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ABSTRACT:

A country's economic growth is closely related to world economic
conditions. Global macroeconomic analysis is measured from 3 indicators,
namely the increase in gross domestic product, the level of world trade, and the
global inflation rate. The indicators to analyze Islamic economic conditions
globally can be seen from the real sector and the financial sector. This research
will synthesize into a study that aims to analyze the influence of Islamic
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macroeconomics and finance on Indonesia's sharia economic growth. By using
quarterly time series data in Indonesia for 5 years from 2019 to 2023 and using
ECM (Error Correction Model) analysis as a regression model and assisted by
the Eviews analysis tool to analyze research data. Research findings reveal that
in the short term inflation and Islamic finance have no effect on economic
growth, while export and import variables affect economic growth. On the other
hand, in the long run exports, imports and Islamic finance affect economic
growth while inflation variables do not affect economic growth.
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I. INTRODUCTION

Global economic growth is projected to decline from 3.5 percent in 2022 to 3.2 percent in 2023
and 2024. Although the forecast for 2023 is slightly higher than the forecast in the April 2023 World
Economic Outlook (WEO), growth remains weak by historical standards. Global headline inflation is
expected to fall from 8.7 percent in 2022 to 6.8 percent in 2023 and 5.2 percent in 2024 (Hidayah,
2023). In the midst of economic recovery after Covid-19, the world economy was again shocked by
the geopolitical escalation of Russia and Ukraine which caused many casualties and affected global
economic development (Bachtiar, 2022). One of the world economic developments is influenced by
inflation. Inflation could remain high and even rise if further shocks occur, including from the
intensification of the war in Ukraine and extreme weather-related events, triggering tighter monetary
policy (Howe, 2023).

The economic growth of a country is closely related to world economic conditions (Awali,
2020). Global macroeconomic analysis in accordance with the approach used by the IMF in the Word
Economic Outlook and the approach used by the World Bank in the Global Economic Prospect can be
measured from 3 indicators, namely global activity indicators consisting of an increase in gross
domestic product (GDP / GDP Growth), the level of world trade (World Trade), and the global
inflation rate (Global Inflation). The indicators to analyze Islamic economic conditions globally can
be seen from the perspective of the halal economy consisting of the real sector and the financial sector
in accordance with the approach by Thomson Reuters in the Global Islamic Economy Report
(Hidayah, 2023).

Indonesia's economic growth in 2023 will remain strong amidst the global economic slowdown.
The central statistics agency reported that Indonesia's economic growth in the first quarter of 2023
was 5.03% (yoy), increasing from 5.01% (yoy) in the previous quarter (PPN/Bappenas, 2023). The
increase in Indonesia's economic growth is driven by increasing household consumption, government
consumption, investment and positive export performance in Indonesia (Sarmah & Bal, 2021),
(Komunikasi, 2023). Indonesia as a developing country continues to strive to make efforts so that its
economic growth has increased significantly (Fuad 2018). One of the measurements of Indonesia's
economic growth rate can be seen from the value of Gross Domestic Product (GDP) (Mudrikah &
Imsar, 2023), if the country's GDP value is high, it can be interpreted that the country's economic
growth is optimal (Melati & Nurcahya, 2022). Gross Domestic Product (GDP) is defined as the value
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of the products produced by a country in a certain period of time (Alvionita, 2021). Indonesia's
performance in improving its economy can be seen from data from the Central Statistics Agency with
a percentage of year-on-year acquisition of Indonesia's GDP in 2018-2022.
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Source: (Badan Pusat Statistik, 2022)
Figure 1. Indonesia's Economic Growth 2018-2022
Based on figure 1, it can be seen that Indonesia's economic growth when viewed from the value

