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To ensure the financial stability of Indonesian banks,
especially Sharia banks, it is essential to focus on various
factors and elements. This study investigates the
endogenous and exogenous factors influencing the financial
stability of Sharia banks in Indonesia. The study utilized
data from the annual financial statements of Sharia banks in
Indonesia spanning from 2010 to 2021. Panel data regression
served as the analytical tool for the research. The findings
indicate that the stability of Sharia commercial banks in
Indonesia is influenced by both capital structure and credit
risk. Financial leverage also affects sharia bank’s financial
stability. While ownership distinguishes a bank in terms of
organizational structure, it does not necessarily guarantee
stability. Islamic commercial banks remain stable amid the
COVID-19 pandemic, showing no significant impact on
their overall stability. These findings will enhance bank
understanding of the risks faced by banks and form the basis
for new regulatory efforts to strengthen overall risk
management, including liquidity risk and credit risk.

This is an open access article under CC-BY-NC 4.0 license.

Introduction

Banking stability involves assessing the factors that may lead to instability in the
banking system. Two key measures of bank stability include a bank's capacity to enhance
economic performance and its ability to rectify imbalances caused by internal factors or
unexpected risks (Djebali & Zaghdoudi, 2020). The banking sector stability is a factor of
economic stability, making it crucial to uphold stability in both conventional and Sharia-
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based banking industries for the overall continuity of global financial sustainability
(Banna, 2022). Several factors affect bank’s stability. Mateev et al. (2021) stated that
banking stability is supported by capital strength, highlighting the critical role of high-
quality bank capital in ensuring the sustainability of lending activities. This condition can
also reduce banks’ possibility of default, especially during and after periods of crisis
(Carlson et al., 2015; Doku et al., 2019). Central bank policy is an important factor in the
components of bank capital, especially during the COVID-19 recession period. Moreover,
capital adequacy policies act as risk protection measures and increase bank performance
and efficiency (Benes & Kumhof, 2015).

Credit and liquidity risks are considered to be the main risk factors for bank stability.
The debate on the relationship between bank risk and stability is inconclusive because the
empirical results differ. Some researchers have shown that these two risks negatively
impact banking stability (Ghenimi et al., 2017; Imbierowicz & Rauch, 2014; Ririt &
Setiawati, 2020). However, these two risks have a positive effect on banking stability
(Albaity et al., 2019; Dutta & Saha, 2021; Zaghdoudi, 2019). Djebali and Zaghdoudi (2020)
show a nonlinear relationship between credit risk and liquidity risk on bank stability. The
results of several studies were classified into three categories. The first category negatively
influences the bank stability caused by these two risks. The second category has a positive
effect and the last category has no significant effect on bank stability due to credit risk and
liquidity risk.

Other sources find banking or financial instability related to the banking sector's
environment, characterized by an ownership structure (Bermpei et al., 2018). This is
because banks, as companies, have an organizational framework that is influenced by
interested parties, especially in their ownership structure. Cross-country evidence
consistently shows that a higher share of government ownership results in banking
vulnerability and a higher likelihood of crisis (Duan et al., 2021; Ozlem Dursun-de Neef &
Schandlbauer, 2021). Guo et al. (2021) report a strong negative impact of state ownership
on the capitalization and liquidity of Chinese banks and a positive effect on credit losses
compared with foreign banks. Foreign banks in developing countries show better
performance and probability of survival (Le et al., 2019; Natsir et al.,, 2019). Regarding
funding stability, Duan et al. (2021) found that state-owned banks in Europe generally
have a wider maturity mismatch between assets and liabilities.

