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INTRODUCTION 

The rapid growth of conventional banks 

in Indonesia has become challenge for Islamic 

banks  to improve their performance to attract 

investors and customers.. However, the 

distribution of financing that is too high 

causes the bank to be unable to carry out its 

functions properly, so that the bank's 

performance becomes poor and fails The 

condition is known as non-performance 

financing (NPF) (Boumparis et al., 2019; 

Kauko, 2012; Tarchouna et al., 2017). 

An increase in NPF in Islamic banks is 

often referred to as a failure of financing 

policies, and an increase in NPF is the main 

reason for a decrease in bank profits by 

comparing non-performing financing with the 

amount of financing disbursed (Nurrochman, 

2016; Hejazziey, 2014)). The occurrence of 

NPF in Islamic banks is influenced by two 

factors, namely internal and external factors 

of the bank. Internal factors are the influence 

that comes from operational activities in 

Islamic banking itself which is contained in 

its financial performance. The financial 

performance of an Islamic bank can be seen 

through financial ratios as a measuring toolto 

predict the level of profit that will be 

generated. Meanwhile, external factors 

include macroeconomic factors that are 

formed from monetary policy and macro 

fiscal policy by the state government which 

can seriously affect the bank performance. 

Seen from internal factors, financial 

ratios such as the The FDR and Capital 

Adequacy Ratios (CAR) have an important 

effect in Islamic banking on the probability of 

NPF. The FDR is a ratio in measuring the 

composition by public funds and capital spent 

of the amount of financing provided. In the 

meantime, CAR is a measure of how well 

Islamic banks' capital is sufficient to cover 

their liabilities, channeled financing defaults 

and all the risks facing the bank. 

Further, the potential for an increase in 

the NPF of Islamic banks is also severely 

affected by external factors. Inflation and the 

Bank Indonesia interest rate (BI Rate) are two 

macroeconomic variables to consider. A high 

inflation rate reduces the community's 

income, which results in people being unable 

to repay conventional loans, and may present 

an opportunity to switch to Islamic banking. 

 

Islamic Bank Financing 

Islamic banks, as defined in Article 1(7) 

of the Islamic Banking Act No. 21 of 2008, 

are banks that conduct business in accordance 

with sharia principles and are classified as 

Islamic commercial banks or Islamic public 

financing banks (Kuncoro & Suhardjono, 

201171). A sharia bank is defined as one that 

operates According to the Qur’ran and Hadith 

concepts of Islamic Sharia. Sharia rules, in 

other words rules of agreement (contract) 

between banks and other parties (customers), 

are based on law that follows the sharia rules 

and standards. Islamic banking activities are 

guided by sharia principles. These Islamic 

rules and standards include a usury 

prohibition, a ban on maysir and a ban on 

gharar (Rivai, 2007). 

Financing is a very important activity 

for Islamic banks, because with financing, the 

main sources of funding will be obtained that 

support the sustainability of the business of 

Islamic banks (Hejazziey, 2014). According 

to Rivai (2010), financing is funding provided 

by related parties. Other benefit is to support 

investments that have been planned either by 

themselves or by an institution. 

The ratio between total non-performing 

financing and total debtor funding is known 

as non-performing financing (NPF) ratio. The 

NPF demonstrates the bank's collectability in 

reclaiming distributed financing. If the non-

performing financing exceeds the limit, it 

becomes a serious issue that jeopardizes the 
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profitability of Islamic banks, resulting in 

their closure (Firmansyah, 2014). The NPF 

value reflects the risk of financing. The 

greater the NPF value, the greater the risk of 

financing for the bank. According to Bank 

Indonesia Regulation 6/9/PBI/2004, bad 

credit or financing refers to credit that is 

substandard, suspect, or of low quality in 

accordance with applicable Bank Indonesia 

regulations on earning asset quality. 

Non-performing financing at Islamic 

banks is more caused by several things, 

including the amount in terms of fundraising 

and financing that is not well controlled from 

the management side (Nurrochman, 2016). 

