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Abstract

Financial stability is one of the drivers of economic growth, while Islamic banking currently dominates
in global economic competition compared to other Islamic finance industry. Therefore, it is necessary
to investigate the aspects that can affect the financial stability of Islamic banks. The purpose of this
study is to analyze how capital structure, profitability, efficiency, and technology affect the financial
stability (Z-Score) of Islamic banks in the ASEAN region. The study employs a panel data regretion. It
utilizes documentation techniques such as the financial reports of each bank and other publicly
available data. Sample selection is done through purposive sampling, resulting in a sample of 19 Islamic
banks in ASEAN. The research concludes that capital structure significantly and positively influences
stability, while efficiency has no impact on stability, and the financial soundness of ASEAN's Islamic
banks is significantly impacted negatively by technology and profitability. Based on the findings of this
research, the Islamic banks are required to pay more attention to the management of funds obtained
from profitability as well as fund management for technology needs so as not to affect the financial
stability of Islamic banks in ASEAN.
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Abstrak

Stabilitas Keuangan merupakan salah satu pemicu terhadap pertumbuhan ekonomi. Sedangkan posisi
perbankan syariah saat ini mendominasi dalam persaingan ekonomi global dibandingkan dengan
keuangan syariah lainnya. Oleh karena itu perlunya meneliti aspek-aspek yang dapat mempengaruhi
stabilitas keuangan perbankan syariah. Tujuan dari penelitian ini adalah untuk menganalisis pengaruh
struktur modal, efisiensi, profitabilitas dan teknologi terhadap stabilitas keuangan (Z-Score)
perbankan syariah di ASEAN. Penelitian ini menggunakan regresi data panel. Pengumpulan data
menggunakan teknik dokumentasi berupa laporan keuangan dari setiap perbankan dan data publikasi
lainnya. Pengambilan sample menggunakan teknik purposive sampling dengan hasil sample 19
perbankan syariah di ASEAN. Hasil penelitian ini menunjukkan struktur modal berpengaruh positif
signifikan terhadap stabilitas keuangan, efisiensi tidak berpengaruh terhadap stabilitas, profitabilitas
dan teknologi berpengaruh negatif signifikan terhadap stabilitas keuangan perbankan syariah.
Implikasi dari penelitian ini peneliti mengharap dapat menjadi acuan perbankan syariah agar lebih
memperhatikan terkait pengelolaan dana yang diperoleh dari profitabilitas serta pengelolaan dana
untuk kebutuhan teknologi agar tidak mempengaruhi stabilitas keuangan perbankan syariah di
ASEAN.
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INTRODUCTION

The Financial Stability Survey states that financial stability plays an important
role in economic growth (Bank Indonesia, 2022). Financial stability can be reflected
in the healthy functioning of banking intermediation (Muhri et al., 2022). Amidst
intense global economic competition, Islamic banking dominates among other Sharia
financial sectors, especially in ASEAN countries (Rodoni et al., 2020). Notably,
Indonesia and Malaysia stand out as the driving forces behind the development of
Islamic banking in ASEAN (Ghozali et al., 2019).

A stable financial condition in banking impacts the overall financial system
balance. It enables efficient risk management, addresses economic uncertainty, and
minimizes bankruptcies (Az-Zahra & Widarjono, 2023). Previous studies (Karim et al.,
2016; Rustendi et al., 2020; Thi et al., 2023) have measured the financial soundness
of banks using Z-Score, considering factors like volatility, profitability, and capital
adequacy. This research follows suit, utilizing Z-Score based on financial reports,
including volatility, profitability, and capital adequacy. The positions of the ASEAN
countries can be seen in the following picture:
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Figure 1. Country rankings chart on 2022 IFDI
Source: Islamic Finance Development Report (IFDR) 2022

