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ABSTRACT 

The Covid-19 pandemic has had a major impact on the Indonesian economy, including the banking sector. Both 

Islamic and conventional banks must seek solutions in order to maintain their financial performance. The government 

is implementing the new normal era as an adaptation phase for all business lines in formulating economic 

improvement strategies. This study aims to find out how bank liquidity, bank efficiency, and the NPF ratio influence 

the performance of Islamic commercial banks during the period March 2020 until March 2021. Data were taken from 

the quarterly financial statements of each bank, processed using the analysis tool E-Views 9. The result shows that 

bank efficiency and liquidity have a significant effect on the profitability of Islamic commercial banks during the 

covid-19 pandemic. This research is expected to provide input to Islamic commercial banks in conducting mitigation 

of their business risk in the era of the covid-19 pandemic. 
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1. INTRODUCTION 

 
The banking industry, including Islamic banking, 

serves as an engine of growth for the economic [2]. 

Indonesian Islamic banking industries, consisting of 

Islamic Commercial Banks (BUS), Islamic Business 

Units (UUS), and Islamic Rural Banks (BPRS), 

continue to show positive growth. Until September 

2021, there are 14 BUS, 20 UUS, and 162 BPRS with 

6,24% Islamic banking market share and 561 trillion of 

total assets.  

 

 
 
Figure 1. Indonesian Islamic Banking Profitability 

Ratio 

 

The Covid-19 pandemic has been going on for more 

than 1 year all over the world. This condition not only 

creates a health crisis in the community but also has an 

impact on the economic situation in every country. The 

Indonesian government’s policy of carrying out large-

scale restrictions since April 2020 has hampered 

production, distribution, and other operational activities. 

The pandemic has forced people to experience reduced 

incomes and lose their jobs. Based on statistical data 

from BPS at the end of 2020, the poverty-rate in 

Indonesian reached 10%. As one of the sectors affected 

by the Covid-19 pandemic, the Indonesian banking 

industry faces various possible risks including liquidity 

risk, non-performing financing risk, and market risk. 

Therefore, banks need to implement effective risk 

management in facing a diversity of risk [1]. 

 

Nowadays, Islamic banking is entering a transition 

phase towards the new normal era. Some permanent 

changes are needed in bank operational practices, 

business models, and the way customers transact. 

Changes in customer behavior are marked by the 

increasing use of mobile payments and shopping 

activities using online platforms. The bank seeks to 

accelerate with digital capabilities for various banking 
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services. Thus, the purpose of this research is to analyze 

the impact of Bank Efficiency, Liquidity, and NPF ratio 

on Islamic Commercial bank performance during the 

Covid-19 pandemic. 

 

2. LITERATURE REVIEW 

 

2.1 Bank Performance 

 
The performance of a bank can be considered as an 

achievement in its operational activities which involve 

various aspects such as financial, marketing, 

fundraising, information technology, and human 

resources. Financial performance is part of the overall 

performance of the bank that needs to be evaluated in 

order to determine the right rational decision in the 

company. ROA (Return on Assets) is one of the 

indicators to measure the banking financial 

performance, both Conventional Bank and Islamic Bank 

[3]. This ratio shows how well the company uses its 

assets to generate profit [4]. [5][6] use ROA as a 

performance measurement on profitability. 

 

2.2 Liquidity 

 
Each company, including Islamic Bank, has a 

different level of liquidity that can be described by 

number. The level of liquidity is not the only way for 

companies to meet their financial obligation but also 

provides great benefit for a company in running its 

business. Islamic banks have to maintain liquidity ratios 

by minimizing idle funds and increasing income with 

the smallest possible risk to meet cash flow needs. 

Several empirical literature has analyzed the 

relationship between liquidity and profitability. [7] 

report a result study of Commercial Bank in Asia that 

shows how liquidity gives a positive effect on 

profitability.  [8] find that liquidity will be significant 

and positive on profitability when ROA (Return on 

Assets) is used as a measurement indicator. [9] opine in 

their paper while using NIM (Net Interest Margin) as a 

measurement indicator, the result shows a positive 

relationship of liquidity and financial performance 

(profitability). 

The first proposed hypothesis is: 

H1: Liquidity has a positive impact on Islamic 

Bank Performance. 