The stability of Sharia banks is an important issue in the economic context that
attracts attention from the perspective of both economic theory and the theory of economic
sustainability. Based on economic theory, the stability of Sharia banks has significant
implications for the stability of the financial system. Economic theory states that when
Sharia banks are stable, they contribute positively to the economy. Nonetheless, Sharia
banks need to be careful in extending their credit and investment, which can reduce
systemic risk and financial market turmoil. There are empirical differences from previous
research, encouraging researchers to review the factors that influence the stability of banks
in Sharia, especially in Indonesia. Bermpei et al. (2018) found that Sharia banks in
Indonesia could still generate profits despite the COVID-19 pandemic (Shaikh, 2021;
Suwanan et al.,, 2021). Azhari and Wahyudi (2020) show that Sharia banks experienced
fluctuations in third-party funds and debt financing at the start of the pandemic.
Furthermore, they refer to Alwi et al. (2021), who stated that bank size and age can control
bank stability. The main management of a bank plays an important role in its stability.
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This study investigates the factors that may disrupt the stability of Sharia banks in
Indonesia. Moreover, considering the global disruption caused by the Covid-19 pandemic
on the world economy (Banna, 2022), these factors are yet to be included in research on the
stability of Sharia banks in Indonesia. Therefore, there is a need for studies related to this
topic. The diversity of research models provided by previous studies confirms the
empirical results of this study.

Hypotheses Development

Increasing bank capital can minimize the level of systematic risk faced by banks to
increase stability (Naili & Lahrichi, 2022; Quang Trinh et al., 2023). Similarly, Birru (2016)
explains that bank capital significantly reduces systematic risk, thereby reducing bank
instability, especially in jurisdictions with weak institutional structures. Higher capital
requirements significantly increase financial instability (Bahloul et al., 2021).

H1: The value of capital adequacy has a significant effect on bank financial stability.

The financial crisis proved that liquidity and credit risk are two important factors in
the banking sector that can affect bank viability (Barnett et al., 2022; Taylor, 2022). Patel et
al. (2022) describe how liquidity and credit risk affect bank probabilities. Empirical results
show that credit risk threatens banks’ stability (Zaghdoudi, 2019). A study conducted by
Dijebali and Zaghdoudi (2020) finds that Tunisian bank stability is measured by credit risk
and liquidity interaction.

H2: Credit risk has a significant effect on bank financial stability.
H3: Liquidity risk has a significant effect on bank financial stability.

The leverage ratio measures the amount of debt used by Islamic companies and
banks to finance asset purchases, aiming for new assets to exceed the debt they have. This
financial leverage compares a company's overall debt burden with its assets or equity,
showing how much of the company's assets belong to shareholders and creditors.
Financial leverage ratios help managers and investors understand the level of risk of a
company's capital structure. Research has shown that leverage has a significant effect on
bank stability. Banks with low leverage are more stable (Restianti & Agustina, 2018; Riaz,
2015).

H4: Financial leverage has a significant effect on bank financial stability.

Credit and Financing Growth measures banks provide to their customers. Banks
must mitigate their lending behavior after a global crisis. Strengthening capital
requirements is insufficient to ensure prudent lending behavior in Sharia banking
(Sobarsyah et al., 2020). Furthermore, stable banks tend to expand their credit faster and
are more profitable. The growth of bank credit does not seem to affect banking stability to
a certain extent; however, at higher credit growth rates, banks become less stable (Al-
Khouri & Arouri, 2016).

H5: Credit and financing growth have a significant effect on banks’ financial stability.

Through a robustness test, Le (2020) shows that ownership affects the stability of
banks in Vietnam. Le et al. (2019) describe that state-owned banks in Vietnam are more
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developed than private banks. This may be attributed to the mitigation differences in bank
ownership, which affect the stability of banks in China (Wang et al., 2020).

H6: Ownership of Islamic commercial banks has a significant effect on bank financial
stability.

Moudud-Ul-Huq et al. (2021) stated that the COVID-19 pandemic significantly
affected the bank stability in Bangladesh. Mateev et al. (2021) stated the impact of crisis
years on the stability of banks in MENA. Sharia banks experienced fluctuations in third-
party funds and debt financing at the beginning of the pandemic (Azhari & Wahyudi,
2020).

H7: The Covid-19 pandemic has a significant effect on bank financial stability.