Following the accumulation of bad lending 

and its possible negative effects on bank loans 

and the economy in the context of the global 

financial crisis is received a lot of attention. In 

general, a higher credit rate, when combined 

with another variable, results in a slower rate 

of credit growth (Serrano, 2021). This effect 

holds true across a variety of econometric 

specifications and is particularly pronounced 

for banks with slower credit growth rates. 

 

Finance to Debt Ratio 

FDR is the ability of a bank to 

immediately fulfill customer requests or 

return funds withdrawn by customers and rely 

on the liquidity provided by the funds (Rivai 

& Arifin, 2010). In other words, the extent to 

which provision of funds to customers can 

offset bank obligations. Due to the amount of 

funds required for financing is increasing, the 

higher this ratio is, the lower the bank's 

liquidity capacity (Dendawijaya, 2009). 

Previous study of Setiawan & Putri 

(2013) has shown that the positive and 

significant impact of FDR on NPF. Unlike 

Auliani's (2016), the results showed the effect 

of FDR on NPF is positive and minor. The 

studies carried out by Akbar (2016) and 

Vanni & Rokhman (2017) showed the FDR 

had a substantial negative impact on NPF. 

Based on the reviews that have been 

described, the following first hypothesis is: 

H1: FDR has a significant effect toward 

NPF. 

 

Capital Adequacy Ratio 

A bank's probability of failure is 

addressed through the capital adequacy ratio 

(CAR). According to Kuncoro & Suhardjono 

(2011), CAR refers to a bank's ability to 

preserve capital adequacy as well as 

management's ability to recognise, calculate, 

supervise, and monitor risks that can affect 

the amount of bank capital. 

According to the empirical results that 

found by Lidya (2016), Alissanda (2015), and 

Asnaini (2014) studies, the effect of CAR on 

NPF is significantly negative. On the other 

hand, the empirical findings of Firdaus (2015) 

and Putri (2014) researchs, the impact of 

CAR on NPF is positive and significant. 

Based on the reviews that have been 

described, the following second hypothesis is: 

H2: CAR has a significant effect toward 

NPF. 

 

Inflation 

Inflation can be considered a monetary 

phenomenon due to a decrease in the 

calculated unit value of a commodity. 

According to Firdaus & Ariyanti (2011) and 

Wahiddudin (2018), inflation is defined as the 

tendency to increase the price of goods in 

general continuously due to the fact that the 

amount of money in circulation is in 

comparison to the available goods and 

service, the price is far too high. 

Auliani (2016) and Mutamimah & 

Chasanah (2012) both found empirically that 

inflation has a detrimental effect on NPF that 

is statistically important. In contrast to 

research by Vanni & Rokhman (2017), who 
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found that inflation has a positive but 

insignificant impact on NPF. Firdaus’ (2015) 

study identified the inflation has a negative 

but negligible effect on NPF. Based on the 

reviews that have been described, the 

following third hypothesis is: 

H3: Inflation has a significant effect toward 

NPF. 

 

BI Rate 

BI Rate is the reference interest rate 

determined by Bank Indonesia through the 

Board of Governors' Meeting every month. 

Once determined, the BI Rate will be 

announced to the public as a reference for 

credit reference rates (Fauzukhaq et al., 2020; 

Naibaho & Rahayu, 2018). The BI Rate is 

considered to have influenced the probability 

of non-performing financing in commercial 

financial institutions. 

The results of the research by 

Nugrohowati & Bimo (2019) found that the 

BI Rate had a positive and significant effect 

toward the NPF of BPRS in Indonesia. The 

results of the study courtesy of Aryani et al. 

(2016) also found that the BI rate has a 

significant positive effect on non-performing 

financing at Indonesian Islamic commercial 

banks. Based on the reviews that have been 

described, the fourth hypothesis is: 

H4: BI Rate has a significant effect toward 

NPF. 

 

METHOD 

The purpose of this study was to 

determine the influence of internal and 

external factors on non-performing loans in 

Islamic commercial banks and Islamic 

business units in Indonesia. In this study, non-

performing financing served as the dependent 

variable; while the independent variables are 

the ratio of financing to savings, capital 

adequacy ratio, inflation, and BI rate.  

