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Abstract: This research aims to analyze the influence of
macroeconomic and microeconomic factors on the health
level of Islamic commercial banks in Indonesia. The
macroeconomic factors used in this study are inflation and
interest rates, while the microeconomic factors used are
asset growth and third-party fund growth. The health level
of banks is measured using the composite value of bank
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Keywords: Bank Health Level, health, assessed through self-assessment by banks using
Macroeconomic, Mlcroeconomlc, the RGEC method (Risk profile, Good corporate
RGEC Method, Islamic Bank governance, Earnings, Capital). The research data is

sourced from the financial reports of 11 Islamic
commercial banks in Indonesia for the period 2013-2020.
The data analysis technique used is panel data regression.
The research results show that inflation, interest rates, and
asset growth significantly influence the health level of
Islamic commercial banks in Indonesia, while third-party
fund growth does not significantly affect the health level in
Indonesia.

Introduction

The health of Islamic banks is an important issue that has a major impact on Islamic
bank stakeholders, namely customers, management, employees, and the Financial Services
Authority (OJK) which acts as a bank supervisor (World Health Organization; London School
of Hygiene and Tropical Medicine, 2017). The health of Islamic banks shows the performance
of Islamic banks in implementing the principles of regulation and relevant legislation, as well
as managing the risks of Islamic banks. The health level of Islamic banks is also used to develop
future business plans for Islamic bank management. In contrast, for OJK, it is used to develop
and implement banking supervision plans. The health level of Islamic banks can be used to
maintain public confidence in Islamic banks as intermediary institutions to facilitate the flow
of payments and implement monetary policies set by the government.

Islamic bank health is an early warning mechanism for current performance and
potential future results. The health of Islamic banks is one of the important indicators to
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maintain the balance and security of the country's financial system. Bank Indonesia (BI)
Regulation No. 13/1/PBI1/2011 requires all commercial banks to evaluate their performance
using a risk-based approach, namely Risk-Based Bank Rating (RBBR). The health assessment
of Islamic banks using the RBBR approach must consider the factors of risk profile, good
corporate governance (GCG), earnings, and capital, which is referred to as the RGEC method.
The assessment of the RGEC component leads to a qualitative assessment of many aspects that
affect the state or performance of a bank. The health assessment of Islamic banks using the
RGEC method takes into account the assessment components based on the relevance and
significance of the assessment factors derived from the conditions of the banking industry sector
and the economy as a whole.

Islamic banks are one of the institutions that carry out monetary policy set by the
government to maintain the country's macroeconomic stability (Dewi, 2018). So the
performance and health level of Islamic banks are vulnerable to changes in monetary policy set
by the government. Monetary and macroeconomic policies that affect the business of Islamic
banks are inflation and interest rate policies. Both policies will cause changes in the
microeconomic conditions of Islamic banks, namely affecting the amount of financing and
third-party funds in Islamic banks. Therefore, the purpose of this study is to examine the
relationship between macroeconomic and microeconomic factors of Islamic banks which
include inflation, interest rates, asset growth, and third-party fund growth on the health of
Islamic banks in Indonesia.

Research on the health of Islamic banks has been conducted by several researchers such
as research conducted by (Festiani, 2016) and (Rizal & Humaidi, 2021), which examines the
microeconomic factors of Islamic banks, namely Non Performing Financing (NPF), efficiency
ratio, capital, and profitability on the health level of Islamic banks. Research on macroeconomic
factors on the health level of Islamic banks has been conducted by previous researchers such as
research conducted by (Andriyansyah, 2019), namely the inflation factor on the health level of
banks at Bank Mualamat Indonesia. Other research on the health of Islamic banks mostly
compares and measures the health level of Islamic banks in Indonesia such as research
(Febrianto & Fitriana, 2020), (Dewi, 2018), (Husain et al., 2018), (Rizal & Humaidi, 2021) and
(Surya Pratikto et al., 2020). Islamic bank health research conducted by (Wijayanti & Afifi,
2020) compares the health level of banks before and after the COVID-19 pandemic. Most
previous studies still use the CAMELS method (Capital, Asset, Management, Earning,
Liquidity, and Sensitivity of market) and only compare the health levels of Islamic banks in
Indonesia. This study uses a composite of bank health with the RGEC method as a measure of
the health level of Islamic banks and focuses on the macroeconomic and microeconomic aspects
of Islamic banks that are most important for the health of Islamic banks, namely inflation,
interest rates, asset growth, and third-party fund growth.