of Gross Domestic Product (GDP) in 2018 to 2022 has increased and decreased, namely in 2018 from
the first quarter to the fourth quarter continued to increase with a value of 5.18% in the fourth quarter
of 2018, in 2019 from the first quarter to the fourth quarter the economic situation began to be
unstable due to the emergence of the Covid-19 virus so that at the end of the fourth quarter of 2019
the Indonesian economy reached a value of 4.97%, in 2020 from the first quarter to the fourth quarter
continued to experience a drastic decline so that a value of -2.19% was obtained in the fourth quarter
of 2020, this was due to the Covid-19 pandemic which caused all social activities to be limited by
learning from home, working from home and other activities carried out without any gatherings of
people. The impact of these activity restrictions has hampered the growth of the processing, trade and
manufacturing industry sectors as well as construction. In 2021, from the first quarter to the fourth
quarter, the Indonesian economy began to experience as an effort to recover the national economy
with a value of 3.69% in the fourth quarter of 2021. In 2022, from the first quarter to the fourth
quarter, Indonesia's economic development continued to experience a positive increase due to the end
of the pandemic, so that economic activities have returned to normal so that the Indonesian economy
grew to 5.31% in the fourth quarter of 2022 (Badan Pusat Statistik, 2022).

Inflation in Indonesia has increased amid the movement of international commodity prices which
are currently restrained by subsidies. The global oil price has risen from an average of $70 per barrel
in 2021 to over $100 since the end of February, having a positive impact on the level of inflation in
Indonesia. Headline consumer price index (CPI) inflation jumped from an average of 1.6 percent in
2021 to 3.5 percent (yoy) in April 2022. Production indicators indicate that short-term inflation
expectations may increase slightly although they are predicted to remain within the range of Bank
Indonesia's inflation target (The World Bank, 2022). Islamic economics views inflation as one of the
problems that affect economic growth that can be overcome by improving the monetary system and
people's behavior in carrying out consumption activities (Fadilla, 2017).

One of Indonesia's economic growth is influenced by cooperation in economic activities with
other countries (Nurhidayah et al., 2022). The national economy in its development is highly
dependent on export and import activities in order to meet the needs of the Indonesian people (Pane,
2023). National income will increase if export activities are more than imports which will have a good
impact on economic growth (Yuni, 2021). Indonesia is a member of the Organization of Islamic
Cooperation (OIC) where the economic performance of Indonesia's halal product trading partner
countries in 2021 has shown improvement and is expected to have a positive impact on halal product
exports in Indonesia (Bank Indonesia, 2022). Imports are also very influential on the economic
growth of a country as explained in the Hecksher-Ohlin theory (in Appleyeard, Field and Cobb, 2018)
states that a country will import goods that use product factors that the country does not have, so it
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will be more profitable than doing its own production not efficiently. Indonesia as a developing
country always tries to print an international trade surplus by increasing exports rather than imports
(Putra, 2022).

According to Keynesian theory, gross domestic product (GDP) is formed from four factors
namely consumption (C), investment (I), government spending (G) and net exports (NX) which can
positively affect GDP growth. Of the four factors, it is again influenced by several other factors such
as income levels, price levels, interest rates, inflation rates, money supply and exchange rates
(Susanto, 2018). The inflation rate has a close relationship in influencing the performance of
investment, exports and imports in a country. Therefore, it is important to conduct research on the
factors that affect Indonesia's economic growth so that we can find out the achievement of the
government's performance in prospering its people, where Indonesia as a developing country often
experiences problems related to inflation, the level of government spending that is not on target,
export performance is less and investment performance is still low because the level of economic
literacy is still poorly understood by the public (Mahzalena & Juliansyah, 2019).

Stable economic growth is influenced by a country's investment performance (Nita, 2023).
Increasing investment development is needed in order to achieve quality economic growth so that
public welfare can be achieved (Theodora, 2023). Islamic finance comes as one of the investment
vehicles that plays an important role in driving economic growth around the world as the expansion of
its assets is expected to reach US$3.8 trillion by 2023 (Reuters, 2020). Investment in the Islamic
economy sector across select Organization of Islamic Cooperation (OIC) and non-OIC markets grew
by 118% to US$25.7 billion in 2020/2021 from US$11.8 billion in 2019/2020, with the United Arab
Emirates (UAE), Indonesia and Malaysia as the countries with the highest level of investment (Dinar
Standard & Salam Gateway, 2022). Global Islamic financial assets were valued at US$3.96 trillion in
2021, an increase of 16.76% from the previous year of US$3.39 trillion and is expected to grow by
8.0% in 2022 and reach US$4.9 trillion in 2025, indicating that the global Islamic finance industry is
growing resiliently in line with the global economic recovery (Otoritas Jasa Keuangan, 2022a).

