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ABSTRACT

This study departs from asset growth in Islamic banks which has
decreased in the last four years even though assets have increased
every year. This research is structured to be the basis for making
policies to increase the growth of assets of Islamic banks. The
research design used is quantitative with the help of smart PLS
ver.3.3. The number of samples is 94 people from a population of
123 employees of Islamic Banks Serang and Cilegon Branch Offices
with supervisory positions and above. The sample selection in this
study uses probability sampling, so that all branch offices of Islamic
banks in Cilegon and Serang as well as all supervisory work units
have the same opportunity to be selected as samples. The results
indicate that the ones that have the biggest influence in increasing
the growth of Islamic bank assets are the financing to deposit ratio
and non-performing financing. This can be seen from the path
coefficient value resulting from this study between financing to
deposit ratio on asset growth has a coefficient value of 2.818 and
non-performing financing on asset growth has a coefficient value
of 3.767. Thus, both financing to deposit ratio and non-performing
financing influence increasing the growth of assets of Islamic
banks. The results of this study emphasize to bankers to maintain
the quality of financing to remain smooth and avoid non-
performing financing.
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INTRODUCTION

Since its inception, Islamic banking has been based on two modern Islamic revival
movements: no revivalist and modernist. The main purpose of establishing an Islamic
financial institution is to base all aspects of the economic life of the Muslim community
based on the Qur'an and As-Sunnah (Adebayo, 2011). Islamic banking is a form of
existing national banking that bases its operations on Islamic (law), whose main business
is to provide credit and other services in payment traffic and money circulation that
operates on the principles of Islam (Ajagbe & Brimah, 2013).

The development of Islamic banking is based on Islamic economic principles.
Although it has long been a discourse among the public and Muslim and non-Muslim
scientists, establishing an Islamic banking institution commercially and formally has not
been long established (Rivai & Arifin, 2010). Besides applying Islamic law and exempting
transactions from the interest-free mechanism, another unique position of Islamic banks
compared to conventional banks is that they can carry out business activities that are
multi-finance and trading. This relates to the nature of Islamic banking transactions,
which are investment and sale and purchase, as well as the very variety of financings
that Islamic banks can carry out, such as financing with the principle of mutanagisah
(buying and selling), ijarah (leasing) or ijarah wa igtina (leasing), and others (Wardiah,
2013). With business activities based on Islamic principles based on the Qur'an and As-
Sunnah, by leaving maitsir, gharar, haram, and usury, Islamic banks are attractive to the
Indonesian people, the majority of whom are Muslims (Machmud & Rukmana, 2010).

Table 1
Financial Services Authority
Financial Services Authority Institution  Branch Offices Su(t;—ffbi::aelzch Cash Offices
Islamic Commercial Bank 14 478 1.199 198
Islamic Business Units 20 153 146 55
Islamic Rural Banks (SRB) 167 119 0 208
Total 201 750 1.345 461

Previous studies have stated that the financial performance reports of Islamic
Commercial Banks during the Covid-19 pandemic decreased due to financing customers
having difficulties in financing payments (Ichsan et al., 2021). As it is known that
financing in business is very influential on strengthening business capital, which will have
implications for the company's performance, especially on the accumulation of profits.
(Suseno et al., 2021). In this case, total assets are one indicator of the development of
Islamic banking, which determines the contribution of the Islamic banking industry to
national banking. In addition, total assets are also an indicator of bank size, where the
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small amount of total assets has an impact on the economic level of scale that can be
carried out by Islamic banks (Sari, 2020). Based on the Islamic Banking Statistics data,
although the total assets of Islamic banks increase every year, the growth of Islamic
banking assets has decreased. Total assets of Islamic banks banks in 2016 IDR 254.1
trillion, an increase of 119% compared to 2015 with total assets of IDR 213.4 trillion.
Whereas in 2017, the growth of the assets of Islamic banks was 113%, with total assets
of IDR 288 trillion. And in 2018, the growth of Islamic bank assets was not greater than
the previous year, which was 110% with total assets of IDR 316.6 Trillion (Panjaitan et al.,
2018).