According to the Islamic Finance Development Indicator (IFDR), four countries
in the ASEAN region are currently ranked in the top 15 (Islamic Finance Development
Indicator, 2022). The developments indicate that the financial stability of Islamic
banks in ASEAN is rising. Financial stability is gaining increased attention in the
banking sector, making it a highly researched topic. Empirical evidence reveals,
Financial stability is significantly improved by capital structure that is used properly
(Huu Vu & Thanh Ngo, 2023; Rustendi et al., 2020). Previous studies (Huu Vu & Thanh
Ngo, 2023; Mehzabin et al., 2022; Rionita & Abundanti, 2018; Rustendi et al., 2020;
Thi et al., 2023) have used Debt to Equity Ratio (DER) to measure capital structure.
Efficiency in operations is also considered a crucial factor in financial stability (Jayanti,
2021). Operational efficiency in banking helps assess whether a bank operates as
expected by management and shareholders and utilizes all its production factors
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effectively (Nugroho & Bararah, 2018). Some studies (Dwinanda & Sulistyowati, 2021;
Kutaren & Mulyo Haryanto, 2020; Nugroho & Bararah, 2018) claim that operational
efficiency negatively and insignificantly affects Islamic banking's financial stability,
while others (Jayanti, 2021) find a positive correlation.

High capital in banking, derived from profits, is a factor when deciding a bank's
stability. Financial stability is positively impacted by higher profitability. (Murtasiah,
2023). Previous studies (Bokiu et al., 2023) have demonstrated that financial stability
is positively impacted by profitability. Return on asset was the profitability metric
employed in this study, which is in line with earlier studies (Mehzabin et al., 2022;
Miranti & Oktaviana, 2022; Murtasiah, 2023; Nasrah & Resni, 2020; Vira, 2021).

In addition to profit generation, effective and efficient services, including
technology adoption, are crucial. Technological advancements have led to the
emergence of Financial Technology (Fintech) companies in various sectors, including
finance (Hasibuan & Oktaviana, 2023). Previous studies (Ansori, 2021; Ariefianto,
2022; Ma’ruf, 2021; Saraswati, 2021) state that Fintech positively influences financial
stability. This study also measures Fintech using the non-interest expense ratio.

Previous studies focused on the impact of individual factors like capital
structure (Huu Vu & Thanh Ngo, 2023; Rustendi et al., 2020; Thi et al., 2023),
operational efficiency (Jayanti, 2021; Nugroho & Bararah, 2018), profitability (Bokiu
et al., 2023; Murtasiah, 2023), and technology (Ariefianto, 2022; Saraswati, 2021) on
financial stability. This study reexamines how technology, efficiency, profitability, and
capital structure affect ASEAN Islamic banking's capacity to maintain its financial
stability. Notably, this study differs from previous ones by placing profitability as an
independent variable and adding a new variable, technology.

LITERATURE REVIEW
Financial Stability

The financial stability presented by Crockett (1996) asserts that financial
stability is crucial for the effective functioning of the economic market. It serves as a
foundation for making rational decisions regarding the allocation of real resources
throughout time. Andrew Crockett defines financial instability as a condition where
the economic performance may be disrupted by fluctuations in asset prices or by a
company's inability to fulfill its obligations (Stefaniak, 2018). Maintaining financial
stability is a primary goal of financial authorities because the absence of stability can
create uncertainty leading to losses. Financial stability is closely tied to the overall
health of an economy (Crockett, 1996).

In Financial Stability Studies (Kajian Stabilitas Keuangan/KSK), Financial
stability is the situation in which the financial system is functions well and is resistant
to both internal and external challenges (Bank Indonesia, 2022). This study includes
variables such as capital structure, operational efficiency, profitability, and
technology, where all these factors interact to assist companies in ensuring the
financial stability of banking.
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Capital Structure

Capital structure is a reflection of the financial condition of the banking
industry. It serves as a financing mechanism that balances the return on investment
and the potential risks (Hutauruk, 2020). Capital structure is the combination of long
haul finance sources that from common stock, preferred stock, and debt. Theories of
capital structure can be broadly categorized into traditional and modern. Traditional
theories include Net Income Approach (NIA) and Traditional Approach (TA). On the
other hand, modern theories encompass Modigliani & Miller (MM) theory, Packing
order and trade-off (Patrick et al., 2021).

Efficiency

One criterion used to evaluate a banking stability is its efficiency. Efficiency
measurement can be done using a traditional approach based on the magnitude of
the investment or capital deployed (Sari & Saraswati, 2017). Efficiency reflects the
ability to generate maximum output by utilizing available inputs and serves as an
expected performance indicator. The issue of efficiency is considered crucial and is
something that every banking industry should achieve. Operational efficiency can be
measured using a bank's financial ratios. This operational efficiency shows whether
or not the bank has made good use of all of its production components to increase
profitability. To assess the operational efficiency of a bank, one can examine the
BOPO ratio (Setyowati, 2019).