The development of the Islamic economy in Indonesia currently shows rapid development with
total assets of the Islamic financial industry reaching Rp.2,375.84 trillion or growing positively by
15.87% (yoy) amid various global pressures and the impact of geopolitical cases that trigger global
supply chain disruptions (Bank Indonesia, 2022). This development is marked by various types of
Islamic banking and finance, which in their operational activities have begun to be based on sharia
principles (Hidayah, 2023). The Islamic economic sector is one of the sectors that continues to
increase in supporting the national economic recovery after the Covid-19 pandemic. The leading
sector of the domestic sharia economy continued to grow better to 5.5% (yoy) in the third quarter of
2022, higher than the previous quarter's growth of 4.73% (yoy) (Bank Indonesia, n.d.). Government
policy and national synergy continue to be directed to increase the role of the Islamic economy and
finance as a new source of economic growth as well as one of the efforts in realizing Indonesia's
vision as the Center of the World Halal Industry (Bank Indonesia, 2022).

Indonesia's Sharia Finance Industry consists of 3 sectors, namely Sharia Banking, Sharia Non-
Bank Financial Industry (IKNB) (consisting of Sharia Insurance, Sharia Pawnshops, Sharia Financing
Companies and Other Sharia Non-Bank Institutions), and Sharia Capital Market (consisting of State
Sukuk, Corporate Sukuk and Sharia Mutual Funds) (Otoritas Jasa Keuangan 2022). As of December
2022, Indonesia's total sharia financial assets (excluding Sharia Shares) reached IDR 2,375.84 trillion
or USD 151.03 billion. The Sharia Capital Market has the largest portion of Islamic financial assets at
60.08%, Sharia Banking with a market share of 33.77%, and Sharia IKNB with a portion of 6.15% of
total Islamic financial assets (Otoritas Jasa Keuangan 2022). According to (Al-Ali, 2019) and
(Lahsasna et al., 2018),Islamic financial instruments are one of the drivers of economic growth in
Indonesia.

Endogenous growth theory when investment in the financial industry increases it will promote
economic growth (Petkovski & Kjosevski, 2014). (Bourke, 1989) also argues that with large
profitability remain high-capitalized and have quick access to capital so that when there is a surge in
capital stock from banking and finance can increase economic growth significantly. In Islamic
finance, endogenous economic growth is defined exogenously because it has a great influence on
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increasing investment and capital stock. The relationship between economic growth and Islamic
finance is a continuation of the main supply hypothesis described by Scumpeter (1934) (Personal &
Archive, 2016). This is also in line with the philosophy of financial repression from McKinnon and
Shaw (1973) in research (Nzotta, 2009) which has the opinion that when there is financial
development will lead to economic growth. Therefore, the study will discuss the influence of Islamic
finance on economic growth in Indonesia.

Several previous studies have revealed that there is a relationship between Islamic finance and
economic growth. International Studies that have been by (Gani & Bahari, 2021), (Ledhem &
Mekidiche, 2020), (Tabash & Anagreh, 2017), (Boukhatem & Ben Moussa, 2018), (Ledhem &
Mekidiche, 2022), (Alvionita, 2021), (Nur Arifianti & Hidayati, 2023), (Mudrikah & Imsar, 2023)
and (Qisti & Budiman, 2023) in analyzing the relationship between Islamic finance found the positive
influence of Islamic finance on economic growth. Theoretically, the relationship between economic
growth and Islamic finance is in accordance with the endogenous economic growth theory by Paul
Romer which proposes that economic growth is influenced by exogenous variables such as financial
markets under Romer's economic growth model due to investment progress and increased human
resources (Nafziger, n.d.). The advancement of public investment in the Islamic financial sector will
help the country in the process of economic development when investments are made in the long-term
investment sector and investments in government infrastructure development sectors. The research
(Melati & Nurcahya, 2022) rejects the results of previous studies that stated sukuk, sharia stocks and
sharia mutual funds affect economic growth.

