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Article Info ABSTRACT

Article type: Objective: Given the economy’s dependence on banks as the primary source of
corporate financing, the performance of the banking system significantly affects
the broader economy. Banking system performance is typically assessed through
its balance sheet. This study examines the reality that when this crucial financial
Article history: statement becomes imbalanced, how economic welfare is affected.
Received: February 2025 Methodology: Cons1der.1ng tl.le }mportance of this issue, the preSf.:nt study
employs the Autoregressive Distributed Lag (ARDL) approach to estimate the
Accepted: June 2025 impact of banking imbalance on economic welfare over the period 1978-2022
in two frameworks. In the first framework, bank debt growth to the central bank
JEL: G21, E02, D60. is used as an indicator of banking imbalance, while in the second framework,
government debt growth to the central bank is employed to strengthen the
robustness of the results. The composite economic welfare index is used to
measure economic welfare.
Findings: The movement of the economic welfare index indicates that during
the study period, it fluctuated around an average of 40.26. Similarly, the growth
of bank debt to the central bank and government debt to the central bank showed
fluctuations, with averages of 1.29 and -3.56, respectively. Long-term estimation
results indicate that banking imbalance (based on both indicators) has a negative
effect on economic welfare. Additionally, per capita income and economic
growth have positive effects, while inflation has a negative impact on economic
welfare.
Conclusion: Based on the results, ensuring the stability and soundness of bank
balance sheets is crucial for maintaining economic stability, promoting
sustainable growth, and ultimately enhancing economic welfare. Therefore, it is
recommended that measures to reduce banking imbalance be implemented, such
as reforming the banking system, converting non-productive bank assets into
securities, preventing the transformation of banks’ overdrafts into credit lines,
reducing mandatory lending, and ensuring adequate bank capital.
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Introduction

The performance of the banking sector is evaluated through its balance sheet. Banking sector imbalance
has been a long-standing problem in the economy (Mahikar & Jafari, 2023). Imbalances in bank balance
sheets can lead to detrimental consequences for economic welfare. Specifically, banking balance sheet
imbalances may result in liquidity shortages. The concept of economic welfare emphasizes its
reinforcing effect on individual well-being and long-term economic growth, as well as the importance
of policies in education, healthcare, social protection, and gender equality. Considering the nature of
welfare and the crucial point that various factors—including banking imbalance, economic growth, per
capita income, and inflation—can play a role in creating or improving it, the use of composite indices
has been proposed as a solution to incorporate these factors. Accordingly, the present study examines
the effects of bank debt growth to the central bank and government debt growth to the central bank, as
indicators of banking imbalance, on economic welfare.

This study is significant in terms of the effects that banking imbalance can have on individuals

and society. Using the ARDL method and time-series data from 1978 to 2022, the study examines the
impact of banking imbalance on economic welfare, aiming to address the existing gap in the literature.

Methodology

In the present study, the focus of the research model is to examine the impact of banking imbalance on
economic welfare. Specifically, the study investigates the effect of bank debt growth to the central bank,
as an indicator of banking imbalance, on economic welfare, while also considering the effect of
government debt growth to the central bank as another indicator of imbalance to strengthen the
robustness of the results. In the initial estimation, the research model is specified in Equation (1):
AIEWB; = alEWB,_4 + fBSIGrol;_, + YRGDPPc;_y + OEG,_1 + pInf,_1 +
P e AIEWB,_; + Y5 BiABSIGrol,_; + Y18 Y;ARGDPPc,_; + YV-2 6,AEG,_; +

\{v:—01 ¢:AInfe_; + Uy
IEWRB is the Economic Welfare Index, BSIGrol represents the real growth of banks’ debt to the central
bank, RGDPPc is real per capita income, EG is economic growth, and Inf is the inflation rate. In the
second estimation, the research model is specified in Equation (2).
AIEWB; = alEWB;_q + BBSIGro2;_, + YRGDPPc;_ + OEG;_1 + ¢pInf,_1 +
Pl a; AIEWB,_; + %13 BiABSIGT02,_; + Y=} Y;ARGDPPc,_; + ¥.=3 6,AEG,_; +

\{v:—01 ¢:AInfe_; + Uy
Where BSIGro2 is the growth of government debt. Among the economic welfare indicators, the IEWB
index is used as a comprehensive and comprehensive index to examine the desired pattern of the present
study:
IEWB = CF + WS+ 1D+ ES

Results and discussion

Estimation Based on Bank Debt to the Central Bank

In the long run, the growth of banks’ debt to the central bank has a negative effect on economic welfare
with a coefficient of -0.07. Economic growth has a positive effect on economic welfare with a coefficient
of 0.59. Per capita income also positively affects economic welfare with a coefficient of 0.11. Inflation
has a negative impact on economic welfare with a coefficient of -1.15.

Estimation Based on Government Debt to the Central Bank

In the long run, the growth of government debt to the central bank negatively affects economic welfare
with a coefficient of -0.16. Economic growth positively affects economic welfare with a coefficient of
0.52. Per capita income positively affects economic welfare with a coefficient of 0.31. In the long term,
inflation has a negative impact on economic welfare with a coefficient of -1.04.
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