Secondary data were gathered for this 

study from publications by Bank Indonesia 

and the Central Bureau of Statistics. The data 

was collected using monthly releases from 

Bank Indonesia and the Central Bureau of 

Statistics, as well as Islamic banking statistics 

published by the Financial Services Authority 

from January 2010 to December 2017.  

Data analysis used Fisher’s exact test 

and Student's t-test, as well as multiple linear 

regression analysis with quadratic equations 

to analyze data (Bungin, 2017; Hardani et al., 

2020; Bind & Rubin, 2020). Using the SPSS 

version 20, perform normal least squares 

(NLS) or ordinary least squares (OLS). 

 

RESULTS 

The results of data processing using the 

multiple linear regression method are 

summarized in Table 1. Based on the table, it 

can be analyzed the magnitude of the 

influence of each independent variable on the 

dependent variable, as well as the results of 

hypothesis testing. 

Table 1 shows that the four independent 

variables analyzed in this study, there are 

three variables that have a negative effect and 

one variable that has a positive effect on non-

performing financing. Three independent 

variables that have a negative effect are FDR 

(B = -0.068), CAR (B = -0.172) and Inflation 

(B = -0.089). This means that if one of the 

independent variables increases in value, it 

causes the NPF value to decrease; or vice 

versa, if one of the independent variables 

decreases in value, it causes the NPF value to 

increase; assuming that the other independent 

variables do not change in value. 

One independent variable that has a 

positive effect on NPF is the BI Rate (B = 

0.483). This means that if the BI Rate 

increases in value, it causes the NPF value to 

also increase, or vice versa; assuming other 

variables are constant in values. 
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Table 1. Results of Multiple Linear Regression Analysis  

 
Model 

Unstandardized 

Coefficients 

Standardized 

Coefficients t Sig. 

 B Std. Error Beta 

1 (Constant) 9.993 0.936  10.679 0.000 

 FDR -0.068 0.012 -0.430 -5.722 0.000 

 CAR -0.172 0.021 -0.519 -8.099 0.000 

 INF -0.089 0.041 -0.172 -2.152 0.034 

 BIR 0.483 0.063 0.588 7.679 0.000 

Source: Secondary data processed, 2021. 

Table 2. Simultaneous Test Results  

Model 
Sum of 

Squares 
df Mean Square F Sig. 

1 Regression 46.881 4 11.720 56.032 0.000 

 Residual 19.035 91 0.209   

 Total 65.916 95    

Source: Secondary data processed, 2022. 

Next, the results of the t-test  in Table 1 

show that the FDR variable has a t-value of -

5.722 with Sig. t is 0.000. Because the value 

of Sig. t is smaller than the value of (= 0.05), 

it is stated that FDR has a significant partial 

effect on NPF. Thus, the first hypothesis (H1) 

can be proven. 

The results of the t-test (t-test) in Table 

1 also show that the CAR variable has a t-

value of -8.099 with Sig. t is 0.000. Because 

the value of Sig. t is smaller than the value of 

(= 0.05), it is stated that CAR has a 

significant partial effect on NPF. Thus, the 

second hypothesis (H2) can also be proven. 

Furthermore, Table 1 shows the results 

of the t-test (t-test) that the inflation variable 

has a t-value of -2.152 with Sig. t is 0.034. 

Because the value of Sig. t is smaller than the 

value of (= 0.05), it is stated that inflation has 

a significant partial effect on NPF. Thus, the 

third hypothesis (H3) can also be proven. 

Finally, the results of the t-test (t-test) in 

Table 1 show that the BI Rate variable has a t-

value of 7.679 with Sig. t is 0.000. Because 

the value of Sig. t is smaller than the value of 

(= 0.05), it is stated that the BI Rate has a 

significant partial effect on the NPF. Thus, the 

fourth hypothesis (H4) can also be proven. 