Profitability

The capacity of Islamic banking to make profits by fully utilizing the
capabilities of the banking sector is known as profitability. In this context, profitability
measurement uses the ROA ratio, considering the potential of Islamic banks to earn
income from the assets they possess. ROA serves as an overview of the existing
profitability within the banking sector (Dewi & Sudarsono, 2021). High profitability
has positive effects on the sustainability of a company, as it can enhance investor
confidence and increase the overall value of a company (Novika, 2022).

Technology

Technology has been evolving year by year, and its application in the financial
sector is increasingly embraced by society, giving rise to the concept of Financial
Technology (Fintech). Fintech involves the utilization of technology to aid in financial
intermediation solutions. It is considered a technological innovation in financial
service systems, expected to enhance effective and efficient services (Nizar, 2017).
Fintech is part of the financial industry known for its innovation. According to PwC's
theory. A rapidly expanding subset of the financial services and technology industries
is called fintech.. Start-up companies implement these innovations in their products
and services, aligning with the offerings of the financial sector, such as banking
(Khotinskay, 2019).
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Hyphothesis

H;: The capital structure of Islamic banking contributes positively to its financial
stability.

H,: The efficiency of Islamic banking contributes positively to its financial
stability.

H;: The Profitability of Islamic banking contributes positively to its financial
stability.

H,: The technology of Islamic banking contributes positively to its financial
stability.

RESEARCH METHOD

This study employs a quantitative method with a literature review approach
to examine the influence of capital structure, operational efficiency, profitability, and
technology on the financial stability of Islamic banks in ASEAN. The research
population includes all ASEAN Islamic banks that have been operational from 2018 to
2022 and have published financial reports for five consecutive years. The study
sample comprises 19 Islamic banks, and the list of samples is provided in Table 1.

Table 1. Sample List
No Country Names of Islamic Banks

1 Indonesia Sharia Mega Bank.
Muamalat Sharia Bank.
Victoria Sharia Bank.
BCA Sharia Bank.
Panin Sharia Bank.
Bukopin Sharia Bank.
BJB Sharia Bank.
BTPN Sharia.
Aceh Sharia Bank.
. Nusa Tenggara Barat Sharia BPD.
. Standard Chartered Saadiq Bank Berhard
. AM Islamic Bank Berhard
. Al Rajhi Banking & Ivestment (Malaysia)
Berhard
14. CIMB Islamic Bank
15. RHB Islamic Bank
16. OCBC Al-Amin Bank Berhard
17. Hong Leong Islamic Bank berhard

WX NOU PR WDNPR

=
o

[y
[y

2 Malaysia

[EESSY
w N

3  Vietnam 18. Bank for investment and development of
Vietnam (BIDV) Islamic bank
4  Brunei 19. Bank Islam Brunei Darussalam Berhard

Darussalam
Source: Author, 2024
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The purposive sampling method is used in this study, which means that the
sample is chosen at random according to predetermined standards. Panel data
regression analysis is used in the processing of the data for this study, which is done
with the statistical program Eviews 12. This analysis is a technique used to understand
the influence of multiple predictors on a response variable, in this case, panel data
(Alamsyah et al., 2022). Three techniques are available for estimating panel data
regression models: FEM, CEM and REM. Three tests are used in this testing to
determine which model is the best: the Chow test, Hausman , and LM. Classical
assumption tests are then performed, including tests for heteroskedasticity,
multicollinearity, and normality. R-squared testing and hypothesis testing (F- and T-
tests) are the last phases.

