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Abstract

Sharia mortgage financing growth in Indonesia is shaped by both macroeconomic conditions and
internal banking performance. This study aims to examine the influence of macroeconomic
variables, Industrial Production Index, inflation, Bl rate and internal bank factors, Third-Party
Funds, Non-Performing Financing of Sharia mortgages, and total assets on the distribution of
Sharia mortgage financing in Indonesia. The research employs the Autoregressive Distributed Lag
method. The results indicate that in the short term, all variables have a significant effect on Sharia
mortgage financing. Industrial Production Index, inflation, Third-Party Funds, mortgage Non-
Performing Financing, and total assets have a significant positive impact, while the Bl rate has a
significant negative effect. In the long term, only IPl and mortgage Non-Performing Financing show
a significant positive influence on the distribution of Sharia mortgage financing. Inflation, the BI
rate, and total assets have a positive but insignificant effect, while Third-Party Funds has a negative
and insignificant effect. This study suggests that the government should implement appropriate
macroeconomic policies, and Islamic banks should consistently maintain internal banking factors
to optimize the distribution of Sharia mortgage financing. This will facilitate home ownership
through Sharia mortgages and contribute to strengthening Indonesia’s economy, as the housing
sector plays a strategic role with its capital and labour-intensive industries.
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I. Introduction

Banks, as outlined in Article 3 of Law Number 10 of 1998, have the primary function of collecting
and distributing funds from the public. In practice, Islamic banks derive their main source of
income from financing provided to fund managers (mudharib), which, when managed properly,
can generate optimal profits and improve the bank's business quality (Ahmad, 2015).
Furthermore, this financing also aims to support national economic growth and maintain
monetary stability (Utami, 2012). In line with this role, Islamic banks play a significant role in
Indonesia's financial system through the provision of financing based on sharia principles, one of
which is through sharia mortgage financing products. This product aims to facilitate
homeownership in a fair and halal manner. Unsurprisingly, sharia mortgage financing has become
one of the most popular products as it offers affordable housing solutions in accordance with
Islamic values.

The distribution of sharia mortgage financing has shown a growth trend year by year. Data from
the Financial Services Authority (OJK) recorded that the total value of sharia mortgage financing
increased from IDR 77.83 trillion in 2018 to IDR 132.02 trillion in 2023, accounting for
approximately 25.1% of total Islamic bank financing (Table 1.). This increase reflects the strategic
contribution of sharia mortgage financing in supporting the housing sector, which directly
impacts national economic growth, as the sector is labor and capital-intensive and absorbs a large
workforce (Perkim, 2021). The growth of this sector is also driven by rising demand for housing,
while housing availability remains insufficient. The government noted a housing ownership
backlog of 12.75 million units (Mulyani, 2022), and it is projected that housing demand will exceed
30 million units by 2025 (Kompas, 2016). Another contributing factor is the demographic bonus,
namely the increase in the productive-age population (16—65 years) until 2045. On the other
hand, rising house prices that are not matched by people's purchasing power have caused many
potential buyers to be unable to purchase homes outright. Therefore, sharia mortgage financing
becomes an important solution, particularly through Islamic banking, which serves as a financial
intermediary institution.

Table 1. Total Financing and Sharia Mortgages of Islamic Banks in Indonesia 2018-2023

Year Total Financing of Islamic Banks Total Sharia Mortgages of Islamic Banks
2018 320.193 77.829
2019 355.182 87.808
2020 383.942 97.669
2021 409.877 108.075
2022 491.489 125.060
2023* 525145 132.018

Source: World Bank (2025)

From the perspective of Magashid Sharia, housing is a basic necessity classified under hifzh al-
nafs (preservation of life). According to Ahmad (1995), this includes the fulfillment of basic needs
such as food, shelter, and clothing. A house is considered part of hifzh al-nafs because it plays an
essential role in protecting humans from extreme weather, wild animals, and providing a sense
of safety and comfort. With the increasing demand for housing, especially approaching the peak

International Journal of Islamic Economics and Finance (IJIEF), 8(2), 225-245 | 226



Rani & Varizqa| The Effect of Macroeconomic and Internal Bank Factors on Distribution of Sharia Banking
Mortgage in Indonesia

of the demographic bonus, access to sharia mortgage financing becomes even more crucial.
However, limited public financial capacity and continuously rising property prices make it difficult
for many people to afford homes with cash. In this context, sharia mortgage financing emerges
as a primary solution that aligns with the principle of justice in Islam.

