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INTRODUCTION nancing (NPF) financing consists of Substandard (KL),
Loss (M) and Doubtful (D) financing.

High financing growth is also accompanied by
deteriorating financing quality, which can be seen from
the higher NPF in Islamic banks than NPLs in conven-
tional banks. Quoted from the okezone.com news page
(2017) that the Financial Services Authority (OJK) sta-
tes if the financing ratio is the ratio of Non Performing
Finance / NPF) from Islamic banks is still relative higher
compared to conventional banks’ Non-Performance Lo-
ans (NPLs). Noted, from the fourth quarter of 2016 to
October 2017 the NPF value of Islamic banks was at
4.12%. This figure far exceeds the conventional bank
NPL of 2.96%. This can be seen in the following table:

Financing is a form of distribution of funds pro-
vided by Islamic banks to the public who need funds.
Asrori (2014) stated Islamic banks are Islamic financial
institutions, which were founded based on belief in Is-
lamic teachings and adherence to Islamic principles. In
financing at Islamic commercial banks, there is a risk of
financing, namely non-performing financing. Non Per-
forming Financing is a non-performing financing indi-
cator that needs to be considered because it is fluctuating
and uncertain, so it is important to observe with special
attention. NPF is one of the performance assessment
instruments of an Islamic bank which is an interpreta-
tion of the assessment of productive assets, especially

in the assessment of non-performing financing (Popita, Tablel. Comparison of NPF in Islamic Commercial

2013). ;
Non Performing Financing shows the ability of Banks anfl Conventional Ban#
bank management to manage non-performing financing Years Islamic Bank  Conventional Bank
provided by banks. The higher this ratio, the worse the NPF (%) NPL (%)
quality of bank loans which causes increased problem 2012 2.22 1.87
loans (Yulianto & Solikhah, 2016). Non-performing Fi- 2013 2.62 1.80
2014 4.95 2.04
2015 4.84 2.39
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The statistical data listed in table 1 is known that
the NPF value of Islamic banks is higher than conven-
tional bank NPLs from 2012 to 2017. The high value
of NPF in Islamic banks attracts the researchers to exa-
mine the factors that can affect Non Performing Finan-
cing (NPF) at Islamic commercial banks. The variables
examined in this study are inflation, Gross Domestic
Product (GDP), Operational Income Operating Cost
(BOPO), Financing to Deposit Ratio (FDR), and Capi-
tal Adequacy Ratio (CAR).

Previous research searches still show inconsis-
tent results for inflation, GDP, BOPO, FDR and CAR
variables in their effects on the NPF, so a research gap
is found. Yasin & Widiastuti (2014), Nasih (2013) and
Iriani & Yuliadi (2015) stated that inflation has a sig-
nificant positive effect on Non-Performing Financing
(NPF), whereas Firmansari & Suprayogi (2015) and
Effendi, Thiarany, & Nursyamsiah (2017) stated that
inflation has a significant negative effect on Non Perfor-
ming Financing (NPF). Meanwhile, Lidyah (2016)Biaya
Operasional Pendapatan Operasional (BOPO, Asnaini
(2014), Akbar (2016)dan Financing to Deposit Ratio
(FDR, and Havidz & Setiawan (2015)the determinants
of banks efficiency and non-performing financing (NPF
stated inflation does not have a significant effect on Non
Performing Financing (NPF).

Gross Domestic Product (GDP) examined by Fir-
mansari & Suprayogi (2015), Effendi et al. (2017), and
Havidz & Setiawan (2015)the determinants of banks ef-
ficiency and non-performing financing (NPF showed a
significant positive effect on Non Performing Financing
(NPF), whereas Akbar (2016)dan Financing to Depo-
sit Ratio (FDR, Yasin & Widiastuti (2014), Firmansyah
(2014), Haryono, Mohd, & Hamat (2016), and Kusma-
yadi, Firmansyah, & Badruzaman (2017) stated Gross
Domestic Product (GDP) has a significant negative ef-
fect on Non-Performing Financing (NPF). Meanwhile,
Asnaini (2014) and Mutamimah & Chasanah (2012)
stated Gross Domestic Product (GDP) does not have a
significant effect on Non Performing Financing (NPF).