Another study that examines the relationship between inflation, exports and imports to economic
growth (Nurhidayah et al., 2022) shows that inflation variables negatively affect economic growth.
Research conducted (Putra, 2022) shows that import variables in the short term have an effect on
economic growth while export variables have no influence on economic growth. In research (Yuni,
2021) and (Pane, 2023) it shows that export variables have a significant effect on economic growth,
while import variables have no effect on economic growth.

From several initial studies and research results, researchers will synthesize into a study that aims
to analyze the Effect of Inflation, Exports, Imports and Islamic Finance on Indonesia's Sharia
Economic Growth. The research is different from the previous research because the research will
discuss macro the influence of Islamic financial instruments consisting of three sectors, namely
Islamic banking, Islamic non-bank financial industry (IKNB) and Islamic capital market which are
also tested with other variables such as inflation, exports and imports, so that it can be expected to
know which variables affect economic growth the most.

II. LITERATURE REVIEW

An important issue in macroeconomics is to explain what explains a country's economic growth.
Economic growth means a sustained increase in national income over a long period of time. Given the
limited availability of natural resources, economic growth depends on the growth of physical capital,
human resources and technological advances (Ahuja & Ahuja, 2014). In principle, various countries
that have the status of civilization and more advanced technology will carry out export activities. This
activity will increase market capitalization, foreign exchange and open many jobs. On the other hand,
an alternative solution if a country cannot meet the needs of domestic goods, import activities are one
of the stages carried out by the government to meet the needs of domestic goods (Djalo et al., 2023).
According to (Lindert & Kindleberger, 1994) imports can have a positive impact on exports, this is
because every strategy to increase imports is the cause of the high increase in exports. Production of
goods will increase if the imported goods are raw materials that can encourage an increase in export
goods.

Export-import activity will affect the quantity of money in the economy, this is in line with the
growth of money supply known as inflation (Ahuja & Ahuja, 2014). Inflation can affect economic
stability due to the decline in people's purchasing power due to rising prices (Susanto, 2018). The
government always strives for the inflation rate to always be at a low level so as not to affect
economic stability because when the inflation rate is high, it will reduce people's investment power,
decrease the level of public consumption, competition for domestic products will experience defeat at
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the international level, declining exports accompanied by increasing imports and worsening the
balance of payments situation (Cahyani, 2023b).

Stable economic growth is influenced by a country's investment performance (Nita, 2023).
Increasing investment development is needed in order to achieve quality economic growth so that
public welfare can be achieved (Theodora, 2023). Islamic finance comes as one of the investment
vehicles that plays an important role in driving economic growth around the world as the expansion of
its assets is expected to reach US$3.8 trillion by 2023 (Reuters, 2020).

Several previous studies have revealed that there is a relationship between Islamic finance and
economic growth. International Studies that have been by (Gani & Bahari, 2021), (Ledhem &
Mekidiche, 2020), (Tabash & Anagreh, 2017), (Boukhatem & Ben Moussa, 2018), (Ledhem &
Mekidiche, 2022), (Alvionita, 2021), (Nur Arifianti & Hidayati, 2023), (Mudrikah & Imsar, 2023)
and (Qisti & Budiman, 2023) in analyzing the relationship between Islamic finance found the positive
influence of Islamic finance on economic growth. Another study that examines the relationship
between inflation, exports and imports to economic growth (Nurhidayah et al., 2022) shows that
inflation variables negatively affect economic growth. Research conducted (Putra, 2022) shows that
import variables in the short term have an effect on economic growth while export variables have no
influence on economic growth. In research (Yuni, 2021) and (Pane, 2023) it shows that export
variables have a significant effect on economic growth, while import variables have no effect on
economic growth.

III. RESEARCH METHODS

This research uses quantitative methods that emphasize testing theories through measuring
research variables with numbers and conducting data analysis with statistical procedures (Ahyar et al.,
2020). The data used in this study is quarterly time series data in Indonesia for 5 years from 2019 to
2023. The data source used is secondary data obtained from data from the Central Statistics Agency
(BPS), the Financial Services Authority (OJK) and the Industry and Trade Office (Disperindag). The
data analysis technique used in this study used the Eviews 9 program and ECM (Error Correction
Model) analysis. Based on Granger Representation Theorem, if the dependent variable and the
independent variable cointegrate, the nature of the short-term relationship between the two variables
can be expressed in the form of an Error Correction Model (ECM) (Engle, Robert F. and Granger,
2012).

