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Abstract

Research Originality: The stability of banking institutions is
crucial for the overall financial health of a country. The originality
of this paper lies in its innovative use of quantile regression analysis
to provide a nuanced understanding of the factors influencing
bank stability, particularly in the Indonesian context.

Research Objectives: This research identifies factors influencing
bank stability in Islamic and conventional banks in Indonesia.

Research Methods: Utilizing quantile regression analysis to
measure the impact of various factors at different quantiles,
addressing the existing mixed findings in the literature. This
study utilizes 15 years of data, encompassing 61 observations
for Islamic banks and 779 observations for conventional banks
in Indonesia.

Empirical Results: The study identifies impaired loans as the
primary determinant of bank stability in Indonesia, with a
notably greater impact on conventional banks compared to
Islamic banks. Notably, the upper quantile of Islamic banks
indicates a decline or a lesser impact on bank stability. The
paper additionally concludes that the stability of Islamic banks
in Indonesia is comparatively lower than conventional banks.

Implications: By offering insights into the different levels
of factors affecting bank stability, the study contributes to
the existing literature, sheds light on unique dynamics, and
highlights potential recommendations for enhancing bank
stability, especially in the context of non-performing loans.
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INTRODUCTION

The stability of banking institutions is a critical aspect of a country’s financial
systems, influencing economic growth and development. The vulnerability of the banking
industry to crises, such as the 2008 global financial crisis (Bourkhis & Nabi, 2013),
underscores the importance of ensuring the stability of banks. The aftermath of the global
financial crisis paved the way for the emergence of Islamic banks in response to the
need for alternative financial institutions with social objectives that direct funds towards
the real economy rather than the financial sector, as conventional banks do (Ghoniyah
& Hartono, 2020). Therefore, sustaining stability is a daunting task, particularly for
Islamic banks as a new entrant into the global market and the unique structure of
their financial instruments, which has become a concern for decision-makers (Al-Kayed
& Aliani, 2020; Scho et al., 2023).

There are several cases related to the unstable banking industry. From 1973-
1975, the occurrence of chaos in the banking sector was characterized by recession-
driven loan defaults (Estes, 2014). Then, the 2007-2008 subprime mortgage crisis
resulted in a liquidity shortage across various markets, subsequently prompting US
banks to engage in further risk-taking activities (Hussein, 2010). In a recent case in
2023, Silicon Vallsey Bank, the second largest bank that was financing the startup,
collapsed due to inflation; hence, investors panicked that the startup financed by the
bank might be unable to pay back the finance and then the depositor bailout in the
sale of its asset, so all banks involved in the financing will have to put money into

a fund to help pay for it

Furthermore, the Indonesian banking sector has faced various challenges, including
the Asian financial crisis and the global financial crisis, which have tested the resilience
and stability of both Islamic and conventional banks. One of the key challenges
facing Indonesian banks is the need to strike a balance between profitability and risk
management. As highlighted in studies by Kasri & Azzahra (2020), the loan-to-deposit
ratio proxy has been a key indicator of stability for banks in Indonesia. In addition,
according to a study by Fakhri et al. (2020), Islamic banking is vulnerable to external
factors such as inflation when COVID-19 hits. In 2021, the development of Islamic
banks fell by 7%. As the landscape of the financial industry continues to evolve, it is
essential for Indonesian banks to adapt and respond to these dynamic changes to ensure

their sustained success and stability.

Recent studies indicate that Islamic banks may have shown varying levels of
resilience compared to conventional banks during crises. For instance, Alqahtani & Mayes
(2018) found that Islamic banks suffered a significantly higher level of instability than
conventional banks in the long term, while Othman et al. (2023) argued that Islamic
banks offering equity financing tend to be more stable during crises. This highlights the
importance of bank equity capital in ensuring stability and resilience, as emphasized by
Tsai & Chen (2015) and Thakor (2014). Despite the challenges related to equity, recent
research by Goetz et al. (2021) has shown that financial institutions with greater equity
capital tend to exhibit enhanced resilience and stability in economic downturns. Since
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the issue of instability in banks matters due to banks carrying the risk, which can have
a significant impact on the financial system as intermediaries and Islamic banks play an
increasingly significant role in the financial industry, this study underscores the crucial

role of equity in determining the stability of both Islamic and conventional banks.

The stability of the bank is influenced by several factors. The factors influencing
stability are either macroeconomic or specific factors. Kabir et al. (2015) conducted a
study on bank stability and found that macroeconomic factors, such as inflation, are
significant determinants. Baselga-Pascual et al. (2015) additionally discovered a number
of determinants of bank stability in Europe, such as equity, non-deposit funding,
return on assets, bank size, industry level, GDP growth, inflation, and interest rates.
Several prior empirical studies have been conducted related to stability, such as those
examining advanced and emerging economies (Ali & Puah, 2019; Lepetit et al., 2013;
Sanya & Wolfe, 2011), customer deposits from households (Huang & Ratnovski,
2011), common equity (Maulana & Rusmita, 2019), which are factors that impact
the stability of banks. In the studies of Ali & Puah (2019) and Cihak & Hesse
(2010), banks have shown the impact of factors such as bank size on bank stability.
Then, the studies conducted by Ijaz et al. (2020), Khaled et al. (2021), and Nwafor
& Nwafor (2023) have all affirmed the significant impact of non-performing loans
on bank stability.