Operational Income Operating Cost (BOPO) exa-
mined by Lidyah (2016)Biaya Operasional Pendapatan
Operasional (BOPO and Effendi et al. (2017) showed a
significant positive effect on Non Performing Financing
(NPF), whereas Suryanto (2015) and Setiawan, Hasan,
Hassan, & Mohamad (2017) stated Operational Income
Operating Cost (BOPO) has a significant negative effect
on Non-Performing Financing (NPF). Meanwhile, Fir-
mansyah (2014) and Raysa (2013) stated Operational In-
come Operating Cost (BOPO) has no significant effect
on Non-Performing Financing (NPF).

Financing to Deposit Ratio (FDR) examined by
Haifa & Wibowo (2015), Sari (2016) and Firmansyah
(2014) showed a significant positive effect on Non Per-
forming Financing (NPF), whereas Akbar (2016)dan
Financing to Deposit Ratio (FDR, Setiawan & Sherwin
(2017) and Farika et al. (2018) stated Financing to De-
posit Ratio (FDR) has a significant negative effect on
Non Performing Financing (NPF). Meanwhile, Firman-
sari & Suprayogi (2015), Asnaini (2014), Yasin & Widi-
astuti (2014) and Havidz & Setiawan (2015)the determi-

nants of banks efficiency and non-performing financing
(NPF stated Financing to Deposit Ratio (FDR) has no
significant effect on Non Performing Financing (NPF).

Capital Adequacy Ratio (CAR) examined by
Firdaus (2015) and Farika et al. (2018) showed a sig-
nificant positive effect on Non Performing Financing
(NPF), whereas Akbar (2016)dan Financing to Deposit
Ratio (FDR, Asnaini (2014), Effendi et al. (2017) and
Lidyah (2016)Biaya Operasional Pendapatan Operasio-
nal (BOPO stated Capital Adequacy Ratio (CAR) has a
significant negative effect on Non Performing Financing
(NPF). Meanwhile, Havidz & Setiawan (2015)the deter-
minants of banks efficiency and non-performing finan-
cing (NPF and Haifa & Wibowo (2015) stated Capital
Adequacy Ratio (CAR) has no significant effect on Non
Performing Financing (NPF). The existence of the rese-
arch gap above provides an opportunity for researchers
to re-examine the factors that influence Non-Performing
Financing (NPF) with different samples.

The purpose of this study is to analyze the effect
of inflation, GDP, BOPO, FDR and CAR on Non-
Performing Financing (NPF). The originality of this
study is to re-analyze the factors that influence Non-
Performing Financing (NPF). The difference found in
this study lies in the research year 2012-2015. Research
references used include research conducted by (Akbar,
2016)dan Financing to Deposit Ratio (FDR and (Lidy-
ah, 2016)Biaya Operasional Pendapatan Operasional
(BOPO. Based on these studies, the independent variab-
les that will be used in this study are inflation, GDP,
BOPO, FDR, and CAR.

This research is based on the theory of Non Per-
forming Financing (NPF). The term of “non-perfor-
ming financing” in Islamic banking is the equivalent
of the term of “non-performing loan” in conventional
banking. The term non-performing loan has been com-
monly used by the world of Indonesian banking as a
translation of problem loan or Non-Performing Loan
(NPL) which is a term that is also commonly used in
international banking (Wangsawidjaja, 2012). However,
in Islamic Banking Statistics published by the Directo-
rate of Islamic Banking Bank Indonesia, it is found the
term Non Performing Financing (NPF) or in the Sharia
Banking Dictionary is called duyunun ma’dumah, which
is defined as “Non-current Financing from substandard
to non-performing”. Thus, it can be concluded that Non-
Performing Financing is financing which quality is in
the substandard class (class III), doubtful (class IV), and
loss (class V). The Non-performing Financing in terms
of productivity (performance), which is in relation to the
ability to generate income for banks, has decreased even
no longer exists (Wangsawidjaja, 2012).

The distribution of financing provided by the
bank to the debtor will not always run as expected in
the agreement. The failure of repayment of a portion of
the financing provided and become non-performing fi-
nancing so that it affects bank income. External (macro)
and internal (micro) environmental conditions from the
customer or debtor side and from the bank side can in-
fluence the smoothness of the debtor’s obligations to the
bank so that the financing that has been channelled to
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the debtor has the potency or causes failure. According
to Wangsawidjaja (2012), non-performing loan is caus-
ed by customers not being able to fulfil their obligations
to banks due to customer internal factors, bank internal
factors, and / or due to external factors of the bank and
customers.