The ECM (Error Correction Model) method is the right model to overcome the problem of not
stationary data that is often found in time series data. ECM (Error Correction Model) is used to
analyze short-term and long-term economic phenomena, examine whether or not empirical models are
consistent with econometric theory, and in an effort to find solutions to time series variable problems
that are not stationary and direct regression in econometric analysis (Insukindro 1999). The ECM
model requirement is that the data is not stationary at the level, but stationary at the same level of data
differentiation and there is a cointegration between variables or long-term relationships between
variables (agus widarjono). The stages carried out in this study include:

1. Stationarity Detection: Dickey-Fuller Unit Root Test
AYt = (byt—l + et
Whel‘e: @ = (p - 1) and AYt = Yt - Yf—l
Testing the presence or absence of unit roots, we estimate the above equation with HO : @ =0. If @
= 0 then p = 1 so Y contains the root unit so that Y is not stationary. If @ = 0 then AY; = e,
because et white noise, then the first difference or difference in the randm walk time series is
stationary. If @ = 0 then the data Y is not stationary. If @ is negative then the data Y stsioner.

According to Dicky-Fuller the estimated value t of the coefficient Yt-1 follows the static
distribution t (tau). The t distribution was developed by Mackinnon.

Dickey- Augmented Fuller suggests performing regression of the model as follows with the DF
Test fixed to the Dickey Fuller (ADF) test:

14
MY, = @yt T +7Yy+ ) Fible iy +e
i=2
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Where: Y = observed variable (data level); AY; = Y; — Y;_; (differential data) and 7" = time trend.
Hy:y = 0 there is a root unit so that the data is not stationary
H,:v < 0 there is not root unit so that the data is not stationary

If prob < a then reject null hypothesis and stationary data, whereas if prob > a then fail to reject
null hypothesis then data is not stationary. The important thing is that this ADF test determines the
length of the lag. The length of the lag is determined based on AIC or SIC criteria.

2. Cointegration Test

This test tests long-term relationships between variables where relationships between variables
occur if errors (residual stable). The stability of this error means that it does not interfere with the
relationship between variables in the long run. The long-term mathematical model in research is as
follows:

GDPt = ﬂo + ﬂlExt + ﬂzlmt + ﬁ31nft + B4-1Ft + et

where: GDP, = Economic growth ; Ex; = Export; Im; = Import; Inf; = Inflation; IF; = Islamic
Finance

3. ECM (Error Correction Model) Model

The results of the stationary test showed that all variables in this study were not stationary at the
level level but stationary at the first difference and there was a cointegration so that it met the
ECM requirements. This indicates that in the short term there is an imbalance because the data is
not stationary, but there is a tendency towards equilibrium in the long run. The ECM model which
is a short-term condition can be written as follows:

AGDPt = ﬁo + ,BlAExt + ‘BzAlmt + ‘BgAInft + ‘84,A1Ft + ﬁSECt + et

EC = GDPr_y — Bo — P1Ex¢—1 — Balmy_y — B3Infr_q — BalFe—y
A merupakan data diferensi dan EC; merupakan error (residual) periode sebelumnya. EC;
merupakan variabel yang digunakan untuk mengkoreksi kesalahan dalam jangka pendek untuk
menuju kondisi keseimbangan jangka panjang. Model ECM valid jika EC; bertanda negatif dan
signifikan.

IV. RESULT AND DISCUSSION
Unit Root Test Result

The root test of the unit is carried out to find out that the data used in the study is stationary or
not. Stationary data is data that has a constant average and variance and tends not to experience sharp
increases or decreases in data (Gujarati, 2011). The unit root test in this study was carried out using
the Augmented Dickey Fulled (ADF) test, where the data is said to be stationary if the probability
value is less than 0.05. The root test of the unit is carried out at three levels namely level level, 1st
Difference and 2nd Difference. If the data is not stationary at the level level, it is done on the 1st
difference and so on.