Despite its great potential, sharia mortgage financing also carries certain risks due to its long-term
nature. The 2008 global financial crisis, triggered by the subprime mortgage crisis in the United
States, demonstrated how unchecked expansion of mortgage financing can lead to systemic
financial instability. The impact of the subprime mortgage crisis also reached Indonesia. The most
visible consequence in Indonesia was economic slowdown and widespread layoffs. It was
reported that approximately 57,000 employees were laid off due to the global crisis of 2008—
2009 (Republika, 2009). This situation contributed to rising unemployment and actual poverty
levels in society. The impact on the Indonesian economy included the withdrawal of foreign
capital, especially US dollars, by creditors and investors in the US. This was done by selling
securities and equity purchased in rupiah, converting them into dollars, and withdrawing funds
placed in Bank Indonesia into dollar form (Sudarsono, 2009). In light of this, it is crucial to ensure
that sharia mortgage financing expansion aligns with macroeconomic conditions including GDP,
inflation, and the Bl Rate and is managed with prudential principles.

Several previous studies have examined macroeconomic factors such as GDP, inflation, interest
rates, and the Industrial Production Index (IP1) that influence housing finance distribution, with
varying results. For example, a study by Dianty et al. (2022) showed that GDP contributed the
most among macroeconomic variables affecting various types of sharia mortgage financing in
Indonesia. Rombe et al. (2021) and Mogaka (2015) also indicated that GDP positively affects
mortgage distribution. However, this contrasts with findings from Djati (2017) and Yusof (2018),
who found that GDP had a negative and significant effect on mortgage credit in state-owned and
Islamic banks. In this study, economic growth is measured using the Industrial Production Index
(IP1) as a proxy. Pratama and Putri (2022) revealed that IPI significantly and positively influences
credit distribution in both the short and long term. Similarly, Noveminanto (2009) found that an
increase in IPI could stimulate the growth of mortgage credit distribution by banks. Halimah et al.
(2018) also explained that IPI had the largest contribution to housing finance in Islamic banking.

Furthermore, Dianty et al. (2022) found that inflation negatively impacts sharia mortgage
financing distribution. However, this differs from the studies by Mogaka and Pinto (2015), who
argued that high inflation leads to increased bank credit distribution, implying that inflation can
have a positive and significant influence. Rombe (2021) and Dianty (2022) also discovered that
interest rates have a significant negative effect on mortgage financing. Conversely, Yusof (2018)
in his research indicated that interest rates positively affect home financing.

Apart from macroeconomic factors, Islamic bank mortgage distribution is also influenced by
internal bank factors. Studies on third-party funds by Olokoyo (2011), Riadi (2018), and Pratiwi
and Hindasah (2014) found that DPK (third-party funds) have a positive and significant
relationship with financing distribution. Pratiwi and Hindasah (2014) also found that NPL (non-
performing loans) had a significant negative effect on credit distribution. Additionally,
Nurdiansyah et al. (2020) explained that NPF (non-performing financing) had a negative impact
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on murabaha financing. However, Martin (2014) stated that problematic financing had a
significantly positive impact on credit provision. Mogboyin (2012) showed that total assets had a
positive and significant effect on bank credit distribution in Nigeria. Similar findings were reported
by Sylviah (2022) and Tanjung (2020), who also found that total assets significantly influence
financing.

The inconsistency in previous research findings indicates an empirical gap in the literature,
particularly regarding the combined influence of macroeconomic and internal bank factors on
sharia mortgage financing in Indonesia. Moreover, many studies only examine short-term or long-
term relationships separately, while comprehensive studies covering both are still limited. This
research aims to fill that gap by analyzing the influence of macroeconomic variables (IPl, inflation,
and the benchmark interest rate/Bl Rate) and internal bank factors (DPK, NPF of sharia mortgage
financing, and total assets) on sharia mortgage financing in Indonesia, both in the short and long
term, using the Autoregressive Distributed Lag (ARDL) method. Thus, the results of this study are
expected to contribute to the formulation of more effective and sustainable macroeconomic
policies and Islamic banking strategies to promote growth in the housing sector in Indonesia.

II. Literature Review
Previous Research and Hypotheses Development

The Relationship between IPI and Islamic Home Loan Distribution

Zulhidia (2015) in his research shows that increasing financing distribution is related to good
economic growth, which in turn boosts industrial growth. Therefore, the Industrial Production
Index (IP1) affects financing distribution. This is because if IPI| increases, the demand for raw
materials and output will also rise, leading to an increase in financing distribution. This occurs
because companies require funds, often sourced through financing from banks, for production.
According to the findings of Halimah et al. (2018), IPI makes the largest contribution to Islamic
home financing. Gunes and Apaydin (2017) also found that mortgage financing volume is
positively correlated with the Industrial Production Index. Furthermore, Pratama and Putri (2022)
found that IPI has a significant and positive effect on the distributed credit in both the short and
long term.

H1: The Industrial Production Index (IPI) positively and significantly influences Sharia mortgage
financing in both the short and long term.