Inflation is generally defined as an increase in the
price of goods and services as a result of the amount
of money (demand) that is greater than the amount of
goods or services available (supply), as a result of inflati-
on is a decrease in the value of money. According to Fir-
mansyah (2014), inflation will affect economic activities
both macro and micro including investment activities.
Inflation also causes a decrease in people’s purchasing
power which results in a decrease in sales. Decreased
sales that occur can reduce corporate returns. Decreased
returns that occur will affect the ability of company to
pay credit instalments. Instalment payments which are
increasingly inappropriate make credit quality worse
and even bad credit occur (Firmansyah, 2014).

According to NPF theory, inflation is one of the
macroeconomic variables that can affect NPF. The Bank
Indonesia Dictionary explains that inflation is an econo-
mic condition characterized by a rapid rise in prices so
that it has an impact on decreasing purchasing power,
often also followed by a decrease in the level of savings
and / or investment due to increased public consumpti-
on and only a little for long-term savings so that it can
cause customers difficulty in paying installments of fi-
nancing to the bank. This assumption is supported by
studies conducted by Yasin & Widiastuti (2014) and Na-
sih (2013) state that inflation has a significant positive
effect on Non Performing Financing (NPF).

H,: Inflation has a significant positive effect on NPF.

Gross Domestic Product (GDP) used to measure
all goods and services produced in a state economy in a
certain period. In relation to non-performing loans, in a
recession (as seen from the decline in GDP) where there
is a decrease in corporate sales and income, it will affect
the company’s ability to repay loans. This will cause an
increase in non-current credit outstanding. Meanwhile,
when GDP increases in theory there is an increase in
economic transactions so that non-performing financing
falls.

According to NPF theory, Gross Domestic Pro-
duct (GDP) is one of the macroeconomic variables that
can affect NPF. Firmansyah (2014) revealed that GDP
means measuring the market value of final goods and
services produced by resources that are in a country for
a certain period, usually one year. Where when GDP
increases, the income earned by customers also increa-
ses, the risk of NPF will decrease. This is supported by
research conducted by Akbar (2016)dan Financing to
Deposit Ratio (FDR, Firmansyah (2014), Havidz & Se-
tiawan (2015)the determinants of banks efficiency and
non-performing financing (NPF, Haryono et al. (2016)
and Kusmayadi et al. (2017) which state that GDP has a
negative effect on NPF.

H, : GDP has a significant negative effect on NPF.

BOPO in Islamic Banks is known better as costs
and revenues from profit sharing activities. If the BOPO
level is high, bank management will be increasingly inef-
ficient, causing high financing risks (NPF). The opera-
tional burden that must be borne by the bank will get
bigger, which will have an impact on reducing the in-
come earned by the bank. Declining income also reflects
the smaller reserves of funds that banks can provide to
cover problematic financing. The higher the BOPO ra-
tio, the quality of financing will decrease; it also causes
an increase in the ratio of non-performing financing.
This is due to the higher the BOPO ratio, the less income
earned by banks. The main income of the bank itself is
obtained from the profit sharing of financing that has
been distributed. Small income indicates that the quality
of financing in the bank is reduced.

According to NPF theory, Operational Income
Operating Cost (BOPO) is one of the micro variables
that can affect NPF. A high BOPO value means that the
costs incurred by the bank are more than the income
earned, indicating that the quality of financing is poor
thus giving rise to NPF. This is supported by research
conducted by Lidyah (2016)Biaya Operasional Pen-
dapatan Operasional (BOPO and Effendi et al. (2017)
which state that BOPO has a significant positive effect
on NPF.

H, : BOPO has a positive significant effect on NPF

FDR will show the level of ability of Islamic
banks in distributing third party funds collected by the
Islamic banks concerned. The higher the Financing to
Deposit Ratio (FDR), it is likely that the amount of fun-
ding to be provided will increase. On the other hand,
the more amount of financing provided will cause quite
high risk to the distribution of funds. With the existence
of time limit on returning a credit loan, so the loaned
credit will become problematic.

