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Abstract

This research aims to find out the factors that determine liquidity and profitability
as well as the contribution of Sharia banking to the economic growth in Indonesia.
The study used quarterly data for the period 2009-2019, a multiple regression model
with the Ordinary Least Square (OLS) analysis method. The results revealed that
capital, financing and third party funds are factors that determine the liquidity of
Sharia banking. Sharia banking profitability is influenced by capital and inflation.
The role of Sharia banking on economic growth occurs through financing activities,
large capital and utilization of Sharia monetary policy instruments. Efforts to
control liquidity at optimal levels can be done by taking into account the capital
factors held by Sharia banking. Efforts to achieve maximum value of profitability
can be implemented by benefiting price stability in the macroeconomic. Efforts to
boost economic growth are carried out by utilizing rising prices and limiting the
profit value of Sharia monetary policy instruments. Moreover, Sharia banking is
able to increase the share of financing channeled.
Keywords: Liquidity; Rentability; economic growth
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I.

Introduction

economic development of the agricultural

Sharia banks have contributed to the

sector (Khotijah & Iswanaji, 2020).

The

economic development in Indonesia. Sharia

contribution of Sharia banks to the economy

banks play a role in the process of creating

cannot be separated from the internal

low inflation in Indonesia (Ascarya, 2014),

condition of Sharia banks, one of which is

and Sharia bank financing plays a role in

the liquidity condition of banks.

increasing economic

growth and

job

Liquidity contributes positively to the

creation in almost all sectors (Setiawan,

value of banks although there is a trade off

2019). Murabahah financing of Sharia banks

between efforts to increase liquidity and

provides positive contributions to the

efforts to strengthen profitability and
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solvency (Berger & Sedunov, 2017). The

decreased liquidity of banks (Ichwan &

creation of high liquidity adversely affects

Nafik, 2016).

the solvency of banks (Horvarth, et al.,

Sharia bank’s financing is growing

2012) Increased liquidity has an impact on

rapidly with a growth of 34.84% per year,

the declining profitability of Islamic banks

higher than the growth of conventional

(Sahyuni & Wang, 2019). The importance

bank’s loans (17.40%). The increase in

and complex liquidity management of banks

Sharia bank’s financing is not in line with

can be the main cause of decline in bank's

the profits obtained. The profit rate of Sharia

profit (Noegroho, 2014).

bank is only at 1.36% per year, fluctuating

Sharia banks have a higher liquidity risk
than conventional banks

and experiencing a downward trend with a

(Mohammad,

decrease rate of 0.03 per year (Figure 1).

2014). The efficiency and profitability of

Despite increase in financing, Sharia banks

Sharia banks is lower than conventional

are experiencing excess liquidity. Sharia

banks and stagnating in growth (Halit &

banks have not been able to optimize the

Pabuccu, 2017). Banks raise funds and

distribution of third party funds into

channel into various financings. The more

productive financing. The value of the ratio

financing the greater its contribution to

of financing to public deposits (FDR)

economic growth. Efforts to achieve profit

decreased by 1.64% per year.

through increased financing ratio resulted in

Figure 1
Development of GDP, Credit, Financing, Liquidity and Rentability of
Sharia Banking in Indonesia (in %)
The government plays a role in
managing

liquidity

improvement

of

to
bank

support

Government intervention in capital has an

the

impact on decreasing bank liquidity risks

performance.

and long-term economic developments
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(Berger

et

al.,

2011).

Liquidity

reduce the emergence of liquidity risks.

management and renewal of Islamic

Sources of liquidity can come from various

financial institutions are in line with the

sources of assets, one of which is from

process of sustainable development and

loans. Banks can increase liquidity through

financial stability (Aassouli et al., 2018).

the flow of funds from loan portfolios. In

Sharia banking has great potential to

the long run, banks can use loans to deal

develop and contribute positively to

with liquidity crises. Loans can be sold on

economic development. Sharia banks in

the secondary market to obtain the required

Indonesia face constraints on the allocation

cash (Alshatti, 2014).

of funds from third parties that are not

Bank liquidity is determined by

optimal, less efficient and excess liquidity

various factors, both internal and external.

