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The Determinants of Profit-Sharing Rates for Mudharabah Deposits:
The Case of Islamic Banks in Indonesia

Abstract: The collection of Islamic bank funds with mudharabah contracts such as mudharabah deposits
will offer depositors a level of profit sharing. This study aims to obtain empirical evidence regarding the
determinants of profit-sharing rate for mudharabah deposits. The determinants tested in this study are non-
performing financing, operational efficiency, capital adequacy, and third party funds. The used sample in
this study was 11 Islamic commercial banks in Indonesia in 2015-2019. The results show that only capital
adequacy affects the profit-sharing rate for mudharabah deposits. The increase in the capital adequacy ratio
of Islamic banks in the study period had a significant impact on the decrease in the rate of profit-sharing on
deposits received by third parties, especially from 2017 to 2018. The results also show that non-performing
financing, operational efficiency, and third-party funds do not affect profit-sharing deposits. Problem
financing and operational efficiency are still the main problems faced by Islamic banks in Indonesia so that
they do not have an impact on the rate of profit-sharing for mudharabah deposits. Third-party funds also
tend to decrease during the study period so that it does not impact the rate of profit-sharing for mudharabah
deposits. The results of this study offer a novelty in the empirical research model using the SmartPLS
software version 3.2.7. This research contributes to developing concepts and empirical results regarding
research in the Islamic banking sector and practical contributions, especially for Islamic banks and
customers in investing their funds in Islamic banks.

Keywords: profit-sharing, non-performing financing, operational efficiency, capital adequacy, third party
funds

JEL Classification: M41 Accounting, G21 Banks
Introduction

Empirically, research with a sample of Islamic banks mainly examines the determinants of profitability
(Afkar et al., 2020; Kamilah, 2021; Rosiana, 2019; Salman, 2021), determinants of profit-sharing financing
such as mudharabah and musyarakah (Nasfi et al., 2021; Riyadi et al., 2021; Winarsih & Asokawati, 2019),
determinant of murabahah financing (Hasnadina & Mulazid, 2019; Nanda, 2020), and the determinants of
non-performing financing (Effendi et al., 2017; Indrajaya, 2019; Mutawali et al., 2019). The current study
investigates the factors that influence the profit-sharing rate for mudharabah deposits.

Previous research that investigated the effect of non-performing financing on the rate of profit-sharing
for mudharabah deposits showed contradictory results. Their study (Irwansyah & Hidayat, 2021; Juliana &
Mulazid, 2017) found a positive and significant effect of non-performing financing on the rate of profit
sharing on mudharabah deposits, while Syamsiyah (2021) found a negative and significant effect of non-
performing financing on the rate of profit sharing on mudharabah deposits. On the other hand, Oktaviani
(2021) did not find the effect of non-performing financing on the profit-sharing rate for mudharabah
deposits.

Research investigating the effect of operational efficiency on profit-sharing rate for mudharabah
deposits also shows contradictory results. Empirical studies conducted by Aulia & Saputri (2021) and
Sudarsono & Saputri (2018) found a negative and significant effect of operational efficiency ratio (OER)
represented by operating expenses divided by operating income on the rate of profit sharing on mudharabah
deposits. Bramandita & Harun (2020) and Harfiah et al. (2018) ound a positive and significant effect of
BOPO on the rate of profit-sharing for mudharabah deposits. In contrast, Ardana et al. (2021) did not find
the effect of operational efficiency on the rate of profit-sharing for mudharabah deposits.

Literature Review
The Effect of Non-performing Financing on the Profit Sharing Rate of Mudharabah Deposits



The collection of funds in the form of time deposits is a time deposit that can only be withdrawn at a specific
time based on the depositor's agreement with the bank (DSN-MUI, 2000a). Deposits that meet sharia criteria
are deposits using a mudharabah contract, where sharia banks are the fund managers (mudharib), and the
customer is the owner of the funds (shahibul maal) (Salman, 2017). The profit-sharing rate for customers
and sharia banks is stated in a ratio and clearly stated at the time of account opening.

One of the factors that affect the level of profit-sharing is non-performing financing. Conceptually, it
can be understood that the larger the non-performing financing, the lower the profit-sharing rate for the
mudharabah deposits. One of the reasons is that non-performing financing impacts decreasing the amount
of profit of Islamic banks, which will be distributed to depositors. Non-performing financing does not
provide benefits for Islamic banks in the form of profit-sharing, and Islamic banks must bear the risk of
business losses as the owner of the funds.

In the context of the financing contract, the Islamic bank acts as the owner of the funds (shahibul
maal), while the customer acts as the manager (mudharib). If there is a business loss managed by the
mudharib and is not caused by negligence, intentional or breach of contract, the fund owner must be
responsible for the loss. On the other hand, profit is divided according to the agreed profit-sharing ratio
(DSN-MUI, 2000b). Conceptually, it can be understood that non-performing financing can affect the level
of profit-sharing received by mudharabah depositors. The lower the level of non-performing financing, the
better the financing that Islamic banks have distributed. The mudharabah financing provides a share
received by the Islamic bank as the owner of the funds. It causes the greater the amount of income received
by Islamic banks and will provide a more significant profit-sharing rate to mudharabah depositors.

The results of empirical research conducted by Syamsiyah (2021), Juliana & Mulazid (2017), and
Irwansyah & Hidayat (2021) support this concept. All of these studies found a significant effect of non-
performing financing on the rate of profit-sharing for mudharabah deposits. Based on the description and
development of this hypothesis, the research hypothesis is formulated as follows:

Hi: Non-performing financing affects the profit-sharing rate of mudharabah deposits

The Effect of Operational Efficiency on the Profit Sharing Rates of Mudharabah Deposits

In the context of collecting third party funds, Islamic banks act as managers (mudharib) while customers
are the owners of funds (shahibul mal). The greater the revenue or profit generated by Islamic banks, the
more significant the level of profit-sharing that customers can receive. The revenue or profit is divided
according to the agreed ratio between the Islamic bank and the customer. Operational efficiency is related
to Islamic banks' ability to carry out these operational activities. The smaller the operational efficiency ratio
of Islamic banks, the better the Islamic banks in controlling operating expenses. It indicates that the financial
performance of Islamic banks is getting healthier. This condition will impact increasing the distribution of
profit sharing that will be received by mudharabah deposit depositors (Ardana et al., 2021). The results of
previous empirical research (Aulia & Saputri, 2021; Bramandita & Harun, 2020; Harfiah et al., 2018;
Sudarsono & Saputri, 2018) support the previous concept and find that the operational efficiency of Islamic
banks affects the rate of profit sharing on mudharabah deposits. On the other hand, a high operational
efficiency ratio indicates a high operating expense that must be borne by Islamic banks so that it will have
an impact on the lower amount of profit-sharing that mudharabah deposit customers will receive. Based on
the previous description, the following hypotheses can be formulated:

H»: Operational efficiency affects the profit-sharing rate of mudharabah deposits

The Effect of Capital Adequacy on the Profit Sharing Rates of Mudharabah Deposits

Conceptually, it is known that the capital adequacy of Islamic banks can affect the rate of profit-sharing for
mudharabah deposits. Capital adequacy is a minimum capital requirement that Islamic banks must meet.
Islamic banks with a relatively high capital adequacy ratio can increase the amount of financing that can be
channelled to business managers (shahibul maal). Thus, Islamic banks can obtain higher profit sharing
income, and the proceeds will be distributed back to mudharabah depositors. Several studies conducted by
Fitrianingsih & Rani (2020) and Wahyudi et al. (2018) managed to find a significant effect of the capital
adequacy ratio on the profit-sharing rate for mudharabah deposits. Fitrianingsih & Rani (2020) used a



relatively more minor number of samples, namely seven Islamic commercial banks in Indonesia in the
2013-2020 period and used a different analytical approach, namely multiple linear regression. Wahyudi et
al. (2018) used a sample of 11 Islamic commercial banks in Indonesia in the 2011-2015 period. Based on
this description, the following hypotheses can be formulated:

Hs: Capital adequacy affects the profit-sharing rate of mudharabah deposits

Pengaruh Dana Pihak Ketiga pada Tingkat Bagi Hasil Deposito Mudharabah

The level of third party funds shows how much savings, current accounts and deposits based on a
mudharabah contract are compared to the amount of temporary syirkah funds. Conceptually, it is known
that the greater the number of third party funds that Islamic banks have collected from third parties, the
greater the level of profit sharing that will be received by mudharabah depositors. It is because Islamic
banks can roll back the funds they have collected in various forms of financing, both profit-sharing-based
financing and buying and selling-based financing. This concept is supported by empirical findings from
Prasetyoningrum (2015) which found a positive influence on the return of third party funds on the level of
third party funds. Prasetyoningrum (2015) used a sample of Islamic commercial banks in Indonesia in the
2010-2012 period. Based on the previous description, the following hypotheses can be formulated:

Ha: Third-party funds affect the profit-sharing rate of mudharabah deposits

The research framework is depicted in Figure 1.
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Figure 1. Research Framework

Methods

The research population is all Islamic commercial banks in Indonesia in 2015-2019. Based on
predetermined criteria, namely the completeness of financial statement data and all research variables,
eleven Islamic commercial banks in Indonesia were obtained in 2015-2019. The research data source is
secondary data taken from the financial statements and annual reports of 11 Islamic banks in Indonesia in
the 2015-2019 period. The eleven Islamic commercial banks are Bank Syariah Mandiri (BSM), Bank
Muamalat Indonesia (BMI), Bank Negara Indonesia Syariah (BNIS), Bank Rakyat Indonesia Syariah



(BRIS), Bank Syariah Bukopin (BSB), Bank Central Asia (BCA) Syariah. , Bank Jabar Banten (BJB)
Syariah, Maybank Syariah, Bank Mega Syariah, Bank Panin Dubai Syariah, and Bank Victoria Syariah.

The dependent variable studied in this study is the level of profit-sharing for mudharabah deposits,
while the independent variables include non-performing financing, operational efficiency, capital adequacy
and third-party funds. The mudharabah contract in this study is a fund-raising contract where the Islamic
bank is the manager (mudharib), and the customer is the owner of the funds (shahibul mal) with a ratio
agreed at the beginning of the contract (Salman, 2017, 2020; DSN-MUI, 2000b, 2000a). The profit-sharing
rate of mudharabah deposits in this study is measured by two indicators. The first indicator (Y11) is the
growth ratio of third party rights to profit sharing of temporary syirkah funds, calculated from the number
of third party rights this year minus the number of third party rights in the previous year divided by the
number of third party rights in the previous year. The second indicator (Y1) is calculated from the ratio of
third party rights to the profit-sharing of temporary syirkah funds divided by the total income received by
Islamic banks from managing funds as mudharib.

Non-performing financing is financing provided by Islamic banks to customers that contains a fairly
significant risk where the customer is unable to return the principal amount of the bank's capital and the
amount of profit-sharing that is the right of the Islamic bank. Problem financing in this study refers to
Mutawali et al. (2019), Indrajaya (2019), Salman (2021), Permataningayu & Mahdaria (2019), Effendi et
al. (2017), and Afkar et al. (2020). The non-performing financing ratio is calculated by the number of non-
performing financing divided by the total financing. The first indicator (Xi.1) is net non-performing
financing (NPF net). The second indicator (X12) is non-performing gross (NPF gross).

Operational efficiency in this study refers to how well the efficiency level of Islamic banks in managing
their operational activities. Indicator measurement refers to Jeong & Phillips (2001), Gill et al. (2014), Abd-
Elmageed et al. (2020), and Kanghwa (2010). Two indicators measure operational efficiency. The first
indicator (Xz.1) is the ratio of operating expenses divided by operating income. The second indicator (X22)
is the growth in operational efficiency, calculated from the BOPO ratio this year minus the BOPO ratio in
the previous year divided by the BOPO ratio in the previous year.

Capital adequacy in this study refers to the ability of Islamic banks to maintain sufficient bank capital
and the ability of banks to manage risks that may affect bank capital. Measurement of capital adequacy
indicators refers to Safitri et al. (2021), Yolanda (2017), Atuahene et al. (2021), Usman & Lestari (2019),
and Murtiyanti et al. (2015). Two indicators measure capital adequacy in this study. The first indicator
(Xs.) is the ratio of bank capital divided by risk-weighted assets. The second indicator (Xs») is capital
adequacy growth calculated from this year's capital adequacy ratio minus the previous year's capital
adequacy ratio divided by the previous year's capital adequacy ratio.

Third-party funds in this study refer to funds collected by banks from the public through savings,
current accounts, and time deposits (Kasmir, 2018). In Islamic banks, third-party funds refer to savings,
current accounts, and deposits using wadiah and mudharabah contracts and are presented on the liability
side and temporary syirkah funds (Salman, 2017). Measurement of third party funds refers to Salman
(2021), Alamsyah (2020), Nanda (2020), Tanjung & Affiah (2021), Hasnadina & Mulazid (2019), and
Indiastary et al. (2020). Third-party funds are measured by two indicators. The first indicator (Xa4.1) is the
ratio of demand deposits, savings, and mudharabah deposits divided by temporary syirkah funds. The
second indicator (Xa2) is the growth of temporary syirkah funds, calculated from the temporary syirkah
funds this year minus the temporary syirkah funds in the previous year divided by the temporary syirkah
funds in the previous year.

Furthermore, the data is processed using a partial least squares (PLS) approach using the latest version
of the SmartPLS software, version 3.3.7. Several considerations for using the PLS approach are (1) the
number of Islamic banks used as the research sample is relatively small (2) limitations in the theories and
concepts that underlie this research. In the convergent validity test, a loading factor of 0.60 is used, and the
construct reliability test is carried out by looking at the Cronbach'’s alpha, rho_A, and composite reliability
values, as well as the average variance extracted (AVE) where all variables have a value > 0.7 (Hair et al.,
2011). The value of R square is 0.75; 0.50; and 0.25 describes a strong, medium, and weak model. The f-
square value of 0.35 is categorized as having a significant effect, the f-square value of 0.15 is categorized



as a medium effect, and the f-square value of 0.02 is a small effect (Sarstedt et al., 2017). In hypothesis
testing, the research hypothesis is accepted if it has a p-value < 0.05 and the hypothesis is rejected if it has
a p-value > 0.05.

Results and Discussion

Descriptive Statistics

Descriptive statistics of the research data are shown in table 1. Based on table 1, it is known that the net
non-performing financing ratio (X1.1) in Islamic banks in Indonesia in the 2015-2019 period has a maximum
value of 0.05, which is a rounding number and is almost close to the limit required by the Financial Services
Authority, namely 5%. In addition, the operational efficiency ratio of Islamic banks, as indicated by the
X1 indicator, has an average of more than 1, which is 1.03, which indicates that operating expenses exceed
operating income, indicating that Islamic banks are inefficient in their operational activities. The capital
adequacy ratio variable shown by the Xz indicator has a minimum value of 12%, meaning that Islamic
banks already have capital adequacy above the minimum capital requirement determined by the regulator,
which is 9%-10%. In terms of the number of third party funds that Islamic banks have collected, as indicated
by indicator Xa1, it shows an average of 90% of temporary syirkah funds in the form of mudharabah
contracts, but there are still Islamic banks with a minimum value of 0% which indicates that there are no
amount of temporary syirkah funds. In the form of mudharabah. In the variable rate of profit sharing on
mudharabah deposits, especially on the Y1, indicator, it can be seen that the return that is the right of
mudharabah depositors divided by the total income that is shared has an average of 46.8% and the remaining
53.2% becomes profit-sharing rights received by Islamic banks.