The development of Islamic banking does not necessarily make Islamic banking
stronger and stronger and able to lead the market share of the national banking
industry. Especially in the era of digitalization, it requires the efforts of stakeholders of
Islamic financial institutions to build a digital technology-based strategic planning model
(Basrowi & Utami, 2020; Utami, 2019; Utami & Guzman, 2020) and also a resource
innovation model (Suseno et al., 2021). It is also essential to pay attention to the digital
behavior of the Muslim community (Abidin et al., 2020). For Islamic banking to increase
its market share, it needs to be supported by significant growth in assets, financial
literacy, and financial technology so that the benefits of Islamic banking can be obtained
more broadly (Basrowi et al., 2020). Recent studies show that an increase in two Islamic
financial indicators, namely third party funds and financing, is expected to increase the
total asset growth of Islamic banks because these indicators show the performance of
Islamic banking as an intermediary institution (Setiawan, 2020; Supriyatni, 2021).
However, the distribution of funds in the form of financing is inseparable from the
possibility of problematic financing called Non-Performing Financing (NPF) (Rahman &
Fatmawati, 2020; Sudiyatmoko, 2018).

By looking at the NPF ratio, it can be seen how much problem financing is
compared to all financing provided by Islamic Banks. If the NPF ratio increases, the
growth of Islamic bank assets can decrease (Buchory, 2017; Muksal, 2018). If the NPF in
Islamic banks is getting bigger, then the bank must provide a larger Provision for Earning
Asset Losses (PPAP) which in turn will aggravate the bank's financial position (Mutawali
et al., 2019). Financing problem that occurs in Islamic banks is not only caused by the
character of the customer or debtor; it can also be caused by economic conditions
(conditions of economic). One of the economic conditions that can affect the increase in
NPF is inflation.

In carrying out its role as an intermediary institution (intermediary) between
economic units that experience excess funds (surplus units) and other units that are
experiencing a lack of funds (deficit units), Islamic banks can use the Financing to Deposit
Ratio (FDR) as a benchmark performance (Yusuf & Surjaatmadja, 2018). FDR is used to
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determine the portion of third-party funds distributed for financing. The level of this
ratio indicates the bank's liquidity, so the higher the level of the FDR of a bank, the bank
is less liquid the bank that has a smaller ratio (Muhammad, 2005; Setiawan, 2020).

Based on the background above, the researcher considers the importance of
conducting research on the effect of FDR, NPF, and inflation on the growth of Islamic
bank assets, which aims to improve the performance of Islamic banks in Indonesia.

The novelty of this study lies in the disclosure of the dominant variables in the
financial statements based on previous research that can affect the development of
Islamic bank assets in Indonesia. Through this research, original factors can be found that
can affect the development of Islamic bank assets in Indonesia, namely the quality of
financing by always increasing its income reserves, which can affect the financial position
and assets of Islamic banks.

LITERATURE REVIEW
Islamic and Asset Bank

Islamic banks are financial institutions that function to facilitate economic
mechanisms in the real sector through business activities (investing, buying and selling,
or others) stated by Islamic values, both macro and micro (Ansari et al.,, 2012). The
macro values in question are justice, maslahah, the zakat system, free from interest, free
from non-productive speculative activities such as gambling (maysir), things that are
unclear and doubtful (gharar), and things that are corrupted or invalid (falsehood).
Meanwhile, the micro values that Islamic banking actors must possess are noble qualities
exemplified by the Prophet, namely shiddig, amanah, tabligh, and fathanah.

The functions and roles of Islamic banks, which are listed in the opening of
accounting standards issued by Accounting and Auditing Organization for Islamic
Financial Institution (AAOIFI), are as follows: 1) Investment managers; Islamic banks can
manage customer fund investment; 2) Investors; Islamic banks can invest the funds they
own as well as customer funds entrusted to them; and 3) Providers of financial services
and payment traffic; Islamic banks can carry out banking service activities as usual
(Vinnicombe, 2010).

Implementation of social activities; As an inherent feature of Islamic financial
entities, Islamic banks also have an obligation to issue and manage (collect, administer,
and distribute) zakat and other social funds. Total assets are an indicator of the
development of Islamic banking, which will determine the contribution of the Islamic
banking industry to national banking, which is also an indicator of bank size, where the
small number of total assets will have an impact on the small level of economies of scale
owned by the bank (Wahyuni & Azmi, 2019). The greater the assets owned by the
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company, the greater the size of the company. Company assets are in a balance sheet
position that reflects wealth and results from sales in various forms. In banking
companies, determining the company's size can be seen from the total assets owned
(Wahyuni & Azmi, 2019).

Commercial bank assets can be classified into four basic categories: 1) Assets in
cash; 2) Investments in Islamic securities and other investments; 3) Financing provided,
and 4) Investment in fixed assets (Eldomiaty et al., 2020).