Method
Sample and Data Resource

The sampling technique was then saturated. Therefore, the entire study population
was used as the data sample. The Financial Services Authority (OJK, 2021), there are 14
Sharia Commercial Banks in Indonesia, aligning with the chosen research sample size of
14 banks. Secondary data consist of financial statements of Islamic Commercial Banks
obtained through the OJK official website or the official website of each bank. The
financial statements considered for analysis cover annual financial reports from 2010 to
2021.

Model Estimation

The Z-score value approximates an Islamic commercial bank's stability value
(Moudud-Ul-Hug, 2019; Moudud-Ul-huq et al.,, 2018; Moudud-Ul-Hugq et al., 2021). The
research data structure was in the form of panel data. Thus, the appropriate analytical
technique used in this study is panel data regression. Wang et al. (2021) conducted panel
data regression analysis using control variables. The research model is shown in
Equations (1) and (2): The difference between the two models was related to the presence
of a control variable. In this study, bank size and bank age are control variables (Alwi et
al., 2021). Control variables are able to stabilize the model so that the influence of the
independent variables is clearly visible (Johnsson, 2005). However, further research is
needed for certain cases.

Zscora(:‘,r} =a+ ﬁli,rCARi,r + ﬁzi,r CR:‘,r + ﬁ3i,rLRz‘,r + ﬁq‘i,rFLz',r
ﬁSEJrCFEFE-J,.+ 86 OWN; .+ B7COVID, . (1)

Zscc-:ns(z‘,r} =a+ ﬁli,rCARz',r + ﬁzi,r CR:‘,:- + ﬁ3i,rLR:‘,r + ﬁq'i,rFLi,r

B85; .CFG;, + B6(; OWN;, +B7COVID; . + 8, ,.5ize;, + §9;.UB;, (2)
Note:
CAR : Capital Adequacy
CR : Credit Risk
LR : Liquidity Risk
FL : Financial Leverage
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CFG : Credit and Financing Growth

OWN : Ownership of Islamic Commercial Banks
COVID : Covid-19 pandemic

Size : Total Asset

UB : Age of Bank

Ownership (Own) indicates the status of the bank, whether it chooses a country
(symbolized 1) or not (symbolized 0). Moreover, the observation of the Covid pandemic is
worth one (1) during the pandemic period and zero (0) before the COVID-19 pandemic.

Results

Table 1 reveals that the research data show the highest Z-score value of 3.81,
attained by Bank BTPN Syariah. A greater and more positive Z-score signifies improved
financial stability for Sharia banks (Moudud-Ul-Hug, 2020; Moudud-Ul-Hugq et al., 2021;
Zaghdoudi, 2019). Conversely, if the Z-score value becomes smaller and even negative,
then the financial stability of Sharia banks is disrupted. In 2015, Maybank Shariah
recorded the lowest Z-score, reaching -5.39. Notably, Maybank Syariah consistently
garnered negative Z-scores in 2016, 2018, and 2021, based on these observations.
Moreover, the overall average Z-score across all research data was positive, at 0.41, with
nearly 75% falling below 0.67.

Tables 2 and Table 3 show that, for most of the measures used in the study, the
highest maximum value was in the private Sharia group. Examples include bank
stability, bank age, credit ratio, liquidity ratio, and capital adequacy. In 2021, the state-
owned Sharia Bank, Bank Syariah Indonesia, emerged as the leader in growth, both in
financing and total assets. These two tables highlight differences in data characteristics,
especially in the Z-score value. Based on the average value, state-owned sharia banks
relatively have a slightly higher stability value compared to private sharia banks. In this
way, private sharia banks are able to achieve a higher Z-score than state-owned sharia
banks.

