests several factors that influence the distribution of MSME 
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credit, including inflation, economic growth rate, DPK, debt, equity, profit, access to 
information, and collateral value. This study includes an analysis of the influence of DPK and 
macroeconomics on the distribution of financing for the MSME sector at BPRS in Java in 2019-
2023 after the COVID-19 pandemic. The model specifications built in this study examine the 
extent of the development and influence of the independent variables, DPK, Inflation, and BI 
Rate, on the dependent variable, namely the distribution of MSME financing. 

So, the regression model built is as follows: 
• 𝑙𝑜𝑔𝑀𝑈Dit = 𝛽0 + 𝛽1 𝑙𝑜𝑔𝐷𝑃𝐾it + 𝛽2IHKit + 𝛽3 𝐵𝐼 _ 𝑅ateit + 𝛽4 Covidit  + … 1 

• 𝑙𝑜𝑔MUSit = 𝛽0 + 𝛽1 𝑙𝑜𝑔𝐷𝑃𝐾it + 𝛽2 IHKit + 𝛽3 𝐵𝐼 _ 𝑅ateit + 𝛽4 Covidit + … 2 

 
The dynamic panel model is (Widarjono et al., 2023): 
• 𝑙𝑜𝑔𝑀𝑈Dit = 𝛽0 + 𝑙𝑜𝑔𝑀𝑈Dit + 𝛽1 𝑙𝑜𝑔𝐷𝑃𝐾it + 𝛽2 𝐼HKit + 𝛽3 𝐵𝐼 _ 𝑅ateit + 𝛽4 Covidit + … 1 

• 𝑙𝑜𝑔MUSit = 𝛽0+ 𝑙𝑜𝑔MUSit + 𝛽1 𝑙𝑜𝑔𝐷𝑃𝐾it + 𝛽2 𝐼HK𝑖𝑡 + 𝛽3 𝐵𝐼 _ 𝑅ate𝑖𝑡 + 𝛽4 Covidit + … 2 

 
The dependent variables are Mudharabah financing (logMUD) and Musyarakah 

financing (logMUS), which are the amounts of financing distributed by BPRS to each bank on 
Java Island according to the type of contract. LogDPK is a bank-specific variable, namely Third-
Party Funds, macroeconomic control variables, and monetary policy in the form of inflation 
(CPI) and reference interest rates (BI Rate), and Covid, where the periods before and after 
Covid-19 are Q1 2019 to Q4 2023. The data used in the study are not balanced, so there are 
differences in the number of observations. β1 - β4 are estimation parameters; 𝑒 is a 
confounding variable; ke i;t is period t. 
GMM Dynamic Panel Model Specification Test includes: 

Hansen's test detects instrument validity problems that exceed the number of 
parameters, which can also be called over-identifying. This test determines whether the 
model built is valid or not. The hypothesis of the Hansen test is: 
• H0 = p value > 0.05 valid model estimate (over-identification restriction condition) 

• H1 = p value < 0.05, model estimation is invalid (over-identification restriction condition) 

 
Decision criteria: from the Hansen Test, it can be accepted or said to be valid if the chi-

square probability value is below the sig. α value or the ρ value < α (1%, 5%, and 10%). Then 
H0 is rejected. The Arellano and Bond (AR) test tests the consistency of estimates obtained 
from the Generalized Method of Moment (GMM) process results with the presence or 
absence of correlation between errors. The hypothesis of the Arellano and Bond (AR) test is 
as follows: 
• H0 = ρ-value > 0.05, there is no autocorrelation in the first difference 

• HI = ρ-value < 0.05, there is autocorrelation in the first difference 

 
Partial Test (t-statistic) 

The t-statistic Test partially tests the independent variable's coefficient, so it can be 
used to see the significance of the independent variable individually in influencing the 
dependent variable. Hypothesis testing can be done by comparing the t-value in the 
estimation results with the t-table value. If the t-count value is known to be ≥ the t-table, then 
H0 is rejected, and H1 is accepted. This can be interpreted as a relationship between the 
independent and dependent variables. In addition to this method, testing can also be done 
by looking at the p-value of the t-test if ≤ α (1%, 5%, and 10%). So, there is a relationship 
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between the dependent and independent variables. The hypothesis is as follows: 
• H0 = t count < t table, then the independent variable does not have a significant effect on the 

dependent variable. 

• HI = t count > t table, then the independent variable has a significant effect on the dependent 

variable. 

Simultaneous Test (F-statistic) 
The statistical Wald Test is used to simultaneously determine the significance of 

independent variables in influencing dependent variables. The hypothesis is as follows: 
• If the calculated F value < F table and the probability value (significance) > 0.05 (α), then H0 is 

accepted, which means that the independent variables simultaneously or together do not have a 

significant effect on the dependent variable. 

• Suppose the calculated F value is greater than> F table and the probability value (significance) is 

less than 0.05 (α). In that case, H0 is rejected, which means that the independent variables 

simultaneously influence the dependent variable significantly. 