The Relationship between Inflation and Islamic Home Loan Distribution

According to the theory explained by Karim (2007), inflation reduces public interest in saving,
meaning that the funds collected by banks decrease, which in turn reduces the allocation of
financing by Islamic banks. Rising prices due to inflation lead the public to prioritize their short-
term needs, such as daily necessities, while postponing long-term needs, such as housing,
resulting in a decrease in the demand for long-term financing like Islamic home loans. Dianty
(2022) explains that inflation has a negative impact on Islamic KPR distribution. Boamah (2009)
also found that inflation significantly affects the mortgage market. However, Mogaka (2015) and
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Pinto (2020) argue that increasing inflation leads to higher credit distribution, indicating that
inflation has a positive and significant relationship with home financing and credit.

H2: Inflation negatively and significantly influences Islamic mortgage financing, particularly in the
short term.

The Relationship between the Bl Rate and Islamic Home Loan Distribution

This Changes in the Bl Rate influence home purchases because when interest rates rise, they are
followed by an increase in credit interest rates. Higher interest rates discourage the public from
seeking KPR financing, thus having a negative impact. This is in line with Rombe (2021) and Dianty
(2022), who found that interest rates have a negative and significant effect on KPR financing.
However, Yusof (2018) explained that interest rates have a positive impact on home financing.
H3: The Bl Rate negatively and significantly influences Islamic mortgage financing in the short
term but is not significant in the long term.

The Relationship between Third-Party Funds and Islamic Home Loan Distribution

According to Dendawijaya (2009), third-party funds (DPK) are the largest and most reliable source
of funds for banks. These funds are obtained from the public. Banks collect funds from the public
in the form of savings, demand deposits, certificates of deposit, time deposits, or similar products.
The funds obtained by the bank must be redistributed in the form of financing, which increases
the bank's liquidity and enables more financing to be provided to those in need of Islamic home
loans. This aligns with research by Olokoyo (2011), Riadi (2018), and Pratiwi and Hindasah (2014),
who found that DPK has a significant and positive effect on financing distribution.

H4: Third-Party Funds (DPK) positively and significantly influence Islamic mortgage financing in
both the short and long term.

The Relationship between Non-Performing Financing and Islamic Home Loan Distribution

In Islamic banks, non-performing loans are referred to as Non-Performing Finance (NPF), which
indicates the quality of a bank's financing. The higher this ratio, the more bank capital is eroded
due to the need to reserve larger funds. An increasing amount of non-performing financing can
have negative effects on both debtors and creditors. Banks will become more cautious and
implement stricter regulations when distributing financing, which can negatively impact the
distribution of mortgage loans (KPR). This is consistent with the study by Pratiwi and Hindrasah
(2014), which found that NPL has a negative and significant effect on credit distribution.
Additionally, Nurdiansyah et al. (2020) explained that NPF has a negative impact on murabaha
financing. However, this differs from Martin's (2014) study, which states that non-performing
financing has a positive and significant impact on lending.

H5: NPF negatively and significantly influences Islamic home financing in both the short and long
term.

The Relationship between Total Assets and the Distribution of Sharia Mortgage Loans

Banks with large assets will find it easier to diversify their assets, allowing them to generate
additional income, which in turn results in a greater volume of credit distribution, thus indicating
a positive relationship. This is consistent with research conducted by Mogboyin (2012), which
shows that total assets have a positive and significant influence on banking credit distribution in
Nigeria. This means that the higher the total assets owned by a bank, the greater the financing
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that can be distributed by Islamic banks. Furthermore, Sylviah (2022) and Tanjung (2020) also
found that total assets have a significant effect on financing.

H6: Total assets positively and significantly influence Islamic home financing in both the short and
long term.

III. Methodology
Data

This study adopts a quantitative research approach to empirically analyze the determinants of
Islamic home financing in Indonesia. Quantitative research is a method that is concrete/empirical,
objective, measurable, rational, and systematic, thus adhering to scientific principles (Sugiyono,
2013). The choice of a quantitative framework is based on the objective of measuring causal
relationships between macroeconomic variables and mortgage financing using replicable and
statistically verifiable methods.

The researcher used secondary data for this study. These data were obtained from reports
published by the Financial Services Authority (0JK), including Islamic banking statistics, as well as
from Bank Indonesia and the Central Bureau of Statistics. The time series data used in this study
consists of data on the Industrial Production Index (IP1), inflation, Bl Rate, Third-Party Funds (DPK),
NPF KPR, total assets, and the distribution of mortgage loans by Islamic banks. The study period
covers January 2018 to June 2023, with the population comprising all Islamic banks during this
timeframe sample taken includes the monthly aggregate data of Islamic banks, namely Islamic
Commercial Banks and Sharia Business Units found in the Islamic banking statistics for the period
of January 2018 until June 2023, resulting in 66 samples for this study.