However, diversification’s effect on bank stability varies across studies. The study by
Shim (2019) investigated bank stability, that is influenced by loans and diversification. A
study conducted by Sheila & Abdul (2021) shows that Islamic and conventional depends
on diversification. On the contrary, Azmi et al. (2019) conducted in several developing
countries, such as Malaysia, Bangladesh, Brunei, Kuwait, Lebanon, Pakistan, Qatar, Saudi
Arabia, Tunisia, and the UAE, including Indonesia, and found that diversification has no
effect on bank stability. In line with the recent study by Khattak et al. (2021), which
explored the Islamic and conventional bank stability in Indonesia, it was found that
diversification has no impact on both banks. According to a study on bank stability
conducted by Seho et al. (2023), there is a noticeable distinction between Islamic and
conventional banking in terms of loan and financing diversification in the GCC region.
The study found that Islamic banks exhibited only moderate deterioration in stability
when the level of diversification was moderate, while conventional banking demonstrated
enhanced stability at a low level of diversification.

Since there are differences in research results based on regions and types of banking,
it is essential to investigate the issue further. Although the assets of Islamic banks in
Indonesia increase on an annual basis, there are still few studies in the literature regarding
bank stability in Indonesia. In addition, there are different results about bank stability,
primarily in Indonesia, and in the past few years, Indonesian banks have declined
in equity; this study focuses on Indonesian Islamic and conventional banks. Previous
studies have predominantly examined select factors and specific types of banks, such as
conventional or Islamic dual banking. However, gaining a comprehensive understanding

of the various factors that impact bank stability, whether macroeconomic or specific,
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is imperative for policymakers, regulators, and industry stakeholders to safeguard the
resilience of the banking sector. While many prior studies have utilized the Z-score as
a metric for assessing bank stability, this study deviates by focusing on total equity as
a crucial indicator of a bank's stability.

This study aims to explore the factors influencing bank stability, specifically in
Islamic and conventional banks in Indonesia. By analyzing the effects of factors such
as gross loans, non-performing loans, non-interest income, liquidity assets, common
equity, customer deposits, bank size, and inflation, this research intends to enhance
the understanding of bank stability in Indonesia. To the best of our understanding,
a Quantile Regression Model (QRM) has not been employed in while examining
bank stability specifically in Indonesian context. Therefore, by applying panel Quantile
Regression (QRM) and conducting a comprehensive analysis of determinants across
different quantiles, this study aims to provide new insights into the stability of Islamic

and conventional banks in Indonesia from 2005 to 2020.

METHODS

The data utilized in this study were obtained from multiple sources. Bank-specific
data for the period of 2005-2020 was obtained from the FitchConnect database, which
offers comprehensive insights into the financial statements of banks worldwide. In order
to achieve the objectives of our research, we applied three filters to the dataset, resulting
in our final selection of Indonesian banks. Our analysis included 840 data, with 61
from Islamic banks and 779 from conventional banks with a minimum of 15 years
data. Given the significant changes in the Islamic banking industry in 2021, this study
utilizes data from 2005 to 2020 to establish a reliable and consistent dataset for the

Quantile Regression analysis.

Our study utilizes the Quantile Regression Model (QRM), which demands non
linearity and a large amount of data, prompting us to focus exclusively on utilizing 15
years of data. Given that, as stated by Khan et al. (2022), the mainstream ordinary
least squares model only estimates based on the mean value. However, our objective is
to explore how different quantiles impact bank stability considering the mixed findings
in previous research that different levels of economic and bank size might be impacted

differently. Therefore, it is necessary to assess the impact across various quantiles.

There are several advantages to utilizing QRM. Incorporating insights from
Khattak et al. (2021), who highlight the benefits of quantile regression in understanding
variable impacts and reducing multicolinearity issues, we seek to contribute significantly
to the literature on bank stability in Islamic and conventional sectors. By comparing
methodologies, we aim to deepen our understanding of the relationship between variables
and equity levels in both types of banks, shedding light on potential high and low
equity scenarios. Moreover, the advantage of QRM lies in its freedom from distributional
assumptions, eliminating the need to assume the normality of residuals, as emphasized
by (Davino et al., 2014). The model used in this study is as follows:
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TEit= o+ Bl GLit + BZ NIIit + B3 LNLit + B4- ILit + B5 LAit + Bé LTAit + B7 LTCDlt +

B, LCE, + B, INF, + ¢ (1)
where
TE  : ratio of total equity divided to total asset

GL : gross loans

NII : non interest income
LNL : log of net loans
IL : impaired loans

LA : liquid assets

LTA : log of total assets

LTCD : log ot total customer deposits
LCE : log of common equity

INF : inflation

The present research endeavors to examine the factors that influence the stability
of Islamic and conventional banks in Indonesia, utilizing the Equity proxy as a measure.
The study takes into account both bank-specific and macroeconomic variables that may
have an effect. Bank-specific variables such as Loan and Diversification encompass Gross
Loan (GL), Non-Interest Operating Income (NII), and Net Loans (LNL). According
to Shim (2019), bank stability is affected by loans and diversification. Conversely, Seho
et al. (2023) discovered a negative correlation between loan and financing diversity and
Islamic bank stability. Impaired Loan (IL) has a significant impact on bank stability, as
indicated by Ijaz et al. (2020), Khaled et al. (2021), and Nwafor & Nwafor (2023).
Liquid Assets (LA) has a significant relationship to stability (Kurtoglu & Durusu-Ciftci,
2024). Total Assets (LTA) as a bank size measure has a significant effect on bank
stability, as highlighted by Ali & Puah (2019) and Cihak & Hesse (2010). Customer
Deposit (LTCD) also has a significant impact on stability (Huang & Ratnovski, 2011).
Common Equity (LCE) affects stability (Maulana & Rusmita, 2019). In addition, the
macroeconomic variable of inflation (INF) is utilized because a study by Kabir et al.
(2015) found that it has a significant impact on stability.