Kartika et al. (2020) found that, there is an effect of FDR on profit sharing finance
of Islamic Banks in Indonesia. Ansari et al. (2012) also found that FDR had a significant
effect on Profitability in Islamic Banks. There is a significant effect between Loan to
Deposit Ratio (LDR) and Return on Assets (ROA) against Stock Price at Islamic
Commercial Bank in Indonesia (Rahayu et al., 2020). Saleem et al. (2021) found that DFR
made a very large contribution to Economic Growth (EG). To increase EG, FDR must be
increased as much as possible.

Financing to Deposit Ratio (FDR)

Islamic banking does not recognize credit (loan) in the distribution of the funds it
collects. Therefore, the activities of channeling funds carried out by Islamic banks are
more directed towards financing. Financing to Deposit Ratio (FDR) is a ratio or
comparison between financing provided by Islamic banks and third-party funds collected
by the bank (Amelia, 2015).

FDR is used to measure the extent to which financing funds come from third-
party funds (DPK) (Eldomiaty et al., 2020). This ratio indicates the level of liquidity of
Islamic banks, so the higher the number of Financing to Deposit Ratio (FDR) of a bank,
the bank is classified as less liquid a bank that has a smaller Financing to Deposit Ratio
(FDR). Liquidity risk that occurs in Islamic banks can reduce the assets of Islamic banks
due to additional costs to overcome liquidity risk (Rasyidin, 2016).

Hi: Financing to deposit ratio has a significant positive effect on asset growth

Inflation

In much literature, inflation is defined as a continuous increase in the general
prices of an economy (Setiawan, 2020). The effect of changes in inflation on the NPF is
that high inflation will cause a decrease in the real income of the community so that the
standard of living of the community also decreases. Before inflation, a debtor is still able
to pay his financing installments, but after inflation occurs, prices experience a high
enough increase, while the debtor's income does not increase, the debtor's ability to pay
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installments weakens because most or even all his income already used to meet
household needs as a result of rising prices (Mutamimah & Chasanah, 2012).

In their research, Del Negro et al. (2015) found that inflation will affect
the Financing to Deposit Ratio (FDR) and NPF. Likewise, Jalil and Rua (2016) explained
that inflation is very influential on the high and low Financing to Deposit Ratio (FDR) and
Non-Performing Financing (NPF). A similar study was also conducted by Zenou (2020)
who found that inflation will make FDR and NPF rise. To reduce FDR and NPF it is
necessary to keep inflation low. A somewhat different study was put forward by Kryeziu
and Durguti (2019) that inflation will greatly affect capital growth in banking companies
in the European Region. When inflation is high, capital growth will decrease. This applies
to the opposite condition.

H,: Inflation has a significant positive effect on financing to deposit ratio.
Hs: Inflation has a significant positive effect on non-performing financing
H,: Inflation has a significant positive effect on asset growth

Non Perfoming Financing (NPF)

Problematic financing means financing which in its implementation has not
reached or met the target desired by the bank, such as problematic principal returns or
profit-sharing; financing that has the possibility of risk arising in the future for the bank;
financing that is included in the special attention category, doubtful and non-performing
as well as the current category which has the potential for arrears in returns (Eldomiaty
et al., 2020).

Non-Performing Financing (NPF) is the ratio used to see how much problem
financing is compared to all financing provided by Islamic banks. If the non-performing
financing or non-performing loan (NPL) in conventional banks is getting bigger, then the
bank is required to provide a larger Provision for Earning Asset Losses (PPAP) which in
turn will worsen the bank's financial position (Wahyuni & Azmi, 2019).

The amount of NPF allowed by Bank Indonesia is a maximum of 5%. If it exceeds
5%, it will affect the assessment of the bank's soundness, which will reduce the score
obtained (Effendi et al., 2017). In addition, if the NPF increases, it will affect the
probability of Islamic banks because this ratio shows the ability of bank management to
manage non-performing financing provided by Islamic banks. The higher the Non-
Performing Financing (NPF) ratio, the worse the quality of bank financing, which causes
the amount of problem financing to increase (Fianto et al., 2019).

NPF affects assets negatively, meaning that any decrease in NPF will affect the
increase in Islamic banking assets because the smaller the value of NPF or bad credit in
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Islamic banking. then the distribution of funds to customers can be returned to the bank
so that the profit is produced or invested by the bank. When obtaining the profit-sharing
margin, the bank increases its assets (Syifa, 2018). NPF will have a major impact on the
growth of Indonesian Islamic Bank assets (Havidz & Setiawan, 2015). NPF had a
significant effect on the growth of Indonesian Islamic Bank assets (Syifa, 2018).

