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Bank capital is the linchpin for Islamic banks to steer clear
insolvency risk. However, studies on Islamic bank capital in
Indonesia remain scarce, with existing studies failing to
distinguish between Islamic commercial banks and Islamic
business units. Our research analyzes the determinants of
Islamic bank capital using the latest data and splits them
into Islamic commercial banks and Islamic business units.
We used quarterly data from 31 Islamic banks from 2014 to
2020. The estimation method used in this study was panel
data regression with unbalanced panel data. The results
reveal that bank capital is positively affected by bank size,
bank margin, and financing. Conversely, competition,
inefficiency, and non-performing financing worsen Islamic
bank capital. In addition, bank size and margin have a more
pronounced impact on Islamic commercial banks than on
Islamic business units. However, inefficiency and non-
performing financing have a stronger impact on bank
capital for Islamic business units than for Islamic
commercial banks. These findings have several important
implications, suggesting that Islamic bank capital can be
boosted through increased margins and efficiency, while
reducing impaired financing is crucial for capital
accumulation.

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

Introduction

Islamic banks function as financial intermediary institutions that collect funds from
parties with surplus capital and allocate them to those in need of financing. Islamic banks,
therefore, are very vulnerable to insolvency if they have poor management related to

d) https://doi.org/10.22515/shirkah.v9i3.592 shirkahiainsurakarta@gmail.com


https://doi.org/10.22515/shirkah.v9i3.592
mailto:shirkahiainsurakarta@gmail.com
mailto:agus.widarjono@uii.ac.id
mailto:rockymisanam59@gmail.com
https://creativecommons.org/licenses/by-nc/4.0/
http://issn.pdii.lipi.go.id/issn.cgi?daftar&1461031029&1&&
http://issn.pdii.lipi.go.id/issn.cgi?daftar&1461036652&1&&
http://shirkah.or.id/new-ojs/index.php/home

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

Vol.9, No. 3 (2024), page 290-302

financing channelled to third parties (Fajri et al., 2022). Capital is a necessary condition for
the soundness of Islamic banks (Ding et al., 2023). The Indonesian financial services
authority (IFSA), as a regulator, has determined the financial performance of both
conventional and Sharia commercial banks. Following Regulation No.6/23/DPDN/2014, a
sound Islamic bank can be evaluated from six aspects: capital, asset management,
earnings, liquidity, and sensitivity to market risk. IFSA has determined the minimum
capital requirement known as the capital adequacy ratio (CAR) for Islamic and
conventional banks. CAR is the ratio between own capital and risk-weighted assets
(Sutrisno & Widarjono, 2022). The IFSA has set a minimum CAR for Islamic banks of 8%.
CAR aims not only to anticipate losses arising from financing but also to account for other
risks that were not previously foreseen (Bougatef & Korbi, 2019).

Studies on the determination of bank capital have been carried out in both
conventional and Islamic banking. Raharjo et al. (2014) examined bank capital in
conventional banks in Indonesia. Their research shows that asset growth and interest rate
risk have a negative effect on bank capital, while interest margin, non-performing loans
and leverage have a positive effect on bank capital. Furthermore, Jiang et al. (2020)
indicated that bank size negatively influences bank capital, but inefficiency and non-
performing loans have a positive effect on bank capital in the case of conventional banks in
China. Other studies in emerging market countries in Asia show that bank capital of the
previous period and profits are positively linked to highly capitalized banks (Mujtaba et
al., 2022).

Several studies have also been conducted in Islamic banks. Mursal et al. (2019)
examining 12 Islamic commercial banks in Indonesia from 2015 to 2017 reveal that profits,
financing, and size negatively influence bank capital while bank margin positively affects
bank capital. Septiarini et al. (2021) conducted research on Islamic bank capital in
Indonesia from 2015 to 2019. The study shows that bank capital is positively influenced by
efficiency, profitability, and exchange rate but is negatively associated with bank size.
Smaoui et al. (2020) examined 122 Islamic banks in various countries. Their study proves
the too-big-to-fail theory because assets, competition, and deposits are positively linked to
Islamic bank capital. Furthermore, Bitar et al. (2018) examine the determinants of Islamic
bank capital in 28 countries for 15 years (1999-2013). The results show that profits and
liquidity have a positive effect on bank capital. All previous studies, however, do not
differentiate between Islamic commercial banks and Islamic business units to which both
Islamic banks have different capital structures.