Model Development

Pesaran et al. (2001) explain the ARDL analysis model, which includes both short-run and long-
run equations. The short-run equation is as follows:

KPRSt = c—(1—al) + allPIt—i + a 2INFt—i+ a3BIRt—i+ a4DPKt—i+
o 5SNPFt—i+ a 6TAt—i+ et (1)

Description: EcT : Adjustment rate; KPRS: Distribution of Islamic mortgage financing, IPI: Industrial
Production Index; INF: Inflation; BIR: Bl Rate;, DPK: Third-Party Funds; NPF: Non-Performing
Financing of Islamic mortgages; TA: Total Assets; al...a6: Short-run parameters; €t: Error term

The long-run equation in this study is:
KPRSt = c+ B1IPIt + B2INFt + B3BIRt + B4DPKt + B5NPFt + B6TAt + vt (2)

Description: c: Constant; KPRS: Distribution of Islamic mortgage financing, IPIl: Industrial
Production Index; INF: Inflation; BIR: Bl Rate; DPK: Third-Party Funds; NPF : Non-Performing
Financing of Islamic mortgages; TA: Total Assets; 81... Bs: Long-run estimation components; vi:
Error term of the long-run model.
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Method

The Autoregressive Distributed Lag (ARDL) method is used to observe the influence of
independent variables on the dependent variable over time. This method also allows for an
analysis of the impact of past values of variable Y on its current value (Gujarati & Porter, 2013).
According to the Gujarati (2013) guidelines, ARDL is a regression method for dependent and
independent variables, incorporating lags.

The Autoregressive Distributed Lag (ARDL) model was selected based on both statistical
considerations and the research context. From a statistical perspective, stationarity test results
indicated that the variables were a mix of | (0) and | (1), making the Vector Error Correction Model
(VECM) unsuitable, as it requires all variables to have the same order of integration. Alternative
methods such as Fully Modified OLS (FMOLS) and Dynamic OLS (DOLS) were not employed
because they focus solely on long-run estimation and cannot simultaneously capture short-run
dynamics. Meanwhile, the Nonlinear ARDL (NARDL) approach was also considered but ultimately
not chosen, as this study does not examine the presence of asymmetric effects.

From the standpoint of the research problem, ARDL allows for the simultaneous estimation of
both short-run and long-run relationships between macroeconomic factors and Islamic home
financing, which is crucial for understanding both the immediate impact of policies and structural
adjustments over time. Moreover, ARDL is effective for relatively small sample sizes, as in this
study (66 observations), and is capable of producing unbiased long-run estimates even in the
presence of potential endogeneity, provided that the residuals are free from autocorrelation.

The ARDL selected for this study because it offers several advantages over other econometric
methods. According to Gujarati and Porter (2012), one key benefit of the ARDL approach is its
flexibility in handling variables with different levels of stationarity, whether at level form or first
difference. This makes the model less dependent on the stationarity and integration order of the
variables. Additionally, the ARDL model does not require all variables to have the same order of
integration, allowing its application even when the variables are a mix of [(0) and I(1). Another
advantage is that the ARDL model remains effective even with a relatively small sample size,
unlike other models that generally require large datasets. Moreover, the ARDL approach enables
the estimation and testing of both long-run and short-run relationships simultaneously among
the time series variables involved.

IV. Results and Discussions
Result of The Autoregressive Distributed Lag (ARDL)

Stationarity Test (Unit Root Test)

In the ARDL model, the initial stage required is the stationarity test. The stationarity test is
conducted using a unit root test as proposed by Dickey and Fuller, specifically the Augmented
Dickey-Fuller (ADF) test. Table 2 shows the results of the ADF stationarity test in this study. The
stationarity test in Table 2 indicates that not all research variables are stationary at the level stage.
A variable is considered to pass the ADF test and be stationary if the probability value is less than
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1%, 5%, and/or 10%. Variables that are stationary at the level stage include the industrial
production index, which is stationary at the 1% level, and inflation and NPF (Non-Performing
Financing) for mortgages, which are stationary at the 10% level. Meanwhile, at the first difference
level, all research variables are stationary at that level. KPRS, IPI, Bl Rate, DPK, NPF KPR, and TA
are stationary at the 1% level, while inflation is stationary at the 10% level. Therefore, it can be
concluded that the values of all variables do not contain a unit root at the first difference level,
indicating that they can be used for the next testing stage.

Table 2. Lag Length Criteria
Augmented Dickey Fuller (ADF)

No. Variable

At Level Description First Difference Description
1 KPRS 0.4608 Not stationary 0.0000 Stationary***
2 IPI 0.0001*** Stationary*** 0.0000 Stationary***
3 Inflation 0.0992* Stationary* 0.0954 Stationary*
4, Bl Rate 0.5345 Not stationary 0.0057 Stationary***
5 DPK 0.9316 Not stationary 0.0000 Stationary***
6 NPF KPR 0.0928 Stationary* 0.0000 Stationary***
7. TA 0.9934 Not stationary 0.0000 Stationary***

***p-value< 0.01. Stationary at 1% level, **p-value< 0.05. Stationary at 5% level, *p-value< 0.1.
Stationary at 10% level.