RESULT AND DISCUSSION

We first provide summary data to clarify differences among subgroups of stability
determinants. Table 1 presents descriptive statistics for every variable in this study. The
panels A, B, and C summarize the statistics for the full sample, Islamic banks, and
conventional banks, respectively. The selective statistic consists of total observations (Obs.),
Mean value, Standard Deviation (Std. dev.), Minimum (Min.), and Maximum (Max.)
In the table, Equity represents bank stability. GL denotes gross loans and NII denotes
non-interest income to measure loan and financing diversification. IL denotes impaired

loans, LA refer to liquid assets. LTA represents bank size through the log of total assets.
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LNL denotes the log of net loans; LTCD refers to total customer deposit, LCE denotes

to common equity, and INF denotes inflation.

In summary, panel A encompasses summary statistics for all 1,310 observations
across the full sample, with 99 observations categorized under panel B as Islamic banks
and 1,211 observations classified as conventional banks in panel C. The table shows that
Islamic banks in the sample are smaller and better capitalized, but more concentrated
in their distribution of financial characteristics compared to conventional banks. The
mean value for conventional banks is higher than Islamic banks for equity, which means
Islamic banks are less stable than conventional banks. However, when look at to the
gross loan mean value of Islamic banks higher than conventional banks the reason
might be influenced by various banks and years that indicated the minimum value of
conventional banks lower than Islamic banks in each variable. In addition, when look
at to the full sample, it can be concluded that impaired loans is the main drivers of
bank stability, followed by non-interest income, liquid assets, size, customer deposits,

net loans, inflation, common equity, and gross loans.

Table 1. Summary Statistics

Variable Equity GL NIl IL LA LTA LNL LTCD LCE INF

Panel A: Full Sample

Obs. 1,310 1,171 1,310 954 1,310 1,310 1,306 1,276 1,304 1,310
Mean 16.048 0.202 59.34 61.21 20.72 6.975 64578 6574 4933 5.654
Std. dev. 12.670 0.698 175.6 178.6 12.59 1.635 1.7151 1.878  1.524 2.537
Min -27.49 -0.990  -9.557 0 0.4 1.328 -1.063  -9.539 -0.940 3.031
Max 100 14.288 1678.7  2700.1 84.34 11.48 10988 11.153 9501 13.11

Panel B: Islamic

Obs. 929 89 99 65 929 99 99 929 99 99

Mean 13.5007 0.3831 19.870 50.377 17.282 6.56737 6.1288 6.167 4443 4935
Std. dev. 777477 14761 31918 85353 79175 1.18845 1.2956 1535 0.987 1.738
Min 6.22 -0.304 -1.832 0.4426 087  3.20471 11252  0.782 2467 3.031
Max 56.53 12363 14499 55437 44.63 89969 8.5691 8880 6451 13.11

Panel C: Conventional

Obs. 1,211 1,082 1,211 889 1,211 1,211 1,207 1,177 1,205 1,211
Mean 16.2562 0.1867 62568 62.001 21.006 7.00822 6.4848 6.609 4972 5713
Std. dev. 129699 0.5888 182.07 183576 12.862 1.66204 1.7427  1.901 1553 2584
Min -27.49  -0.9900 -9.545 0 0.4 132751 -1.0629 -9.539 -0.939 3.031
Max 100 14.288 1678.7 2700.08 8434 114785 10988 11.153 9501 13.11

Next, we present a correlation matrix. The correlations facilitate the selection of an
explanatory set that illustrates the linear relationships between the key variables analyzed,
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as detailed in Table 2. As can be seen from Table 3, multicollinearity is not expected
to be an issue. Table 2 displays the correlation matrix, which represents the correlation
between dependent and independent variables. From the table, the most significant
factor in bank stability is gross loans, followed by liquid assets. The negative values
in non-interest income (r=-0.068), common equity (r=-0.0882), inflation (r=-0.1133),
impaired loans (r=-0.1166), size (r=-0.4124), net loans (r=-0.4275), and customer deposit
(r=-0.4894) indicate a weak correlation with bank stability, and larger banks have lower
equity ratios. Highly inter-correlated, such bank size (LTA), net loan (LNL), and customer
deposit (LTCD), which capture similar information on a bank scale. Inflation doesn
correlate much with the banking stability factors, except for a positive relationship with
liquidity assets (LA). In terms of modelling, the high multicollinearity between some
variables like NII, IL and the size metrics means they provide redundant information
and dont all need to be included together.