Hs: Non-performing financing has a significant positive effect on asset growth

RESEARCH METHODS

The research design uses a quantitative paradigm emphasizing theory testing
through measurement of research variables using statistical procedures. Quantitative
research uses a deductive approach that aims to test the proposed hypothesis
(Sugiyono, 2011). This research is basic research or basic research which aims to verify a
theory or concept. Basic research does not directly aim at finding solutions to specific
problems but to develop and expand the boundaries of science. This study will examine
the relationship between variables and make predictions based on correlation
(Jogiyanto, 2011).

This study examines the hypothesis that reveals the facts on the observed
phenomenon, namely analyzing the variables that affect the growth of total Islamic
banking assets. This research was conducted in all Islamic banks that have branch offices
in Serang and Cilegon cities along with all their supervisory work units, both sub-
branches, office units, and cash offices.

Cilegon and Serang were chosen because both locations are industrial areas, with
a majority Muslim community, so it would be better if Islamic banks could capture a
wider market share in these two cities. When the research was conducted in December
2018, respondents were employees of Islamic banks at Serang and Cilegon branch offices
with a minimum position of officer, and had worked for at least 1 year.

In this study, the number of samples that will be carried out is 94 people from a
population of 123 employees of Islamic Banks, Serang and Cilegon Branch Offices,
supervisory positions and above. The population that can be sampled is those who have
worked in the bank for at least 1 year and are willing to fill out the instrument without
any requirements. The sample selection in this study uses probability sampling in order
to all employees of Islamic Banks at the Cilegon and Serang Branch Offices and all
supervisory work units have the same opportunity to be selected as samples.

The operational definition of inflation is an increase in the general prices of an
economy continuously which will cause a decrease in the real income of the community
so that the standard of living of the community also decreases. The operational
definition of NPF is the ratio used to see how much non-performing financing is
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compared to all financing provided by Islamic banks. The operational definition of
Financing Deposit Ratio (FDR) is the comparison between the financing provided by
Islamic banks and third party funds collected by the bank. The definition of operational
total assets is one indicator of the development of Islamic banking that will determine
the contribution of the Islamic banking industry to national banking, which is also an
indicator of bank size, where a small total asset will have an impact on the level of small
economic scale owned by banks.

This operational definition is the basis for the preparation of research
instruments filled out by respondents. The instrument developed using a Likert scale
with 5 alternative answers. The instrument was tested on 30 respondents who were not
the research sample to determine the validity and reliability of the instrument. the
results of the analysis show that all items of the instrument are valid and reliable.

Data was obtained by using a survey method, by distributing questionnaires. The
scale used is a Likert scale with five alternative answers. The number of questions is 11
items, with details of four items of inflation variable, two items of FDR variable, three
items of NPF variable, and two items of total asset variable. The data obtained in the
form of interval data.

Data analysis in this study used the Partial Least Square (PLS) method ver.3.30.
This study aims to explain the relationship between extracts (Financing to Deposit Ratio,
Non-Performing Financing, Inflation, and Asset Growth) and understand the meaning of
the four constructs. The PLS method was chosen because the researcher intends to
analyze the contribution of each dimension and indicator. The choice of PLS was also due
to the fact that the researcher wanted to analyze the data in more detail, exceeding the
previous researchers who mostly used multiple regression analysis.

The evaluation of the model used in this study evaluated the Outer Model and
Inner Model. The outer model is a measurement model to assess the validity and
reliability of the model. In contrast, the Inner model is a structural model to predict the
causality relationship between latent variables.

The following is a structural model designed based on the variables and
indicators used in this study:

Published by University of Airlangga.
This is an open access article under the CC BY license (https://creativecommons.org/licenses/by-nc-sa/4.0/)




Jurnal Ekonomi dan Bisnis Islam, Vol. 7, No. 2, July - December 2021

FDR1 FDR2

INF1

FINANCING TO
DEPOSIT RATIO

INF2 PAT

INF3 PA2

INF4 Inflation Asset Growth

NGN
PERFORMING
FINANCING

NPFI NPF2 NPF3

Figure 1. Initial Structural Design Model
Source: Data processed, 2020
Note: FDR1 = Total Financing; FDR2 = Total Third-Party Funds; NPF1 = Total Substandard Financing; NPF2 =
Total Doubtful Financing; NPF3 = Total Loss Financing; INF1 = Consumption Price Index; INF2 = Cost of
Living Index; INF3 = Producer Price Index; INF4 = Commodity Price Index; PA1 = Total Fixed Assets; PA2 =
Total Current Assets