Table 4 presents the results of the correlation analyses of the research variables.
Correlation analysis examines the relationship between the research variables (Gogtay &
Thatte, 2017). Correlation analysis did not reveal a causal relationship between the
research variables. Therefore, further analysis is essential to understand the impact of the
explanatory variables on the dependent variable. According to Table 4, the Z-score is
significantly associated with CAR, CR, and bank age. Specifically, the correlation between
the Z-score and CAR was positive, with a coefficient of 0.1425. This indicates a consistent
and significant relationship between Z-Score and CAR, implying that an increase in CAR
has the potential to elevate Z-score. Conversely, a decrease in CAR may lead to a decline
in the Z-score. Given this unidirectional nature, fluctuations in CAR could influence the
corresponding variations in the Z-score, underscoring the interconnectedness of these
variables.
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Table 1. Descriptive All Observation Data - Including Data from State-Owned Banks and Private Banks

Z-Score (Y) CAR(KX1) CR((X2) LR(X3) (f(i) Ln ((XCSI;G) OWN (X6) Covid (X5) Size (Z1) UB (Z2)
Max 3.81 0.89 43.99 1.18 1.22 18.96 1.00 1.00 19.40 30.00
Min -5.39 0.00 0.00 0.17 0.03 8.53 0.00 0.00 12.61 3.00
Median 0.37 0.13 2.84 0.94 0.21 15.53 0.00 0.00 15.93 13.50
Average 0.41 0.17 3.53 0.91 0.39 15.44 0.36 0.25 16.02 15.43
Proportion (%) 0 - - - - - - 108 (64,29%) 42 (25%) - -
Proportion (%) 1 - - - - - - 60 (35,71%) 126 (75%) - -

Table 2. Overview of Research Data from State-owned Sharia Bank

Z-Score (Y) CAR(X1) CR(X2) LR(X3) FL(X4) Ln(CFG)(X5) Covid (X5)  Size (Z1) UB (Z2)
Max 1.76 0.26 22.04 1.06 0.87 18.96 1.00 19.40 23.00
Min -2.18 0.00 0.86 0.73 0.04 14.29 0.00 14.47 4.00
Median 0.39 0.10 2.94 0.95 0.17 16.24 0.00 16.48 22.00
Average 0.58 0.04 3.39 0.05 0.22 1.12 0.25 1.23 7.33
Proportion (%) 0 - - - - - - 15 (25%) - -
Proportion (%) 1 - - - - - - 45 (75%) - -

** The highest Z-Score value of 1.76 was achieved by Bank NTB Syariah (2010). Lowest Z-score -2.18 by BJB Syariah (2016)

Table 3. Overview of Research Data from Private Sharia Banks

Z-Score (Y) CAR (X1) CR (X2) LR (X3) FL (X%) Ln (CFG) (X5) Covid (X5) Size (Z1) UB (Z2)

Max 3.81 0.89 43.99 1.18 1.22 17.58 1.00 17.95 30.00
Min -5.39 0.03 0.00 0.17 0.03 8.53 0.00 12.61 3.00
Median 0.36 0.15 2.34 0.93 0.26 15.36 0.00 15.74 13.00
Average 0.43 0.21 341 0.90 0.46 14.97 0.25 15.63 14.56
Proportion (%) 0 - - - - - - 27 (25%) - -
Proportion (%) 1 - - - - - - 33 (75%) - -