The results of simultaneous hypothesis 

testing, as shown in Table 2, found that the 

four variables analyzed had an F value of 

56,032 with Sig. F of 0.000. Because the 

value of Sig. F is smaller than the value of (= 

0.05), it is stated that the four independent 

variables, namely FDR, CAR, Inflation and 

BI Rate, have a significant simultaneous 

effect on NPF. 

 

Discussion 

FDR in this study is a ratio used to 

measure the ability of islamic banks to meet 

consumer demands who need funds 

immediately or who withdraw funds from 

deposits. FDR refers to the liquidity capacity 

of the bank for the funding needs of its 

customers (Dendawijaya, 2009; Rivai & 

Arifin, 2010). The results obtained in the 

study prove that the FDR value has a 

significant effect on NPF, and the effect is 

negative. The results of the study are in line 

with the findings of Akbar (2016) and Vanni 

& Rokhman (2017) which showed the FDR 
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had a substantial negative impact on NPF; but 

it is different from the findings of the study of 

Setiawan & Putri (2013) and Auliani (2016) 

which shown that FDR has a positive and 

significant impact on NPF. 

Non-performing financing (NPF) is the 

amount of financing whose collectability 

category is included in the criteria for 

substandard financing, doubtful financing, 

and non-performing financing The customer's 

inability to pay the principal installments and 

the profit sharing (margin) of financing 

causes the collectability of financing 

(Lafuente et al., 2019; Partovi & Matousek, 

2019). The results of this study prove that 

there is a negative but significant relationship 

path between FDR and NPF. Thus, if the 

management of Islamic banks through various 

policies produces a higher FDR value, the 

lower the NPF value that the bank must deal 

with. NPF or non-performing financing is one 

of the key indicators to assess bank 

performance. If non-performing financing 

increases, the risk of a decline in profitability 

is greater, and further reduces the ability of 

banks to expand financing and the rate of 

financing decreases (Fauzukhaq et al., 2020; 

Karadima & Louri, 2021; Yurttadur, et al., 

2019). If this happens, the management of the 

Islamic bank concerned must immediately 

anticipate this problem and look for solutions 

that can turn a problem into an opportunity 

that benefits the company's business. 

In managing the CAR ratio, bank 

management must be able to periodically 

calculate, monitor and monitor internal and 

external risks that can affect the amount of 

capital adequacy (Kuncoro & Suhardjono, 

2011; Wan, 2018). The adequacy of the 

model can affect the amount of non-

performing financing. The results of this 

study found that CAR had a significant and 

negative effect on NPF, in line with previous 

findings from research belonging to Lidya 

(2016), Alissanda (2015), and Asnaini (2014). 

However, the results of this study are 

different from previous research by Firdaus 

(2015) and Putri (2014) which found that the 

effect of CAR on NPF is positive and 

significant. 

CAR is defined as a ratio that measures 

the ability of a bank to maintain its capital 

adequacy, which in the long term can affect 

the prospects for the sustainability of its 

financial services activities. This research 

proves that CAR has a negative impact on 

non-performing financing, which means that 

an increase in the CAR ratio will encourage a 

decrease in the value of NPF which must be 

handled by the bank's management. In the 

context of Islamic banking institutions, an 

increase in the value of the capital adequacy 

ratio owned by a bank will enhance the bank's 

performance because it will be able to reduce 

the number of uncollectible or non-

performing financing (Wahiddudin, 2018; 

Nugrohowati & Bimo, 2019; Serrano, 2021). 

The decrease in the number of NPF can also 

encourage an increase in the profitability 

aspect of the bank concerned, and further 

support efforts to create a sustainable 

financial services business from the bank. 

Inflation is a situation of an increase in 

commodity prices in general, due to an 

imbalance between the level of demand and 

supply of these commodities. The value of 

inflation that occurs in the economy is 

considered to also affect the value of non-

performing financing that must be managed 

by the banking sector (Firdaus & Ariyanti, 

2011; Wahiddudin, 2018). The results of this 

study find that inflation has a significant and 

negative effect on NPF, in line with previous 

findings from research belonging to Auliani 

(2016), Firdaus (2015) and Mutamimah & 

Chasanah (2012). However, the results of this 

study are different from previous research by 

Vanni & Rokhman (2017) which found that 
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the effect of inflation on NPF was positive but 

not significant. 