RESULT AND ANALYSIS

Based on the above model, analysis of research data through a questionnaire
obtained the following results:

FDR1 FDR2
0914 0934
0.189
INF1 - 0434 FINANCINGTO 0.390
- 0924 DEPOSIT RATIO
-~
kgg FOTI PA1
042 0.935
INF3 0.956 NPE o
INF4 Inflation el oM
Asset Growth
0.844 0.920 0.939
NPF1 NPF2 NPF3

Figure 2. PLS Analysis of Initial Model Algorithm
Source: Data processed, 2020
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Convergent Validity

Convergent validity test for reflective indicators can be seen from the loading
factor value for each construct indicator. By the Rule of Thumb, the loading factor value
is usually used to assess the convergent validity of> 0.70, and the average variance
extracted (AVE) value must be greater than 0.5. The following results from testing the
data in this study regarding the convergent validity and average variance extracted
(AVE). There are no indicators that result in a loading factor below 0.70. The following
shows the results of the calculation of primary data with the loading factor value of each
indicator in a table below:

Table 2
Outer Loading value

Flnanc'lng T.O Non—.Perfo.rmmg Inflation Asset Growth

Deposit Ratio Financing
FDR1 0.914
FDR2 0.934
NPF1 0.844
NPF2 0.920
NPF3 0.939
INF1 0.924
INF2 0.899
INF3 0.942
INF4 0.956
PA1 0.941
PA2 0.935

Source: Data Processed, 2020

After knowing the loading factor value, the next step is to know the value of the average
variance extracted (AVE) with a standardized value of more than 0.5. The following are
the results of the processed data in this study. From the result, it can be seen that the
value obtained from the average variance extracted (AVE) has met the Rule of Thumb

criteria, which is above 0.50.
Table 3
Average Variance Extracted (AVE) Value
Average Variance Extracted

Financing to Deposit Ratio 0.854
Non-Perfoming Financing 0.814
Inflation 0.866
Asset Growth 0.880

Source: Data Processed, 2020
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Discriminant Validity

Further discriminant validity relates to the principle that different constructs
should not be highly correlated. The rule of thumb commonly used to assess
discriminant validity is the value of cross loading greater than 0.70 in a study. The
following is a table of the results of testing the discriminant validity in this area, which it
appears that a cross-loading value is greater than 0.70. Based on the result, the

indicators meet the predetermined criteria.

Table 4
Cross Loading Value

;;n::scilnsa-[; Inflation Nor;:-il:]:f;;ngwmg Asset Growth
FDR1 0.914 0.330 0.333 0.520
FDR2 0.934 0.465 0.386 0.521
INF1 0.423 0.924 0.241 0.233
INF2 0.349 0.899 0.198 0.149
INF3 0.403 0.942 0.154 0.223
INF4 0.435 0.956 0.153 0.171
NPF1 0.336 0.176 0.844 0.435
NPF2 0.395 0.153 0.920 0.667
NPF3 0.326 0.218 0.939 0.628
PA1 0.518 0.212 0.643 0.941
PA2 0.539 0.182 0.582 0.935

Source: Data Processed, 2020

Reliability

Reliability test is intended to prove the instrument's accuracy, consistency, and
accuracy in measuring constructs. In this study, to measure reliability using the
measurement of Composite Reliability and Cronbach's Alpha with the Rule of Thumb
value commonly used for research is greater than 0.7. Following are the results of the
calculation of the data in this study are presented below.

Table 5
Cronbach's Alphadan Composite Reliability Value
Cronbach's Alpha Composite Reliability
Financing To Deposit Ratio 0.829 0.921
Non Performing Financing 0.887 0.929
Inflation 0.948 0.963
Asset Growth 0.864 0.936

Source: Data Processed, 2020

From Table 5, the value of composite reliability for each variable is more than 0.7,
while from Cronbach's Alpha, there are variables that still get a value below 0.7, so it can
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be concluded that the variables used do not have a good level of accuracy and
consistency and the accuracy of the instruments used in this study.

Due to the outer loading test results, the model is still not fit because there are
still indicators whose loading factor is below 0.7, the value of cross-loading indicators
leading to latent variables is still low, and the Cronbach's alpha value is below 0.7. Based
on these results, there are several indicators of the aforementioned variables that must
be removed in the first model offered.