** The highest Z-Score value of 3.81 was achieved by Bank BTPN Syariah (2019). Lowest Z-score -5.39 by Maybank Syariah (2015)
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Table 4. Correlation Analysis
Correlation
t-Statistic
Probability ZSCORE.Y CAR X1 CR X2 LR_X3 FL_ X4 CFG_X5 OWN_X6 COVID_X7 SIZE 71 UB_Z2
ZSCORE_Y 1.000000
CAR_X1 0.142548  1.000000
1.855556 -
0.0653 -
CR_X2 -0.559719  -0.003535 1.000000
-8.702340  -0.045551 -
0.0000 09637 -
LR_X3 -0.037441  0.025393 0.078616 1.000000
-0.482733  0.327273 1.016042 -
0.6299 0.7439 0.3111 -
FL_X4 -0.034519 -0.121300 -0.163896 -0.095185 1.000000
-0.445012  -1.574473 -2.140604 -1.231965 -
0.6569 0.1173 0.0338 02197 -
CFG_X5 0.007068  -0.753940 0.026589 0.043891 0.045995 1.000000
0.091068 -14.78641 0.342698 0.566047 0.593238 -
0.9275 0.0000 0.7323 0.5721 0.5538 —-
OWN_X6 -0.020587 -0.318014 0.034536 0.172197 -0.308731 0.365858 1.000000
-0.265306  -4.321683 0.445234 2.252246 -4.182007 5.064903 ~  --—--
0.7911 0.0000 0.6567 0.0256 0.0000 0.0000 -
COVID_X7 0.041399  0.095600 -0.097186 0.050916 -0.090394 0.074107 3.82E-17 1.000000
0.533842  1.237384 -1.258112 0.656859 -1.169436 0.957437 4.92E-16 -
0.5942 0.2177 0.2101 0.5122 0.2439 0.3397 1.0000 -
SIZE_Z1 0.049183  -0.593087 -0.056584 0.078454 -0.044200 0.907481 0.379599 0.225319  1.000000
0.634442  -9.490788 -0.730199 1.013935 -0.570037 27.83206 5.286481 2979648 -
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0.5267 0.0000 0.4663 0.3121 0.5694 0.0000 0.0000 0.0033 -
UB_Z2 -0.310538  -0.382097 0.146179 -0.075950 -0.111425 0.413168 0.165239 3.79E-17 0.485701 1.000000
-4.209095 -5.327198 1.903840 -0.981379 -1.444605 5.845572 2.158628 4.88E-16 7.158944 -
0.0000 0.0000 0.0587 0.3278 0.1505 0.0000 0.0323 1.0000 0.0000 -

Oktaviana & Miranti (Factors Affecting Financial Stability of Sharia Banks in Indonesia)


http://issn.pdii.lipi.go.id/issn.cgi?daftar&1461036652&1&&

-ISSN: 2503-4235
253 Shirkah: Journal of Economics and Business P

Vol.9, No. 2 (2024), page 245-260

An effect test analysis was used to address research problems. In the first model, we
examine the influence of the independent variable on the dependent variable. The second
model explored the impact of independent variables on the dependent variable,
incorporating control variables, such as bank size and bank age. Both models were
analyzed using panel data regression, encompassing continuous and categorical data for
independent variables.

The stages of panel data regression analysis involved data processing through
various approaches tailored to the nature of panel data. These approaches include the
common effect model (CEM), fixed effect model (FEM), and random effect model (REM).
Once the three models were established, their goodness of fit was tested, ultimately
determining that the random effect model (REM) performed the best. Table 5 presents the
estimated parameters of the REM in Equation 1.

Table 5. Random Effect Model (REM)-Model 1

Variable Coefficient Std. Error t-Statistic Prob.

CAR_X1 3.130529 0.895088 3.497453 0.0006
CR_X2 -0.112540 0.012002 -9.376779 0.0000
LR_X3 0.256667 0.466112 0.550655 0.5826
FL_X4 -0.247505 0.196990 -1.256435 0.2108
CEG_X5 0.169659 0.069623 2.436803 0.0159
OWN_X6 0.006511 0.293370 0.022195 0.9823
COVID_X7 -0.196252 0.130381 -1.505228 0.1342
C -2.441265 1.208094 -2.020758 0.0450

Table 6 presents the REM model for Equation 2. Based on the results of the second
model, the CAR, CR, FL, and CFG ratios have a significant effect on bank financial
stability. These results differ when there is no additional control variable, as shown in
Table 5 (Model 1). Bank age has a significant effect on the Z-scores of the two control
variables. However, bank size had no significant effect on the Z-score.

Table 6. Random Effect Model (REM)-Model 2

Variable Coefficient Std. Error t-Statistic Prob.