so that it is estimated to have an impact on

Liquidity risk management in Sharia banks

decreasing rentability. This condition is

depends on internal variables, banking

projected

declining

industry and macro-economics (Rashid et

performance of Sharia banks and their

al., 2017). Real economic growth has a

contribution to economic growth. The

positive effect on the creation of bank

purpose of this research is to find out what

liquidity (Ichwan & Nafik, 2016). GDP has

factors

and

the least impact, and inflation has the

profitability conditions of Sharia banking

greatest impact on bank liquidity (Trenca et

and how Sharia banking contributes to the

al., 2015). Policy integration from the

Indonesia’s economic growth.

government and bank management is

to

affect

determine

the

the

liquidity

required to reduce liquidity risk.
II.

Discussion

The reduction of liquidity risk is

A. Literature Review

carried out through the application of

Bank Liquidity and its Affecting Factors

capital rules for banks. Capital is important

Bank liquidity is something unique,

for banks although it does not guarantee

therefore it must be managed carefully so as

that banks can survive the crisis (Berger et

not to cause other problems. Liquidity is

al., 2011). The experience of the 2008 crisis

defined as an overview of a financial

shows that strong capital does not guarantee

institution’s ability to meet short-term

banks survival. The difficulties faced by

obligations without causing tolerable losses

most banks are caused by the inability to

(Mars,

meet the basic principles of measurement

2008).

Liquidity

management

describes the efforts of management to

and

application

of

liquidity

risk
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management (Handayani & Abubakar,

revealed that poor liquidity management

2018). Failure in managing liquidity risks

contributed negatively to performance (Ibe,

causes an impact on decreasing liquidity

2013). The results of a different study from

levels and economic activity. Regulatory

Lukorito, et al (2014) reveal that liquidity

intervention has a significant effect on

makes a positive contribution to bank’s

economic conditions. Capital support has a

profitability. This study recommends that

significant impact on economic conditions

banks should have the best asset portfolios,

in the long term.

invest aggressively, including holding

The level of profit (ROA) and nonperforming financing (NPF) played a

short-term securities to support liquidity
which will increase bank profits.

positive role in increasing Sharia bank

The quality of capital, assets and

liquidity. The capital aspect (CAR) shows a

liquidity has no effect on the profitability

negative and significant relationship with

condition of the banks (Ningsih et al.,

liquidity risk at Indonesian conventional

2017). Bank’s liquidity has only a

bank (Sukmana & Suryaningtyas, 2016). In

significant effect on the value of the bank's

Sharia banks, capital aspects (CAR) have a

assets and return on capital (Bassey &

significant positive effect on liquidity risk,

Moses, 2015). Sharia banks have different

while ROA shows negative and significant

balance sheets with conventional banks,

results. In the short term, capital variables

resulting in different implications for the

(CAR), profit (ROA), inflation and SBI

formation of liquidity.

interest rates have a positive and significant

results revealed a negative and significant

effect on the liquidity (FDR) of Sharia

relationship between liquidity levels and

banks. In the long term, capital and

bank performance (ROA), both in Sharia

inflation have a positive effect, while

banks and conventional banks (Sahyuni &

profits

Wang, 2019).

negatively

affect

liquidity

The regression

(Faturrahman & Rusdi, 2019). Profitability

To maintain an ideal liquidity position,

has a negative relationship with capital, but

banks must maintain the withdrawal of

it has a positive relationship with liquidity

third party funds and maintain available

risk in Sharia bank (Amran et al., 2017).

financing requests (Zaini, 2016). There is a

Liquidity, Profitability and Economic
Growth

trade-off

between

liquidity

and

profitability. The relationship between

Good liquidity management can help

liquidity and profitability is not too strong,

banks improve profitability. One study

and changes in liquidity have a small
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impact on changes in the profitability of

instruments is one of the biggest obstacles

Islamic banks in Indonesia (Notoatmojo,

and constraints in managing the liquidity of

2018). Sharia banks are experiencing

Sharia banks.

excess liquidity problems.