One statistical technique is panel data regression analysis, which is used to
find out how several predictors influence a response. This is done with a panel data
structure (Alamsyah et al., 2022). Penel data is a combination of time series and cross-
section data collected at one time on several object units (Madany & Rais, 2022). In
general, the panel data regression model equation is as follows:

Y =a+ BiXyie + B2Xaie + BaXsit + BaXait + € (1)
Y : Financial Stability
a : Constanta regression
Bi_s : Regression coefficient
X4 : Capital Structure
X, : Operational Efficiency
X5 : Profitability
X4 : Technology

i : Unit cross section
t : Time Period

e . error

RESULTS AND DISCUSSION

Result
Descriptive Analysis

Nineteen Islamic banks in the ASEAN region between 2018 and 2022 make up
the study's sample, for a total of N of 95. The descriptive analysis presents data based
on mean, median, maximum, minimum, and standard deviation values. The results
are as shown in Table 2.
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Table 2. Results of Descriptive Statistical Analysis

Capital Structure  Efficiency Profitability Technology Stability
Mean 7.326632 0.783814 0.014976 15714099 112.7934
Median 7.360000 0.796100 0.012000 5936570 71.99858
Maximum 23.07000 2.027400 0.130000 1.24E+08 779.7769
Minimum 0.050000 0.311111 -0.067200 1043000 4.425643
Std. Deviasi 5.665363 0.282715 0.026603 24367137 143.6602

Source: Authors’ Processed Data, 2024

Panel Method

Three tests are necessary to identify the optimal model for the panel data
regression model: the Chow test, Hausman, and Im. The summary that follows shows

the outcomes of the chosen regression model in Table 3.

Table 3. Regression Models

No Test Result Criteria Model
1 Chow 0,000 Prob<0,05 FEM

2 Hausman 0.0370 Prob<0,05 FEM

3 LM - - -

Source: Authors’ Processed Data, 2024

The Fixed Effect Model (FEM) is found to be the best model based on the
outcomes of the Chow and Hausman tests used in the model selection procedure.
Since the FEM's selection has been verified by the two tests that came before it, the

LM test is therefore not required.

Classic Assumption Test

The classical assumption tests are conducted on each selected model to
determine its suitability. A model is considered suitable if it meets the conditions for
Best Linear Unbiased Estimator (BLUE). The results of the classical assumption tests

are presented in Table 4.

Table 4. Classic Assumption Test

No Test

Result

Criteria Caption

Normality
Multicollinearity

3 Heteroscedasticity

0.598585
X1=0.105312
X2=0.209983
X3=-0.329351
X4=0.312479
X1=0.0564
X2=0.6068
X3=0.9451
X4=0.3585

Prob>0,05 Passed
CM<0,80 Passed

Prob>0,05 Passed

Source: Authors’ Processed Data, 2024
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It is clear from Table 4's results of the classical assumption tests—which
include tests for heteroscedasticity, multicollinearity, and normality—that this
research has passed these assessments.

Model Feasibility Test

The model feasibility test is employed as a validation for the selected
regression model. There are two components to this test: hypothesis testing and
determination coefficient (R2) testing.

Uji Hipotesis
e TTest
Table 5. T Test

Variabel Coefficient Std. Error t-Statistic Prob.

C -55.37692 77.09811 -0.718266 0.4751

X1 12.13506 6.232963 1.946917 0.0558

X2 -3.275795 39.12255 -0.083732 0.9335

X3 -24.95393 12.46878 -2.001313 0.0495

X4 -2.35E-06 6.34E-07 -3.707115 0.0004

Source: Authors’ Processed Data, 2024

The standards for the T-test are values of probability (p-value) less than 0.05.
Consequently, based on data on Table 5, the conclusion is that X1 significantly and
positively influences Y, X2 does not affect Y, while X3 and X4 have a significant
negative impacton Y.

o FTest
Table 6. F Test
F-Statistic 28.91424
Prob (F-Statistic) 0.000000

Source: Authors’ Processed Data, 2024

Considering the above table, the F-statistic has a value of 0.000000, which is
less than 0.05. As a result, based on result on Table 6, it may be said that all of the
independent factors significantly affect the dependent variable.

The Coefficient of Determination Test

The coefficient of determination of the independent variables, which varies
from 0 to 1, indicates how capable they are. Understanding the coefficient of
determination is possible through the Adjusted R-Squared value.

Table 7. The Coefficient of Determination Test
R-squared 0.905998
Adjusted R-squared 0.874664

Source: Authors’ Processed Data, 2024
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In Table 7, the Adjusted R-Squared is stated to be 0.874664. Therefore, it is
concluded that the variables of capital structure, operational efficiency, profitability,
and technology can explain 87.4 percent of the variation in financial stability, while
other factors not considered in this research account for the remaining 12.6 percent.