CAR X1 2.143875 0.696957 3.076052 0.0025
CR_X2 -0.112902 0.012822 -8.805344 0.0000
LR_X3 -0.380123 0.484839 -0.784019 0.4342
FL_X4 -0.507921 0.200094 -2.538409 0.0121
CFG_X5 0.214007 0.113536 1.884917 0.0613
OWN_X6 -0.104547 0.142709 -0.732583 0.4649
COVID_X7 -0.212150 0.147664 -1.436706 0.1528
SIZE_Z1 0.035091 0.129380 0.271226 0.7866
UB_Z2 -0.042586 0.010207 -4.172138 0.0000
C -2.132613 1.056367 -2.018819 0.0452
Discussion

The financial stability of Sharia banks refers to the capability of the bank's financial
system to fulfil all its financial obligations, handle unexpected financial imbalances, and
prevent possible negative effects. Numerous studies suggest that Sharia bank finance
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exhibits greater stability than other financial systems do. The main reason is that they
operate based on Islamic principles (Budiman et al., 2021; Hasan & Risfandy, 2021). In this
study, capital adequacy significantly affects the stability of Sharia banks in Indonesia.
Moreover, this effect was positive. The higher the capital adequacy value, the more stable
the bank is (Arnold et al., 2012). Maintaining a solid financial foundation is possible when
a bank possesses a significant amount of capital. In addition, Amran et al. (2017) describe
that bank equity capital not only strengthens incentives for bank monitoring but also
increases probabilities. However, attention needs to be paid to regulations on capital
requirements by supervisory institutions that are strict and binding. In building capital,
banks must adhere to compliance requirements to reduce the impact of capital on
upholding bank financial stability (Berger et al., 2009; Wang et al., 2020).

This study shows that credit risk significantly affects bank stability. However, the
forms of these relationships are not comparable. Credit risk management, a key focus of
the Basel Committee, is highly effective at enhancing bank profitability. This, in turn,
contributes to the overall bank system stability and plays a role in stabilizing the financial
system (Pham, 2019). This study is in line with Ghazali et al. (2022), revealing that
heightened non-performing loans diminish financial stability in commercial banks. In
addition, bank-specific variables, such as equity-to-asset ratio, return on equity, bank size,
and macroeconomic variables, affect bank financial stability. This study shows that, in
both models, the liquidity ratio has no significant effect on bank stability. If a bank invests
too much but has low equity, it might face a higher chance of credit problems, which could
lead to increased liquidity issues. This is a crucial aspect of maintaining stability in banks,
as many still face the challenges associated with liquidity risks in stabilizing their
operations (Pulatovich, 2019). The combination of credit and liquidity risks threatens
many banks’ stability. Therefore, these two risk categories play an important role in banks’
stability.

This study also shows that financial leverage has a significant effect on banks’
financial stability. A company is considered less leveraged when shareholders hold more
assets, whereas it is deemed highly leveraged if most assets are owned by creditors.
Further analysis shows that leverage is a risk-based capital framework. Thus, they can
strengthen each other's financial conditions, including risks that cannot be captured by
other parties. Banks must ensure that they are not operating with excessive leverage and
simultaneously have sufficient incentives to keep risk-taking under control. The
accumulation of leverage can trigger financial vulnerability, because high debt levels make
banks more vulnerable to adverse shocks (Albaity et al., 2019; Restianti & Agustina, 2018).
When unexpected shocks occur and financial conditions tighten, the risk of financial
stability may emerge because of abrupt corrections in asset prices and rapid deleveraging
by firms.

The credit and financing growth in the study models have a lower probability than
the researcher's real level of 10%. This indicates a significant effect on bank financial
stability. The nature of this influence is either positive or unidirectional. The rapid growth
of financing is a natural phenomenon and positive consequence of an increase in the
economy. However, on the other hand, this credit growth has direct implications for
financial stability and macro conditions, especially when rapid credit growth is followed
by a weakening of the current account and a weakening of the macro condition of the
vulnerable financial sector. Excessive credit and financing growth threatens
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macroeconomic stability. Setbacks in business cycles and crises in emerging markets are
generally preceded by periods of rapid credit growth and asset price bubble. The results of
this study are in line with studies on financial stability; that is, excessive credit growth can
be considered one of the most reliable indicators of future problems of banking stability
(Arnold et al., 2012; Kaur et al., 2023; Taylor, 2022).