After financial crisis in 2008, liquidity

Sharia Banks can utilize financial

risk management is urgently needed to

instruments such as Bank Indonesia Sharia

anticipate the collapse of the banking and

Certificates (BIS) and Sharia Money

financial system in the country, including

Markets (PUAS) as a means to manage

Indonesia. Insufficient liquidity led to the

liquidity. The results reveal that the

collapse of banks and the instability of the

financial instruments available at Islamic

financial system as a whole. The creation of

banks have not been able to answer the

bank liquidity affects bank assets and

problem of idle fund due to excess liquidity

output as well as real economic output

(Noegroho, 2014). Sharia banking efforts to

(Berger & Sedunov, 2017).

optimize liquidity can be done through a

One of the efforts to optimize the role

combination of liability management and

of

asset management. The balance of assets

performance and economic growth is

and liabilities is achieved by Islamic banks

through

by regulating the time and amount of funds

instruments. The application of green

in terms of liabilities and assets (Ismal,

financial instruments is recommended in

2010).

the management of the liquidity of Sharia

Sharia bank liquidity problems are

liquidity

the

in

improving

use

of

green

financial

financial

financial institutions. This instrument is

anticipated by utilizing liquid instruments

relevant

on the financial market. The use of these

economic development and can increase

instruments is sufficient to assist Sharia

investor attractiveness (Aassouli et al.,

banks

2018).

in

anticipating

sudden

and

for

financial

stability

and

unexpected withdrawals of liquidity. Sharia

Studies from Tabash (2019) and

bank liquidity is more risky due to the

Ledhem & Mekidiche (2020) reveal that

nature of the product, financial activity and

there is a positive relationship between the

very limited access to money market

performance (profitability) of Sharia banks

instruments (Dusuki, 2007). However,

and economic

financial market instruments based on

through improved performance can make a

interest rates are not accessible to Sharia

positive contribution to economic growth.

banks.

This study provides support for efforts to

Access

to

financial

market

growth.

Sharia

banks
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encourage the development of Sharia banks

Referring to the purpose and results of

as one of the efforts to encourage economic

the literature study, the research process is

growth.

carried out by referring to the following
framework.

Figure 2
Research Thought Framework

B. Research Methods

for social researches that try to see, measure

The object of this research is the Sharia
banking
research

industry
was

in

Indonesia.

conducted

using

This
44

and test relationships between variables.
Structural equations of this research
model are presented as follows;

observational data for the quarterly period

𝐿𝑘𝑑𝑡 = 𝛼0 + 𝛼1 𝐷𝑒𝑝𝑡 + 𝛼2 𝐶𝑎𝑝𝑡 +

from 2009 to 2019. The data was obtained

𝛼3 𝐹𝑖𝑛𝑡 +

through

𝛼6 𝑅𝑛𝑡𝑡 + 𝜀1

literature

methods

and

𝛼4 𝐼𝑛𝑠𝑡 + 𝛼5 𝐶𝑝𝑖𝑡 +
(1)

computerized methods. All data was

𝑅𝑛𝑡𝑡 = 𝛽0 + 𝛽1 𝐷𝑒𝑝𝑡 + 𝛽2 𝐶𝑎𝑝𝑡 +

obtained from the publication/web site of

𝛽3 𝐹𝑖𝑛𝑡 +

𝛽4 𝐼𝑛𝑠𝑡 + 𝛽5 𝐶𝑝𝑖𝑡 +

Bank Indonesia, the Central Bureau of

𝛽6 𝐿𝑘𝑑𝑡 + 𝜀2

(2)

Statistics and the Financial Services

𝐺𝑟𝑤𝑡 = 𝛾0 + 𝛾1 𝐷𝑒𝑝𝑡 + 𝛾2 𝐶𝑎𝑝𝑡 +

Authority. The analysis method used is

𝛾3 𝐹𝑖𝑛𝑡 +

qualitative

𝛾7 𝑅𝑛𝑡𝑡 + 𝜀3

and

quantitative

analysis

method. This research analysis model uses

𝛾4 𝐼𝑛𝑠𝑡 + 𝛾5 𝐶𝑝𝑖𝑡 + 𝛾6 𝐿𝑘𝑑𝑡 +

(3)