This study examines the determinants of bank capital among Indonesian Islamic
banks. Islamic banking in Indonesia encompasses two types: Islamic commercial banks
and Islamic business units, the latter being subsidiaries of conventional banks dedicated to
Islamic banking operations. This study makes several contributions to the empirical
Islamic banking literature. First, to the best of our knowledge, research on bank capital
decisions in Islamic banking has not been widely conducted, including in Indonesia.
Second, this study distinguishes between Islamic commercial banks and Islamic business
units. Islamic commercial banks represent large Islamic banks, whereas Islamic business
units are small Islamic commercial banks. Hence, it is intriguing to explore the factors
influencing the capital structures of these two distinct types of banks, as their behaviours
are undoubtedly different.
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Hypotheses Development

Islamic Bank as a financial intermediary, is a highly regulated business unit
regarding capital structure. The capital structure in the banking industry comprises
compulsory and voluntary capital. The former is the obligation to fulfil the minimum
capital adequacy determined by the regulator. The latter is the capital requirement
determined by banks to run their businesses based on the theory of a firm's capital
structure (Lepetit et al., 2015). However, Islamic banks usually have capital that exceeds
the capital requirements determined by the regulator, known as a capital buffer. The
purpose of this capital buffer is to hedge Islamic banks when they face high business risks,
either financing defaults or other unexpected risks (Mateev et al.,, 2022). Based on a
literature review, several factors influence Islamic bank capital, including competition,
size, profitability, liquidity, efficiency, and financing risk (Bitar et al., 2018; Mursal et al,,
2019; Smaoui et al., 2020).

The market structure will affect the bank's capital. We use the adjusted Lerner index
to measure competition among Islamic banks. The adjusted Lerner index is more
representative of measuring competition than the standard Lerner Index (Kasman &
Kasman, 2015; (Risfandy et al., 2022). A high Lerner index indicates less competition and
vice versa. Banks are not willing to take a large risk when the market is not competitive
but a higher risk is taken by the bank when the market is more competitive (Jiang et al.,
2020). Accordingly, tight competition forces the bank to provide more capital to anticipate
unexpected losses.

H1: Lerner negatively affects Islamic bank capital.

Assets are a proxy for bank size. Bank size is generally used to determine the
economic scale of Islamic banks. On an economic scale, banks are able to reduce
intermediation costs so that banks are able to increase their income and bank capital
(Ibrahim, et al., 2017). Furthermore, banks with large assets can make large investments
and diversify financing, thereby pushing large banks to have large equity capital to
prevent financing defaults due to high financing risk (Wardana & Barlian, 2022).

H2: Assets positively affect Islamic bank capital.

Islamic bank margin is the bank's ability to generate income (Risfandy et al., 2022).
Margin is net income calculated as financing income minus financing costs. Banks with
high net income can produce high retained earnings so high retained earnings cause banks
to increase bank capital. Conversely, low retained earnings due to low net income will
lower a bank's ability to build up capital (Smaoui et al., 2020).

H3: Bank margins positively affect Islamic bank capital.

The financing deposit ratio (FDR) measures bank liquidity. Bank liquidity can be
used to measure a bank's ability to fulfil short-term obligations. Islamic banks disburse
profit-sharing and non-profit-sharing financing, while deposits are Wadiah and
Mudharaba savings funds (Hanafi, 2021). A low FDR indicates high bank liquidity and
conversely, low liquidity is indicated by a high FDR. Banks with low liquidity face high
financing defaults, forcing banks to increase capital (Bitar et al., 2018).

H4: Financing positively affects Islamic bank capital.
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The cost-to-income ratio (CIR) is widely used to measure the efficiency of a bank's
operations. A high CIR indicates low operating efficiency, whereas a low CIR indicates
high operating efficiency because a high CIR indicates higher costs that must be incurred
to obtain the same income (Widarjono et al., 2022). Operational efficiency affects a bank's
revenue. Low efficiency reduces revenue and further reduces retained earnings. Finally,
Low retained earnings lower Islamic bank capital (Anisa & Sutrisno, 2020).

H5: CIR negatively affects Islamic bank capital.

Non-performing financing (NPF) is financing defaults that cannot be retrieved by
Islamic banks. High NPF relates to poor management and low NPF indicates good risk
management in disbursing funds to a third party (Widarjono & Rudatin, 2021). Thus, high
NPF demonstrates a high risk of financing. Impaired financing forces banks to strengthen
their capital to anticipate high possible losses (Daher et al., 2015).

H6: Non-performing financing positively affects Islamic bank capital.

Method
Sample selection and Data Sources

This study investigates the factors influencing bank capital determination within the
Islamic banking sector in Indonesia. The study covers the period from 2014 to 2020,
employing quarterly data, with a total of 33 Islamic banks existing in 2020, from which a
sample of 31 Islamic banks was derived based on available data. The data set for this
research is unbalanced panel data with a total of 704 observations. The data were retrieved
from the financial services authority and available online (www.ojk.go.id).

Estimating model

A regression method is used to estimate bank capital decisions. Following the
theoretical and empirical literature review, we analyze the factors that influence bank
capital based on various bank-specific variables. The panel data regression model was
used. The panel regression equation is as follows:

CAR;, = mp + m; Lerner;, + m,Lasset;, + mgMargin;, + myFDR; + m- CIR;, + m NPF;, +
Bir 1)

Where CAR is the capital adequacy ratio, Lerner is the adjusted Lerner Index, assets
are total assets, the margin is net income, FDR is the financing deposit ratio, CIR is the
cost-to-income ratio and NPF is non-performing financing. The asset is expressed in
natural logarithmic form.