According to NPF theory, Financing to Deposit
Ratio (FDR) is one of the micro variables that can affect
NPF. Financing to Deposit Ratio (FDR) states how far
the bank’s ability to repay funds withdrawals by deposi-
tors by relying on loans provided as a source of liquidity
(Popita, 2013). According to Akbar (2016)dan Finan-
cing to Deposit Ratio (FDR, the higher this ratio the
lower the bank’s liquidity capability. This assumption is
consistent with research conducted by Haifa & Wibowo
(2015), Firmansyah (2014), Sari (2016) and Setiawan &
Sherwin (2017) stated that Financing to Deposit Ratio
(FDR) has a positive effect on Non-Performing Finan-
cing (NPF) in Islamic banks in the short and long term.

H, : FDR has a significant positive effect on NPF.

The decrease in CAR is a result of a decrease in
the amount of bank capital or an increase in the number
of Risk Weighted Assets (RWA). The small amount of
bank capital is caused by a decrease in profits earned by
the company. Decreased profit at banks one of which
occurs due to an increase in non-performing loan or
poor credit quality (Asnaini, 2014). Then the higher the
CAR, the greater the ability of banks to minimize the
risk of financing that occurs.
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According to NPF theory, Capital Adequacy Ra-
tio (CAR) is one of the micro variables that can affect
NPF. Capital Adequacy Ratio (CAR) is a capital ratio
that shows the ability of banks to provide funds for bu-
siness development needs and to accommodate the pos-
sible risk of losses resulting from bank operations. The
greater the ratio, the better the capital position. A large
capital ratio can minimize the occurrence of NPF becau-
se the bank has sufficient loss reserves. This is supported
by research conducted by Lidyah (2016)Biaya Operasio-
nal Pendapatan Operasional (BOPO and Akbar (2016)
dan Financing to Deposit Ratio (FDR which state that
CAR has a significant negative effect on non-performing
financing (NPF).

RESEARCH METHOD

The type of research was quantitative research
with a hypothesis testing research design study. The data
used was secondary data. The population in this study
was Islamic Commercial Banks in Indonesia for the pe-
riod 2012-2015 amounting to 13 banks. The sampling
technique used in this study was a purposive sampling
technique obtained the final sample of 9 banks with a
4-year observation period resulting in 36 units of ana-
lysis. Determination of the sample based on the criteria
can be seen in Table 2.

Table 2. Sample criteria
Beyond

H, : CAR has a significant negative effect on NPF. No Sample Criteria criteria Samples
13
Based on the description above, the research model in Islamic Commercial Banks
this study is shown in the following figure: | must provide complete fi- 3 10
" mnancial reports for the period )
| Inflation ’Hl\A 2012-2015.
The financial statements
| Gross Domestic Product J_Hz\* provided are annual finan-
- ' H; Non cial statements for the period
| Operational Income Operating Cost rH\b Performing 2. 2012-2015 that have been pub- (1) 9
4 Financing lished at Bank Indonesia or on
Financing to Deposit Ratio H/v the websites of the respective
Capital Ad Rati / Islamic banks..
apital Adequacy Ratio Source : Secondary data processed, 2017
Figure 1. Research Model
st Endogenous variable in this study was Non Per-
forming Financing (NPF). Exogenous variables in this
study are Inflation, Gross Domestic Product (GDP),
Operational Income Operating Cost (BOPO), Finan-
Table 3. Operational Definition of Variables
Research Variable Definition Measurement

Endogenous The ratio between the amount of financing provided pp < Non = Performing Financing =
Variable (Y): and the level of collectability (substandard, doubtful, h Total Financing X
Non Performing and loss) compared to the total financing provided by (Akbar,2016)
Financing (NPF) the bank (Akbar, 2016) ’
Exogenous The increase of the level of prices of goods and ser- ' IHK, — IHK,_,
Variables (X): vices continuously (Akbar, 2016) Inflation = ———7———x100%
X1; Inflati e
; Inflation

(Akbar, 2016)
X2;Gross Domestic ~ The total money value of all goods and services pro- Growth of GDP
Product (GDP) duced in an economy during one period (Popita, GDP, — GDP,_,