Ordinary Least Square (OLS) estimation

Where:

techniques. This analysis model is relevant

Lkd = Sharia Bank Liquidity
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Rnt = Sharia Bank Rentability

the dependent variable. 2) Parameter

Grw = Economic growth

significance test, through t-test, is used to

Dep = Third party funds in Sharia banking

see whether the independent variable

Cap = Capital in Sharia banks

individually has a significant influence

Fin = Sharia bank financing

effect or not on the dependent variable. If

Ins = Bank Indonesia Sharia Certificate

the t-test value is greater and the t-table

Instrument

value is greater, it can be concluded that H0

Cpi = Consumer Price Index

is rejected, meaning that the independent

All equations are assumed to have a
linear

relationship

and

meet

variables individually have a significant

the

effect on the dependent variable. 3)

requirements of the linear regression

Econometric Testis to fulfill classical

model. In the research model, various tests

assumptions through: a. Autocorrelation

will be carried out. The design of the test

test, to test the correlation between residual

conducted on the model of liquidity,

time series data at different points in time;

rentability and economic growth is 1) The

b. Multicollinearity test, to ensure that the

Goodness of Fit Test, to determine whether

independent variables used in the model

the model used is good or not, depending

have no relationship; c. Heteroscedasticity

on: a) The coefficient of determination

test, to test the validity of the regression

(R2), which lies between zero and one. If

inference (error term), whether it has a

the R2 value is getting closer to one, then

constant variance for all levels of the

the model used is quite good because the

independent variables; d. Normality test, to

variation in changes of the dependent

ascertain whether an estimated model is

variable can be explained by variations in

free from deviations from normality.

changes of the independent variable; b) The
value of the F-test, is used to see the

C. Results and Discussion

significance of the parameters of the

Based on data processing, the results of

independent variable on the dependent

liquidity model, rentability model and

variable together. If the F-test is greater and

economic growth model are presented in

than the F-table value, it can be said that the

the following table:

model used is good enough, because all the
independent variables together can explain
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Table 1
Data Processing Results
Method: Least
Squares
Sample: 2009Q1 2019Q4
Dependent Variable:
Dependent Variable: Dependent Variable:
Independent
LKD
RNT
GRW
Variable
Coefficient t-Statistic Coefficient t-Statistic Coefficient t-Statistic
C
DEP

-15625,32 -0,238504
1,098931 4,192819*

CAP
FIN

-2,039314 -2,187755* 0,207132
-0,818069 -3,340207* 0,009123

INS
CPI
RNT
LKD

-1287,595 -0,735689 75,93278
288,0439 0,390311 -2,085618
1,221109 0,588208
0,007587

R-squared
0,847068
Adjusted Rsquared
0,822269
F-statistic
34,15639
Prob(F-statistic)
0,000000*
Hannan-Quinn
criter.
21,20104
Durbin-Watson
stat
1,335171
significant of critical value *) 5% **)10%
The estimated liquidity model shows

18646,40
0,032084

4,481580* 672832,1 1,836481
1,307888 -2,046933 -1,150725
1,912138*
2,947805* 10,58458
*
0,415182 3,339019 2,138556*
2,007728*
0,548650 -1,977862
*
-4,424334* 9,057755 2,191933*
13,98107 1,199619
0,588208 0,724951 0,789144

0,813577

0,986878

0,783346
26,91219
0,000000*

0,984326
386,7691
0,000000*

16,11995

24,67536

1,557290

1,347515

dependent

variables

(Sharia

banking

the adjusted R2 value of 0.822269, which is

liquidity,

considered capable of explaining all

accordance with the specified hypothesis.

LKD)

and

have

signs

in

changes in the independent variables to

Rentability model estimated value

changes in dependent variables. Statistical

shows adjusted R2 value of 0.783346. This

F test results of 34.15639 show that all

model is considered capable of explaining

independent

together

all changes in independent variables to

significantly affected dependent variables.

changes in dependent variables. Statistical

Based on the results of the t-test,

F test results of 26.91219 show that all

independent variables of third party funds

independent

(DEP), capital (CAR), financing in Sharia

significantly affect dependent variables.

banks (FIN) have a significant influence on

Based on the results of the t test, the

variable

values

variable

values

together
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independent variable capital (CAR), and

have a significant influence on economic

the inflation rate (CPI) exert a significant

growth (GRW) in Indonesia and have signs

influence on rentability (RNT) and have a

in

mark in accordance with the specified

specified. The F test and t test were

hypothesis.