The dependent variable is CAR which measures Islamic bank capital, while the
independent variables are market structure and bank-specific variables, consisting of
competition (Lerner), bank size (asset), profitability (margin), financing level (FDR),
operating efficiency (CIR), and financing risk (NPF). CAR is the ratio of own capital and
risk-weighted assets (RWA). Adjusted Lerner Index is calculated as:

Totalcost+Net revenue—(Marginal costsEarning Asset)
Lerner = - - - - )

Total Costt+Net revenua
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We utilize the cost function with two inputs to obtain the marginal cost (Nguyen &
Nguyen, 2022). This cost function with two inputs is more pronounced than that with
three or more inputs for emerging markets and developing countries such as Indonesia
(Fu et al., 2014; Risfandy et al., 2020). The cost function is as follows

TCie = 0o + Liey Oy LW + 0.5 Bjeey T, pra LnWigse LuWis, + pyLnAssete + )
0.58,(LnAsset;. )2 + Xi_, poLnAsset,, LnWy;, + &5,

TC is the total cost, consisting of the cost of profit-sharing financing and other costs.
W1 is the cost of profit-sharing financing divided by deposits. W2 is the other cost divided
by the fixed assets. Ln represents the natural logarithm. Taking the first derivative of Eq.
(3) with respect to asset generates marginal cost (MC) as follows:

TC it
LnAssetjt

MC;, = (p; + poLnAsset;. + T2, py LnWy,,) )

The adjusted Lerner index measures competition among Islamic banks. Assets are
the total assets owned by Islamic banks. Margins are employed to determine Islamic
banks” ability to earn revenue. The margin is the difference between income and
expenses. Revenue comes from fund disbursement income and other sources of operating
income. Expenses are profit-sharing for owners of investment funds and other operating
costs. CIR is a measure of bank efficiency. CIR is a comparison between operating costs
and operating income. We use FDR to measure bank liquidity. Liquidity is the Islamic
banks’ ability to pay their obligations. The indicator used to measure the liquidity of
Islamic banks is FDR. Non-performing financing is financing default divided by total
financing. This NPF indicates the financing risk of Islamic banks.

Results

The Table 1 summarizes the dependent and independent variables of the study.
CAR as a bank capital rate, on average, was 21.04%, indicating that Islamic bank capital
exceeds 15% as a condition for sound bank capital. The average adjusted Lerner index was
55.79%. The average assets of Islamic banks were IDR 14.7 trillion, but the degree of
variation is high between Islamic banks. The average margin rate was 4.54%, with a high
level of variation between banks, where the maximum margin was 42.04% and the
minimum was 1.8%. The average financing rate was 100.65%, implying that the financing
rate is quite high. Based on the FDR, the liquidity of Islamic banks is categorized as sound.
The operating efficiency is 85.92%, which is below the minimum threshold of 94%. This
level of efficiency indicates that Islamic banks are strong banks. The average financing
default was 3.76%, which is below the maximum limit of 8%.

Table 1. Summary Statistics

Variable Average Std. Dev. Min Max
CAR 21.0405 6.4311 10.1600 88.6500
Lerner 55.7894 51.8401 -466.8895 171.4338
Asset (IDR, trillion) 14.7000 20.6000 0.4989 130.0000
Margin 4.5351 4.8121 0.1848 42.0363
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Variable Average Std. Dev. Min Max
FDR 100.6456 30.9186 0.4700 338.5200
CIR 85.9220 13.9288 16.8400 217.4000
NPF 3.7586 3.5929 0.0200 22.2900

Table 2 presents the correlation between the independent variables being studied.
This correlation coefficient indicates the strength of the relationship between the
independent variables to check multicollinearity problems. All coefficients of correlation
are less 0.5. These findings indicate that there is no multicollinearity problem between
independent variables, so our estimation generates unbiased and efficient estimators

Table 2. Correlation between the Independent Variables

Variable CAR Lerner Lasset Margin FDR CIR
CAR 1

Lerner 0.0486 1

lasset -0.2255 0.0395 1

Margin 0.3104 0.1718 -0.1207 1

FDR 0.1258 -0.0213 -0.344 0.1255 1

CIR -0.3896 -0.0264 0.2736 -0.2922 -0.1609 1
NPF -0.2734 -0.0269 -0.023 -0.1748 -0.0455 0.3426

Baseline Results

The regression method used in this study was static panel regression. Table 3 depicts
the outcomes of the panel regression for all Islamic banks, both Islamic commercial banks
and Islamic business units. There are three estimation methods: pooled OLS, fixed effect,
and random effect. Selection of the estimation method follows the F test, LM test, and
Hausman test. The F test shows that we reject the null hypothesis at a=1%, so the fixed
effect is a better method than the pooled OLS. The LM test is also statistically significant at
a=1%, suggesting that the random effect is also more applicable than pooled OLS. Finally,
the Hausman test was used to check between the random and fixed effects. The Hausman
test is statistically significant at a=1%, so the best method to estimate our panel data is the
fixed effect.