This section comprises three tables for the full sample, Islamic banks, and conventional
banks, presenting regression results on bank stability across four models: Ordinary Least
Squares regression (OLS), Q25 for Quantile regression at the 25" percentile, Q50 for
Quantile regression at 50" percentile, and Q75 for quantile regression at the 75
percentile. Each table presents a review of the influence of various independent factors such
as GL, NII, IL, LA, LTA, LNL, LTCD, LCE, and inflation on the stability of Indonesia,
utilizing annual data from 2015 to 2020. Additionally, to address autocorrelation, the

variables have been regressed using logarithmic transformations.

Table 2. Correlation Matrix

Equity GL NIl IL LA LTA LNL LTCD LCE INF
Equity 1
GL 0.103 1
NII -0.068 -0.0294 1
IL -0.1166  -0.0447 0.7787 1
LA 0.0145 0.0616  -0.0528 -0.0757 1
LTA -0.4124  -0.0859 0.5426 0.5779 -0.1623 1
LNL -0.4275  -0.0712 0.5187 0.5556  -0.2649 0.9808 1

LTCD -0.4894  -0.0649  0.4918 05368 -0.2046 09121 0.9438 1
LCE -0.0882  -0.0587  0.5437 0.5576  -0.2204 09114 0.8996 0.809 1

INF -0.1133 0.0719 -0.062 -0.0072 03259 -0.1282 -0.142 -0.091 -0.1951 1

As shown in Table 3 for the full sample, the adjusted R* value for the model
is 70.7%. 'This finding implies that the independent variables employed in this study
possess the capability to explain 70.7% of the variation observed in the dependent
variable, which is stability banks. The impaired loan variable consistently exhibits

a positive and significant impact in all models, contributing to enhanced stability
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across different performance levels with a relatively consistent effect size. On the other
hand, liquid assets (LA) show a minor negative effect, with significance observed for
median stability at Q50, suggesting a potential mild decrease in stability in certain
scenarios. Generally, the inclusion of diversification variables such as non-interest
income, impaired loans, and liquid assets has a notable impact on stability or equity.
Conversely, variables like total assets, net loans, customer deposits, and common equity

do not show significance.

Table 3. The Baseline Quantile Results of Full sample, Islamic Banks and Conventional Banks

(1 (2) (3) (4)

OoLS Q25 Q50 Q75

GL 0.7313" 0.1793™ 0.1200 0.1880
[0.299] [0.063] [0.153] [0.528]
NIl 0.0028 0.0003 -0.0008 0.0001
[0.002] [0.000] [0.001] [0.003]
IL 0.0042™ 0.0011™ 0.0030™ 0.0056"
[0.002] [0.000] [0.001] [0.003]
LA 0.0163 -0.0053 -0.0390™ -0.0459
[0.020] [0.004] [0.010] [0.035]
LTA -7.8883™ -11.5758™ -9.0674™ -1.9949
[0.776] [0.163] [0.396] [1.368]

LNL -1.9149” -0.8834™ -3.6085™ -6.3427"
[0.902] [0.190] [0.460] [1.590]

LTCD -1.9083™ -0.2300™ -0.4353" -4.7309™
[0.333] [0.070] [0.170] [0.588]

LCE 10.1431™ 12.6429™ 12.7886™ 12.0615™
[0.303] [0.064] [0.155] [0.534]
INF -0.1786™ 0.0143 0.0073 -0.0093
[0.070] [0.015] [0.036] [0.124]

Constant 45.4498™ 38.7664™ 41.0761™ 43.4533™
[1.151] [0.242] [0.588] [2.030]

Observations 840 840 840 840
R? 0.710
Adjusted R? 0.707

Pseudo R? 0.667 0.613 0.572

standard error are in parantheses
"p<0.1,"p<0.05" p<0.01

In the quantile regression analysis, the influential determinants vary from minor to
major effects across the 25th to 75th percentiles. Inflation is deemed insignificant at the
75th percentile due to its p-value exceeding 0.05, a trend also observed in the ordinary
least squares method. However, at the 25th and 50th percentiles, inflation exhibits a
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positive and significant relationship with stability. In order to conduct a thorough analysis
of the differences in stability between conventional and Islamic banks, we present the
outcomes of the Quantile Regression Model, which examines the sample of Islamic banks
displayed in Table 4 and 5 for conventional banks.

As shown in Table 4 for the Islamic banks sample, the adjusted R? value for the
OLS model is 95.9%. This indicates that the model is a strong fit for the data and that
the independent variables have a substantial influence on the dependent variable. On the
other hand, the Pseudo-R? values for the quantile regression indicate a good fit across
the distribution, with the best fit at the 75% percentile (0.831) and decreasing at lower
levels. The impaired loan (IL) variable shows a positive and significant impact, particularly
at the lower level of Q25, indicating improved stability among lower-performing banks.
The bank size, represented by LTA, exhibits a strong negative relationship with stability,
suggesting that higher asset risk diminishes stability. Net Loan (LNL) and Common
Equity show positive relationships, implying that increased lending and capital may

enhance stability in specific banking contexts.