conducted at a confidence level of 95% and

accordance

with

the

hypothesis

The estimated economic growth model

99%. The Liquidity, Profitability and

shows the determinant coefficient value

Growth model has met the classical

(Adjusted R2) of 0.984326, this model is

assumptions. There is no correlation

considered capable of explaining all

between the residual time series data, and

changes in independent

variables to

the independent variables used in the model

changes in dependent variables. Statistical

have no relationship. The error term has a

F test results of 386.7691 show that all

constant variance for all levels of the

independent

independent variable and is free from

variable

values

together

significantly affect dependent variables.
Based on the results of the t-test,
independent

variable

capital

deviations from normality.
In general, the relationships between

(CAR),

significant variables in the Liquidity,

Financing (FIN), Islamic monetary policy

Rentability and Economic Growth models

instruments (INS) and inflation rate (CPI)

are presented in Figure 3.

Figure 3
Relationship Between Research Variables from
Liquidity, Rentability and Economic Growth Model
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Through the relationship between

position are carried out by maintaining the

liquidity model variables, it was revealed

withdrawal of third party funds and

that the increase in third party funds as well

maintaining the allocation of financing to

as the decrease in capital and financing

Sharia banks.

resulted in increased liquidity in Sharia

The increase in capital negatively

banking. The increasing function of raising

affects Sharia banking liquidity. Each

funds from the public in the form of

increase of 1% in capital resulted in a

deposits will encourage increased liquidity

decrease in liquidity by 2.039%.

in Sharia banks. On the other hand, the

coefficient value indicates a considerable

utilization of funds in financing and the

and significant change between an increase

increase in capital owned by banks resulted

in owned capital and a decrease in liquidity

in reducing liquidity in Sharia banks. The

in Sharia banking in Indonesia. The results

increase in third party funds has a positive

of this study are in line with studies from

effect on Sharia banking liquidity. Each

Berger et al. (2011), which revealed that the

increase of 1% increase in third party funds

reduction in liquidity risk is carried out

results in a 1.09% increase in liquidity. The

through the application of capital rules for

coefficient value shows a fairly balanced

banks.

and significant change between the increase

results of studies from

in funds raised from public deposits and the

Suryaningtyas (2016) and Faturrahman &

increase in liquidity in Sharia banking in

Rusdi (2019) which revealed that capital

Indonesia.

(CAR) has a significant positive effect on

The increase in financing negatively

The

This study is different from the
Sukmana &

Sharia banking liquidity.

affects Sharia banking liquidity. Each

Through the relationship between

increase of 1% in financing resulted in a

variables in the Rentability model, it was

decrease in liquidity by 0.818%.

The

revealed that lower inflation and increased

coefficient value indicates a relatively

capital amounts could increase the level of

small and significant change between the

rentability in Sharia banking. Lower

increase in financing and the decrease in

inflation

liquidity in Sharia banking in Indonesia.

rentability in Sharia banks. The results of

The results of this study are in line with

this study are in line with the study of

Ichwan & Nafik (2016) and Zaini (2016).

Amzal (2016), which reveals that inflation

Efforts to maintain the bank's ideal liquidity

has an influence on the profits of Sharia

will

encourage

increased
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banks. Efforts to reduce the inflation rate

of Sharia monetary policy instruments have

will have an impact on increasing the

an effect on the increasing economic

profits of Sharia banks.

growth in Indonesia. Rising inflation will

The result of this study shows that

boost economic growth. Every 1% increase

inflation have a significant effect on Sharia

in inflation resulted in an increase in

banking rentability in Indonesia. The

economic growth of 9.0578%.

increase in inflation negatively affects

coefficient value indicates a large, elastic

Sharia banking rentability. Each increase of

and significant change between rising

1% in inflation resulted in a decrease in

inflation

rentability of 2.086%.