Table 1. Descriptive Statistics

Mean Min Max Standard Deviation
Xi1 0.027 0.000 0.050 0.016
Xi2 0.059 0.000 0.440 0.076
Xa1 1.031 0.810 2.170 0.276
Xa2 0.041 -0.580 1.770 0.378
Xz1 0.278 0.120 2.420 0.364
Xz2 0.078 -0.380 1.150 0.290
Xa1 0.909 0.000 1.000 0.222
Xa2 0.050 -1.000 0.420 0.216
Y11 0.018 -1.290 0.720 0.315
Y12 0.468 -0.070 0.850 0.179

Convergent Validity

The validity test used the Fornell-Larcker criterion, cross-loading, and heterotrait-monotrait ratio (HTMT)
tests. The results of the Fornell-Larcker criterion test show that the loading of each variable exceeds its
cross-loading (Table 2). Similarly, the cross-loading score shows that all variables have the highest
correlation compared to the correlations on other variables (Table 3). The results of the convergent validity
test show that all of them have an outer loading score > 0.6 as a condition to proceed to the validity test
(Figure 2).



Mon Performing
Financing

¥2.1
¥—0.09
4—0.886—

0.125

¥2.2
0.016
Operational ]
Efficiency 0.009—¥ i
RSt PP
-0.451
_ Profit Sharing Rate
e *—0910 Mudharabah
4082
¥3.2 0365
Capital Adequacy
X1 ¢ 00
ey 406
Third Party
Figure 2. Outer Loading
Table 2. Fornell-Larcker Criterion
Variables CAR NPF OER PSRM TPF
Capital Adequacy Ratio (CAR) 0.867
Non Performing Financing (NPF) -0.305 0.845
Operational Efficiency Ratio (OER) 0.120 0.383  0.940
Profit Sharing Rate of Mudharabah (PSRM) -0.754 0.321 -0.140 0.872
Third Party Fund (TPF) -0.729 0.142 -0.410 0.706  0.831
Table 3. Cross Loading
CAR (X3) NPF (X4) OER (X2) PSRM (Y1) TPF (Xa4)
Xi1 -0.323 0.991 0.319 0.345 0.172
Xi2 -0.091 0.668 0.584 0.064 -0.074
Xa1 0.156 0.415 0.991 -0.161 -0.431
X2z -0.024 0.217 0.886 -0.046 -0.277
Xz1 0.910 -0.346 0.171 -0.743 -0.692
X32 0.822 -0.156 0.015 -0.541 -0.560
Xa1 -0.640 0.311 -0.220 0.535 0.799




Xaz2 -0.579 -0.044 -0.444 0.632 0.861
Y11 -0.721 0.265 -0.116 0.909 0.728
Yi2 -0.581 0.302 -0.133 0.834 0.473

Construct Reliability

The construct reliability test was carried out by looking at Cronbach's alpha, rho_A, composite reliability
values, and average variance extracted (AVE). The results showed that all variables had a value > 0.7 (Table
4).

Table 4. Construct Reliability

Cronbach’s rho_A Composite Average

Alpha Reliability Variance

Extracted

(AVE)
Capital Adequacy Ratio (CAR) 0.777 0.724 0.858 0.752
Non Performing Financing (NPF) 0.717 2.615 0.828 0.714
Operational Efficiency Ratio (OER) 0.900 2.194 0.938 0.884
Profit Sharing Rate of Mudharabah 0.791 0.728 0.864 0.761
(PSRM)
Third Party Fund (TPF) 0.753 0.763 0.816 0.790
R Square and f Square

The f square test shows the order of variables that determine the profit-sharing rate for mudharabah deposits.
The R Square test results show a value of 0.606, indicating that non-performing financing, operational
efficiency, capital adequacy and third party funds used in the model produce an effect of 60.6% on the
profit-sharing rate, while other factors outside the research model determine 39.4%. Capital adequacy has
the highest f square value of 0.2319 compared to other variables (Table 5).

Table 5. f Square

Variables f Square
CAR 0.2319
NPF 0.0308
OER 0.0004
TPF 0.1316

Hypothesis Testing

The results of the hypothesis test show that third-party funds have a p-value of 0.016 (< 0.05), while non-
performing financing, operational efficiency, and capital adequacy have a p-value of 0.519; 0.210; and
0.216 (> 0.05). These results empirically prove that third party funds have a negative and significant effect
on the profit-sharing rate of mudharabah deposits. In contrast, non-performing financing, operational
efficiency, and capital adequacy have no significant effect on the profit-sharing rate of mudharabah deposits
(Table 6).

Table 6. Path Coefficients

Original Sample (O) T Statistics (|O/STDEV)) P Values

NPF = PSRM 0.116 1.151 0.250




OER - PSRM 0.064 0.099 0.921

CAR - PSRM -0.354 2.141 0.033

TPF > PSRM 0.411 1572 0.117

The Effect of Non-performing Financing on the Profit Sharing Rate of Mudharabah Deposits
Non-performing financing is used to measure non-performing financing compared to the financing
disbursed by Islamic banks. The smaller this ratio indicates, the better the quality of financing with the
optimal category if the ratio of non-performing financing is less than 5%. The study results provide a finding
that non-performing financing does not affect the rate of profit-sharing for mudharabah deposits. This
finding is since Islamic banks in Indonesia are still facing problems related to the high number of non-
performing financing. The ratio of non-performing financing to Islamic banks in Indonesia in 2019 was
3.49% per year, although there was an increase of 21 bps compared to 2018 of 3.26%. In addition, several
Islamic banks during the study period (2015-2019) had a non-performing financing ratio (NPF-net) close
to the 5% required by the Financial Services Authority (PBI No. 20, 2021). This condition strengthens the
study findings that non-performing financing does not affect the rate of profit-sharing for mudharabah
deposits.

The study results are also supported by the non-performing financing data trend and the profit-sharing
rate for mudharabah deposits. The average non-performing financing during the research period (2015-
2019) has decreased, namely Net NPF of 0.30% per year and Gross NPF of 1.07% per year, indicating
better management of non-performing financing levels during the study period. The downward trend in the
level of non-performing financing should be correlated with the increasing level of profit-sharing received
by mudharabah depositors. However, looking at the trend of the growth rate of mudharabah profit sharing
received by third parties in the 2015-2019 period, it tends to decrease, only in 2018 to 2019 it increased
from -16.90% to 6.8%. This data phenomenon supports research findings that non-performing financing
does not affect the rate of profit-sharing for mudharabah deposits.

The results of this study support Oktaviani (2021) and Sulfiani & Mais (2019), which did not find the
effect of non-performing financing on the rate of profit sharing on mudharabah deposits. Although
Oktaviani (2021) only uses one sample of Islamic commercial banks in Indonesia with a research period of
2010-2019, the study results also do not find the effect of non-performing financing on the rate of profit-
sharing for-profit mudharabah deposits. Sulfiani & Mais (2019) used a sample of Islamic commercial banks
from 2012-2018. Although using a more extended period than the current study, the findings show
consistent results; namely, non-performing financing does not significantly affect the profit-sharing rate for
mudharabah deposits. On the other hand, these findings differ from those of Syamsiyah (2021), Juliana &
Mulazid (2017), and Irwansyah & Hidayat (2021). Differences with the results of previous studies occur
due to differences in the research period, the number of research samples, and the use of data analysis
techniques. Syamsiyah (2021) found a negative effect of non-performing financing on the profit-sharing
rate on mudharabah deposits, while Juliana & Mulazid (2017) found a positive effect of non-performing
financing on the amount of mudharabah deposit deposits. Syamsiyah (2021) uses Islamic commercial
banks' monthly financial report data in the 2019-2020 research period with an error correction model. On
the other hand, Juliana & Mulazid (2017) only use 11 Islamic commercial banks in Indonesia with a
research period of 2011-2015. Irwansyah & Hidayat (2021) used quarterly financial reports from March
2016 to December 2020.