Model Interpretation

In the tests that have been carried out to determine the best model, starting
from the Chow test and the Hausman test, it was decided that the best model was
the Fixed Effect Model (FEM). By selecting the FEM model as the best model, it can
be used to determine capital structure, efficiency, profitability and technology on the
stability of Islamic banks. The results of the FEM model are presented in Table 8.

Table 8. Fixed Effect Model

Variables Coefficient Std. Error t-Statictic Prob.

C -55.37692 77.09811 -0.718266 0.4751

X1 12.13506 6.232963 1.946917 0.0558

X2 -3.275795 39.12255 -0.083732 0.9335

X3 -24.95393 12.46878 -2.001313 0.0495

X4 -2.35E-06 6.34E-07 -3.707115 0.0004
R-squared 0.905998
Adjudted R-Squared 0.874664
F-statistic 28.91424
Prob (F-statistic) 0.000000

Source: Authors’ Processed Data, 2024

From the results of data processing performed using statistical softwares
(Eviews) shows, the capital structure has a significant positive impact on financial
stability. So to improve the financial stability of the islamic banking in ASEAN is also
necessary to pay attention to the capital structure used. Further to the operational
efficiency variable measured using (BOPO) significant negative which means there is
no influence between efficiency and financial stability. However, in this study the
bopo variable remains used because it is supported by previous literature (Hasnani,
2022) and for exploratory purposes because in insignificant variables can provide
insight into aspects that can be neglected in improving the financial stability of islamic
banking in ASEAN. Then for the profitability variable has a significant negative impact.
So any increase in profitability obtained by the islamic banking in ASEAN must be
managed well so as not to affect the risk of financial stability. For the next variable is
technology that has a significant negative influence. In this case, the improvement of
technology used by Islamic banking in ASEAN.
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Discussion
The influence of capital structure on the stability of Islamic banks in ASEAN

Capital structure represents the funding that can balance the rate of return
on investment and the associated risk (Hutauruk, 2020). The Debt Equity Ratio is used
in this study to determine the capital structure. This ratio is employed to understand
the composition of equity and debt used in Islamic banking.

The partial test results indicate that the capital structure (DER) significantly
and favorably affects the financial stability of Islamic banks in ASEAN, with a
significance value of 0.0558, together with 0.05. This indicates that when the DER of
Islamic banks increases, stability also increases, and vice versa. These results support
the premise by showing that ASEAN's Islamic banks may remain stable when capital
structure is used optimally. In an optimal capital structure, companies use equity and
debt proportions accurately to reduce financial risks and capital costs. Thus,
businesses can sustain the stability of Islamic banking in ASEAN as long as financial
risks decline.

The impact of efficiency on the stability of Islamic banks in ASEAN

Efficiency is considered crucial in banking, representing a process of
minimizing budget expenditures to achieve optimal results (Rahmat & Ruchiyat,
2021). In this study, BOPO is used as a measure of efficiency, commonly employed to
gauge the efficiency of banking operations. The significance test results show that
operational efficiency has a negative and nonsignificant affect, with a significance
value of 0.9335, larger than 0.05. The test findings show that there isn't any
relationship, either high or low, among the efficiency and the financial soundness of
the Islamic banks in ASEAN. The existence or lack of low or high efficiency levels has
no bearing on the stability of Islamic banking. Essentially, operational efficiency
values can aid banks in reducing costs and increasing profits. However, this does not
always translate into financial stability, as efficiency only considers aspects of costs
and revenues (Mubhri et al., 2022). Financial stability involves various factors such as
capital structure, financial risks, financial policies, and others. Therefore, banks need
to consider numerous factors when making decisions to ensure long-term financial
stability.

These findings support previous research (Hasnani, 2022) that found no
connection between efficiency as measured by the BOPO ratio and financial stability.
However, research by Angraini et al. (2023) indicates that the banking industry
becomes less stable at high efficiency ratios, indicating that efficiency has a negative
effect on financial stability.