The coefficient

Indonesia. Inflation shows an increase in

value indicates a considerable, elastic and

aggregate demand, thereby encouraging

significant change between the increase in

economic growth. The results of this study

inflation and the decrease in Rentability in

are different from the results of a study

Sharia banking in Indonesia.

from Mandala (2020), which revealed a

and

economic

growth

The

in

The increase in capital has a positive

non-unidirectional relationship between

effect on the increasing rentability of

inflation and economic growth in the long

Islamic banking. Each increase of 1% in

term. Price stability and reduced inflation

capital resulted in an increase in rentability

are the keys to economic growth.

of 0.207%. The coefficient value indicates

Increasing capital

will

encourage

a small and significant change between the

economic growth. Each increase of 1% in

increase in owned capital and the increase

capital resulted in an increase in economic

in

banking in

growth of 0.5846%. The coefficient value

Indonesia. The result of this study is in line

indicates a small, in-elastic and significant

with the study from Batten and Vinh

change

(2019). Capital adequacy is one of the

economic growth in Indonesia. This

elements that has a strong influence on

research is in line with the results of the

bank profitability. Efforts to increase

study which revealed that government

profits cannot be separated from the ability

intervention in capital has an impact on

of banks to provide capital.

decreasing bank liquidity risks and long-

rentability

in

Sharia

between

capital

raising

and

Through the inter-variable relationship

term economic development (Berger et al.,

in the Economic Growth model, it was

2011). Increasing the amount of capital

revealed that rising inflation, capital and

shows the increase in financing that can be

financing as well as a decrease in the profits
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done by Sharia banks and an increase in the

instruments play a role in Indonesia's long-

potential for economic growth.

term economic growth. The formulation of

Increasing financing will encourage

policies and the application of the right

economic growth. Each increase of 1% in

monetary policy instruments can help the

financing in Sharia banking resulted in an

central bank reaches the target of price

increase in economic growth of 3.339%.

stability and help the government to boost

The coefficient value shows a considerable,

economic growth.

elastic and significant change between the
increase in financing and the occurrence of

III. Conclusion

economic growth in Indonesia. The results

Referring to the purpose of the

of this study are in line with the results of

research, it can be conveyed that 1) Sharia

the study by Ayyubi, et al (2017), which

banking liquidity is influenced by third

revealed

financing

party funds, capital and financing factors.

provides the biggest role in economic

The increase in the number of deposits in

growth. Efficiency in the distribution of

Sharia banks was followed by an increase

third party funds to support various

in the amount of liquidity with a relatively

financing programs is the key to the success

comparable portion. The increase in capital

of Sharia banking's role in economic

and financing resulted in

growth.

reduction in Sharia banks. The increase in

that

Sharia

bank

The increasing level of profit from
Sharia

monetary

capital will result in a decrease in the

instruments

amount of liquidity with a considerable

resulted in a decrease in economic growth.

portion. The increase in financing will

Every 1% increase in profits from Sharia

result in a decrease in the amount of

monetary policy instruments resulted in a

liquidity with a relatively small portion; 2)

decrease in economic growth of 1.9778%.

Sharia banking rentability is influenced by

The

a

capital and inflation factors. The increase

considerable, elastic and significant change

in capital will have an impact on increasing

between the increase in the profit level of

rentability with a relatively small portion of

Sharia monetary policy instruments and the

the increase. The increase in inflation has

decline in economic growth in Indonesia.

an impact on the decrease in rentability

The result of this study is in line with the

with a considerable portion; 3) Economic

result of a study by Setiawan (2017) which

growth in Indonesia is influenced by bank

reveals

capital, Sharia bank financing, inflation rate

coefficient

that

policy

liquidity

value

Sharia

indicates

monetary

policy
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and profit level in Sharia monetary policy
instruments. By increasing bank capital,
increasing financing and utilization of
Sharia monetary instruments, Sharia banks
can contribute to economic growth in
Indonesia.
Related to the results of research and
efforts to improve liquidity, rentability and
economic

growth,

the

following

suggestions are proposed. 1) Efforts to
maintain Sharia banking liquidity are
carried out by always maintaining the
capital by shareholders. The amount of
capital adjusts to the target level of optimal
liquidity, financing target and profit to be
achieved by Sharia banks. 2) To achieve a
high level of rentability, Sharia banks must
ensure the stability or reduce inflation
through

various

affordable

financing

incentive programs for Sharia banking
customers. 3) To boost economic growth,
the government can encourage increased
financing in Sharia banking and reduce the
profit value of Sharia monetary policy
instruments. Rising prices (inflation) is also
an opportunity to increase Indonesia’s
economic growth.
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