The Effect of Operational Efficiency on Profit Sharing Rates of Mudharabah Deposits

The operational efficiency ratio is used to measure Islamic bank management's ability to control operational
costs to operating income, according to the provisions as stipulated in SE. No.6/ 23 /DPNP (2004), a bank
is categorized as having a reasonably good efficiency level if it has an operational efficiency ratio (OER)
between 94% to 96%. Operational expenses include profit sharing and bonuses (annualized), while
operating income is generated from the distribution of funds (SEOJK No. 3, 2017). The study results
empirically prove that the operational efficiency of Islamic banks does not affect the rate of profit-sharing
for mudharabah deposits in the 2015-2019 period. This finding contradicts the previous theory and concept,



which explained that operational efficiency affects the profit-sharing rate for mudharabah deposits. This
finding is since Islamic banks do not carry out their operational activities efficiently, as previously
explained in descriptive statistics that the average operational efficiency ratio during the research period
(2015-2019) is above 100%, which is 103%, meaning that operating expenses exceed operating income and
have a value a maximum of 217%. In addition, the average operational efficiency ratio during 2015-2018
was above 100%, exceeding the maximum limit determined by regulation, which is 94-96%. Thus, the still
high operational efficiency ratio obtained by Islamic banks does not significantly impact the rate of profit-
sharing for mudharabah deposits.

The results of this study support Ardana et al. (2021) and Umiyati & Syarif (2019) also did not find
the effect of operational efficiency on the profit-sharing rate for mudharabah deposits. Although Ardana et
al. (2021) use monthly financial reports from 2017 to 2019, the findings align with this study. Umiyati &
Syarif (2019) used a sample of 12 Islamic commercial banks in Indonesia and monthly data from January
2011 to June 2015. On the other hand, the results of this study provide different findings from Aulia &
Saputri (2021), Bramandita & Harun (2020), Sudarsono & Saputri (2018), and Cahya et al. (2020).
Sudarsono & Saputri (2018), from monthly financial report data from Islamic commercial banks from
January 2011 to October 2017, found a negative effect of operational efficiency on the rate of profit sharing
on mudharabah deposits. Aulia & Saputri (2021) found a negative effect of operational efficiency on the
profit-sharing rate on mudharabah deposits with a sample of Islamic People's Financing Banks (BPRS) in
Indonesia in 2015-2019. Bramandita & Harun (2020) found a positive effect of operational efficiency on
the profit-sharing rate for mudharabah deposits using the monthly financial statements of BNI Syariah in
the period January 2016 — December 2018. Harfiah et al. (2018) found a positive effect of operational
efficiency on the rate of profit sharing on mudharabah deposits using quarterly financial report data from
the 2011-2014 period. Cahya et al. (2020) found a positive effect of operational efficiency on the profit-
sharing rate on mudharabah deposits with data from 7 Islamic commercial banks in Indonesia in the 2014-
2018 period.

The Effect of Capital Adequacy on Profit Sharing Rates of Mudharabah Deposits
The capital adequacy ratio for Islamic banks is used to show the ability of Islamic banks to provide funds
to overcome the possible risk of loss. The study results prove empirically that capital adequacy affects the
profit-sharing rate for mudharabah deposits. This result is consistent with the theory and concept, which
suggests that capital adequacy has an impact on the rate of profit sharing on mudharabah deposits because
the more significant the core capital and complementary capital as of the total capital owned by Islamic
banks, the greater the amount of financing that Islamic banks can channel. The findings also align with the
provisions governing the minimum capital requirement for Islamic commercial banks as regulated in POJK
21 (2014) dated November 18, 2014, and Circular Letter of the Financial Services Authority No. 10 of
2017. POJK 21 (2014) regulates bank capital adequacy under the bank’s risk profile and determines the
strategy to maintain the bank's capital level. The higher the risk, the greater the capital that must be provided
to anticipate the risk. Based on data on the average capital adequacy ratio, information was obtained that
the average CAR in the 2015-2019 period was around 20-40% and was above the required CAR ratio of
between 9-10% by POJK 21 (2014). In addition, there are no Islamic banks that have a CAR ratio below
10% during the study period (2015-2019).

During the research period (2015-2019), there was an increase in the capital adequacy ratio of 4.89%
per year. The capital adequacy ratio increased from 23.95% in 2017 to 33.31% in 2018 and from 33.31%
in 2018 t0 39.72% in 2019. In that period (2017-2018), the growth of the capital adequacy ratio was 22.21%,
and this amount was the most significant growth during the research period (2015-2019). The profit-sharing
rate shows the opposite condition compared to the capital adequacy data. There was a tendency to decrease
the growth ratio of third party rights to profit sharing. It decreased from 5.44% in 2017 to -16.90% in 2018.
Based on the findings, it is empirically proven that a significantly increased capital adequacy ratio
influences the decline in the profit-sharing rate.



The results of this study support Fitrianingsih & Rani (2020) and Wahyudi et al. (2018). Their study found
a negative and significant effect of the capital adequacy ratio on the profit-sharing rate for mudharabah
deposits. Fitrianingsih & Rani (2020) used a relatively more minor number of samples, namely seven
Islamic commercial banks in Indonesia in the 2013-2020 period and used a different analytical approach,
namely multiple linear regression. Although there are differences in the number of research samples and
the data analysis technique used, there is consistency in the results with Fitrianingsih & Rani (2020).
Wahyudi et al. (2018) used a sample of 11 Islamic commercial banks in Indonesia in the 2011-2015 period.
The current study results are consistent with the findings of Wahyudi et al. (2018).

The Effect of Third Party Funds on Profit Sharing Rates of Mudharabah Deposits

The results showed that the findings differed from the existing concept, namely that third party funds had
no significant effect on the profit-sharing rate for mudharabah deposits. The study results prove empirically
that third-party funds do not affect the level of profit sharing. The average percentage of fundraising
products in the form of mudharabah compared to temporary syirkah funds is 90.9%, but the minimum value
is 0% because several Islamic banks do not raise funds in the form of mudharabah contracts. In addition,
the growth ratio of temporary syirkah funds during the study period (2015-2019) contained Islamic banks
that had a value of -100%, which showed a very significant decrease in the growth ratio of temporary
syirkah funds.

This empirical finding is reinforced by the trend of data on third-party funds and the profit-sharing rate for
mudharabah deposits. The most significant decrease in the profit-sharing rate growth ratio occurred in 2017
to 2018, wherein in 2017, it grew by 5.44% and decreased in 2018 by -16.90%. The significant decrease in
the ratio of third party funds occurred in 2017 by 97.08% to 87.84% in 2018. Based on the findings, it is
empirically proven that changes in the profit-sharing rate are not significantly affected by changes in the
ratio of the number of third party funds. The current study results support the results of previous empirical
research from Ali (2018), which did not find the effect of third party funds on the rate of profit-sharing for
mudharabah deposits. Ali (2018) uses a sample of one Islamic commercial bank, namely BNI Syariah, with
quarterly report data from 2010 to 2015. Although there are differences in the number of samples and the
period studied, the current findings are consistent with Ali (2018).

Conclusion and Policy Implication
This study examines non-performing financing, operational efficiency, capital adequacy, and third party
funds, which are suspected to affect the rate of profit-sharing for mudharabah deposits. Based on the
discussion, it is found that the capital adequacy ratio has a significant effect on the level of profit sharing.
The greater the capital adequacy ratio, the smaller the profit-sharing rate for mudharabah deposits. This
finding aligns with the trend of increasing capital adequacy ratios and decreasing profit-sharing rates of 11
Islamic commercial banks in Indonesia during the 2015-2019 period. These findings provide a significant
practical contribution for Islamic bank entities to pay attention to and maintain the capital adequacy factor
so that it is not too large because it can decrease the rate of profit sharing on mudharabah deposits. Other
factors such as non-performing financing, operational efficiency, and the ratio of third party funds do not
affect the rate of profit sharing on mudharabah deposits. In addition, although there is a decrease in the non-
performing financing ratio, the decline is not too significant, and there are several Islamic banks whose
non-performing financing ratios are close to the requirements required by the regulator so that this condition
does not have an impact on the rate of profit-sharing for mudharabah deposits. The operational efficiency
ratio also needs serious attention from Islamic banks because the value of this ratio during the 2015-2018
period exceeds one. This condition resulted in a decrease in the profit-sharing rate for mudharabah deposits.
The study's limitations are related to the low value of reliability on several variables based on the
reliability test results, so it is hoped that future research can increase the strength of the research model by
using different indicators. In addition, suggestions for further research can be directed at other variables
such as profit-sharing-based income and ijarah fees, which are indicated to affect the rate of profit-sharing
for mudharabah deposits. In addition, for further research, samples of other sharia entities can be used, such
as savings and loan cooperatives and sharia financing, sharia insurance, and other sharia entities.
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The Determinants of Profit-Sharing Rates for Mudharabah Deposits:
The Case of Islamic Banks in Indonesia