As shown in Table 3, the adjusted Lerner Index (Lerner) is negative and significant at
a=10%, suggesting that less competition lowers bank capital, as expected in the first
hypothesis. The asset is a positive sign and significant at a=1%. The bigger the asset
suggests, the bigger the bank, so the bank capital is also increasing. This finding is in
accordance with the second hypothesis. The margin was positive and significant at a=5%.
Banks with the ability to generate large margins are also capable of accumulating large
capital. This result is also in line with the third hypothesis. The financing rate, as
calculated by FDR, is a positive sign and significant, as predicted in the fourth hypothesis.
The operating efficiency (CIR) is negative and significant at a=1%, as predicted by the
fourth hypothesis. Low efficiency reduces income, thereby reducing banks’ ability to
accumulate capital. Financing defaults (NPF) are positive and significant at a=1%, as
expected in the fifth hypothesis. High financing defaults force banks to increase bank
capital to anticipate expected losses.
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Table 3. All Islamic Banks

Variable Pooled OLS Fixed effect Random effect
Lerner 0.0013 -0.0055* -0.0048*
(0.0042) (0.0036) (0.0036)
Lasset -0.0068*** 0.0371*** 0.0212***
(0.0018) (0.0044) (0.0036)
Margin 0.2579*** 0.0918** 0.1185***
(0.0475) (0.0459) (0.0462)
FDR 0.0018 0.0054*** 0.0038
(0.0074) (0.0067) (0.0067)
CIR -0.1103*** -0.1955*** -0.1954***
(0.0176) (0.0163) (0.0165)
NPF -0.2869*** 0.3404*** 0.2676***
(0.0642) (0.0758) (0.0749)
Cons. 0.4089*** -0.2223%** 0.0302
(0.0324) (0.0719) (0.0597)
R-squared 0.2295 0.2461 0.2315
No. Bank 31 31 31
No. Obs. 704 704 704
Statistic test
F-test 29.35%**
LM-test 1580.36***
Hausman-test 46.85%**

wx *% * reject the null hypothesis at 1%, 5%, and 10%. Parentheses denote standard errors.

Further Analysis

Islamic banking in Indonesia is growing rapidly. This can be seen by the increasing
number of Islamic Banks in Indonesia. Apart from Islamic commercial banks, almost all
large conventional banks have Islamic banks as subsidiaries. Islamic banks owned by
conventional banks are Islamic business units to which conventional banks have business
lines based on sharia. Therefore, it is interesting to investigate the behavior of forming
bank capital between Islamic business units and Islamic commercial banks.

Table 4 presents the results for Islamic commercial banks. According to the F, LM,
and Hausman tests, the best estimation method is the fixed effect. As expected in the first
hypothesis, the adjusted Lerner Index lowers bank capital. Assets have a positive effect on
bank capital, as in hypothesis. According to the third hypothesis, margin also have a
positive effect on bank capital. The financing rate also has a positive effect on bank capital,
according to the fourth hypothesis. The low level of operating efficiency influences low
bank capital, as predicted in the fifth hypothesis. The high risk of impaired financing has a
positive effect on bank capital.

Table 4. Islamic Commercial Banks

Variable Pooled OLS Fixed effect Random effect

Lerner -0.0052 -0.0134*** -0.0088**
(0.0062) (0.0044) (0.0050)

Lasset -0.0258%** 0.0754*** 0.0208***
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Variable Pooled OLS Fixed effect Random effect
(0.0034) (0.0088) (0.0071)
Margin 0.3477*** 0.1612** 0.2359***
(0.0667) (0.0736) (0.0773)
FDR -0.0188 0.0654*** 0.0305*
(0.0272) (0.0206) (0.0228)
CIR -0.1654*** -0.1025*** -0.1295***
(0.0322) (0.0226) (0.0253)
NPF -0.3258*** 0.1463* 0.1361
(0.1213) (0.0998) (0.1112)
Cons. 0.8003*** -0.9935 -0.0434
(0.0789) (0.1555) (0.1283)
R-squared 0.3877 0.2826 0.1969
No. Bank 13 13 13
No. Obs. 334 334 334
Statistic test
F-test 47.13***
LM-test 422 .33%**
Hausman-test 95.11***

wx *% * reject the null hypothesis at 1%, 5%, and 10%. Parentheses denote standard errors.