Table 1. Unit Root Test (Level Test)

Variable Prob. Result
GDP 0.999 Non-stationary
Export 0.377 Non-stationary
Import 0.350 Non-stationary
Inflation 0.996 Non-stationary
Islamic Finance 0.7593 Non-stationary

Source: Data processed using eViews 9

The results of the level level test using the Augmented Dickey Fulled (ADF) test by comparing
probability values on the MacKinnon table, show that the variables of GDP, exports, imports,
inflation and Islamic finance are not stationary because the probability value is > 0.05, so to continue
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the research it is necessary to test the first difference stage. The next step is to test the stationary of all
variables on the fisrt difference. The results of the first difference level stationer test are as follows:

Table 2. Unit Root Test (First Difference Test)

Variable Prob. Result
GDP 0.0001 Stationary
Export 0.0002 Stationary
Import 0.0144 Stationary
Inflation 0.0010 Stationary
Islamic Finance 0.0233 Stationary

Source: Data processed using eViews 9

Based on the results of the Augmented Dickey Fulled (ADF) test on independent variables
(exports, imports, inflation, Islamic finance) and dependent variables (economic growth (GDP)), it
was found that the results of the unit root test showed that all stationary research variables were at the
level of first difference. This can be known from the probability value of each variable < 0.05, so that
the data in this study can be used in the Error Correction Model (ECM) test.

Cointegration Test Result

The cointegration test is a test conducted to determine the equilibrium relationship or long-term
relationship between economic variables used in the model. This study uses the Johansen System
Cointegration Test method where if the probability value on the Unrestricted Cointegration Rank Test
is less than 0.05, it can be seen that there is a cointegration between economic variables used in the
model (Johansen, 1988).

Table 3. Long-term Cointegration Test

Variable Coefficient Prob.
Export -3.0498 0.0073
Import 3.1326 0.0086

Inflation 120379 0.2436

Islamic Finance 14.7195 0.0283

Source: Data processed using eViews 9

The results of the cointegration test in table 3 above show that in the long run the export variable
has a negative and significant influence, this is evident from the probability of 0.0073 < 0.05. In other
words, if the export variable increases by 1% in the long run then economic growth will decrease by -
3.0498%. The variables of imports and Islamic finance have a positive and significant influence on
economic growth as evidenced by the probabilities of 0.0086 and 0.0283 < 0.05. This shows that
when there is a 1% increase in the long run in import variables and Islamic finance, there will be an
increase in economic growth of 3.1326% and 14.7195%. The inflation variable in the long run does
not have a significant influence on economic growth, as seen from the probability which has a value
0f 0.2436 > 0.05. This shows that in the short term, when there is a 1% increase in inflation variables,
it will have no effect on economic growth.

Short Term ECM Test Results

Test the ECM (Error Correction Model) model is carried out to determine the long-term and
short-term equations. The establishment of the ECM (Error Correction Model) model is carried out to
determine changes in export, import, inflation, sharia financial variables that have a significant
influence in the long and short term on economic growth. In this study, the probability reference uses
the 5% level, where if the probability value of the independent variable is smaller than the confidence
level of the research set, the independent variable affects the dependent variable. The value of the
coefficient of each variable is used as a reference to see how much influence the independent variable
has on the dependent variable in the short term.

Table 4. Short-term Cointegration Test

Variable Coefficient Prob.
Export -2.9485 0.0035
Import 3.4060 0.0004

Inflation 11.6109 0.5127

Islamic Finance 19.7236 0.4087

GDP(-1) -1.2597 0.0010

Source: Data processed using eViews 9
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The results of the ECM (Error Correction Model) estimation in the short term in table 4 above
show that in the short term the export variable has a negative and significant influence, this is evident
from the probability of 0.0035 < 0.05. In other words, if variable exports experience an increase of 1%
in the long run then economic growth will decrease -2.9485%. Import variables have a positive and
significant influence on economic growth as evidenced by the probability of 0.0004 < 0.05. This
shows that when there is a 1% increase in long-term variable imports, there will be an increase in
economic growth of 0.0086% and 3.4060%. Inflation and Islamic finance variables in the short term
do not have a significant influence on economic growth, as seen from the probabilities that have
values of 0.5127 and 0.4087 > 0.05. This shows that in the short term, when there is a 1% increase in
inflation variables and Islamic finance, it will not affect economic growth.