 

2.3 Non-Performing Financing 
 

Because of its “bad effect” on economic growth, 

non-performing financing is described as “financial 

pollution” [10]. NPF creates uncertain results on bank 

financing that finally affect aggregate demand and 

investment [11]. An increasing share of NPF in the bank 

financing portfolio indicates a greater risk that affects 

both bank liquidity and profitability [12]. The greater 

the size of non-performing financing, the greater the 

number of reserve funds that must be provided. Banks 

should manage and change their financing increase 

policies to have a lower ratio of Non-Performing 

Financing. Several empirical results represent a 

correlation between NPF (Non-Performing Financing) 

and profitability. [13] report that Non-Performing 

Finance (NPF) has a negative and significantly related 

to profitability at Bangladesh Banking Sector. 

The second proposed hypothesis is: 

H2: Non-Performing Financing has a negative 

impact on Islamic Bank Performance. 

 

2.4 Bank Efficiency 

 
Bank efficiency measures how well a bank performs 

compared to other banks that produce the same output 

with the same environmental condition [14]. Based on 

theory, we cannot predict whether Islamic banks should 

be more efficient than conventional banks. Indonesian 

banking history records that compared to Islamic Bank 

which was just existed in 1992, conventional banks 

have a wider network and larger assets. In addition, the 

age of Islamic banks that is younger than the 

conventional ones may imply a higher cost structure. 

The banking literature has described the relationship 

between efficiency and banking performance. First, [15] 

find that responding to regulatory and market pressure, 

most banks increase their level of capital through 

efficiency. [16] explain that Commercial Banks have a 

greater opportunity to raise their profitability by raising 

their efficiency standard. Using a sample of Chinese 

Banks, [17] find a negative and significant correlation 

between efficiency and profitability. The study in South 

African banking releases that Return on Assets (ROA), 

which is a proxy for profitability, is related to bank 

efficiency [18]. 

The third proposed hypothesis is: 

H3: Bank Efficiency has a negative impact on 

Islamic Bank Performance. 

 

2.5 Framework 

 
The construction model used in this study is as 

follows: 

 

 

 

 

 

 

 

 

 

 

 

    
Figure 2 Conceptual Framework   
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3. METHODOLOGY 

 
This research is quantitative with a descriptive 

approach that used secondary data. The data were 

obtained from the financial reports of 13 Indonesian 

Islamic commercial banks. The research took place 

since the Covid-19 pandemic began in March 2020 until 

March 2021. The total observations used were 65 

observations. The panel data analysis employed the E-

views 9 software application to find out the regression 

among liquidity (FDR), bank efficiency (BOPO), and 

non-performing financing (NPF) ratio on profitability 

ratio (ROA). The equation model for panel regression is 

: 

Yit= α+β1X it + β2X it + β3X it 

Yit  = Return On Assets (ROA)  

α  = Constanta  

X1it = Liquidity ratio (FDR) 

X2it = Bank Efficiency (BOPO) 

X3it = Non-Performing Financing ratio (NPF) 

β1...β3 = regression coefficient    

ε  = Standard error 

 

4. RESULTS 

Table 1. Statistic Descriptive 

Variable Mean Std 
Deviation 

Min Max 

ROA 1,55  2,43 0,01 13,58 

BOPO 88,21 10,03 54,85 100,20 

FDR 88,52 26,77  58,92 196,73 

NPF 1,93  1,61 0,00 4,98 

  

Table 2. Partial Hypothesis Test Result 

 

Based on the results of panel data analysis presented 

in Table 2, the Non-Performing Financing ratio has a 

positive relationship but does not significantly affect 

Return on Assets (ROA) with a probability of 0.1559 > 

0.05. A negative and significant relationship is found 

between bank efficiency and Return on Assets (ROA) 

with a probability of 0.0000 < 0.05. The liquidity shows 

a positive and significant impact on ROA with a 

probability of 0.0201 < 0.05.  