The results for Islamic business units are shown in Table 5. The F, LM, and Hausman
tests suggest that the appropriate estimation method is fixed effects. Of the six variables,
three influence bank capital according to the proposed hypothesis. Assets are positive and
significant for bank capital. CIR is negative and significant for bank capital. NPF is
positive and significant. The Lerner, margin, and FDR are positive but statistically
insignificant.

Table 5. Islamic Business Units

Variable Pooled OLS Fixed effect Random effect
Lerner 0.0280*** 0.0057 0.0151***
(0.0049) (0.0066) (0.0061)
Lasset 0.0004 0.0314*** 0.0093***
(0.0023) (0.0066) (0.0038)
Margin 0.0204 0.0485 0.0634
(0.0617) (0.0539) (0.0556)
FDR 0.0237*** 0.0015 0.0111**
(0.0060) (0.0067) (0.0066)
CIR -0.2112%** -0.3035%** -0.2896***
(0.0236) (0.0242) (0.0243)
NPF -0.1113** 0.2725** 0.0300
(0.0607) (0.1210) (0.0941)
Cons. 0.3338*** -0.0359 0.2798***
(0.0327) (0.0997) (0.0567)
R-squared 0.3081 0.3314 0.3009
No. Bank 19 19 19
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Variable Pooled OLS Fixed effect Random effect
No. Obs. 370 370 370
Statistic test

F-test 10.96%**

LM-test 151.21%#*

Hausman-test 97.65***

%, %%, * reject the null hypothesis at 1%, 5%, and 10%. Parentheses denote standard errors.

Discussion

The first discussion begins with the case of Islamic banks. The first explanatory
variable is the adjusted Lerner index, which indicates market competition. The results
suggest that the adjusted Lerner index negatively affects Islamic bank capital. Banks with a
higher Lerner index indicate less competition, so Islamic banks are likely to take less risk
taking. Accordingly, they provide less extra capital due to the unexpected loss of their
financing. This finding confirms the existing results for the conventional case in European
countries (Etudaiye-muhtar, 2021).

The second independent variable is the assets that measure bank size. Our findings
reveal that bank size has a positive effect on bank capital. Large Islamic banks can reduce
intermediation costs because of economies of scale (Danlami et al., 2022). The existence of
these economies of scale encourages large banks to carry out large financing to generate
large incomes. On the other hand, this large financing likely causes high financing
defaults. Consequently, banks must increase their capital to anticipate financing defaults.
This finding corroborates previous research, where large banks increase the capital of
Islamic banks (Wardana & Barlian, 2022). However, other studies document that assets are
negatively associated with conventional bank capital (Jiang et al., 2020). This contradiction
occurs because Islamic banks have little experience in risk management and have not yet
achieved economies of scale, so the possibility of financing default is quite high (Bitar et
al., 2018).

The third variable is bank margin. The ability to generate income is widely measured
by bank margins. Bank margins have a positive influence on bank capital. The positive
margins suggest that Islamic banks can generate net income. Positive net income
influences retained earnings and, in turn, enhances bank capital (Parmankulova, 2022).
Bank capital stems from two sources: additional new capital from owners and retained
earnings. Thus, banks with high margins can generate high retained earnings and further
encourage banks to increase capital. These findings support previous research on Islamic
banks (Mursal et al., 2019; Septiarini et al., 2021) and banks in Asian emerging market
countries (Mujtaba et al., 2022).

Islamic bank capital has a positive effect on financing rates; however, in cases of high
financing, it may lead to increased income despite potentially higher risks. However, on
the other hand, high financing also causes a high probability of financing defaults. Islamic
banks differ from conventional banks in terms of financing contracts because they avoid
interest rates. Islamic banks offer contracts based on profit sharing as their core business of
Islamic banks. However, this type of financing creates a high probability of default due to
asymmetric information and moral hazards (Meslier et al., 2020). Thus, this research is in
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line with the findings of Anisa and Sutrisno (2020) that high financing encourages banks to
increase their capital to anticipate financial defaults.

The efficiency of bank operations is shown by the CIR. Banks with high CIR show
that they do not operate efficiently. These results indicate that inefficiency negatively
affects bank capital. Banks with high CIR are associated with low levels of income due to
high intermediation costs (Sutrisno & Widarjono, 2022). _A high CIR causes their ability to
reduce retained earnings. As a result, banks’ ability to raise capital is also low. The
findings of this study confirm previous findings on conventional banks in Indonesia
(Anisa & Sutrisno, 2020).

NPF measures the financing risk of Islamic banks. NPF means that banks experience
a loss of liquid assets that generates income, thus encouraging each bank to reduce NPF.
NPF has a negative impact on bank capital, suggesting that high NPF worsens bank
capital. This happens because NPF reduces the ability of banks to generate income. High
NPF reduces bank income and further affects earnings retention. Low retained earnings
cause banks to be unable to accumulate capital, thereby reducing bank capital. Previous
research also shows that high NPF causes a decrease in bank capital (Sutrisno, 2018).