Results and Discussion 
Research Results 

This section describes the characteristics of the research data based on the statistical 
analysis of each variable used in the study. Table 1 explains this in detail regarding 
observations, average values, standard deviations, minimum, and maximum values for each 
variable. 

 
Table 1. Descriptive Statistics 

Variable      Obs       Mean  Std. dev.      Min         Max 

LMUD 1,467 13.54 1.96 6.72 18.42 
LMUS 2,179 15.27 1.86 1.79 20.48 
LDPK 3,080 17.24 1.29 10.59 20.93 
IHK 1,940 107.57 9.33 90.81 143.36 
BI-Rate 1,940 4.64 1.00 3.50 6.00 

Source: processed data (2025). 

 
Table 1 shows descriptive statistics for all variables studied. The data used in this study 

are not balanced, so there are differences in the number of observations. LMUD averages 
13.54% with a standard deviation of 1.96%. The LMUD value is relatively small because when 
COVID-19 occurred, it had a significant impact on MSMEs. Many MSMEs went bankrupt, so 
they had difficulty paying their financing installments. This caused banks to be cautious about 
distributing their financing because Mudharabah financing is highly risky, where all the capital 
comes from the bank. Furthermore, in most financing the average is 15.27% higher than 
LMUD, this illustrates that during COVID-19, Musyarakah financing remained stable because 
in this type of financing there was a sharing of risks and profits together so that the risk was 
not too high like Mudharabah financing where the risk burden was only borne by the bank. 
The standard deviation value is quite significant, namely 1.86%, which shows a relatively large 
difference between periods or banks in distributing this financing.  

The average DPK of 17.24% illustrates that DPK remains stable post-COVID-19 because 
banks such as Mudharabah prefer not to provide high-risk financing. The standard deviation 
of 1.29% shows the variation in the number of third-party funds between banks or between 
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periods and is stable. The average IHK of 107.57% shows a slight price increase from the base 
year, which is 7.57%. This can happen because, during COVID-19 or post-COVID-19, there 
were limitations in obtaining goods or services, resulting in inflation. This is indicated by the 
standard deviation value of 9.33%. The BI-Rate averages 4.64%, indicating its value is not too 
low or too high. Conversely, the standard deviation value of 1.00 indicates that although the 
BI-Rate fluctuates, it can be controlled. 

 
Table 2. Two-Step Difference GMM Method Estimation Results 

Variable Coefficient P>t Variable Coefficient P>t 

LMUD 0.831 0.000** LMUS 0.962 0.000** 
LDPK -0.021 0.247 LDPK -0.014 0.25 
IHK 0.000 0.477 IHK 0.001 0.198 
BI-Rate -0.023 0.114 BI-Rate -0.009 0.168 
COVID 0.034 0.146 COVID -0.031 0.048 
Model specification test 
Number of Observations 906  1523 
Group Number 61  94 
Number of Instruments 22  22 
AR-Test (1) 0.000  0.000 
AR-Test (2) 0.080  0.110 
Hansen's test 0.090  0.170 
F-Statistic Test 0.000   0.000 

Source: processed data, 2025 
Note: *, ***, ***, significant at 10%, 5%, and 1%. 

 
Table 3. Two-Step System GMM Method Estimation Results 

Variable Coefficient P>t Variable Coefficient P>t 

LMUD     0.962 0.000*** LMUS     0.926 0.000*** 
LDPK     0.038 0.032** LDPK     0.047 0.010** 
IHK     0.000 0.495 IHK     0.000 0.302 
BI-Rate    -0.009 0.194 BI-Rate    -0.009 0.163 
COVID     0.045 0.079* Covid    -0.026 0.085* 
_cons    -0.155 0.528 _cons     0.368 0.052 
Model specification test 
Number of Observations    968  1,618 
Group Number      62      95 
Number of 
Instruments  

    24      24 

AR-Test (1)  0.000  0.000 
AR-Test (2)  0.071  0.112 
Hansen's test  0.104  0.204 
F-Statistic Test   0.000   0.000 

Source: processed data, 2025 
Note: *, ***, ***, significant at 10%, 5 %, and 1%. 
 

The dynamic panel regression findings for the GMM difference are shown in Table 1. 
Next, Table 2 presents the dynamic panel regression findings for the GMM system. Both 
methods clearly show that the variables are rigid, and most of the previous periods are 
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positive and significant, confirming that the BPRS of both dependent variables are influenced 
by their independent variables. The two-step difference GMM method results show that luck 
has an insignificant negative effect on LMUD, IHK has an insignificant positive effect on LMUD, 
BI-Rate has an insignificant negative effect on LMUD, and COVID has an insignificant positive 
effect on LMUD. Furthermore, the two-step difference GMM method shows that look has an 
insignificant negative effect on LMUS, IHK has an insignificant positive effect on LMUS, BI-
Rate has an insignificant negative effect on LMUS, and COVID has a significant negative effect 
on LMUS. 