Lag Optimum Test

The selection of this lag is used as a reference to obtain the best results in the ARDL model. The
optimum lag chosen in this study is determined based on the VAR lag length criteria, where the
best lag selection results can be identified through the most frequent star marks. The results of
the lag length criteria in Table 3 show that the optimum lag is at lag 7 (Table 3).

Table 3. Lag Length Criteria

Lag LoglL LR FPE AIC SC HQ
0 1140359 NA 4.87e-26  -38.41896  -38.17248  -38.32274
1 1604.924  803.1448 3.76e-32  -52.50588  -50.53398*  -51.73613
2 1651.821  69.94813 432e-32  -52.43460  -48.73728  -50.99131
3 1705.052  66.76446 4.50e-32  -52.57802  -47.15530  -50.46121
4 1772782  68.87847*  351e-32  -53.21296  -46.06482  -50.42261
5 1848424 5897477 297e-32  -54.11606  -4524251  -50.65218
6  1965.610  63.55884 1.17e-32  -56.42747  -45.82851  -52.29006
7 2160.646  59.50239 1.40e-33*  -61.37783*  -49.05346  -56.56689*

Cointegration Bound-Test

Bound-Test Cointegration Test To gain a clearer understanding of the most appropriate and best
ARDL model, a diagnostic test through the Bound Test for cointegration is required. The purpose
of this test is to determine the existence of a long-term relationship between variables. The
results of the Bound-Test Cointegration Test in Table 4 show that the F-statistic value (5.878725)
is greater than | (0) and | (1). Thus, it can be concluded that the ARDL model estimation results
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can be used as a reference for a significance level of up to a = 1%, indicating a long-term
relationship between the variables.

Table 4. Results of the Bound-Test Cointegration Test

Test Statistic Value K
F-Statistic 5.878725 6
Significant | (O) Bound | (I) Bound
10% 1.99 2.94

5% 2.27 3.28

2,5% 2.55 3.61

1% 2.88 3.99

Assumption Test

This study tests the robustness of regression models by adding the Human Development Index
variable. This addition is highly relevant because HDI is strongly correlated with economic growth,
as it measures quality of life, education, and health (Singh et al., 2025). By including HDI, we can
test whether the relationship between the other main independent variables and economic
growth remains consistent and significant. If the results are stable, this will increase confidence
that the research findings do not depend solely on the initial model specification. Robust testing
confirms that the research findings are robust. The coefficients and significance of the main
variables remain consistent. This finding persists when the Human Development Index (HDI) is
employed as a control variable. This consistency suggests that the relationship between the
primary independent variables and economic growth (GDPG) is stable. This approach precludes
the possibility of omitted variable bias resulting from HDI.

Short-Term Analysis

To understand the short-term results of the ARDL model, the (ECM) model can be observed,
which is obtained through the general-to-specific method, starting with the maximum lag and
then using standard testing procedures. Non-significant ARDL variables are removed, resulting in
the simplest outcome (parsimonious regression). This ECM result contains several lags (Table 5.),
but this study takes only one example variable to illustrate the general short-term estimation.

Table 5. Short-Term ARDL Model Estimation Results

Variabel Coefficient Std. error t-Statistic Prob.
D(LN_IPI) 0.029536 0.004750 6.217524 0.0000***
D(INF) 0.784164 0.109711 7.147576 0.0000***
D(BIR) -1.299978 0.347476 -3.741199 0.0018***
D(LN_DPK) -0.137957 0.028544 -4.833077 0.0002***
D(NPF_KPR) 2.624549 0.437845 5.994241 0.0000***
D(LN_TA) 0.165645 0.035469 4.670203 0.0003***
CointEq(-1) -1.056789 0.128528 -8.222246 0.0000***
R-Square 0.965459

Significance levels are marked as follows: *** for 1%, ** for 5%, and * for 10%.