The results of this study can be used by Islamic bank stakeholders to predict the health
level of Islamic banks so that they can mitigate risks caused by changes in the macroeconomic
and microeconomic conditions of Islamic banks in Indonesia. Inflation rates and interest rates
are macroeconomic factors of Islamic banks that can interfere with the financial performance
of Islamic banks. Asset growth and third-party fund growth are microeconomic factors of
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Islamic banks that can affect the health level of Islamic banks due to changes in the
microeconomic conditions of Islamic banks.

Bank health is an assessment of various aspects that affect the condition or performance
of the bank (Indonesian Bankers Association, 2016). The assessment of these various aspects
is carried out through quantitative and qualitative assessments by considering materiality
factors in the banking industry and the economy. Bank Indonesia Regulation No.13/1/PBI1/2011
and SE Bl No0.13/24/DPDN state that the health level of banks is assessed using the RGEC
approach. There are four assessment factors used to measure the health level of banks using the
RGEC method, namely risk profile analysis, assessment of the implementation of Good
Corporate Governance (GCG), bank profitability (earning), and capital (capital). The system of
assessing the health level of banks on these four factors is based on "self-assessment” with an
explanation of the composite rating with criteria, namely very healthy (PK-1), healthy (PK-2),
quite healthy (PK-3), less healthy (PK-4), and unhealthy (PK-5).

Macroeconomic conditions are external conditions of Islamic banks that cannot be
controlled by Islamic bank management and affect the health of Islamic banks because they
affect business decisions carried out by Islamic banks. Macroeconomic conditions that have the
most impact on the operations of Islamic banks are monetary policies issued by the government.
Inflation rates and interest rates are monetary policies that have the most influence on the
financial products of Islamic banks. The inflation rate will affect the level of investment in the
real sector, namely when inflation increases, investment in the real sector will decrease
(Sukirno, 2019) so Islamic banks will reduce the distribution of financing. The interest rate is a
macroeconomic factor that can also affect the level of investment and public savings. When
interest rates increase, the level of public investment will decrease but the level of public
savings will increase. Therefore, banks must manage the balance of investment and savings to
obtain optimal profits. The health of Islamic banks will be controlled if the management of
Islamic banks can manage the activities of collecting and distributing funds by the conditions
of changes in inflation rates and interest rates that occur in the economy.

H1: Inflation affects the health level of Islamic banks
H2: Interest rates affect the health level of Islamic banks

Microeconomics is an internal condition of Islamic banks that can be controlled by the
internal management of Islamic banks. The most important microeconomic condition of Islamic
banks is the activity of collecting and distributing funds by the function of Islamic banks as
intermediary institutions in the financial system. An increase in the activity of channeling funds
will increase the productive assets of Islamic banks so that it will increase the potential risk of
financing failure or the potential increase in Islamic bank profits. Therefore, the increase in
assets in Islamic banks will affect the health level of Islamic banks. On the liability side, the
microeconomic conditions of Islamic banks are fund-raising activities that can affect the health
level of Islamic banks. An increase in fundraising will raise the risk of failure of Islamic banks
in returning deposit funds or create opportunities for an increase in Islamic bank income through
the distribution of funds. As the collection of funds increases, the distribution of Islamic bank
funds will also potentially increase. The bank's internal conditions are very vulnerable to the
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health level of Islamic banks.

H3: Asset growth affects the health level of Islamic banks

H4: The growth of third-party funds affects the health level of Islamic banks
Research Methods

This research is a quantitative approach, namely panel data regression. The type of data
used in this study is secondary data in the form of panel data taken from the annual reports of
11 Islamic banks for the period 2013-2020. The population used in this study were 14 Islamic
commercial banks registered with the Financial Services Authority. Islamic bank samples were
selected based on criteria (purposive sampling), namely having financial reports published on
the website from 2013-2020. This research is limited to the period until 2020 because in 2021
there was a merger of three Islamic banks, namely BRI Syariah, BNI Syariah, and Bank Syariah
Mandiri which became Bank Syariah Indonesia. So that the Islamic banks that became research
samples were Bank BRI Syariah, Bank BNI Syariah, Bank Syariah Mandiri, Bank BCA
Syariah, Bank Victoria Syariah, Bank Maybank Syariah, Bank Muamalat Indonesia, Bank
Mega Syariah, Bank BTPN Syariah, Bank Jabar Banten Syariah, and Bank Panin Dubai
Syariah.