Table 4. The Baseline Quantile Result of Islamic Banks Sample

(1 (2) (3) (4)

oLS Q25i Q50i Q75i

GL -0.0968 0.0248 0.0236 -0.1890
[0.106] [0.081] [0.126] [0.170]
NII -0.0055 -0.0084 0.0069 0.0117
[0.009] [0.007] [0.010] [0.014]
IL 0.0043" 0.0048" 0.0034 -0.0001
[0.002] [0.002] [0.003] [0.004]
LA 0.0199 0.0013 0.0129 0.0318
[0.025] [0.019] [0.029] [0.040]

LTA -20.1567™ -19.0383™ -20.0823™ -22.7881™
[2.270] [1.741] [2.697] [3.652]
LNL 3.6404™ 4.0768™ 4.4123" 4.2488
[1.813] [1.390] [2.153] [2.915]
LTCD -0.0469 -0.5523 0.5325 1.0404
[0.735] [0.563] [0.873] [1.181]

LCE 17.4791™ 16.0560™" 15.6150™ 18.4552™
[0.610] [0.468] [0.725] [0.982]
Inflation 0.1537 0.0614 0.0449 0.1950
[0.106] [0.081] [0.126] [0.170]

Constant 44.4825™ 44.0364™ 44.1000™ 47.0265™
[1.982] [1.520] [2.355] [3.188]

Observations 61 61 61 61
R? 0.965
Adjusted R? 0.959
Pseudo R? 0.798 0.806 0.831
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Table 5 displays the OLS model with an R2 of 0.709, suggesting that approximately
70.9% of the variability in the dependent variable is explained by the model. The
adjusted R? is closely aligned at 0.7006, indicating a good fit. In contrast to the Islamic
bank sample, the Pseudo-R* values for the quantile regressions demonstrate a good
fit, with the best fit observed at the 25th percentile (0.663) and a slight decrease at
higher percentiles. The impaired loan variable consistently shows a positive and significant
impact, except for the highest stability at Q75. Gross loans are not significant at most
quantiles, suggesting that their effect may not be consistent across the distribution of
the dependent variable. Liquid assets exhibit a negative and significant impact only at
Q50. Total Assets are negatively and significantly associated in OLS, Q25, and Q50,
indicating that an increase in total assets is generally associated with a decrease in the

dependent variable, which is equity.

Table 5. The Baseline Quantile Result of Conventional Bank Sample

(1) (2) (3) (4)

OoLSs Q25c¢ Q50c Q75c
GL 1.7646™ 0.0619 0.4254 0.2275
[0.484] [0.108] [0.278] [0.837]
NIl 0.0029 0.0005 -0.0006 0.0003
[0.002] [0.000] [0.001] [0.003]
IL 0.0044™ 0.0009™ 0.0028™ 0.0052
[0.002] [0.000] [0.001] [0.003]
LA 0.0026 -0.0075 -0.0427" -0.0494
[0.021] [0.005] [0.012] [0.036]
LTA -7.5123™ -11.4785™ -8.6742"™ -1.5659
[0.810] [0.181] [0.465] [1.402]
LNL -2.2554" -1.0233™ -4.0523™ -6.8226™
[0.946] [0.211] [0.543] [1.637]
LTCD -1.8328™ -0.1742™ -0.4086™ -4.6821™
[0.347] [0.077] [0.199] [0.600]
LCE 9.9362™ 12.6068™ 12.8058™ 12.0247™
[0.314] [0.070] [0.180] [0.543]
INF -0.1984™ 0.0037 -0.0045 -0.0377
[0.074] [0.016] [0.042] [0.127]
Constant 45.8547"" 38.9437™ 41.0920™ 43.7146™
[1.208] [0.269] [0.693] [2.090]
Observations 779 779 779 779
R? 0.709
Adjusted R? 0.706
Pseudo R? 0.663 0.606 0.565
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The tables highlight the importance of considering different models and quantiles
to fully understand the determinants of bank stability. Our study revealed no obvious
difference between Islamic and conventional banking systems in terms of the factors that
impact bank stability, namely non-interest income, impaired loans, and liquid assets. Sanya
& Wolfe (2011) state that non-interest income and diversification have an influence on
bank stability. In addition, Thakor (2014) argued that financial institutions with a large
amount of equity capital tend to provide greater loans, generate greater liquidity, and
demonstrate greater resilience during economic downturns. This findings, along with the
research conducted by Ijaz et al. (2020), Khaled et al. (2021), and Nwafor & Nwafor
(2023), highlight the impact of non-performing loans (NPL) on the occurence of banking
crises. They suggest that if not maintained properly, it might lead to a deterioration
in banks’ profitability and ultimately threaten stability due to their negative impact on
the real economy. As found in the study of Kurtoglu & Durusu-Ciftci (2024), NPL
is one of the factors with the highest causality with economic growth because of the
significance of managing NPLs effectively to maintain the stability and health of the
banking system (Desogus & Venturi, 2023).

Other factors, such as gross loans, size, net loans, customer deposits, and common
equity are not significant determinants of bank stability. This study rejects the customer
deposit variable stated by Qatawneh & Alqatawneh (2018) as important for banks.
Likewise, Cihak and Hesse (2010) stated that size is one of the factors that affect bank
stability. Additionally, this study differs from Chand et al. (2021) that conclude larger
banks tend to be more stable, as it specifically examines the small island economies
of Fiji. However, the consistent negative results for bank size in both quantile models
strengthen the robustness of the dependent variable, which is equity. This is in line
with Sidhu et al. (2022), indicating that larger banks may have a lower their dependent
variable, such as Net Interest Margin, which can affect bank stability.