The results of the two-step system GMM method show that luck has a significant 
positive effect on LMUD, CPI has an insignificant positive effect on LMUD, BI-Rate has an 
insignificant negative effect on LMUD, and COVID has a significant negative effect on LMUD. 
While the two-step system GMM method shows that appearance has a significant positive 
effect on LMUS, IHK has an insignificant positive effect on LMUS, BI-Rate has an insignificant 
negative effect on LMUS, and COVID has a significant negative effect on LMUS. 

Discussion 
The Impact of DPK and Macroeconomic Variables 

This study examines the influence of DPK and macroeconomic variables on the 
distribution of financing for the MSME sector by Islamic People's Economic Banks (BPRS) in 
Java Island during the post-COVID-19 pandemic period. Using unbalanced panel data from 98 
BPRS, it was found that TPF has a positive and significant effect on MSME financing through 
Mudharabah and Musyarakah contracts, two Islamic financial instruments based on profit 
sharing that reflect the principles of justice and partnership. 

The regression coefficient shows that DPK contributes 0.038 to Mudharabah financing 
and 0.047 to Musyarakah, which is significant at the 1% and 5%. These results strengthen 
previous empirical findings (Parenrengi & Hendratni, 2018; Shafira, 2021), which emphasize 
that DPK is one of the primary sources of funding that allows Islamic banking to channel 
financing sustainably. In the context of Maqashid Sharia, the distribution of stable financing 
to MSMEs is a form of implementation of the goal of hifzh al-mal (protecting assets), because 
it encourages productive economic activities that not only benefit individuals but also provide 
collective social benefits (Sadad et al., 2024). 

Furthermore, the integration of Sharia -based financing such as Mudharabah and 
Musyarakah is relevant because both contracts, in principle, encourage fair partnerships, 
avoid usury practices, and are based on profit-loss sharing. This reflects other Maqashid 
Sharia values, such as hifzh al-nafs (protecting the soul) and hifzh al-din (protecting religion), 
because economic activities are carried out without sacrificing moral principles and justice. 
Even in a crisis such as the COVID-19 pandemic, BPRS continues to demonstrate its Sharia 
commitment by continuing to channel financing to the real sector, especially MSMEs, as a 
form of social and religious responsibility. 

However, the analysis results also indicate that risk increases in the distribution of 
post-pandemic financing, especially in trust-based Mudharabah contracts that bear higher 
risks. In this case, the prudent strategy carried out by BPRS shows the internalization of the 
Maslahah (benefit) and Dar' al-Mafasid (harm prevention) principles. It is an integral part of 
Maqashid Sharia. From the external side, the COVID-19 pandemic has proven to significantly 
negatively impact financing distribution. The coefficient of the COVID-19 dummy variable 
shows a value of 0.045 (positive) for Mudharabah financing and -0.026 (negative) for 
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Musyarakah, with significance below 8% and 7%. This means that the economic pressure due 
to the pandemic affects the courage and ability of BPRS to take financing risks, although it 
does not entirely stop intermediation activities. This indicates institutional resilience in the 
Islamic financial system, which can operationally carry out its economic functions while 
maintaining social stability. 

Meanwhile, macroeconomic variables, including inflation (CPI) and benchmark 
interest rates (BI Rate), do not significantly affect BPRS financing distribution. The test results 
indicate that BPRS is relatively independent of conventional monetary policy instruments and 
is also more sensitive to local dynamics and the socio-economic network of the community. 
Dependence on DPK as a funding base also makes BPRS more focused on community-based 
finance, which aligns with Islamic finance principles that encourage financial inclusion and 
economic empowerment based on justice and spiritual values. 

Thus, the results of this study not only show the causal relationship between DPK and 
macroeconomic variables on MSME financing and provide a scientific contribution to 
strengthening the theoretical framework of Maqashid Sharia in future micro-Sharia banking 
practices. BPRS needs to strengthen the capacity of Sharia-based risk management and 
innovate financing instruments to remain adaptive in facing post-pandemic economic and 
social dynamics. 
 
Conclusion 

This study has analyzed the Impact of DPK and Macroeconomic Variables on MSME 
Financing, focusing on BPRS in Java for the COVID-19 period of 2019–2023. Applying GMM 
dynamic panel analysis shows that DPK significantly positively affects the distribution of 
MSME financing. Thus, BPRS can function as an intermediary even though the economy is 
unstable due to the COVID-19 pandemic. In addition, the ability to collect and manage DPK 
effectively is essential for financing sustainability. COVID-19 has a significant negative impact 
on financing distribution. At the same time, inflation and benchmark interest rates are not 
significant, showing BPRS's resilience and the flexibility of Islamic microfinance in facing crises, 
supporting Maqashid Sharia, particularly in maintaining assets (hifzh al-mal) and community 
economic sustainability. These findings contribute to the literature on DPK and 
macroeconomic factors in Islamic MSME financing during crises and empirically confirm the 
role of DPK and the pandemic's adverse effect. The study offers strategic insights for 
policymakers and BPRS stakeholders to enhance financing resilience, including product 
diversification strategies, as a foundation for strengthening BPRS in future economic 
uncertainty. 
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