The short term ARDL estimation results based on the Error Correction Model (ECM) reveal several
key findings. The Industrial Production Index (IPI) has a positive and significant impact on the

International Journal of Islamic Economics and Finance (IJIEF), 8(2), 225-245 | 233



Rani & Varizqa| The Effect of Macroeconomic and Internal Bank Factors on Distribution of Sharia Banking
Mortgage in Indonesia

disbursement of Sharia mortgage financing in the short term, where a 1% increase in IPl leads to
a 0.029536% rise in financing. Similarly, inflation also shows a positive and significant effect, with
a 1% increase in inflation resulting in a 0.784164% increase in Sharia mortgage financing.
Conversely, the Bl Rate negatively and significantly influences financing disbursement, indicating
that a 1% rise in the Bl Rate reduces Sharia mortgage financing by 1.299978%. The variable of
Third-Party Funds (DPK) also exerts a significant negative effect, where a 1% increase in DPK
decreases the financing by 0.137957%. On the other hand, the Non-Performing Financing (NPF)
for mortgages shows a significant positive relationship, with a 1% increase in NPF raising Sharia
mortgage financing by 2.624549%. Lastly, Total Assets significantly and positively affect Sharia
mortgage financing, as a 1% increase in assets contributes to a 0.165645% increase in financing
in the short term.

Long-Term Analysis

The Long term ARDL estimation results reveal varying impacts of the independent variables on
the disbursement of Sharia mortgage financing. The Industrial Production Index (IPl) exhibits a
significantly positive effect, indicating that a 1% increase in IP| leads to a 0.157590% increase in
Sharia mortgage financing in the long term. Inflation also shows a positive effect, although it is
not statistically significant, meaning a 1% increase in inflation is associated with an increase of
0.400639% in Sharia mortgage financing, but the effect is not conclusive. Similarly, the Bl Rate
demonstrates a positive yet insignificant relationship, where a 1% rise in the Bl Rate results in a
0.263933% increase in Sharia mortgage financing in the long run. On the other hand, Third-Party
Funds (DPK) have a negative but insignificant effect, with a 1% increase in DPK leading to a
0.206138% decrease in Sharia mortgage financing, though the impact is not statistically
supported. In contrast, the NPF KPR variable shows a significantly positive relationship, suggesting
that a 1% increase in NPF KPR boosts Sharia mortgage financing by 6.175422% in the long term.
Lastly, Total Assets show a positive but statistically insignificant influence, with a 1% rise in total
assets associated with a 0.181575% increase in Sharia mortgage financing.

Table 6. Long-Term ARDL Model Estimation Results

Variable Coefficient Std. Error t-Statistic Prob.

LN_IPI 0.157590 0.038903 4.050846 0.0009***
INF 0.400639 0.269989 1.483907 0.1573
BIR 0.263933 0.400933 0.658296 0.5197
LN_DPK -0.206138 0.135938 -1.516412 0.1489

NPF_KPR 6.175422 1.491667 4.139947 0.0008***
LN_TA 0.181575 0.202691 0.895824 0.3836
C 0.010076 0.001326 7.599610 0.0000

Significance levels are marked as follows: *** for 1%, ** for 5%, and * for 10%.

Correlation Test

The correlation analysis reveals varying degrees of relationship between the studied variables and
Sharia mortgage financing distribution. It can be concluded that IPl has a very low level of
relationship, inflation has a low level of relationship, Bl Rate has a low level of relationship, DPK
has a very strong level of relationship, NPF KPR has a low level of relationship, and total assets
have a very strong level of relationship.
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Table 7. Correlation Between Variable in Model Estimation

LN IPI INF BIR LN DPK NPF KPR LN TA LN KPRS

LN IPI 1.00 0.36 0.13 0.14 -0.47 0.14 0.13
INF 0.36 1.00 0.46 0.31 -0.30 0.32 0.29
BIR 0.13 0.46 1.00 -0.29 -0.09 -0.27 -0.27
LN DPK 0.14 0.31 -0.29 1.00 -0.34 0.99 0.99
NPF KPR -0.47 -0.30 -0.098 -0.34 1.00 -0.35 -0.31
LNTA 0.14 0.32 -0.27 0.99 -0.35 1.00 0.99
LN KPRS 0.13 0.29 -0.27 0.99 -0.31 0.99 1.00

These test results indicate that DPK and Total Assets are correlated with the KPRS variable.
Nevertheless, this study still examines the effect of total assets on the disbursement of Sharia
mortgage financing because it is known that total assets are an indicator determining the
contribution of national banking and as a quantitative indication of the size of a bank (Haryono et
al., 2003). Banking assets are a measure of how much market share a bank holds in the economy.
Banks with larger assets have a greater chance of generating high profits if followed by their
operational activities, such as disbursing credit. According to Kasmir (2008), DPK can influence
credit disbursement because it provides the largest contribution to funds collected by financial
units. Thus, redistributing these funds to the publicis a banking activity after collecting funds from
the public. Based on this theory, the author seeks to understand the specific relationship between
third-party funds and the disbursement of Sharia mortgage financing.