2013). =————x100%

GDP,_,

(Popita, 2013)
X3; Operational Efficiency ratio is used to measure the ability of bank BOPO — Operating Cost
Income Operating  management in controlling operational costs to oper- "~ Operational Income
Cost (BOPO) ating income (Lidyah, 2016). (Lidyah, 2016)
X4; Financing to The ratio between the amount of funding disbursed to _ Total Financing .
Deposit Ratio (FDR)  the total DPK (Akbar, 2016)dan Financing to Deposit FDR = Third Party Funds x100%

Ratio (FDR. (Akbar, 2016)
X5; Capital Adequacy The ratio between bank capital to risk-weighted assets Bank Capital
CAR = ——x100%

Ratio (CAR)

(Akbar, 2016)dan Financing to Deposit Ratio (FDR.

(RWA)
(Akbar, 2016)

Source: Processed researchers from various journals, 2017
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cing to Deposit Ratio (FDR) and Capital Adequacy Ra-
tio (CAR). The explanation of the operational definiti-
on of each variable is presented in Table 3.

The technique of data collection was done by
the documentation method on the annual financial sta-
tements of Islamic Commercial Bank recorded on the
website of each bank. The data analysis method used
in this research was descriptive statistical analysis using
SmartPLS version 3.0. Data analysis technique used
was the measurement model test (outer model), struc-
tural model test (inner model) and hypothesis testing.

RESULTS AND DISCUSSIONS

Descriptive statistics are performed to provide a
descriptive explanation of data consisting of average,
standard, maximum, and minimum deviations on the
variables of inflation, GDP, BOPO, FDR and CAR. The
descriptive statistical test results are presented in Table
4.

The next test is the outer model test, inner model
test and hypothesis test. The outer model test is used to
test the validity and reliability. Data is said to be valid
if the loading factor value is more than 0.50. The test
results show that the data in this study are valid because
they have a loading factor of 1.00.

PLS-SEM using the SmartPLS 3.0 program to
measure the reliability of a construct with reflective in-
dicators can be done in two ways, namely by looking at
the value of Cronbach’s Alpha and Composite Reliabi-
lity. The construct is declared reliable if the values of
Cronbach’s Alpha and Composite Reliability are above

0.70. The result of the reliability test shows a number
of 1.00 which means that the composite reliability and
cronbach’s alpha values of all constructs are above 0.70.
This value indicates that the consistency and stability of
the instruments used are very high, so the construct or
variable in this research model has become a fit measure-
ment tool. Thus, it can be concluded that each construct
used in this research model has a high level of reliability.

The inner model or structural model testing is
done to see the relationship between constructs, signi-
ficant values, and R-square of the research model. The
R-Square value of the endogenous variable Non Perfor-
ming Financing (NPF) is 0.331. This value can be inter-
preted that the variability of Non Performing Financing
(NPF) which can be explained by the construct in the
study amounted to 33.1%, while the other 66.9% is ex-
plained by other variables not examined in this research
model. In conclusion, that the endogenous variable is
moderate because it has an R-Square value of 0.33.

Hypothesis testing is done by looking at the va-
lue of the path coefficient which shows the parameter
coefficient and the t-statistic value. Parameter significant
which is estimated provide information about the rela-
tionship between the variables in the study then compa-
re t-statistic value with t-table value. If the t-statistic is
higher than the t-table value, it means that the hypothe-
sis is supported or accepted. In this study for a 95 per-
cent confidence level (alpha 95 percent), the T-statistic
value is above 1.684 for p < 0.05 (one tailed) and 1.96
for p <0.05 (two tailed). The summary of the hypothesis
result is presented in table 5.

Table 4. Results of Descriptive Statistics Test

No Variables Mean Values Standard Deviation = Maximum Values = Minimum Values
1 NPF 1.363 1.342 4.588 0.017
2 Inflation 6.097 2.297 8.380 3.350
3 GDP 5.375 0.449 6.000 4.900
4 BOPO 83.401 13.394 114.145 47.695
5 FDR 93.625 8.766 123.801 79.862
6 CAR 18.003 6.019 34.328 11.102
Source: Secondary data processed, 2017
Table 5. Summary of Hypothesis Results
Hypothesis Statements Coefficient T-statistic P-Values  Results
Inflation has a significant positive effect on Non .
H, Performing Financing (NPF) -0.140 0.895 0.186 Rejected
Gross Domestic Product (GDP) has a significant
H, negative effect on Non-Performing Financing  -0.234 1.418 0.078 Rejected
(NPF))
Operational Income Operating Cost (BOPO) has
H, a significant positive effect on Non Performing Fi- 0.295 2.140 0.016 Accepted
nancing (NPF)
Financing to Deposit Ratio (FDR) has a signifi-
H, cant positive effect on Non Performing Financing  0.124 0.807 0.210 Rejected
(NPF)
Capital Adequacy Ratio (CAR) has a significant
H, negative effect on Non Performing Financing  -0.409 4.330 0.000 Accepted