Bank size and age are related to credit growth (Ben Zeineb & Mensi, 2018; Golubeva,
2021). It shows that larger banks have the flexibility to channel their financing so that if the
distribution is increased, the bank must also prepare enough capital to absorb the risk
from financing distribution. In addition, bank size is important to soften the spillover of
monetary policy on domestic borrowing in foreign currencies so that it can become a
financial stabilizer.

Sharia banks” ownership, whether by state-owned or private companies, does not
have a significant impact on the financial stability of the bank. This was observed in the
first and second models. Both entities, whether state-owned or private, exhibit financial
stability levels that surpass the researcher's expected threshold (Abalo et al, 2007;
Olayinka, 2021; Shi et al, 2021). Sometimes, institutional investors lack sufficient
incentives or authority to actively supervise, resulting in a passive role. This passive stance
increases the likelihood of self-serving decisions by management and the risk of financial
distress. State-owned and private banks exhibit similar average stability, with the
government owning a portion of the banks and the rest being privately owned. Banks may
choose to go public to enhance capital, expand credit, improve liquidity, and enhance
transparency, thus allowing broader community participation in ownership to strengthen
control and promote good corporate governance.

This study indicates that the COVID-19 pandemic has had an insignificant effect.
Both the first and second models produce probability values higher than the actual
significance level, suggesting that banks’ financial stability is not influenced by the
COVID-19 pandemic. This could be due to macroprudential policies that function to avoid
financial instability, such as the banking crisis, which has a long-term and damaging
impact on the economy that the Government has implemented. Macroprudential policies
effectively change the possibility of a banking crisis through credit and financing channels.
Nevertheless, its effectiveness depends on its macroeconomy (Ji et al., 2020). The threat of
a deteriorating financial system due to COVID-19 calls for joint efforts from the
government and coordinated policies to ensure stability. Research indicates that despite
the pandemic, there is no significant difference in the financial stability of Sharia banks,
implying their resilience in facing unexpected conditions and maintaining financial
operations.

Based on the economic sustainability theory perspective, the stability of Sharia banks
is relevant in building a sustainable and inclusive economy. Sharia banks that focus on
Islamic ethics and values tend to focus on environmental, social, and corporate governance
aspects (environmental, social, and governance/ESG). In the context of the theory of
economic sustainability, the stability of ESG-oriented Sharia banks enables them to
contribute to sustainable economic development. It considers the interests of all
stakeholders, including society and the environment.

Authorities and supervisory institutions need to adopt an appropriate framework to
achieve sustainable Sharia banking stability. Strong regulation and supervision are needed
to ensure that Sharia banks operate according to the right principles, minimize risks, and
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comply with economic sustainability standards. In addition, public education and
awareness regarding the benefits and advantages of Sharia banks in the context of a
sustainable economy are key to strengthening the stability of Sharia banks. Thus, economic
and economic sustainability theories provide a solid basis for discussing and
understanding the stability of Sharia banks and their role in achieving a sustainable and
inclusive economy.

Conclusion

Bank financial stability is key to a country's economic development success. The
stability of Sharia banks in Indonesia is caused by their capital structure and credit risk.
This study also shows that financial leverage has a significant effect on bank financial
stability. Although ownership influences a bank's organizational structure, it does not
ensure stability. It can maintain stability despite being affected by the COVID-19
pandemic. The COVID-19 pandemic had no significant effect on the stability of Sharia
banks in Indonesia. Moreover, increasingly advanced technology contributes to bank
stability through the adoption of new systems. Therefore, there is a need for research
focusing on financial technology. Additionally, Islamic financial institutions in Indonesia
exhibit considerable diversity at various levels. It is crucial to conduct stability studies on
other Islamic financial institutions to ensure the sustainability of these institutions.
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