Evaluation of the Structural Model (Inner Model)

Evaluation, The structural model in PLS is evaluated through a bootstrapping
procedure. From the analysis of the bootstrapping procedure, the R-Squares value for
each endogenous latent variable is the predictive strength of the structural model and
the path coefficient to see the results of the significance of the influence of the variables
in this study. Changes in the value of R-Squares can be used to explain the effect of
exogenous/free latent variables on endogenous/bound latent variables whether they
have a substantive effect, while the t-statistics value on the path coefficient is to
determine the results of research on the hypothesis proposed in this study. The
following are the bootstrapping test results. The second model uses an image display as
below, showing that there are several values in the path coefficient less than 1.96, which
indicates that the significance of the effect is still week.
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FDR1 FDR2
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(e “ 5039 FINANCINGTO 2818
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NP2 2800
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O—0O—COieno 3.767
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ok | Inflation | : \ Asset Growth
0—0—0
14.562 57.557 56.371
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Figure 3. Bootstrapping Output Results
Source: Data Processed, 2020

R-Squares Value
The R-Squares value shows the strength of a structural model for each
endogenous/dependent variable and exogenous/independent variable. The value of the

R-Square for the variable:

1. The FDR is 0.189, which means that the influence of inflation on the financing to
deposit ratio is 18.9%, so it can be interpreted that the financing to deposit ratio
variable, which the inflation variable can explain is 18.9%. In comparison, 81.1% is
explained by other variables outside the one under study.

2. NPF is 0.041, which means that the influence of inflation on non-performing
financing is 4.1%, so it can be interpreted that the NPF variable, which the Inflation
variable can explain, is 4.1%. In comparison, 95.9% is explained by other variables
outside the one under study.

3. Asset growth is 0.542, which means that the magnitude of the influence of inflation
on asset growth is 54.2%, so it can be interpreted that the asset growth variable
which the inflation variable can explain is 54.2% while other variables outside the
one understudy explain 45.8%.
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Hypothesis Testing
The path coefficient value shows significance in hypothesis testing with a t-
Statistic value above 1.96 for the hypothesis at 5 percent alpha. The following is the

coefficient value of the second measurement model.

Table 6
Coefficient Value (Original Sample), Standard Error, and t-Statistics

Original Sample Standard t-Statistics P Values Sign. Degree

Sample Mean Deviation (|O/STDEV]|)
(0) (M) (STDEV)
FDR -> Asset Growth 0.390 0.405 0.138 2.818 0.005 Significant
Inflation -> FDR 0.434 0.442 0.086 5.039 0.000 Significant
Inflation -> NPF 0,201 0.209 0.119 1.699 0.090 Insignificant
Inflation -> Financing Loss -0.062 -0.065 0.067 0.928 0.354 Insignificant
NPF -> Asset Growth 0.514 0.497 0.136 3.767 0.000 Significant

Source: Data Processed, 2020

From Table 6 above, it can be seen the significance of the model proposed
through the hypothesis in this study. Based on the results of the hypotheses that have
been stated above, the researcher will discuss by comparing the results of these
hypotheses with previous research journals.

Effect of Financing to Deposit Ratio on Asset Growth

The first hypothesis in the study says, FDR has a significant positive effect on
Asset Grow. The coefficient value of the influence of financing to deposit ratio on asset
growth is 0.390, which means that the financing to deposit ratio has a positive effect,
while the t-statistical value is 2.818, where this value is greater than t-table 1.96 so that
the hypothesis is accepted, which means that the financing to deposit ratio is significant.
Has a positive effect on asset growth. The index value also evidences this. The index
value of the financing to deposit ratio indicator, namely financing and third-party funds,
is 0.80, directly proportional to the value of the asset growth index with the indicator for
current assets fixed assets of 0.78. This index shows the effect of financing to deposit
ratio on asset growth.

By looking at the coefficient of the influence of financing to deposit ratio on asset
growth of 0.390, which means that the financing to deposit ratio has a positive effect
and the t-statistical value is 2.818 where this value is greater than t-table 1.96, the result
means that the hypothesis is accepted, which is the financing to deposit ratio has a
significant positive effect on asset growth. This is also supported by the results of the
average index for the financing to deposit ratio, which is 0.80, which means that the
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respondent has a high-intensity response to the financing to deposit ratio variable from
the respondents.

The results mentioned above have the same results with research conducted by
Wahyuni and Azmi (2019), showing that non-performing financing has a positive effect
on asset growth, NPF, FDR, and ROA simultaneously have a significant effect on the
growth of Islamic Bank assets. The adjusted R Square value of 0.397143 shows that all
independent variables NPF, FDR, and ROA can simultaneously explain the dependent
variable (growth of Islamic bank assets) of 39.71%. In comparison, the remaining 62.29%
is explained by other variables outside the variables studied.