Abstract: Collecting Islamic bank funds with mudharabah contracts, such as mudharabah deposits, will
offer depositors a profit-sharing rate. This study aims to obtain empirical evidence regarding the
determinants of the profit-sharing rate for mudharabah deposits. The determinants in this study are non-
performing financing, operational efficiency, capital adequacy, and third-party funds. The sample used in
this study was 11 Islamic commercial banks in Indonesia from 2015-2019. The results show that only
capital adequacy affects the profit-sharing rate for mudharabah deposits. The increase in the capital
adequacy ratio of Islamic banks in the study period significantly impacted the decrease in the rate of profit-
sharing on deposits received by third parties, especially from 2017 to 2018. The results also show that non-
performing financing, operational efficiency, and third-party funds do not affect profit-sharing deposits.
Problem financing and operational efficiency are still the main problems Islamic banks face in Indonesia,
so they do not impact the profit-sharing rate for mudharabah deposits. Third-party funds also tend to
decrease during the study period so that it does not impact the profit-sharing rate for mudharabah deposits.
The study's findings are expected to generate theoretical contributions to scientific development in concepts
and empirical research in the Islamic banking sector, practical contributions to Islamic banks in their
operational activities, and policy contributions to regulators in setting policies in the Islamic banking sector.

Keywords: profit-sharing, non-performing financing, operational efficiency, capital adequacy, third party
funds

JEL Classification: M41 Accounting, G21 Banks
Introduction

Empirically, research with a sample of Islamic banks mainly examines the determinants of profitability
(Afkar et al., 2020; Kamilah, 2021; Rosiana, 2019; Salman, 2021), determinants of profit-sharing financing
such as mudharabah and musyarakah (Nasfi et al., 2021; Riyadi et al., 2021; Winarsih & Asokawati, 2019),
determinant of murabahah financing (Hasnadina & Mulazid, 2019; Nanda, 2020), and the determinants of
non-performing financing (Effendi et al., 2017; Indrajaya, 2019; Mutawali et al., 2019). The current study
investigates the factors influencing the profit-sharing rate for mudharabah deposits.

Previous research that investigated the effect of non-performing financing on the profit-sharing rates
for mudharabah deposits showed contradictory results. These studies (Irwansyah & Hidayat, 2021; Juliana
& Mulazid, 2017) found a positive and significant effect of non-performing financing on the rate of profit
sharing on mudharabah deposits. On the other hand, Syamsiyah (2021) found a negative and significant
effect of non-performing financing on the rate of profit sharing on mudharabah deposits. On the other hand,
Oktaviani (2021) did not find the effect of non-performing financing on the profit-sharing rate for
mudharabah deposits.

Research investigating the effect of operational efficiency on the profit-sharing rate for mudharabah
deposits also shows contradictory results. Empirical studies conducted by Aulia & Saputri (2021) and
Sudarsono & Saputri (2018) found a negative and significant effect of operational efficiency ratio (OER)
represented by operating expenses divided by operating income on the profit-sharing rates on mudharabah
deposits. Bramandita & Harun (2020) and Harfiah et al. (2018) found a positive and significant effect of
BOPO on the rate of profit-sharing for mudharabah deposits. In contrast, Ardana et al. (2021) did not find
operational efficiency's effect on the profit-sharing rate for mudharabah deposits.

Literature Review
The Effect of Non-Performing Financing on the Profit-Sharing Rate of Mudharabah Deposits



The collection of funds in the form of time deposits is a time deposit that can only be withdrawn at a specific
time based on the depositor's agreement with the bank (DSN-MUI, 2000a). Deposits that meet sharia criteria
are deposits using a mudharabah contract, where sharia banks are the fund managers (mudharib), and the
customer is the owner of the funds (shahibul maal) (Salman, 2017). The profit-sharing rate for customers
and sharia banks is stated in a ratio and clearly stated at the time of account opening.

One of the factors that affect profit-sharing rates is non-performing financing. Conceptually, it can be
understood that the larger the non-performing financing, the lower the profit-sharing rate for the
mudharabah deposits. One of the reasons is that non-performing financing decreases the profit of Islamic
banks, which will be distributed to depositors. Non-performing financing does not provide benefits for
Islamic banks in the form of profit-sharing, and Islamic banks must bear the risk of business losses as the
owner of the funds.

In the context of the financing contract, the Islamic bank acts as the owner of the funds (shahibul
maal), while the customer acts as the manager (mudharib). If a business loss is managed by the mudharib
and is not caused by negligence, intentional or breach of contract, the fund owner must be responsible for
the loss. On the other hand, profit is divided according to the agreed profit-sharing ratio (DSN-MUI, 2000b).
Conceptually, it can be understood that non-performing financing can affect profit-sharing rates received
by mudharabah depositors. The lower the level of non-performing financing, the better the financing that
Islamic banks have distributed. The mudharabah financing provides a share received by the Islamic bank
as the owner of the funds. It causes more income to be received by Islamic banks and will provide a more
significant profit-sharing rate to mudharabah depositors.

The results of empirical research conducted by Syamsiyah (2021), Juliana & Mulazid (2017), and
Irwansyah & Hidayat (2021) support this concept. These studies found a significant effect of non-
performing financing on the profit-sharing rate for mudharabah deposits. Based on the description and
development of this hypothesis, the research hypothesis is formulated as follows:

Hi: Non-performing financing affects the profit-sharing rate of mudharabah deposits

The Effect of Operational Efficiency on the Profit-Sharing Rates of Mudharabah Deposits

In collecting third-party funds, Islamic banks act as managers (mudharib), while customers are the owners
of funds (shahibul mal). The greater the revenue or profit generated by Islamic banks, the more significant
the rates of profit-sharing that customers can receive. The revenue or profit is divided according to the
agreed ratio between the Islamic bank and the customer. Operational efficiency is related to Islamic banks'
ability to carry out these operational activities. The smaller the operational efficiency ratio of Islamic banks,
the better the Islamic banks at controlling operating expenses. It indicates that the financial performance of
Islamic banks is getting healthier. This condition will impact increasing the distribution of profit sharing
that will be received by mudharabah deposit depositors (Ardana et al., 2021). The results of previous
empirical research (Aulia & Saputri, 2021; Bramandita & Harun, 2020; Harfiah et al., 2018; Sudarsono &
Saputri, 2018) support the previous concept and find that the operational efficiency of Islamic banks affects
the rate of profit sharing on mudharabah deposits. On the other hand, a high operational efficiency ratio
indicates a high operating expense that must be borne by Islamic banks so that it will have an impact on the
lower amount of profit-sharing that mudharabah deposit customers will receive. Based on the previous
description, the following hypotheses can be formulated:

H»: Operational efficiency affects the profit-sharing rate of mudharabah deposits

The Effect of Capital Adequacy on the Profit-Sharing Rates of Mudharabah Deposits

Conceptually, it is known that the capital adequacy of Islamic banks can affect the rate of profit-sharing for
mudharabah deposits. Capital adequacy is a minimum capital requirement that Islamic banks must meet.
Islamic banks with a relatively high capital adequacy ratio can increase the financing channelled to business
managers (shahibul maal). Thus, Islamic banks can obtain higher profit-sharing income, and the proceeds
will be distributed back to mudharabah depositors. Several studies by Fitrianingsih & Rani (2020) and
Wahyudi et al. (2018) found a significant effect of the capital adequacy ratio on the profit-sharing rate for
mudharabah deposits. Fitrianingsih & Rani (2020) used a relatively minor number of samples, namely



seven Islamic commercial banks in Indonesia in the 2013-2020 period and used a different analytical
approach, namely multiple linear regression. Wahyudi et al. (2018) used a sample of 11 Islamic commercial
banks in Indonesia in the 2011-2015 period. Based on this description, the following hypotheses can be
formulated:

Hs: Capital adequacy affects the profit-sharing rate of mudharabah deposits

The Effect of Third-Party on the Profit-Sharing Rates of Mudharabah Deposits

The level of third-party funds shows how much savings, current accounts and deposits based on a
mudharabah contract are compared to the amount of temporary syirkah funds. Conceptually, it is known
that the greater the number of third-party funds that Islamic banks have collected from third parties, the
greater the profit-sharing rates that will be received by mudharabah depositors. It is because Islamic banks
can roll back the funds they have collected in various forms of financing, both profit-sharing-based
financing and buying and selling-based financing. This concept is supported by empirical findings from
Prasetyoningrum (2015), which found a positive influence on the return of third-party funds on the level of
third party funds. Prasetyoningrum (2015) used a sample of Islamic commercial banks in Indonesia in the
2010-2012 period. Based on the previous description, the following hypotheses can be formulated:

Ha: Third-party funds affect the profit-sharing rate of mudharabah deposits

The research framework is depicted in Figure 1.
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Figure 1. Research Framework

Methods

The research population is all Islamic commercial banks in Indonesia in 2015-2019. Based on
predetermined criteria, namely the completeness of financial statement data and all research variables,
eleven Islamic commercial banks in Indonesia were obtained in 2015-2019. The research data source is
secondary data taken from the financial statements and annual reports of 11 Islamic banks in Indonesia in
the 2015-2019 period. The eleven Islamic commercial banks are Bank Syariah Mandiri (BSM), Bank
Muamalat Indonesia (BMI), Bank Negara Indonesia Syariah (BNIS), Bank Rakyat Indonesia Syariah
(BRIS), Bank Syariah Bukopin (BSB), Bank Central Asia (BCA) Syariah. , Bank Jabar Banten (BJB)
Syariah, Maybank Syariah, Bank Mega Syariah, Bank Panin Dubai Syariah, and Bank Victoria Syariah.



The dependent variable studied in this study is profit-sharing rates in mudharabah deposits, while the
independent variables include non-performing financing, operational efficiency, capital adequacy and third-
party funds. Islamic banks receive from managing funds as mudharib. The mudharabah contract in this
study is a fund-raising contract where the Islamic bank is the manager (mudharib), and the customer is the
owner of the funds (shahibul mal) with a ratio agreed at the beginning of the contract (Salman, 2017, 2020;
DSN-MUI, 2000b, 2000a). The profit-sharing rate of mudharabah deposits in this study is measured by two
indicators. The first indicator (Y1) is the growth ratio of third-party rights to profit sharing of temporary
syirkah funds, calculated from the number of third-party rights this year minus the number of third-party
rights in the previous year divided by the number of third-party rights in the previous year. The second
indicator (Y12) is calculated from the ratio of third-party rights to the profit-sharing of temporary syirkah
funds divided by the total income.

Non-performing financing is financing provided by Islamic banks to customers that contains a fairly
significant risk where the customer cannot return the principal amount of the bank's capital and the amount
of profit-sharing that is the right of the Islamic bank. Problem financing in this study refers to Mutawali et
al. (2019), Indrajaya (2019), Salman (2021), Permataningayu & Mahdaria (2019), Effendi et al. (2017), and
Afkar et al. (2020). The non-performing financing ratio is calculated by the number of non-performing
financing divided by the total financing. The first indicator (X1.1) is net non-performing financing (NPF
net). The second indicator (X12) is non-performing gross (NPF gross).

Operational efficiency in this study refers to the efficiency level of Islamic banks in managing their
operational activities. Indicator measurement refers to Jeong & Phillips (2001), Gill et al. (2014), Abd-
Elmageed et al. (2020), and Kanghwa (2010). Two indicators measure operational efficiency. The first
indicator (Xz.1) is the ratio of operating expenses divided by operating income. The second indicator (Xz2)
is the growth in operational efficiency, calculated from the BOPO ratio this year minus the BOPO ratio in
the previous year divided by the BOPO ratio in the previous year.

Capital adequacy in this study refers to the ability of Islamic banks to maintain sufficient bank capital
and the ability of banks to manage risks that may affect bank capital. Measurement of capital adequacy
indicators refers to Safitri et al. (2021), Yolanda (2017), Atuahene et al. (2021), Usman & Lestari (2019),
and Murtiyanti et al. (2015). Two indicators measure capital adequacy in this study. The first indicator
(Xs.1) is the ratio of bank capital divided by risk-weighted assets. The second indicator (Xs) is capital
adequacy growth calculated from this year's capital adequacy ratio minus the previous year's capital
adequacy ratio divided by the previous year's capital adequacy ratio.

Third-party funds in this study refer to funds collected by banks from the public through savings,
current accounts, and time deposits (Kasmir, 2018). In Islamic banks, third-party funds refer to savings,
current accounts, and deposits using wadiah and mudharabah contracts and are presented on the liability
side and temporary syirkah funds (Salman, 2017). Measurement of third-party funds refers to Salman
(2021), Alamsyah (2020), Nanda (2020), Tanjung & Affiah (2021), Hasnadina & Mulazid (2019), and
Indiastary et al. (2020). Two indicators measure third-party funds. The first indicator (Xa.1) is the ratio of
demand deposits, savings, and mudharabah deposits divided by temporary syirkah funds. The second
indicator (Xa.) is the growth of temporary syirkah funds, calculated from the temporary syirkah funds this
year minus the temporary syirkah funds in the previous year divided by the temporary syirkah funds in the
previous year.

Furthermore, the data is processed using a partial least squares (PLS) approach using the latest version
of the SmartPLS software, version 3.3.7. Several considerations for using the PLS approach are (1) the
number of Islamic banks used as the research sample is relatively small (2) limitations in the theories and
concepts that underlie this research. In the convergent validity test, a loading factor of 0.60 is used, and the
construct reliability test is carried out by looking at the Cronbach's alpha, rho_A, and composite reliability
values, as well as the average variance extracted (AVE) where all variables have a value > 0.7 (Hair et al.,
2011). The value of R square is 0.75; 0.50; 0.25 describes a strong, medium, and weak model. The f-square
value of 0.35 is categorized as having a significant effect, the f-square value of 0.15 is categorized as a
medium effect, and the f-square value of 0.02 is a small effect (Sarstedt et al., 2017). In hypothesis testing,



the research hypothesis is accepted if it has a p-value < 0.05 and the hypothesis is rejected if it has a p-value
> 0.05.

Results and Discussion

Descriptive Statistics

Descriptive statistics of the research data are shown in table 1. Based on table 1, it is known that the net
non-performing financing ratio (X1.1) in Islamic banks in Indonesia in the 2015-2019 period has a maximum
value of 0.05, which is a rounding number and is almost close to the limit required by the Financial Services
Authority, namely 5%. In addition, the operational efficiency ratio of Islamic banks, as indicated by the
X1 indicator, has an average of more than 1, which is 1.03, which indicates that operating expenses exceed
operating income, indicating that Islamic banks are inefficient in their operational activities. The capital
adequacy ratio variable shown by the Xz indicator has a minimum value of 12%, meaning that Islamic
banks already have capital adequacy above the minimum capital requirement determined by the regulator,
which is 9%-10%. In terms of the number of third-party funds that Islamic banks have collected, as
indicated by indicator X41, it shows an average of 90% of temporary syirkah funds in mudharabah contracts.
However, there are still Islamic banks with a minimum value of 0%, indicating that there are no temporary
syirkah funds. In the form of mudharabah. In the Y1 indicator, it can be seen that the return that is the right
of mudharabah depositors divided by the total income that is shared has an average of 46.8%. The remaining
53.2% becomes profit-sharing rights received by Islamic banks.