Additionally, total assets and third-party funds are components that allow a bank to operate or
run its business activities. Financing is a component that generates a bank’s profit; without these
components, a bank cannot operate properly, which affects its business activities (Tanjung, 2020).
Therefore, the researcher is keen to investigate the influence of DPK and total assets on Sharia
mortgage financing. It is also known from previous studies, such as the research conducted by
Mogboyin (2012), that total assets have a positive and significant effect on the disbursement of
bank credit in Nigeria. This means that the higher the total assets owned by a bank, the greater
the financing that can be provided by Islamic banks. Additionally, Sylviah and Maika (2022),
Tanjung (2020), as well as Indupurnahayu and Prasetyowati (2018), also found that total assets
have a significant impact on Islamic bank financing. This indicates that many researchers have
focused on studying the influence of total assets on financing in general or credit in conventional
banks. Therefore, the researcher aims to understand the influence of total assets and third-party
funds (DPK) on the disbursement of financing, specifically for Sharia mortgage financing, to
contribute to the existing literature and knowledge.

Discussion

Industrial Production Index on Sharia Mortgage Financing Distribution

The ARDL test results show that the IPI, in both the short and long run, has a significant positive
effect on the distribution of Sharia mortgage financing, consistent with Anggraini and Nugroho
(2021). As a proxy for GDP, the IPI reflects real sector output; thus, its increase indicates rising
productivity and financing demand (Kusumawati, 2013; Qoyum & Fauziyah, 2018). This condition
makes Islamic banks more optimistic in channeling financing, including mortgages, which

International Journal of Islamic Economics and Finance (IJIEF), 8(2), 225-245 | 235



Rani & Varizqa| The Effect of Macroeconomic and Internal Bank Factors on Distribution of Sharia Banking
Mortgage in Indonesia

constitute the largest segment (Halimah et al., 2018). These findings are reinforced by Gunes and
Apaydin (2017) and Pratama and Putri (2022), who also demonstrated a positive relationship
between IPI and construction financing or credit. Theoretically, increased industrial activity drives
capital demand, aligning with the intermediation role of Islamic banks in channeling both
productive and consumptive financing.

Inflation on Sharia Mortgage Financing Distribution

Inflation has a significant positive effect in the short run but an insignificant effect in the long run.
In the short term, rising inflation can stimulate investment in the real sector, particularly in
property, thereby increasing the demand for Sharia mortgage financing (Nahar & Sarker, 2016;
Adebola et al., 2011). Mild inflation (<10%) in Indonesia, according to Boediono (2008), provides
economic certainty, encouraging consumption, savings, and investment (Mankiw in Meita &
Widoyo, 2016; Hariyanto, 2012), which in turn drives mortgage financing growth (Mogaka, 2015;
Pinto, 2020; Prasetyo, 2018; Rifa’i et al., 2017). From an Islamic finance perspective, excessive
consumerism can potentially trigger inflation; therefore, the principle of moderation, as
explained in QS. Al-A’raaf: 31, is relevant in maintaining demand balance. In the long run,
inflation’s influence becomes insignificant due to price control measures and economic
stabilization policies (Sari & Abundanti, 2016; Hasanuddin & Prihatiningsih, 2010; Tomak, 2013;
Al-Kilani & Kaddumi, 2015; Dewi, 2016).

Bl Rate on the Distribution of Sharia Mortgage Financing

The ARDL estimation results indicate that the Bl Rate has a significantly negative effect on Sharia
mortgage financing in the short run, but a positive and insignificant effect in the long run. In the
short term, an increase in the Bl Rate reduces mortgage demand due to higher margins in
murabahah contracts, which are often benchmarked against conventional interest rates despite
the prohibition of riba in Islamic finance (QS Ali ‘Imran: 130; QS Ar-Rum: 39), thus raising financing
costs. This aligns with the loanable funds theory (Mankiw, 2013), which posits that higher interest
rates reduce borrowing and increase savings, and is supported by the findings of Irakawati (2017),
Rombe (2021), Dianty (2022), and Cahya and Mubarokah (2023). The dominance of murabahah
contracts in Sharia mortgage financing (Hardjono, 2008) makes it sensitive to benchmark rate
movements under Indonesia’s dual banking system.

In the long run, the positive but insignificant effect of the Bl Rate reflects policy adjustments, such
as Bank Indonesia’s relaxation of the financing-to-value ratio (Yusof, 2016) and internal bank
strategies (e.g., adjusting profit-sharing ratios) that help sustain financing despite higher
benchmark rates. However, funds may be reallocated to lower-risk sectors, reducing the impact
on mortgage financing. Religious loyalty among customers also dampens the sensitivity to Bl Rate
changes, consistent with the findings of Ardiansyah et al. (2019), Pratama (2010), and Merung
(2013).