The Adjusted R Square result in the short-term ECM shows a value of 0.693221, meaning that
export, import, inflation and Islamic finance variables affect economic growth. This shows that all
independent variables can explain economic growth of 693221%. Based on the results of ECM (Error
Correction Model) estimation in the short term produces an ECT (Error Correction Term) coefficient
which is used to measure regressand response every period that deviates from equilibrium. The ECT
coefficient value is -1.2597 with a significance of 0.0010 < 0.05. This indicates a smaller
weakening/correction towards long-term equilibrium. Thus, the specification of the economic growth
model used in this study is valid so as to explain the short-term and long-term relationship.

The Effect of Exports on Economic Growth

Based on the results of data analysis using the ECM-Engle Granger model test in the short and
long term shows that export variables have a negative and significant effect on economic growth. It
shows that when there is an increase in export variables in the short term, there will be a decrease in
economic growth. The results of this study are in accordance with the neo-classical theory of
exogenous economic growth states that economic growth is not influenced by exports but is
influenced by production input factors such as capital and labor and technological improvements
(Solow, 1956). The study rejected the results of research showing that exports have a positive and
significant effect on economic growth (Rini & Yulistiyono, 2021) and (Mogi & Lativa, 2023).

This research supports research conducted by (Shintya & Wahyudi, 2022), (Fitria, 2022) and
(Destiani et al., 2023) which shows that exports have a negative and significant effect on economic
growth. Indirect exports do have an influence on economic growth because exports will expand
domestic production so that they can increase the country's foreign exchange and establish
cooperation in the exchange of goods or services with other countries. Exports have a negative and
significant influence on economic growth because export products are still commodity-based and of
low quality so that it is difficult to take advantage of opportunities and has low selling value and is
difficult to compete in the international market. In addition, the economic turmoil of the United States
and China also affects Indonesia's exports because China is one of Indonesia's largest trading partners
in exports and imports.

The Effect of Imports on Economic Growth

The results of data analysis using the ECM-Engle Granger model test in the short and long term
show that import variables have a positive and significant effect on economic growth. It shows that
when there is an increase in variable imports in the short term, there will be an increase in economic
growth. The results of this study are in accordance with the post-neoclassical theory or known as
endogenous economic growth states that international trade both exports and imports can have a
positive influence on economic growth (Engle, Robert F. and Granger, 2012). The study rejected the
results of research (Adnan et al., 2022) and (Mogi & Lativa, 2023) which showed that imports had a
negative and significant effect on economic growth.

This research supports research conducted by (Putra, 2022), (Ismanto et al., 2019) and
(Bambungan et al., 2021) which shows that imports have a positive and significant effect on economic
growth. Imports are also very influential on the economic growth of a country as explained in the
Hecksher-Ohlin theory states that a country will import goods that use product factors that the country
does not have, so it will be more profitable than doing its own production not efficiently (Appleyeard,
Field dan Cobb, 2018). At the end of 2022, exports decreased while import demand increased due to
increasing domestic demand, this factor made the value of economic growth increase. On the other
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hand, imports can make it easier for business people to get more variations of products that can be
processed into finished goods to be distributed in the domestic market. In addition, imports can have a
positive impact on exports, this is because every strategy to increase imports is the cause of the high
increase in exports. Production of goods will increase if the imported goods are raw materials that can
encourage an increase in export goods.

The Effect of Inflation on Economic Growth

Based on the results of data analysis using the ECM-Engle Granger model test in the short and
long term shows that the inflation variable does not have a positive and significant influence on
economic growth. This shows that when there is an increase in variable inflation in the short term,
there will be no change in economic growth. This research supports research conducted by (Mogi &
Lativa, 2023), (Ala’uddin, 2020) and (Sari & Fisabilillah, 2021) which shows that inflation does not
have a positive and significant influence on economic growth.