Table 3. Simultaneous Hypothesis Test Result 

Weighted Statistic 

R Squared 0.783976 Mean 
Dependent 
Variable 

1.553385 

Adj R 0.773362 S.D 2.431188 

Squared Dependent 
Variable 

SE of Reg 1.157403 Sum Squared 
res 

81.71454 

F Stat 73.79630 Durbin 
Watson Stat 

0.257709 

Probability 
(F stat) 

0.00000 

 
The output in Table 3 shows that the amounts of 

Adjusted R-square which is closer to one describe how 

good the purpose model is. The summary of hypotheses 

results confirms that during the covid-19 pandemic, 

liquidity, bank efficiency, and NPF ratio impact the 

performance of Islamic commercial banks by 78.39%. It 

is measured by the value of R-squared in Table 1 which 

reaches 78.39%. Another 21.61% describes the other 

independent variable that influences the performance of 

Islamic commercial banks but is not included in this 

model. 

The empirical findings for the correlation between 

liquidity (FDR) and ROA in Table 1 show that liquidity 

statistically has a positive and significant impact on 

Islamic bank performance. It is consistent with the 

previous research by [8] but contradicts the suggestion 

of [19] who confirm that liquidity gives a negative and 

significant impact on ROA. The result of the study 

indicates that the good reputation of Islamic banks is 

shown by how well the banks manage their liquidity. 

Increasing bank’s liquidity due to customer’s trust in 

saving their funds will encourage the bank’s business, 

so the profit can be created. If the result of the study 

states that FDR is directly and significantly proportional 

to the increase of profitability, it means that Islamic 

Bank financing is channeled optimally through 

productive or consumptive financing. Conversely, if the 

FDR value is low, it indicates that the Islamic Bank is 

not optimal in channeling financing so that the bank 

must pay more for the cost of the fund. 

The findings of this study regarding the negative and 

significant effect of bank efficiency on ROA are in line 

with [20] and [21]. The large operating cost ratio 

(BOPO) can be interpreted as a decrease in Islamic 

Bank’s efficiency. During the covid-19 pandemic, banks 

shifted transaction patterns from the physical-economic 

into virtual economic. It supports banking efficiency in 

terms of infrastructure utilization. Reducing operating 

costs due to the digitalization of banking services is one 

of the ways to increase profit.  

The different finding in this study is the positive and 

insignificant effect of Non-Performing Financing on the 

Islamic Bank Performance, where other researchers find 

a negative effect of the relationship, such as [13]. 

Responding to the crisis, the banking sector focuses on 

crucial performance indicators including payment 

deferral debtor’s obligation that affects liquidity, the 

increasing of application surcharge Covid-19 protocol, 

and the decreasing of financing volume with a more 

selective process. To reduce the impact of the pandemic, 

Var Coeff Standard 

Error 

T-stat Proba-

bility 

FDR 0.015231 0.006378 2.387832 0.0201 

NPF 0.162150 0.112849 1.436871 0.1559 

BOP
O 

-0.240545 0.018676 -
12.87965 

0.0000 

C 20.88960 1.520727 13.73659 0.0000 
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the government has issued various regulations and 

policies to build a rapid economic recovery. One of the 

policies in the banking sector is the provision of 

financing restructuring. This regulation not only 

benefits the debtors but also gives a positive 

contribution to the creditors. Restructuring can reduce 

the risk of non-performing finance which can disrupt 

bank performance and stability. 

5. CONCLUSION 

This paper investigates the impact of liquidity, bank 

efficiency, and NPF ratio on Islamic commercial bank 

performance during the covid-19 pandemic. The study 

uses a sample of Indonesia Islamic Commercial Banks 

over the first year of the covid-19 pandemic (March 

2020 – March 2021). The result shows that liquidity and 

bank efficiency have a positive and significant 

relationship with bank performance measured by ROA. 

The study proposes an emphasis on bank efficiency 

ratio to increase the profitability of Islamic commercial 

banks. Based on statistical data obtained from the 

Financial Service Authority (OJK), labor cost, asset 

impairment loss, and other operational costs have a 

large portion of the component of Islamic Bank 

expenses. Related to this, the author believes that bank 

management needs to improve the policy to reduce the 

operational cost component. For example, labor cost 

efficiency is addressed by switching low-cost 

distribution channels based on electronic or digital. It 

means that the management of Islamic banks needs to 

change the work pattern from the branch banking 

system to the digital banking system. 

The author finds a significant contribution of the 

finance to deposit ratio (FDR) to profitability. In 

relation to the expansion of financing as one of the core 

businesses of Islamic banks, the management is 

expected to optimize the distribution of financing. It is 

not only to increase profits but also to bridge the 

public's need for Islamic banking products which are 

currently accommodated by conventional banks. 
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