The next section discusses Islamic commercial banks. This study shows that the
factors that affect bank capital are competition, bank size, profitability, financing,
operating efficiency, and financing risk. This result supports existing studies for all Islamic
banks. In the case of Islamic business units, bank capital size is influenced by three factors:
bank size, operating efficiency, and financing risk.

Islamic commercial banks and Islamic business units differ in terms of business
management, including capital requirements. Based on these findings, it would be
interesting to compare the two banks associated with bank capital requirements. Three
variables influence bank capital: bank size, efficiency, and financing defaults. However,
the influence of bank size on bank capital is stronger in Islamic commercial banks than in
Islamic business units. This happens because Islamic commercial banks represent the large
Islamic banks in Indonesia, so the ability to carry out financing activities is higher than
Islamic business units. This result is reinforced by the positive influence of financing on
bank capital in Islamic commercial banks. The adjusted Lerner index has a negative impact
on Islamic commercial banks' capital. A plausible reason is that Islamic banking markets
have imperfect competition due to the high concentration ratio. Islamic commercial banks
dominate the Islamic banking market (Sutrisno & Widarjono, 2022). Margins affect bank
capital in the case of Islamic commercial banks. Research shows that large Islamic banks
can generate higher incomes than small Islamic banks (Widarjono et al., 2023). The
influence of efficiency on bank capital is also stronger in Islamic business units than in
Islamic commercial banks. Likewise, the impact of financial defaults on bank capital is
higher in Islamic business units than in Islamic commercial banks.

Conclusion

This study analyzes the determinants of Islamic bank capital. The findings suggest
that bank size, margins, and financing enhance bank capital, while competition,
operational inefficiency, and financing defaults exacerbate bank capital. Interestingly, the
effects of competition, bank size, margin, and financing rate on bank capital are less
pronounced for Islamic business units than for Islamic commercial banks. In contrast, the

Widarjono & Misanam (Determinants of Bank Capital in Indonesian Islamic Banks)


http://issn.pdii.lipi.go.id/issn.cgi?daftar&1461031029&1&&

e-1SSN: 2503-4243 Shirkah: Journal of Economics and Business 300
Vol. 9, No. 3 (2024), page 290-302

impacts of inefficiency and financing risk on bank capital are stronger in Islamic business
units than in Islamic commercial banks. These findings have strong implications for
Islamic banks and policymakers. First, the success of banks in accumulating capital to deal
with unexpected losses is a margin. Bank margins can be boosted as the bank can improve
its operating efficiency. Second, capital accumulation can be piled up if banks can lower
financing defaults where currently, the impaired financing rate in Islamic banks is larger
than that in conventional banks. This study examines 31 out of 33 Islamic banks due to
data availability. Hence, it is anticipated that future research will explore all Islamic banks
to capture their capital structures.

Authors’ Declaration

The authors made substantial contributions to the conception and design of the
study. The authors took responsibility for data analysis, interpretation and discussion of
results. The authors read and approved the final manuscript.

ORCID

Agus Widarjono https://orcid.org/0000-0002-1027-5337
Munrokhim Misanam -

References

Anisa, A., & Sutrisno, S. (2020). Capital buffer and determinant factors of conventional
banks in Indonesia. The Journal of Asian Finance, Economics and Business, 7(12), 377-
384. https://doi.org/10.13106/jafeb.2020.vol7.n012.377

Bitar, M., Kabir Hassan, M., & Hippler, W. J. (2018). The determinants of Islamic bank
capital decisions. Emerging Markets Review, 35, 48-68.
https://doi.org/10.1016/j.ememar.2017.12.002

Bougatef, K., & Korbi, F. (2019). Capital buffer and credit-risk adjustments in Islamic and
conventional banks. Thunderbird International Business Review, 61(5), 669—-683.
https://doi.org/10.1002/tie.22022

Daher, H., Masih, M., & Ibrahim, M. (2015). The unique risk exposures of Islamic banks’
capital buffers: A dynamic panel data analysis. Journal of International Financial
Markets, Institutions and Money, 36, 36-52. https://doi.org/10.1016/j.intfin.2015.02.012

Danlami, M. R., Abduh, M., & Abdul Razak, L. (2022). CAMELS, risk-sharing financing,
institutional quality and stability of Islamic banks: Evidence from 6 OIC countries.
Journal ~ of Islamic ~ Accounting and Business Research, 13(8), 1155-1175.
https://doi.org/10.1108/JIABR-08-2021-0227

Ding, X., Haron, R., & Hasan, A. (2023). The influence of Basel III on Islamic bank risk.
Journal ~ of  Islamic ~ Monetary  Economics and  Finance, 9(1), 167-198.
https://doi.org/10.21098/jimf.v9i1.1590

Etudaiye-muhtar, O. F. (2021). Market structure, institutional quality and bank capital
ratios: evidence from developing countries. European Journal of Management and
Business Economics, 30(1), 92-107. https://doi.org/10.1108/EJMBE-09-2019-0158

Fajri, M. Z. N.,, Muhammad, A. A., Umam, K,, Putri, L. P., & Ramadhan, M. A. (2022). The
effect Covid-19 and sectoral financing on Islamic bank profitability in Indonesia.