The differences can only be seen on the inflation variable, which in the full
sample and Islamic bank, inflation in quantiles 25 and 50 had a positively significant
effect, but in conventional regression results in quantile 50, the results were negative.
It can be inferred that Islamic banks are more sensitive to the influence of inflation as
an external factor than conventional banks, which are affected at a specific level. The
liquid assets of conventional banks show a negative effect on each quantile and decline,
but are positive and significant in OLS. Contradict with Islamic bank liquidity, which
shows increasing from quantile 25 to 75. Noninterest for Islamic banks is increasing from
negative at quantile 25 to positive at higher levels. As opposed to conventional banks,
they tend to fluctuate, which in quantile 50 has a negative effect, then increases again
in quantile 75, but the strong effect located in quantile 25 and OLS noninterest income
has a negative effect. When looking at the entire sample at quantile 50, noninterest has
a negative effect, and liquidity assets at each quantile which is influenced by the large
number of conventional banks. Impaired loans for Islamic banking are dropping down
at a higher level, contrary to conventional banks, which are experiencing an increase at a
higher level. This shows that impaired loans have a very important role for Islamic and
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conventional banks. As Messai & Jouini (2013) said, impaired loans become the main
driver in the cause of bank stability, which will affect bank crises because banks have the
risk of loan problems before bankruptcy. As for Islamic banks, not only impaired loans
are important but also liquid assets are important, according to Fakhri & Darmawan
(2020). This is supported by Diamond & Kashyap (2016) and Lu & Wang (2023),
who note that banks need to hold more liquid assets and manage off-balance sheet items
can effectively reduce banks systematic risk since bank hold depositors’ liquidity needs.

In the context of macroeconomics, particularly in Islamic banking, the OLS analysis
reveals a positive but not significant relationship with inflation, whereas in conventional
banking, the relationship is negative and significant at the 1% level. Islamic banks
exhibit consistent yet insignificant positive results across quantiles 25, 50, and 75, while
conventional banks show varying results with insignificantly negative impacts across the
same quantiles. This inconsistency in quantile regression models indicates that the effect of
inflation on bank stability may vary depending on the distribution of stability. This study
also contradicts the findings of Igbal et al. (2024), who reported a negative impact on
the stability of Islamic banks in Asia, as well as Setyawati et al. (2022), who identified
a similar negative impact on the stability of an Islamic bank in Indonesia. Furthermore,
this study also contradicts the findings of Lestari et al. (2023), who reported a significant
positive impact of inflation on bank stability in ASEAN countries. In contrast, our
study, based on a full sample, reveals a negative relationship between inflation and bank
stability. This implies that, in our analysis, higher levels of inflation in full sample are

associated with a decrease in the stability of banks.

CONCLUSION

The present research delves into the factors that influence the stability of banks
in Indonesia, specifically in terms of equity, for both Islamic and conventional banks.
The result shows impaired loans have become the main driver of bank stability, both
Islamic and conventional, in Indonesia due to the bear risk, especially in loans and
financing. Impaired loans are more significant to conventional banking than Islamic
banks because the higher quantile of Islamic banks shows a decline or less significance to
bank stability. The estimation of noninterest income as a diversification measurement is
stronger in conventional banks than in Islamic banks in Indonesia. Surprisingly, this study
found that Islamic banks also consider liquid assets to maintain their stability. Liquidity
assets positively impact Islamic banks, and their impact is increased at higher quantiles.
Indirectly, it can be concluded that Islamic banks still earn less than conventional. The
analysis using QRM indicates that the impact of various determinants on bank stability

is not uniform across the distribution.

Generally, the findings suggest noninterest income as diversification, impaired loan,
and liquidity assets are the main factors in determining banks' stability. This study suggests
that both Islamic and conventional banks in Indonesia, to increase their stability, need to

pay attention to impaired loans; Islamic banks also must raise awareness of diversification,
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and conventional banks must also pay attention to their liquidity assets. Regulators
could consider quantile-based regulation, where banks are assessed and regulated based
on their position in the stability distribution. This approach can help in identifying
banks that are more vulnerable and implementing targeted interventions. The variation
in the impact of determinants across quantiles underscores the importance of robust
risk management practices that are adaptable to the bank’s specific stability level. Banks
should be encouraged to develop risk management strategies that address the unique
risks faced by banks at different stability levels. This study has essential contributions
to academia, especially in bank stability literature, since this topic has a gap in the

literature and noncomprehensive.

REFERENCES

Al-Kayed, L. T., & Aliani, K. C. (2020). Effects of Focus versus Diversification on Bank
Risk and Return: Evidence from Islamic Banks' Loan Portfolios. journal of Islamic
Accounting and Business Research, 11(9), 2155-2168.

Ali, M., & Puah, C. H. (2019). The Internal Determinants of Bank Profitability and
Stability. Management Research Review, 42(1), 49-67.

Algahtani, E, & Mayes, D. G. (2018). Financial Stability of Islamic Banking and the
Global Financial Crisis: Evidence from the Gulf Cooperation Council. Economic

Systems, 42(2), 346-360.
Azmi, W., Ali, M., Arshad, S., & Rizvi, S. A. R. (2019). Intricacies of Competition,

Stability, and Diversification: Evidence from Dual Banking Economies. Economic
Modelling, 83, 111-126. https://doi.org/10.1016/j.econmod.2019.02.002.