Third-Party Funds on the Distribution of Sharia Mortgage Financing

Third-Party Funds (DPK) have a significantly negative effect in the short run and an insignificant
effect in the long run. The short-term negative effect is due to maturity mismatch, as DPK,
predominantly short-term deposits, are less suited for long-term mortgage financing, prompting
banks to limit allocations in order to avoid liquidity risks (BPKP, 2016; Indonesian Bankers

International Journal of Islamic Economics and Finance (IJIEF), 8(2), 225-245 | 236



Rani & Varizqa| The Effect of Macroeconomic and Internal Bank Factors on Distribution of Sharia Banking
Mortgage in Indonesia

Association, 2015). This finding is consistent with Lintang and Rizal (2015), Anisa and
Tripuspitorini (2019), Putri and Setyowati (2023), and Puspita et al. (2022). In the long run, banks
may channel DPK into safer instruments such as SWBI or PUAS or apply prudential principles to
murabahah-based financing (OJK), resulting in an insignificant effect. Similar results are reported
by Silviyah & Maika (2022), Pujiana (2015), Setiawan et al. (2023), and Satria & Subegti (2010).

NPF on the Distribution of Sharia Mortgage Financing

The ARDL test results show that the Non-Performing Financing (NPF) ratio for mortgages has a
significantly positive effect in both the short and long run, supporting the research hypothesis.
This positive direction indicates that an increase in mortgage NPF does not necessarily hinder the
distribution of Sharia mortgages, as the NPF ratio for Islamic banks during 2018—2023 remained
relatively low (2—3%), well below Bank Indonesia’s healthy threshold of 5%. This condition allows
the capital adequacy ratio to sufficiently cover potential losses, enabling Islamic banks to continue
financing activities.

Another contributing factor is the relatively young nature of the Islamic banking industry, which
tends to be expansionary, including through partnerships with property developers and
government-backed housing subsidies. In 2023, the government increased its mortgage subsidy
quota (PUPR) by financing 12,072 Tapera units worth IDR 1.5 trillion and 229,000 Tapera FLPP
units worth IDR 25.18 trillion, up from 220,000 units in 2022. These programs have encouraged
mortgage distribution despite rising NPF levels, including to low-income groups in the post-
COVID-19 period.

Additionally, mortgage asset securitization (Bl, 2017) has become a new source of liquidity,
addressing maturity mismatch and enabling financing expansion. Collateral rights under Law No.
5/1960 and the Mortgage Law (UUHT) give banks the legal right to execute collateral in the event
of default, thus managing risk. These findings are consistent with Martin et al. (2014), Widarjono
and Minasam (2023), and Arnan (2019), all of whom found a significantly positive effect of NPF
on Islamic bank financing, including murabahah contracts.

Total Assets on the Distribution of Sharia Mortgage Financing

The ARDL results indicate that total assets have a significantly positive effect in the short run but
a positive and insignificant effect in the long run, leading to the rejection of the initial hypothesis.
In the short term, total assets reflect the resource capacity and confidence of banks to distribute
Sharia mortgages. Banks with larger assets have higher liquidity and greater flexibility in fund
allocation, consistent with the findings of Mogboyin (2012), Sylviah and Maika (2022), Tanjung
(2020), and Indupurnahayu and Prasetyowati (2018).

However, in the long term, larger assets do not automatically increase Sharia mortgage financing
because portfolio diversification, such as into working capital financing, can divert funds away
from the housing sector. This finding aligns with Haas et al. (2010) and Shen et al. (2009), who
found that total assets have no significant effect on housing finance or credit distribution in
general.
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V. Conclusion and Recommendation

This study employed a quantitative approach using the Autoregressive Distributed Lag (ARDL)
method to examine the short- and long-term determinants of Islamic mortgage financing in
Indonesia. The findings reveal that the Industrial Production Index (IPI) and non-performing
financing (NPF) of Islamic mortgages significantly and positively affect the disbursement of Islamic
mortgage financing in both the short and long term. Inflation has a significant positive influence
only in the short term, while the Bl Rate shows a significant negative effect in the short term but
becomes statistically insignificant in the long run. Third-party funds (DPK) exhibit a significant
negative impact in the short term and an insignificant negative impact in the long term. Total
assets positively influence Islamic mortgage financing in the short term but show no significant
effect in the long run. These findings contribute to the literature by integrating macroeconomic
and bank-specific factors in analyzing Islamic mortgage financing dynamics.

However, this study has limitations, including the exclusive use of secondary aggregate data,
which may not capture variations across individual banks. Future research may consider panel
data analysis across individual Islamic banks or regions to provide more granular insights. Based
on the findings, it is recommended that policymakers closely monitor macroeconomic indicators
such as inflation and interest rates, as they significantly affect the demand for Islamic home
financing. For Islamic banks, maintaining asset quality and managing non-performing financing
(NPF) are essential to sustain financing growth. Moreover, optimizing the use of third-party funds
(DPK) and improving asset efficiency are crucial to strengthening financing capacity. In the future,
embracing digitalization initiatives and enhancing financial inclusion should also be considered as
strategic efforts to expand access to Sharia-compliant home financing products.
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