Table 1. Descriptive Statistics

Mean Min Max Standard Deviation
X11 0.027 0.000 0.050 0.016
Xi2 0.059 0.000 0.440 0.076
Xa1 1.031 0.810 2.170 0.276
X2z 0.041 -0.580 1.770 0.378
Xz1 0.278 0.120 2.420 0.364
Xz2 0.078 -0.380 1.150 0.290
Xa1 0.909 0.000 1.000 0.222
Xa2 0.050 -1.000 0.420 0.216
Y11 0.018 -1.290 0.720 0.315
Y12 0.468 -0.070 0.850 0.179

Convergent Validity

The validity test used the Fornell-Larcker criterion, cross-loading, and heterotrait-monotrait ratio (HTMT)
tests. The results of the Fornell-Larcker criterion test show that the loading of each variable exceeds its
cross-loading (Table 2). Similarly, the cross-loading score shows that all variables have the highest
correlation compared to the correlations on other variables (Table 3). The results of the convergent validity
test show that all of them have an outer loading score > 0.6 as a condition to proceed to the validity test
(Figure 2).
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Figure 2. Outer Loading
Table 2. Fornell-Larcker Criterion
Variables CAR NPF OER PSRM TPF
Capital Adequacy Ratio (CAR) 0.867
Non Performing Financing (NPF) -0.305 0.845
Operational Efficiency Ratio (OER) 0.120 0.383  0.940
Profit Sharing Rate of Mudharabah (PSRM) -0.754 0.321 -0.140 0.872
Third Party Fund (TPF) -0.729 0.142 -0.410 0.706  0.831
Table 3. Cross Loading
CAR (X3) NPF (X4) OER (X2) PSRM (Y1) TPF (Xa4)
Xi1 -0.323 0.991 0.319 0.345 0.172
Xi2 -0.091 0.668 0.584 0.064 -0.074
Xa1 0.156 0.415 0.991 -0.161 -0.431
X2z -0.024 0.217 0.886 -0.046 -0.277
Xz1 0.910 -0.346 0.171 -0.743 -0.692
X32 0.822 -0.156 0.015 -0.541 -0.560
Xa1 -0.640 0.311 -0.220 0.535 0.799




Xaz2 -0.579 -0.044 -0.444 0.632 0.861
Y11 -0.721 0.265 -0.116 0.909 0.728
Yi2 -0.581 0.302 -0.133 0.834 0.473

Construct Reliability

The construct reliability test was carried out by looking at Cronbach's alpha, rho_A, composite reliability
values, and average variance extracted (AVE). The results showed that all variables had a value > 0.7 (Table
4).

Table 4. Construct Reliability

Cronbach’s rho_A Composite Average

Alpha Reliability Variance

Extracted

(AVE)
Capital Adequacy Ratio (CAR) 0.777 0.724 0.858 0.752
Non Performing Financing (NPF) 0.717 2.615 0.828 0.714
Operational Efficiency Ratio (OER) 0.900 2.194 0.938 0.884
Profit Sharing Rate of Mudharabah 0.791 0.728 0.864 0.761
(PSRM)

Third Party Fund (TPF) 0.753 0.763 0.816 0.790

R-Square and f-Square

The f-square test shows the variables determining the profit-sharing rate for mudharabah deposits. The R-
Square test results show a value of 0.606, indicating that non-performing financing, operational efficiency,
capital adequacy and third-party funds used in the model affect 60.6% of the profit-sharing rate. In
comparison, other factors outside the research model determine 39.4%. Capital adequacy has the highest f-
square value of 0.2319 compared to other variables (Table 5).

Table 5. f-Square

Variables f Square
CAR 0.2319
NPF 0.0308
OER 0.0004
TPF 0.1316

Hypothesis Testing

The results of the hypothesis test show that third-party funds have a p-value of 0.016 (< 0.05), while non-
performing financing, operational efficiency, and capital adequacy have a p-value of 0.519, 0.210, and
0.216 (> 0.05). These results empirically prove that third-party funds have a negative and significant effect
on the profit-sharing rate of mudharabah deposits. In contrast, non-performing financing, operational
efficiency, and capital adequacy have no significant effect on the profit-sharing rate of mudharabah deposits
(Table 6).

Table 6. Path Coefficients

Original Sample (O) T Statistics (|O/STDEV)) P Values

NPF = PSRM 0.116 1.151 0.250




OER - PSRM 0.064 0.099 0.921

CAR - PSRM -0.354 2.141 0.033

TPF > PSRM 0.411 1572 0.117

The Effect of Non-performing Financing on the Profit Sharing Rate of Mudharabah Deposits
Non-performing financing measures non-performing financing compared to financing disbursed by Islamic
banks. The smaller this ratio, the better the financing quality, with the optimal category if the ratio of non-
performing financing is less than 5%. The study results show that non-performing financing does not affect
the profit-sharing rate of mudharabah deposits. This finding is because Islamic banking in Indonesia still
faces problems related to the high number of problem financing. The ratio of non-performing financing to
Islamic banks in Indonesia in 2019 was 3.49% per year, worse than in 2018 at 3.26%. In addition, several
Islamic banks during the study period (2015-2019) had non-performing financing ratios (NPF-net) close to
the 5% required by the Financial Services Authority (PBI No. 20, 2021). This condition reinforces the study
findings that non-performing financing does not affect the profit-sharing rate of mudharabah deposits.

The study results are also supported by the non-performing financing data trend and the profit-sharing
rate for mudharabah deposits. The average non-performing financing during the research period (2015-
2019) has decreased, namely Net NPF of 0.30% per year and Gross NPF of 1.07% per year, indicating
better management of non-performing financing levels during the study period. The downward trend in
non-performing financing should correlate with the increasing profit-sharing rate from mudharabah
depositors. However, the growth rate of mudharabah profit sharing received by third parties in the 2015-
2019 period tends to decrease; only from 2018 to 2019 it increased from -16.90% to 6.8%. This data
phenomenon supports research findings that non-performing financing does not affect the profit-sharing
rate for mudharabah deposits.

The results of this study support Oktaviani (2021) and Sulfiani & Mais (2019), which did not find the
effect of non-performing financing on the rate of profit sharing on mudharabah deposits. Although
Oktaviani (2021) used one sample of Islamic commercial banks in Indonesia with a research period of
2010-2019, the study results also did not find the effect of non-performing financing on the rate of profit-
sharing for-profit mudharabah deposits. Sulfiani & Mais (2019) used a sample of Islamic commercial banks
from 2012-2018. Although using a more extended period than the current study, the findings show
consistent results; namely, non-performing financing does not significantly affect the profit-sharing rate for
mudharabah deposits. On the other hand, these findings differ from those of Syamsiyah (2021), Juliana &
Mulazid (2017), and Irwansyah & Hidayat (2021). Differences with the results of previous studies occur
due to differences in the research period, the number of research samples, and the use of data analysis
techniques. Syamsiyah (2021) found a negative effect of non-performing financing on the profit-sharing
rate on mudharabah deposits, while Juliana & Mulazid (2017) found a positive effect of non-performing
financing on the amount of mudharabah deposit deposits. Syamsiyah (2021) used Islamic commercial
banks' monthly financial report data in the 2019-2020 research period with an error correction model.
Irwansyah & Hidayat (2021) used quarterly financial reports from March 2016 to December 2020. On the
other hand, Juliana & Mulazid (2017) only used 11 Islamic commercial banks in Indonesia with a research
period of 2011-2015.

The Effect of Operational Efficiency on Profit Sharing Rates of Mudharabah Deposits

The operational efficiency ratio is used to measure Islamic bank management's ability to control operational
costs to operating income, according to the provisions as stipulated in SE. No.6/ 23 /DPNP (2004), a bank
is categorized as having a reasonably good efficiency level if it has an operational efficiency ratio (OER)
between 94% to 96%. Operational expenses include profit sharing and bonuses (annualized) while
operating income is generated from the distribution of funds (SEOJK No. 3, 2017). The study results
empirically prove that the operational efficiency of Islamic banks does not affect the profit-sharing rate for
mudharabah deposits in the 2015-2019 period. This finding contradicts the previous theory and concept,
which explained that operational efficiency affects the profit-sharing rate for mudharabah deposits. This
finding is explained in descriptive statistics that the average operational efficiency ratio during the research



period (2015-2019) is above 100%, which is 103%, meaning that operating expenses exceed operating
income and have a value of a maximum of 217%. In addition, the average operational efficiency ratio during
2015-2018 was above 100%, exceeding the maximum limit determined by regulation, which is 94-96%.
Thus, the still high operational efficiency ratio obtained by Islamic banks is relatively low in the profit-
sharing rate for mudharabah deposits.