This study rejects research results that show that inflation has a negative and significant influence
on economic growth (Mayasari & Mahinshaputri, 2022) and (Ronaldo, 2021).The results of this study
are not in accordance with the theory of inflation stating that inflation is one of the indicators that can
affect the flow of increased economic growth, when inflation rises, economic growth decreases and
when inflation decreases, economic growth rises (Susanto, 2018). The government always strives for
the inflation rate to always be at a low level so as not to affect economic stability because when the
inflation rate is high, it will reduce people's investment power, decrease the level of public
consumption, competition for domestic products will experience defeat at the international level,
declining exports accompanied by increasing imports and worsening the balance of payments
situation (Cahyani, 2023). Inflation that occurs in Indonesia is classified as less than 10% so that it
does not affect economic growth in Indonesia. On the other hand, subsidies from the government can
reduce the inflation rate in Indonesia.

The Influence of Islamic Finance on Economic Growth

The results of data analysis using the ECM-Engle Granger model test in the short term Islamic
finance variables do not have a significant influence on economic growth. The Islamic financial sector
consists of Islamic banking, Islamic capital market and Islamic non-bank financial industry (IKNB).
The results of this study in the short term reject endogenous growth theory which states when
investment in the financial industry increases it will encourage economic growth (Petkovski &
Kjosevski, 2014). This is because the role of investment in the Islamic financial sector does not have a
direct impact on economic growth in Indonesia. Investment in the Islamic financial sector through a
long process, namely the process of investment in the industrial sector that can encourage the
production of goods so that it will increase people's income from the absorption of labor known as full
employment. With an increase in people's income, it will be followed by an increase in consumption
and ultimately can contribute to an increase in gross domestic product (GDP) in Indonesia. In
addition, the level of public awareness and literacy towards the use of the Islamic financial sector in
daily life. The national financial index based on the National Literacy and Inclusion Survey (SNLKI)
conducted by OJK in 2022, the conventional financial index reached 49.68% while the Islamic
financial literacy index was still low at 9.14% (Amanda, 2023).

The Islamic financial sector in the long term based on the results of the ECM-Engle Granger
model test has an influence on Indonesia's economic growth. The results of this study are in line with
the statement (Syauqi, 2016) that economic growth is supported by Islamic finance where Islamic
finance plays a role likened to engine oil that can smooth the development of the real sector in driving
the economy. The Islamic financial sector, one of which is Islamic banking in allocating its funds,
plays in the real sector and monetary market because the Islamic financial system applies the principle
of investment in the real sector with the rate of return of funds determined by the productivity of the
real sector. A well-functioning Islamic financial system will have an indirect impact on economic
growth in Indonesia.

Islam defines economic growth as the continuous development of factors of production properly
and correctly that are capable of contributing to human well-being in terms of the needs of the world
and the Hereafter. This process illustrates that the Islamic financial sector contributes to Indonesia's
economic growth through a long process and not directly so that the results of the study are in
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accordance with the results of research which found that Islamic financial variables contribute to
economic growth in the long run only while in the short term do not contribute. This research is in
line with the results of research conducted by (Sunaryo & Kasri, 2022), (Ardina, 2021) and
(Cahyaningrum, 2017) which states that in the short term the Islamic financial sector has no influence
on economic growth while in the long term Islamic finance contributes to increasing economic
growth.

V. CONCLUSION

The economic growth of a country is closely related to world economic conditions. Global
macroeconomic analysis in accordance with the approach taken by the IMF is measured from 3
indicators, namely the increase in gross domestic product, the level of world trade, and the global
inflation rate. The indicators to analyze Islamic economic conditions globally can be seen from the
real sector and the financial sector. This study reveals that in the short term, inflation and Islamic
finance variables have no effect on economic growth, while export and import variables affect
economic growth. In the long run, export, import, and Islamic finance variables affect economic
growth, while inflation variables do not affect economic growth. Exports and imports indirectly do
have an influence on economic growth because exports will expand domestic production so that they
can increase the country's foreign exchange and establish cooperation in the exchange of goods or
services with other countries. In addition, economic growth is also supported by Islamic finance,
where Islamic finance can smooth the development of the real sector in driving the economy.
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