Widarjono & Misanam (Determinants of Bank Capital in Indonesian Islamic Banks)


http://issn.pdii.lipi.go.id/issn.cgi?daftar&1461036652&1&&
https://orcid.org/0000-0002-1027-5337
https://doi.org/10.13106/jafeb.2020.vol7.no12.377
https://doi.org/10.1016/j.ememar.2017.12.002
https://doi.org/10.1002/tie.22022
https://doi.org/10.1016/j.intfin.2015.02.012
https://doi.org/10.1108/JIABR-08-2021-0227
https://doi.org/10.21098/jimf.v9i1.1590
https://doi.org/10.1108/EJMBE-09-2019-0158

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

Vol.9, No. 3 (2024), page 290-302

Journal of Islamic Economic Laws, 5(1), 38-60. https://doi.org/10.23917/jisel.v5i1.17181

Fu, X, Lin, Y., & Molyneux, P. (2014). Bank competition and financial stability in Asia
Pacific. Journal of Banking and Finance, 38(1), 64-77.
https://doi.org/10.1016/j.jbankfin.2013.09.012

Hanafi, S. M. (2021). The contribution of profit-sharing characteristics to the performance
of Islamic banks. Shirkah: Journal of Economics and Business, 6(1), 52-65.
https://doi.org/10.22515/shirkah.v6i1.378

Ibrahim, M. H.,, Aun, S, & Rizvi, R. (2017). Do we need bigger Islamic banks? An
assessment of bank stability. Journal of Multinational Financial Management, 40, 77-91.
https://doi.org/10.1016/j.mulfin.2017.05.002

Jiang, H., Zhang, ]J., & Sun, C. (2020). How does capital buffer affect bank risk-taking? New
evidence from China using quantile regression. China Economic Review, 60(May
2019), 101300. https://doi.org/10.1016/j.chieco.2019.04.008

Kasman, S., & Kasman, A. (2015). Bank competition, concentration and financial stability
in the Turkish banking industry. Economic  Systems, 39(3), 502-517.
https://doi.org/10.1016/j.ecosys.2014.12.003

Lepetit, L., Saghi-Zedek, N., & Tarazi, A. (2015). Excess control rights, bank capital
structure adjustments, and lending. Journal of Financial Economics, 115(3), 574-591.
https://doi.org/10.1016/j.jfineco.2014.10.004

Mateev, M., Nasr, T., & Sahyouni, A. (2022). Capital regulation, market power and bank
risk-taking in the MENA region: New evidence for Islamic and conventional banks.
Quarterly Review of Economics and Finance, 86, 134-155.
https://doi.org/10.1016/j.qref.2022.07.005

Meslier, C., Risfandy, T., & Tarazi, A. (2020). Islamic banks’ equity financing, Shariah
supervisory board, and banking environments. Pacific Basin Finance Journal, 62,
101354. https://doi.org/10.1016/j.pacfin.2020.101354

Mujtaba, G., Akhtar, Y., Ashfaq, S., Abbas Jadoon, I, & Hina, S. M. (2022). The nexus
between Basel capital requirements, risk-taking and profitability: what about
emerging economies? Economic Research-Ekonomska Istrazivanja , 35(1), 230-251.
https://doi.org/10.1080/1331677X.2021.1890177

Mursal, M., Darwanis, D., & Ibrahim, R. (2019). What influences capital adequacy ratio in
islamic commercial banks? Evidence from Indonesia. Journal of Accounting Research,
Organization and Economics, 2(1), 1-10. https://doi.org/10.24815/jaroe.v2i1.12868

Nguyen, T. V. H,, & Nguyen, T. V. H. (2022). How do banks price liquidity? The role of
market power. Global Finance Journal, 53(April), 100736.
https://doi.org/10.1016/j.g£j.2022.100736

Parmankulova, I. (2022). The drivers of fi nancial vulnerability and profitability: evidence
from conventional and Islamic banks in Islamic fi nance-oriented countries. Journal of
Islamic Accounting and Business, 13(6), 902-919. https://doi.org/10.1108/JIABR-06-2021-
0155

Raharjo, P. G., Hakim, D. B., Manurung, A. H., & Maulana, T. N. A. (2014). Determinant of
capital ratio: A panel data analysis on state-owned banks in Indonesia. Buletin
Ekonomi Moneter Dan Perbankan, 16(4), 369-386.
https://doi.org/10.21098/bemp.v16i4.451

Risfandy, T., Harahap, B., Hakim, A. R., Sutaryo, S., Nugroho, L. I, & Trinugroho, L.
(2020). Equity financing at Islamic banks: Do competition and bank fundamentals