(NPF)

Source : Research results, data processed 2017
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The Effect of Inflation on Non Performing Financing
(NPF)

The result of statistical test shows that inflation
has no significant effect on Non-Performing Financing
(NPF), so the hypothesis is rejected. This can be inter-
preted that the size of inflation does not affect the Non
Performing Financing (NPF). The result of this study is
not in line with the NPF theory which states that eco-
nomic conditions which are characterized by rapidly ri-
sing prices that have an impact on declining purchasing
power, often also followed by a decrease in the level of
savings and or investment. This is due to increased pub-
lic consumption and only a little for long term savings
so that it can cause customers difficulty in paying instal-
ment financing to banks.

The result of this study is in line with the previo-
us studies conducted by Akbar (2016)dan Financing to
Deposit Ratio (FDR, Lidyah (2016)Biaya Operasional
Pendapatan Operasional (BOPO, Havidz & Setiawan
(2015)the determinants of banks efficiency and non-
performing financing (NPF and (Lin, Farhani, & Koo,
2016) which state that inflation does not affect Non-
Performing Financing (NPF) at Islamic Commercial
Banks. This hypothesis is rejected because the Sharia
Commercial Bank has stronger endurance compared to
Conventional Banks. Islamic banks use several types of
contracts that are more in financing that aim to diversify
credit risk. The most dominant financing used is finan-
cing with a murabahah contract. In murabahah applicati-
on, instalments are fixed from the beginning to the end,
so when there is an increase in inflation in the long term.
This does not affect the amount of instalments paid by
customers. Because customers can plan cash flow arran-
gements needed to pay off murabahah financing, so the
impact of financing risks can still be controlled.

The Effect of Gross Domestic Product (GDP) on
Non-Performing Financing (NPF)

The result of statistical test shows that Gross
Domestic Product (GDP) has no significant effect on
Non-Performing Financing (NPF), so the hypothesis
is rejected. This can be interpreted that the size of the
Gross Domestic Product (GDP) does not affect the level
of Non Performing Financing (NPF) at Islamic com-
mercial banks in Indonesia. The result of this study is
not in accordance with the NPF theory which states that
GDP can measure the market value of final goods and
services produced by resources that are in a country for
a certain period of time, usually one year. Where when
GDP increases, the income earned by customers also in-
creases, the risk of NPF will decrease.

The result of this study is in line with the rese-
arch conducted by Asnaini (2014) and Mutamimah &
Chasanah (2012) which state that Gross Domestic Pro-
duct (GDP) has no significant effect on Non-Performing
Financing (NPF). The rejection of this hypothesis is
due to the condition of Islamic banks which are more
resistant to macroeconomic variables. It is proven du-
ring a recession and crisis that Islamic banks are more
able to survive than conventional banks. This condition

is evidenced by the continued high growth of financing
in the 2008/2009 recession years, from Rp. 38,195 billi-
on in 2008 to 46,886 in 2009. (www.bi.go.id). The basic
principle of Islamic Bank that puts forward the concept
of profit sharing in a funding distribution agreement or
fund placement makes the financial potency and risk
borne by both parties namely the bank and the custo-
mer jointly. This also happens because the average bank
would review all sectors of the economy causing GDP
growth to be low. The bank will review what sectors
must enter or need to be re-examined.

The Effect of Operational Income Operating Cost
(BOPO) on Non-Performing Financing (NPF)

The result of the statistical test shows that Opera-
tional Income Operating Cost (BOPO) has a significant
positive effect on Non Performing Financing (NPF), so
the hypothesis is accepted. The result of this study is in
accordance with the NPF theory which states that Ope-
rational Income Operational Cost (BOPO) is one of the
micro variables that can affect NPF. A high BOPO value
means that the costs incurred by the bank are more than
the income earned, indicating that the quality of finan-
cing is poor, thus giving rise to NPE.