The increase in commodity prices 

known as inflation occurs because the amount 

of money (demand) is more than the amount 

of commodities available (supply). The 

growth in the amount of money that exceeds 

the growth in the real sector causes inflation 

because it causes the purchasing power of 

money to always decline. The results of this 

study identify that inflation has a negative 

effect on NPF. This condition means that 

when there is an increase in inflation, it will 

cause a decrease in people's desire to seek 

loans or credit from banks, so that the funds 

available at banks become unproductive or 

not optimally distributed to the public 

(Wahiddudin, 2018; Naibaho & Rahayu, 

2018; Bellotti et al., 2021). The bank 

management therefore needs to find a strategy 

that encourages the absorption of funds by the 

public in accordance with expectations, but 

still takes into account the risks that must be 

faced, such as non-current installment 

payments or traffic jams in the community 

due to inflationary conditions. 

BI Rate is a reference for determining 

the interest rate on loans and deposits by 

banking financial institutions. BI Rate is 

determined through the monthly meeting of 

the Board of Governors at Bank Indonesia as 

an instrument of monetary stability in the 

national economy (Fauzukhaq et al., 2020; 

Naibaho & Rahayu, 2018). BI Rate is 

considered to be able to affect the condition 

of non-performing financing that must be 

managed by bank management. The results of 

this study obtained evidence that the BI Rate 

has a positive and significant effect on 

banking NPF. These results are in line with 

the findings of studies by Nugrohowati & 

Bimo (2019) and Aryani et al. (2016) that the 

BI rate has a significant and positive effect on 

non-performing financing at Indonesian 

Islamic commercial banks. 

Non-performing financing is financing 

that is problematic because the installment 

process is not jammed or uncollectible. Non-

performing financing can also arise due to the 

imposition of interest on loans provided by 

banks, or profit sharing provisions in the 

context of Islamic banks, to borrowing 

consumers. The determination of the loan 

interest is strongly influenced by the BI Rate 

policy by Bank Indonesia (Auliani, 2016; 

Boumparis et al., 2019; Fauzukhaq et al., 

2020). The results of this study prove that the 

BI Rate has a positive and significant effect 

on the level of NPF experienced by Islamic 

banks. Thus, if Bank Indonesia as the 

representative of the Indonesian government 

sets the BI Rate which is higher than the 

previous value, it will cause an increase in the 

number of NPF or non-performing loans 

which are the burden of the management of 

Islamic commercial banks. This condition 

occurs because the high interest rate on credit 

will lead to a large installment interest burden 

for the borrower, while he does need the 

credit for the development or sustainability of 

his business. This needs special attention for 

bank management to maintain relationships 

with borrowers in order to minimize the 

possibility of non-performing loans. 

 

CONCLUSION 

The results of this study conclude that 

either partially or simultaneously, FDR, CAR, 

inflation and the BI Rate have a significant 

effect on non-performing financing. Further-

more, the results of the study identify that 

FDR, CAR and Inflation have a negative 

effect on NPL, while the BI Rate has a 

positive effect on NPL. 

This conclusion states the important role 

of the four independent variables on the 

management of NPLs. The management of a 
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sharia commercial bank or sharia business 

unit should pay more attention to these four 

factors related to efforts to minimize the 

number of NPLs that must be managed. 

Management's ability to anticipate the 

prospects of these four factors will support the 

sustainability of the business of Islamic 

commercial banks and sharia business units. 

The limitation of this research is that it 

does not take into account unexpected events 

such as the current pandemic, which will 

affect the FDR or CAR situation of the 

company or the degree of inflation or the 

government's BI Rate policy, which in turn 

affects the probability of NPL owned by 

financial institutions. sharia. It is also 

recommended for future researchers to 

include more factors into the research 

formulation, so that the empirical results 

obtained can better describe the actual 

conditions that exist for NPL management. 
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