The results of this study support Ardana et al. (2021) and Umiyati & Syarif (2019) did not find the
effect of operational efficiency on the profit-sharing rate for mudharabah deposits. Although Ardana et al.
(2021) use monthly financial reports from 2017 to 2019, the findings align with this study. Umiyati & Syarif
(2019) used a sample of 12 Islamic commercial banks in Indonesia and monthly data from January 2011 to
June 2015. On the other hand, the results of this study provide different findings from Aulia & Saputri
(2021), Bramandita & Harun (2020), Sudarsono & Saputri (2018), and Cahya et al. (2020). Sudarsono &
Saputri (2018), from monthly financial report data from Islamic commercial banks from January 2011 to
October 2017, found a negative effect of operational efficiency on the profit-sharing rate on mudharabah
deposits. Aulia & Saputri (2021) found a negative effect of operational efficiency on the profit-sharing rate
on mudharabah deposits with a sample of Islamic People's Financing Banks (BPRS) in Indonesia in 2015-
2019. Bramandita & Harun (2020) found a positive effect of operational efficiency on the profit-sharing
rate for mudharabah deposits using the monthly financial statements of BNI Syariah in the period January
2016 — December 2018. Harfiah et al. (2018) found a positive effect of operational efficiency on the rate of
profit sharing of mudharabah deposits using quarterly financial report data from the 2011-2014 period.
Cahya et al. (2020) found a positive effect of operational efficiency on the profit-sharing rate on
mudharabah deposits with data from 7 Islamic commercial banks in Indonesia in the 2014-2018 period.

The Effect of Capital Adequacy on Profit Sharing Rates of Mudharabah Deposits

The capital adequacy ratio for Islamic banks is used to show the ability of Islamic banks to provide funds
to overcome the possible risk of loss. The study results prove empirically that capital adequacy affects the
profit-sharing rate for mudharabah deposits. This result is consistent with the theory and concept, which
suggests that capital adequacy impacts the profit-sharing rate of mudharabah deposits. The more significant
the core capital and complementary capital as of the total capital owned by Islamic banks, the greater the
amount of financing that Islamic banks can channel. The findings also align with the provisions governing
the minimum capital requirement for Islamic commercial banks as regulated in POJK 21 (2014) dated
November 18, 2014, and Circular Letter of the Financial Services Authority No. 10 of 2017. POJK 21
(2014) regulates bank capital adequacy under the bank's risk profile and determines the strategy to maintain
the bank's capital level. The higher the risk, the greater the capital must be provided to anticipate the risk.
Based on data on the average capital adequacy ratio, information was obtained that the average CAR in the
2015-2019 period was around 20-40% and was above the required CAR ratio of between 9-10% by POJK
21 (2014). In addition, no Islamic banks had a CAR ratio below 10% during the study period (2015-2019).

During the research period (2015-2019), there was an increase in the capital adequacy ratio of 4.89%
per year. The capital adequacy ratio increased from 23.95% in 2017 to 33.31% in 2018 and from 33.31%
in 201810 39.72% in 2019. In that period (2017-2018), the growth of the capital adequacy ratio was 22.21%,
which was the most significant growth during the research period (2015-2019). The profit-sharing rate
shows the opposite condition compared to the capital adequacy data. There was a tendency to decrease the
growth ratio of third-party rights to profit sharing. It decreased from 5.44% in 2017 to -16.90% in 2018.
Based on the findings, it is empirically proven that a significantly increased capital adequacy ratio
influences the decline in the profit-sharing rate.

The study results support Fitrianingsih & Rani (2020) and Wahyudi et al. (2018). Their study found a
negative and significant effect of the capital adequacy ratio on the profit-sharing rate for mudharabah
deposits. Fitrianingsih & Rani (2020) used a relatively minor number of samples, namely seven Islamic
commercial banks in Indonesia in the 2013-2020 period and used a different analytical approach, namely
multiple linear regression. Although there are differences in the number of research samples and the data
analysis technique used, there is consistency in the results with Fitrianingsih & Rani (2020). Wahyudi et al.



(2018) used a sample of 11 Islamic commercial banks in Indonesia in the 2011-2015 period. The current
study results are consistent with the findings of Wahyudi et al. (2018).

The Effect of Third Party Funds on Profit Sharing Rates of Mudharabah Deposits

The results showed that the findings differed from the existing concept, namely that third-party funds had
no significant effect on the profit-sharing rate for mudharabah deposits. The study results prove empirically
that third-party funds do not affect the profit sharing rates. The average percentage of fundraising products
in mudharabah compared to temporary syirkah funds is 90.9%. However, the minimum value is 0% because
several Islamic banks still need to raise funds in mudharabah contracts. In addition, the growth ratio of
temporary syirkah funds during the study period (2015-2019) contained Islamic banks with a value of -
100%, showing a very significant decrease in temporary syirkah funds.

This empirical finding is reinforced by the trend of data on third-party funds and the profit-sharing rate
for mudharabah deposits. The most significant decrease in the profit-sharing rate growth ratio occurred
from 2017 to 2018, wherein in 2017, it grew by 5.44% and decreased in 2018 by -16.90%. A significant
decrease in the ratio of third-party funds occurred in 2017, from 97.08% to 87.84% in 2018. Based on the
findings, it is empirically proven that changes in the profit-sharing rate are not significantly affected by
changes in the ratio of the number of third-party funds. The current study results support previous empirical
research from Ali (2018), which did not find the effect of third-party funds on the profit-sharing rate for
mudharabah deposits. Ali (2018) used a sample of one Islamic commercial bank, namely BNI Syariah, with
quarterly report data from 2010 to 2015. Although there are differences in the number of samples and the
period studied, the current findings are consistent with Ali (2018).

Conclusion and Policy Implication

This study examines non-performing financing, operational efficiency, capital adequacy, and third-party
funds, which are suspected to affect the profit-sharing rate of mudharabah deposits. Based on the discussion,
it is found that the capital adequacy ratio has a significant effect on the profit-sharing rates. The greater the
capital adequacy ratio, the smaller the profit-sharing rate for mudharabah deposits. This finding aligns with
the trend of increasing capital adequacy ratios and decreasing profit-sharing rates of 11 Islamic commercial
banks in Indonesia during the 2015-2019 period. This finding provides practical implications for Islamic
banks to maintain the capital adequacy ratio because it impacts the level of profit sharing on mudharabah
deposits. In addition, these findings also provide policy implications for regulators in setting the minimum
capital adequacy ratio that must be complied with by Islamic banks and setting sanctions for those that do
not comply. Other factors, such as non-performing financing, operational efficiency, and the ratio of third-
party funds, do not affect the rate of profit sharing on mudharabah deposits. There are several Islamic banks
whose non-performing financing ratios are close to the requirements required by the regulator, so this
condition does not impact the profit-sharing rate for mudharabah deposits. The operational efficiency ratio
also needs serious attention from Islamic banks because the value of this ratio during the 2015-2018 period
exceeds one. This condition resulted in a decrease in the profit-sharing rate for mudharabah deposits.

The study's limitations are related to the low-reliability value on several variables based on the
reliability test results, so future research can increase the strength of the research model by using different
indicators. In addition, suggestions for further research can be directed at other variables, such as profit-
sharing-based income and ijarah fees, which are indicated to affect the profit-sharing rate for mudharabah
deposits. In addition, samples of other sharia entities can be used for further research, such as savings and
loan cooperatives and sharia financing, sharia insurance, and other sharia entities.
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