Hypothesis testing 1 (one) accepts that the higher the financing to deposit ratio,
which is the ratio between third party funds collected and funds channeled in the form
of financing, the higher the asset growth.

The main banking activities are collecting funds and channeling them back to the
public or intermediary institutions from communities with excess funds to people who
need funds. According to the contract scheme used, Islamic banks get profits or profits in
the margin, ujrah, or profit-sharing ratio for the financing provided to the public. Funds
provided in the form of financing come from funds collected from third parties; when
the ratio between the funds raised and the funds channeled is small, then the profit or
profit generated by the Islamic bank is small, Islamic banks cannot expand their
financing. Given the limited funds to be distributed. The results showed that the
financing to deposit ratio influenced asset growth. The higher the financing to deposit
ratio, the higher the asset growth.

Effect Of Inflation on Financing to Deposit Ratio

The second hypothesis of this research is inflation has a significant positive effect
on FDR. The value of the inflation coefficient on financing to deposit ratio is 0.434, which
means that inflation has a positive effect, while the t-statistical value is 5.039 where this
value is greater than t-table 1.96 so that the hypothesis is accepted, which means that
inflation has a significant positive effect on the financing to deposit ratio. The index value
for each variable, inflation, and financing to deposit ratio, was equally high, namely, 0.69
and 0.80. So that the index figures show that inflation affects the financing to deposit
ratio.

By looking at the coefficient of the influence of non-performing financing on
asset growth of 0.514, which means that non-performing financing has a positive effect
and the t-statistical value is 3,767, where this value is greater than t-table 1.96, it means
that the hypothesis is accepted, which means nonperforming financing significantly to
asset growth. These results are by the results of research by Sudiyatmoko (2018), which
stated that non-performing financing has a significant effect on asset growth.
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Based on the test results, it can be seen that the adjusted R-square is 0.353352 or
35.3%. This means that 35.3% of the dependent variable. Asset growth can be explained
significantly by variations in the independent variable. The independent variables are
third party funds, FDR, NPF, while the remaining 64.7% (100% - 35.3%) is explained by
other variables outside the regression model in this research. Based on the results of the
multiple regression analysis tests, it shows that the effect of third party funds, FDR, and
NPF as a whole has a significant effect on the growth of Islamic banking assets.

Hypothesis 2 (two) states that the higher the inflation rate, the higher the ratio
between third-party funds collected and funds channeled in the form of financing or
what is known as the financing to deposit ratio.

The public's financial condition affects the volume of third-party funds at the
bank. When the consumer price index, cost of living index, producer price index, and
commodity price index are high, then the funds raised in the bank will decrease because,
in this position, people need cash to meet their daily needs. When people withdraw their
funds from the bank, at that time, the bank's financing to deposit ratio will decrease. The
results showed that inflation affects the financing to deposit ratio with a reversing effect;
the higher the inflation, the lower the financing to deposit ratio.

Effect of Inflation on Non-Performing Financing

The third hypothesis of this study states, inflation has a significant positive effect
on NPF. The coefficient value of the influence of inflation on non-performing financing is
0.201, which means that inflation has a positive effect, while the t-statistical value is
0.090, where this value is smaller than t-table 1.96, so the hypothesis is rejected, which
means that inflation is not significant for non-performing financing.

By looking at the coefficient value of the effect of inflation on asset growth of -
0.062, which means that inflation has no positive influence and the t-statistical value is
0.928 where this value is smaller than t-table 1.96, so the hypothesis is rejected, which
means that inflation has no positive effect on asset growth. It is concluded that inflation
has a positive and significant effect on the financing to deposit ratio (FDR) (Ichsan et al.,
2021). The financing to deposit ratio is significant for asset growth with a coefficient
value of 0.390 and a t-statistic of 2.818. The results of this study are in accordance with
the findings of Wahyuni and Azmi (2019) which said that inflation has a significant effect
on NPF.

The rejection of the empirical test of hypothesis 3 (three) states that the higher
the inflation rate, the higher the non-performing financing. The rejection of the
hypothesis shows that an increase in inflation has no impact on financing quality.
Customers can still fulfill their obligations in paying installments even though inflation
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has increased; this is because the company where the customer works has adjusted
employees' take-home pay as inflation increases. In addition, the bank has also prepared
a relaxation scheme for customer installments, both rescheduling and restructuring, so
that the quality of financing is maintained despite rising inflation. Thus, inflation does
not affect non-performing financing.