Widarjono & Misanam (Determinants of Bank Capital in Indonesian Islamic Banks)


http://issn.pdii.lipi.go.id/issn.cgi?daftar&1461031029&1&&
https://doi.org/10.23917/jisel.v5i1.17181
https://doi.org/10.1016/j.jbankfin.2013.09.012
https://doi.org/10.22515/shirkah.v6i1.378
https://doi.org/10.1016/j.mulfin.2017.05.002
https://doi.org/10.1016/j.chieco.2019.04.008
https://doi.org/10.1016/j.ecosys.2014.12.003
https://doi.org/10.1016/j.jfineco.2014.10.004
https://doi.org/10.1016/j.qref.2022.07.005
https://doi.org/10.1016/j.pacfin.2020.101354
https://doi.org/10.1080/1331677X.2021.1890177
https://doi.org/10.24815/jaroe.v2i1.12868
https://doi.org/10.1016/j.gfj.2022.100736
https://doi.org/10.1108/JIABR-06-2021-0155
https://doi.org/10.1108/JIABR-06-2021-0155
https://doi.org/10.21098/bemp.v16i4.451

e-1SSN: 2503-4243 Shirkah: Journal of Economics and Business 302
Vol. 9, No. 3 (2024), page 290-302

matter? Emerging Markets Finance and Trade, 56(2), 314-328.
https://doi.org/10.1080/1540496X.2018.1553160

Risfandy, T., Tarazi, A., & Trinugroho, I. (2022). Competition in dual markets: Implications
for banking system stability. Global Finance Journal, 52(August 2020), 100579.
https://doi.org/10.1016/j.g£j.2020.100579

Septiarini, D. F., Hisan, U. F. C., Matsahri, M., & Filianti, D. (2021). Capital buffer, risk,
profitability, size, and macroeconomics: Empirical study on Islamic banks. Al-
Igtishad: Jurnal Ilmu Ekonomi Syariah, 13(1), 171-190.
https://doi.org/10.15408/aiq.v13i1.20823

Smaoui, H., Salah, I. Ben, & Diallo, B. (2020). The determinants of capital ratios in Islamic
banking.  Quarterly = Review of Economics and  Finance, 77, 186-194.
https://doi.org/10.1016/j.qref.2019.11.002

Sutrisno, M. (2018). Factors determinant of bank capital buffer: Empirical study on islamic
rural banking in Indonesia. Advance in Social Science, Education, Humanities Research,
186(Insyma), 84-87. https://doi.org/10.2991/insyma-18.2018.21

Sutrisno, S., & Widarjono, A. (2022). Is profit-loss-sharing financing matter for Islamic
bank’s profitability? The Indonesian case. Risks, 10(11), 1-13.
https://doi.org/10.3390/risks10110207

Wardana, G. K., & Barlian, N. A. (2022). Determinant of Islamic banks on the world capital
structure. IQTISHODUNA: Jurnal Ekonomi Islam, 11(2), 195-206.
https://doi.org/10.54471/iqtishoduna.v11i2.1874

Widarjono, A., Anto, M. B. H,, & Sidiq, S. (2022). Sectoral financing concentration and
profitability of Islamic Banking in Indonesia. Share: Jurnal Ekonomi Dan Keuangan
Islam, 11(1), 149-170. https://doi.org/10.22373/share.v11i1.11133

Widarjono, A., & Rudatin, A. (2021). Financing diversification and Indonesian Islamic
bank’s non-performing financing. Jurnal Ekonomi & Keuangan Islam, 7(1), 45-58.
https://doi.org/10.20885/jeki.vol7 iss1.art4

Widarjono, A., Suseno, P., Safitri, D. U. R., Yaseen, A., Azra, K., & Hidayah, I. N. (2023).
Islamic bank margins in Indonesia: The role of market power and bank-specific
variables. Cogent Business & Management, 10(2), 2202028.
https://doi.org/10.1080/23311975.2023.2202028

Widarjono & Misanam (Determinants of Bank Capital in Indonesian Islamic Banks)


http://issn.pdii.lipi.go.id/issn.cgi?daftar&1461036652&1&&
https://doi.org/10.1080/1540496X.2018.1553160
https://doi.org/10.1016/j.gfj.2020.100579
https://doi.org/10.15408/aiq.v13i1.20823
https://doi.org/10.1016/j.qref.2019.11.002
https://doi.org/10.2991/insyma-18.2018.21
https://doi.org/10.3390/risks10110207
https://doi.org/10.54471/iqtishoduna.v11i2.1874
https://doi.org/10.22373/share.v11i1.11133
https://doi.org/10.20885/jeki.vol7.iss1.art4
https://doi.org/10.1080/23311975.2023.2202028

	Agus Widarjono a,1*, Munrokhim Misanam a,2
	Agus Widarjono        https://orcid.org/0000-0002-1027-5337
	Munrokhim Misanam        -