Baselga-Pascual, L., Trujillo-Ponce, A., & Cardone-Riportella, C. (2015). Factors Influencing
Bank Risk in Europe: Evidence from the Financial Crisis. 7he North American Journal
of Economics and Finance, 34, 138-166.
Bourkhis, K., & Nabi, M. S. (2013). Islamic and Conventional Banks' Soundness During
the 2007-2008 Financial Crisis. Review of Financial Economics, 22, 68-77.
Chand, S. A., Kumar, R. R., & Stauvermann, P. J. (2021). Determinants of Bank Stability
in a Small Island Economy: A Study of Fiji. Accounting Research Journal, 34(1), 22-42.

Cihak, M., & Hesse, H. (2010). Islamic Banks and Financial Stability: An Empirical
Analysis. IMF Working Papers, 38, 95-113.

Davino, C., Furno, M., & Vistocco, D. (2014). Quantile Regression Theory and Applications.
New Jersey: John Wiley & Sons, Ltd.

Desogus, M., & Venturi, B. (2023). Stability and Bifurcations in Banks and Small
Enterprises—A Three-Dimensional Continuous-Time Dynamical System. Journal of
Risk and Financial Management, 16(3), 171. https://doi.org/10.3390/jrfm16030171.

Diamond, D. W., & Kashyap, A. K. (2016). Liquidity Requirements, Liquidity Choice, and
Financial Stability. In Taylor, J. B., & Uhlih, H. (Eds). Handbook of Macroeconomics,
Netherlands: Elsevier.

https://journal.uinjkt.ac.id/index.php/etikonomi 179
DOI: https://doi.org/10.15408/etk.v23i1.33879


https://journal.uinjkt.ac.id/index.php/etikonomi
https://doi.org/10.15408/etk.v23i1.33879

Shabeer Khan. Islamic and Conventional Banks Stability in Indonesia

Estes, K. (2014). Diversification and Community Bank Performance during a Financial
Crisis. International Journal of Finance & Banking Studies, 3, 1-40.

Fakhri, U., Anwar, S., Ismal, R., & Ascarya, A. (2020). Comparison of Sharia and
Conventional Banking Bankruptcy Rates in Indonesia. Zazkia Islamic Finance and
Business Review, 13, 125-141. https://doi.org/10.30993/titbr.v13i2.193.

Fakhri, U. N., & Darmawan, A. (2020). Comparison of Islamic and Conventional
Banking Financial Performance during the Covid-19 Period. International Journal
of Islamic Economics and Finance, 4, 19-40.

Ghoniyah, N., & Hartono, S. (2020). How Islamic and Conventional Bank in Indonesia
Contributing Sustainable Development Goals Achievement. Cogent Economics &
Finance, 8(1), 1856458. https://doi.org/10.1080/23322039.2020.1856458

Goetz, M., Laeven, L., & Levine, R. (2021). Do Bank Insiders Impede Equity Issuances?
NBER Working Paper No. 27442.

Huang, R., & Ratnovski, L. (2011). The Dark Side of Bank Wholesale Funding. Journal of
Financial Intermediation, 20(2), 248-263. https://doi.org/10.1016/j.j.2010.06.003.

Hussein, K. (2010). Bank-Level Stability Factors and Consumer Confidence — A Comparative
Study of Islamic and Conventional Banks' Product Mix. Journal of Financial Services
Marketing, 15, 259-270. https://doi.org/10.1057/fsm.2010.21.

ljaz, S., Hassan, A., Tarazi, A., & Fraz, A. (2020). Linking Bank Competition, Financial
Stability, and Economic Growth. Journal of Business Economics and Management,
21(1), 200-221. https://doi.org/10.3846/jbem.2020.11761.

Igbal, M., Hakim, L., & Aziz, M. A. (2024). Determinants of Islamic Bank Stability
in Asia. Journal of Islamic Accounting and Business Research, In-press.

Kabir, M., Worthington, A., & Gupta, R. (2015). Comparative Credit Risk in Islamic
and Conventional Bank. Pacific-Basin Finance Journal, 34, 327-353.

Kasri, R., & Azzahra, C. (2020). Determinants of Bank Stability in Indonesia. Signifikan:
Jurnal llmu Ekonomi, 9, 153-166. https://doi.org/10.15408/sjie.v9i2.15598.
Khaled, R. S. M., Ferdous, C. M. A., & Chowdhury, T. T. (2021). Nexus among
Bank Competition, Efficiency and Financial Stability: A Comprehensive Study in
Bangladesh. 7he Journal of Asian Finance, Economics and Business, 8(2), 317-328.

Khan, S., Aslan, H., Khan, U. A., & Bhatti, M. I. (2022). Are Islamic and Conventional
Banks Decoupled? Empirical Evidence from Turkey. International Journal of Emerging
Markets, In-press. https://doi.org/10.1108/I]JOEM-08-2022-1233.

Khattak, M. A., Abdul Hamid, B., Islam, M. U., & Ali, M. (2021). Competition,
Diversification, and Stability in the Indonesian Banking System. Bulletin of Monetary
Economics and Banking, 24(Special Issue), 59-88.