The result of this study also supports the previous
research conducted by Lidyah (2016)Biaya Operasio-
nal Pendapatan Operasional (BOPO and Effendi et al.
(2017) which state that Operating Costs Operating In-
come (BOPO) has a significant positive effect on Non
Performing Financing (NPF). This is as the smaller the
ratio of costs (expenses), the better the operation will be
because the costs incurred are smaller than the income
received. In other words, the higher the BOPO ratio, the
quality of financing will decrease. Thus, it can also cau-
se an increase in the ratio of non-performing financing
due to reduced total financing.

The Effect of Financing to Deposit Ratio (FDR) on
Non Performing Financing (NPF)

The result of statistical test shows that Financing
to Deposit Ratio (FDR) has no significant effect on
Non Performing Financing (NPF), so the hypothesis is
rejected. This is not in accordance with the NPF theo-
ry which states that Financing to Deposit Ratio (FDR)
is one of the liquidity ratios in banks. Liquidity refers
to the ability of banks to meet their obligations, espe-
cially from depositors (Setyawati, Kartini, Rachman, &
Febrian, 2015). To avoid bankruptcy, banks often hold
liquid assets that can be easily converted into cash (Said
& Tumin, 2011). Financing to Deposit Ratio (FDR) sta-
tes how far the bank’s ability to repay the withdrawal of
funds by depositors by relying on loans provided as a
source of liquidity. The higher this ratio, the lower the
bank’s liquidity capability.

The result of this study is in line with the research
conducted by Firmansari & Suprayogi (2015), Asnaini
(2014) and Havidz & Setiawan (2015)the determinants
of banks efficiency and non-performing financing (NPF
which state that Financing to Deposit Ratio (FDR)
has no significant effect on Non-Performing Financing
(NPF). The rejection of this hypothesis is likely to occur
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because FDR only best describes banks in utilizing funds
collected from the public in the form of distribution of
financing in order to make a profit. Then, it becomes
the bank’s short-term obligation to return it back to the
customer who at anytime takes the funds back, so that it
does not affect the NPF.

The Effect of Capital Adequacy Ratio (CAR) on Non
Performing Financing (NPF)

The result of statistical test shows that Capital
Adequacy Ratio (CAR) has a significant negative effect
on Non-Performing Financing (NPF), so the hypothe-
sis is accepted. The result is consistent with NPF theory
which states that Capital Adequacy Ratio (CAR) is a
capital ratio that shows the ability of banks to provide
funds for business development needs and accommoda-
te the possibility of loss risk arising from bank opera-
tions. The greater the ratio, the better the capital posi-
tion. A large capital ratio can minimize the occurrence
of NPF because the bank has sufficient loss reserves.

The result of this study also supports the previous
research conducted by Lidyah (2016)Biaya Operasional
Pendapatan Operasional (BOPO, Akbar (2016)dan Fi-
nancing to Deposit Ratio (FDR and Sukmana (2015)
which state that Capital Adequacy Ratio (CAR) has a
significant negative effect on Non Performing Financing
(NPF). This indicates that the greater the amount of ca-
pital owned by a bank, the smaller the chance of Non
Performing Financing (NPF) receivables. The higher
the capital adequacy ratio will be able to function to
accommodate the risk of losses faced by banks due to
increased financing problems. Thus, capital adequacy is
a very important factor for banks in order to accommo-
date the risk of loss, especially the risk of loss for non-
payment of credit or financing.

CONCLUSIONS

The conclusions of this study are Inflation, Gross
Domestic Product (GDP) and Financing to Deposit Ra-
tio (FDR) have no significant effect on Non Performing
Financing (NPF). Operational Income Operating Cost
(BOPO) and Capital Adequacy Ratio (CAR) have a sig-
nificant effect on Non Performing Financing (NPF).

Suggestion for further researchers can increase
the independent variables of the study, including the
allocation of profit sharing-based financing and the al-
location of murabahah-based financing, so that Islamic
banks can monitor which allocation of low risk finance
and allocation of high-risk financing.
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