The dependent variable used in this study is the health level of Islamic banks as
measured by the composite value of the bank's health level using the RGEC method which is
self-assessment, namely the assessment is carried out by the bank using existing criteria. The
data on the composite value of the bank's health level is sourced from the bank's health report
in the annual report of the Islamic bank. The composite scoring of the health level of Islamic
banks is worth 5 if it is Very Healthy, value 4 if it is Healthy, value 3 if it is Fairly Healthy,
value 2 if it is Less Healthy, and value 1 if it is Unhealthy. The independent variables used in
this study are the inflation rate and interest rate for macroeconomic factors the growth of third-
party funds and asset growth for microeconomic factors. The inflation rate variable is the annual
inflation rate issued by Bank Indonesia through the official website of Bank Indonesia. The
interest rate variable is the benchmark interest rate issued by Bank Indonesia and obtained from
economic and financial statistics published by Bank Indonesia. Islamic bank asset growth
variable is the growth of total Islamic bank assets obtained from the Islamic bank financial
position report. The third-party fund growth variable is the growth of total funds raised by
Islamic banks from savings, current accounts, and deposits, which data is obtained from the
financial position report of Islamic banks.

The data analysis technique used is panel data regression. The first stage of data analysis
is to select a panel data estimation model with the Fixed Effects Model (FEM) and Random
Effects Model (REM) tests. The next stage is to conduct statistical tests on each model in each
research period using the t-test and F-test methods to conduct hypothesis testing. The t-test aims
to assess the significance of each independent variable on the influence of the dependent
variable. The F-test is used to test whether an independent variable has a significant level or not
on the dependent variable.
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Result and Discussion

Descriptive statistical data is shown by the average (mean), maximum, and minimum
values of the variables used in this study for 11 Islamic Commercial Banks that match the
research sample criteria with the research time period 2013-2020 as follows:

Table 1. Data Analysis of Descriptive Statistics for the Period 2013 - 2020

Inflation Birate Assets Dpk Rgec

Mean 4281250 5.882500  25.01443  26.11886 2.693716
Median 3.240000 5.810000 17.84500  16.40000 2.497000
Maximum 8.380000 7.540000 108.8100  135.0000 5.315000
Minimum 1.680000 4.250000  0.040000  0.280000 1.000000
Std. Dev. 2434458 1.173032  26.80136  29.16499 0.885921
Skewness 0.975335 0.156609 2.026710  2.059041 0.097406
Kurtosis 2.242763 1.715533  6.312249  6.456987 3.285101
Jarque-Bera  16.05458 6.409186  100.4711  106.0010 0.437192
Probability 0.000326  0.040575  0.000000  0.000000 0.803646
Sum 376.7500 517.6600 2201.270  2298.460 237.0470
Sum Sq. Dev. 515.6128 119.7124  62493.24  74001.91 68.28245
Observations 88 88 88 88 88

Table 2. below shows the regression results of the influence of independent variables
on the health of commercial banks based on the RGEC ratio. The dependent variable in this
study is RGEC, while inflation, Bl rate, asset growth, and DPK growth are independent
variables.

Table 2. Panel Data Regression Results with Weights Approach
Variable  Coefficient Std. Error  t-Statistic Prab.

C 2.690628 0.099671  26.99518 0.0000
Inflasi? -0.089634 0.032663  -2.744215 0.0074
Birate? 0.481230  0.027509  17.49344 0.0000
Dpk? -0.003857 0.003793  -1.017028 0.3121
Aset? 0.010327 0.003565  2.896454 0.0048

The table above explains that for the inflation variable, the interest rate (Bl rate) and
asset growth have a significant effect on the dependent variable RGEC (Islamic bank health
level). While the variable growth of third-party funds (DPK) has no significant effect on the
dependent variable on the health level of Islamic banks (RGEC).