Kurtoglu, B., & Durusu-Ciftci, D. (2024). Identifying the Nexus between Financial
Stability and Economic Growth: the Role of Stability Indicators. Journal of Financial
Economic Policy, 16(2), 226-246. https://doi.org/10.1108/jfep-09-2023-0260.

180 https://journal.uinjkt.ac.id/index.php/etikonomi
DOI: https://doi.org/10.15408/etk.v23i1.33879


https://journal.uinjkt.ac.id/index.php/etikonomi
https://doi.org/10.15408/etk.v23i1.33879
https://doi.org/10.30993/tifbr.v13i2.193

Etikonomi
Volume 23(1), 2024: 167 - 182

Lepetit, L., Nys, E., Rous, P, & Tarazi, A. (2013). Bank Income Structure and Risk:
An Empirical Analysis of European Banks. journal of Banking ¢ Finance, 32,
1452-1467.

Lestari, D., Ma, S., & Jun, A. (2023). Enhancing Bank Stability from Diversification
and Digitalization Perspective in ASEAN. Studies in Economics and Finance, 40(4),
606-624. https://doi.org/10.1108/sef-12-2022-0554.

Lu, Y., & Wang, Y. (2023). Bank Liquidity Hoarding and Bank Systemic Risk: The
Moderating Effect of Economic Policy Uncertainty. Pacific-Basin Finance Journal,
82, 102189. https://doi.org/10.1016/j.pacfin.2023.102189.

Maulana, M., & Rusmita, S. (2019). Bank Fundamentals and Equity Financing in
Indonesia. International Journal of Innovation, Creativity and Change, 9, 197-216.

Messai, A., & Jouini, E (2013). Micro and Macro Determinants of Non-performing
Loans. International Journal of Economics and Financial Issues, 3, 852-860.

Noman, A. H. M., Gee, C. S., & Isa, C. R. (2017). Does competition improve financial
stability of the banking sector in ASEAN countries? An empirical analysis. PLOS
ONE, 12(5), e0176546. https://doi.org/10.1371/journal.pone.0176546

Nwafor, C. N., & Nwafor, O. Z. (2023). Determinants of Non-Performing Loans:
An Explainable Ensemble and Deep Neural Network Approach. Finance Research
Letters, 56. https://doi.org/10.1016/j.£r1.2023.104084.

Othman, N., Abdul-Majid, M., & Abdul-Rahman, A. (2023). Equity Financing and
Islamic bank stability: evidence from Malaysia and Indonesia. International Journal
of Islamic and Middle Eastern Finance and Management, 16(6), 1248-1268.

Qatawneh, S., & Algatawneh, O. (2018). Exploring the Use of Light and Colour to
Detract and Enhance the Plot of 3D Rendered Scenes. International Journal of
Innovation, Creativity and Change, 4, 74-94.

Sanya, S., & Wolfe, S. (2011). Can Banks in Emerging Economies Benefit from Revenue
Diversification? Journal of Financial Services Research, 40, 79-101.

Seho, M., Shaiban, M. S. M., & Ghafoor, A. (2023). Loan and Financing Diversification
and Bank Stability in Dual-banking Systems. Finance Research Letters, 51, 103395.

Setyawati, 1., Molina, Muhani, Karyatun, S., Awaludin, D. T., & Wiweka, K. (2022). Stability
and Resilience of Islamic Banking System: A Closer Look at The Macroeconomic
Effects. Quality - Access to Success, 23(187).

Sheila, M. N., & Abdul, C. D. (2021). Loan Diversification, Market Concentration, and
Stability in the Indonesian Banking Industry. Proceedings of the Asia-Pacific Research
in Social Sciences and Humanities Universitas Indonesia Conference (APRISH 2019).

Shim, J. (2019). Loan Portfolio Diversification, Market Structure and Bank Stability.
Journal of Banking & Finance, 104, 103-115.

Sidhu, A. V., Rastogi, S., Gupte, R., & Bhimavarapu, V. M. (2022). Impact of Liquidity
Coverage Ratio on Performance of Select Indian Banks. Journal of Risk and Financial
Management, 15(5), 226. https://doi.org/10.3390/jrfm15050226.

https://journal.uinjkt.ac.id/index.php/etikonomi 181
DOI: https://doi.org/10.15408/etk.v23i1.33879


https://journal.uinjkt.ac.id/index.php/etikonomi
https://doi.org/10.15408/etk.v23i1.33879
https://doi.org/10.1371/journal.pone.0176546

Shabeer Khan. Islamic and Conventional Banks Stability in Indonesia

Thakor, A. (2014). Bank Capital and Financial Stability: An Economic Trade-Off or a
Faustian Bargain? Annual Review of Financial Economics, 6, 185-223.

Tsai, J.-Y., & Chen, S. (2015). How Does Equity Capital Cost Affect Bank Performance
during a Financial Crisis? Applied Economics, 47(42), 4459-4474.

182 https://journal.uinjkt.ac.id/index.php/etikonomi
DOI: https://doi.org/10.15408/etk.v23i1.33879


https://journal.uinjkt.ac.id/index.php/etikonomi
https://doi.org/10.15408/etk.v23i1.33879