The influence of profitability on the stability of Islamic banks in ASEAN

The capacity of Islamic banks to turn a profit over a given period by fully
utilizing the banking industry's capabilities is known as profitability (Dewi &
Sudarsono, 2021). To quantify profitability, this study uses ROA, a ratio that is

The Determinants of Financial Stability of Islamic Banking in ASEAN | 35



Journal of Islamic Economics and Finance Studies

frequently employed as a performance metric by management to generate profits.
This study shows that the financial viability of Islamic banks in ASEAN is significantly
and negatively impacted by profitability. HO is rejected based on the significance test
results, which provide a value of 0.0495 < 0.05. The implication is that the stability of
Islamic banks in ASEAN rises when profitability falls and falls when profitability is
strong. Essentially, the profitability of a bank can enhance its value and provide
financial benefits to the institution (Murtasiah, 2023). However, financial stability is
not always positively impacted by profitability. This is due to increased profitability,
which can lead to greater financial risks, such as the risk of investment failure or other
significant financial risks. The study's findings support earlier research (Musthofa et
al., 2021) It discovered a significant and negative correlation between bank financial
soundness and profitability. These results contradict the premise, indicating that
profitability has a major detrimental effect on the financial soundness of Islamic
banks in ASEAN.

The impact of technology on the stability of Islamic banks in ASEAN

The rapid advancement of technology across sectors, including the banking
sector, has led to the adoption of Financial Technology (Fintech) (Nizar, 2017).
Fintech represents the utilization of technology to aid financial intermediation
solutions. This study uses the Non-Interest Expense ratio to measure Fintech, which
is employed to assess the expenses incurred by banks to support their operational
activities, including technological costs. The study's noteworthy findings show that
technology significantly and negatively affects the financial viability of ASEAN's
Islamic institutions, with a significance value of 0.0004 < 0.05. This suggests that the
banking industry's financial stability falls as Fintech adoption rises, and vice versa
when Fintech adoption falls, the financial stability of Islamic banks in ASEAN rises.

Essentially, adopting Fintech seeks to enhance the stability of Islamic banking
operations (Chaarani, 2018). However, despite the benefits and convenience
technology brings in various aspects, It may also adversely affect banks' capacity to
maintain their financial stability. This can occur due to factors such as excessively high
technological burdens leading to inadequate finances or other issues like cyber
attacks or system failures (Saraswati, 2021). The study's conclusions are consistent
with earlier investigations (Ariefianto, 2022; Saraswati, 2021; Uddin et al., 2020),
indicating that higher technology-related expenses disrupt the financial system of
banks. Consequently, the researcher concludes that increased spending on Fintech
leads to a decline in the financial stability of Islamic banks in ASEAN.

The influence of capital structure, efficiency, profitability, and technology on the
financial stability of Islamic banks in ASEAN

The simultaneous test (F) yielded a significance value of 0.000 < 0.05 for this
investigation. This finding suggests that the financial stability of Islamic banks in
ASEAN is influenced by a combination of factors including capital structure, efficiency,
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profitability, and technology. According to this research, the total contribution of
capital structure, profitability, efficiency, and technology to the explanation of the
variation in the financial stability of Islamic banks in ASEAN is 87.4 percent; factors
outside the purview of this study account for the remaining 12.6 percent.

CONCLUSION

Based on the purposes of the research, the results of data analysis, and the
discussions that have been made on the capital structure, efficiency, profitability, and
technology for the financial stability of Islamic banking in ASEAN, the following
conclusions can be drawn. Based on the partially tested capital structure test (DER),
it has a significant positive impact on the financial stability of ASEAN’s Islamic
banking. Where the more optimum capital structure is used then it will have a good
impact on the financial stability of the Islamic bank. Furthermore, the Efficiency Test
(BOPO) partially has no significant impact on the financial stability of Islamic banking
in ASEAN. This means the high-low value of BOPO has no impact on financial stability.
Then the partially tested Rentability Test (ROA) has a negative and significant impact
on the financial stability of Islamic banking in ASEAN. This means that increasing the
rate of remuneration will have a negative impact on the financial stability of the
Islamic bank if the company cannot manage the profit fund properly. Furthermore,
the non-interest expenses tested have a partial negative and significant impact on
the financial stability of ASEAN Islamic banking. So it can be understood that the
higher adoption of technology will have a negative impact on the financial stability of
Islamic banking.

The implications of this research are that the researchers hope can be an
Islamic banking reference to pay more attention to the management of funds
obtained from profitability as well as fund management for technology needs so as
not to affect the financial stability of Islamic banks in ASEAN. This research is limited
only to Islamic banking in ASEAN, so it is expected that further research to expand
the sample used.
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