The results of panel data regression analysis show that the inflation variable has a
significant negative effect on the health level of Islamic banking in Indonesia. The coefficient
generated in the regression calculation is 0.089634, which means that when inflation increases
by 1 percent, the level of bank health (RGEC) decreases by 0.089634 percent if other factors
are considered constant. The higher inflation in Indonesia will directly reduce the health level
of Islamic banking in Indonesia. An increase in inflation will cause the risk of financing in
Islamic banks to increase due to a decrease in people's purchasing power so the business world
experiences a decrease in income. The results of this study are the results of previous empirical
studies conducted by (Andriyansyah, 2019) which concluded that inflation has a significant
negative effect on the health level of Islamic banks. An increase in the inflation rate causes the
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risk of Islamic bank financing to increase so that the profit of Islamic banks will potentially
decrease, causing the assessment of the profitability (earning) and capital (capital) aspects of
the health level of Islamic banks to decrease.

The estimation results of the fixed effect model show that the variable interest rate (Bl
rate) has a significant positive effect on the health level of Islamic banking in Indonesia. The
coefficient shows that an increase in the benchmark interest rate (Bl rate) will cause an increase
in the health level of Islamic banks (RGEC) with a significance of 0.481230. An increase in the
interest rate (Bl rate) by 1 percent will improve the health level of Islamic banks by 0.481230
percent and other factors are considered constant. The increase in interest rates by Bank
Indonesia is intended to reduce the money supply. So that an increase in interest rates will cause
the number of deposits in Islamic banks to tend to increase. The increase in the number of
deposits in Islamic banks will increase the distribution of Islamic bank financing so that if done
healthily it will increase the potential profit for Islamic banks. The increase in the profit
potential of Islamic banks will improve the health assessment of Islamic banks in the aspects
of profitability (earning) and capital (capital).

The estimation results of the fixed effect model show that the asset growth variable has
a significant positive effect on the health level of Islamic banking in Indonesia. The coefficient
indicates that changes in asset growth on the level of bank health (RGEC) show a positive
direction with a significance of 0.010327. An increase in asset growth by 1 percent will improve
the bank's health level by 0.010327 percent and other factors are considered constant. Most of
the assets of Islamic banks are productive assets, namely assets that can generate income or
sources of income for Islamic banks. The form of productive assets of Islamic banks are
financing and investment. An increase in Islamic bank assets will increase the potential of
Islamic banks to increase profits. The increase in profit will increase the composite value of
Islamic bank health in the aspects of profitability and capital.

The estimation results of the fixed effect model show that the third-party Fund Growth
variable does not influence the health level of Islamic banking in Indonesia. The significance
value of third-party fund growth 0.3121 is greater than 0.01. This value can be interpreted that
there is no significant influence between the growth of third-party Funds on the level of banking
health in Indonesia (RGEC). The growth of third-party funds does not have a direct influence
on the health level of banks because it does not necessarily increase third-party funds that can
increase Islamic bank financing. When the third-party funds of Islamic banks increase, Islamic
banks should channel them into financing, but external environmental conditions can cause
Islamic banks not to channel third-party funds into financing. So the growth of third-party funds
cannot be used as a reference for increasing or decreasing the health level of Islamic banks.

Conclusion and Recommendation

Based on the results of data analysis, it is concluded that the macroeconomic factors of
Islamic banks, namely inflation and interest rates, have a significant effect on the health level
of Islamic banks. While the microeconomic factors of Islamic banks for asset growth have a
significant effect on the health level of Islamic banks the growth factor of third-party funds does
not affect the health level of Islamic banks. Inflation factors, interest rates, and asset growth
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have a significant effect on the health level of Islamic banks because they affect the health
assessment of Islamic banks in the aspects of profitability (earning) and capital (capital) and
the risk profile of Islamic banks. The results of this study imply that Islamic bank management
must have good risk mitigation to deal with changes in inflation and interest rates so as not to
have an impact on the risk of Islamic bank financing so that the composite value of Islamic
bank health is well maintained. This study uses a panel data regression model so it needs to be
retested by looking at the short-term effects and long-term effects of macroeconomic and
microeconomic factors on the health of Islamic banks.
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