Effect of Inflation on Asset Growth

The fourth hypothesis in this study states, inflation has a significant positive
effect on Asset Growth. The coefficient value of the influence of inflation on asset
growth is -0.062, which means that inflation does not have a positive effect, while the t-
statistical value is 0.928, where this value is smaller than t-table 1.96 so that the
hypothesis is rejected, which means that inflation is not significant to asset growth.

The empirical test conducted has rejected hypothesis 4 (four), which states that
the higher the inflation rate, the higher the asset growth. The rejection of the hypothesis
shows that the increase in inflation requires the public to be available for cash. Thus the
funds collected at the bank will decrease, and this will affect the decrease in the ratio of
financing and funds collected. When the funds collected are reduced, the financing that
can be distributed will also decrease. This decrease in financing resulted in a decrease in
bank income and also asset growth.

The results of this study are in accordance with research which found that there
is no effect between inflation and asset growth. Despite high inflation, asset growth
remains high (Eldomiaty et al., 2020).

The Effect of Non-Performing Financing on Asset Growth

The fifth hypothesis in this study states that the NPF has a significant positive
effect on asset growth. The coefficient value of the influence of non-performing
financing on asset growth is 0.514, which means that non-performing financing has a
positive effect, while the t-statistical value is 3.767 where this value is greater than t-
table 1.96 so that the hypothesis is accepted, which means that non-performing
financing has a significant positive effect on asset growth. The index for the variable non-
performing financing and asset growth shows the numbers 0.76 and 0.78 so that the
index figures show the effect of non-performing financing on asset growth.

The empirical test of hypothesis 5 (five) states that the higher the non-
performing financing, the higher the asset growth. After channeling financing to debtors,
banks must maintain the quality of financing in a current position. Because for financing
disbursed, the bank must reserve the bank's income by the quality of the financing or
what is commonly known as collectability. The worse the quality of financing, the greater
the collectability and the higher the bank's income that must be reserved. Thus, non-
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performing financing has an effect on asset growth with a reverse effect. In a sense, the
higher the non-performing financing, the lower the asset growth, and vice versa, the
lower the non-performing financing, the higher the asset growth.

The research results have answered the research problem that produces
variables that can affect the growth of Islamic bank assets to affect the increase in asset
growth of Islamic banks. The higher the financing channeled, the higher the profit will be
obtained by Islamic banks. In channeling financing, Islamic banks need third-party funds
and maintain the ratio between channeled financing and funds collected at 100%. The
higher the third-party funds collected will make it easier for Islamic banks to expand in
channeling financing. After distributing financing, Islamic banks must maintain the
repayment rate always to remain 100% intact when the repayment rate is far below
100%. Islamic banks must be willing to reserve their income, even for non-performing
financing; Islamic banks must be willing to reserve their income equal to 100% of the
outstanding value. This certainly affects the growth of Islamic bank assets. Apart from
the internal process factors in Islamic banks, asset growth can also be influenced by
external factors, including inflation. The high price index condition causes the public to
withdraw funds from Islamic banks to meet their daily needs. Thus, the funds collected
will be reduced, which is also followed by channeled financing. When financing
disbursed decreases, the income of Islamic banks will also decrease. This certainly affects
the growth of Islamic bank assets.

Islamic banks need to channel funds to the public because through this process,
Islamic banks will get profits, both in the margin, ujrah, and profit-sharing. to distribute
funds to the public in the financing, the bank must first collect public funds. How can you
distribute funds if Islamic banks do not collect funds from the public? Islamic banks must
pay attention to the ratio between the funds channeled and the funds raised or what is
called the FDR.

CONCLUSION

Based on the research results, financing to deposit ratio and nonperforming
financing are important constructs in improving the performance of Islamic banks in
terms of increasing the growth of assets of Islamic banks. The findings of this study
indicate that the ones that have the biggest influence in increasing the growth of Islamic
bank assets are financing to deposit ratios and nonperforming financing. The policy
implications of this finding can be made based on the theory that has been developed.
Islamic banks will be able to get a lot of profits, when Islamic banks are able to channel
financing to the maximum, the condition is that Islamic banks must have sufficient third-
party funds. The quality of funds that have been distributed to customers in the form of
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financing must be maintained. The point is not to let customers who have received the
financing facility neglect their obligations in paying installments. Because if a customer is
in arrears, let alone not paying installments, the non-performing financing rate will
increase. This study only includes 94 respondents, and only examines the city of Cilegon
and Serang, which should be able to expand its coverage area, as well as the number of
research samples, so that the generalization area can be wider.
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