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Abstract: The growth of Islamic finance industries in Indonesia has shown
significant improvement. The increased number of surplus units depositing their
funds in Islamic banks has become a significant factor in their trust and
confidence in Islamic banking products. One of the products utilized by the
depositor is the mudharabah deposit product, where the Islamic bank offers
higher profit compared to other types of deposit or saving. This paper aims to
analyze the issues in a mudharabah term deposit in the Islamic banking industry
in Indonesian Islamic banks. The issues concern more on the profit and risk in the
mudharabah concept that has been applied in Islamic banks and the variables
that affect the changes in mudharabah deposit product. We used the sample to
analyze the issues by selecting 14 Islamic banks in Indonesia from 2011-2020.
This research uses a quantitative approach with multiple linear regression
analysis methods. Several variables are considered the independent variables to
know the changes in the demand of mudharabah deposits in the Islamic bank,
including interest rate, profit rate, number of office or branch units, and non-
performing financing. Our analysis shows that the number of offices or branch
units and non-performing financing positively impact the changes in demand of
mudharabah deposits, while the interest rate and profit rate have a negative
impact on mudharabah deposits.

Keywords: Deposit; Islamic Bank; Mudharabah; Ordinary Least Square
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Introduction

The Islamic banking industry in Indonesia has experienced significant
growth. In recent 2021, there was surprising news in the Indonesian
Islamic banking industry, when the three larger Islamic banks were
merged on the first of February 2021, it gives the strong signal that the
government has put their effort and plan to increase the performance of
the business as well as the growth of Islamic banking industry in
Indonesia. The merger of the larger Islamic bank positively impacts the
country as well. It has been proved that the Islamic finance industry's
growth has increased more than 22% in 2020, which is almost double
compared to the growth in 2019. The significant development of Islamic
finance can be a factor in Indonesian awareness and confidence being
highly contributed as an essential element to move to Islamic banking
products. It has become an alternative decision as an effective financing
tool in majority Muslim countries and non-Muslim countries, such as the
UK, South Africa, Hongkong, and Luxembourg (Alawode & Igbal, 2015).
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Due to the country's plan to strengthen the development of the Islamic finance industry,
the Head executive of Otoritas Jasa Keuangan had launched the road map of Indonesia
Islamic Banking 2020-2025 with three main objectives and eleven policies direction to
ensure the growth and stability of Islamic finance industry in Indonesia are being
promoted. The Indonesian economic growth has experienced a contraction in the fourth
quarter of 2020, with negative growth of 5,3% due to the Covid-19 pandemic (BPS,
2020). However, Islamic banking industries can survive and run their business to ensure
that customers still have access to Islamic banking products. As a result, the growth of
total assets of Islamic commercial banks has experienced positive growth from year to
year. According to Islamic Banking Statistic (Dec, 2020), the number of deposit funds in
Islamic banks is dominated by mudharabah deposits which contributed up to 50% to the
total Islamic banking fund, while the remaining was in the forms of wadiah demand
deposit, wadiah saving and mudharabah saving. Thus, the mudharabah deposit was one
of the significant contributions to the funds raised by Islamic banks. It will help the
Islamic banking industry grow and give more access to financing to generate more
returns from financing.

Table 1 The Growth of Islamic Banks in Indonesia

2011 11 2,101 148,987 24
2012 11 2,380 149,321 24
2013 11 2,526 306,230 23
2014 12 2,483 272,343 23
2015 12 2,301 296,262 22
2016 13 2,201 356.504 21
2017 13 2,169 424.181 21
2018 14 2,229 477.327 20
2019 14 2,300 524.564 20
2020 14 2,426 593,948 20

Source: 0OJK (2020)

Based on the Table 1 data, the total asset of Islamic commercial banks has experienced
significant growth. The total asset in 2020 has increased roughly 13% compared to 2019.
While the increase in the number of Islamic banks also positively impacts the Islamic
banking industry, the significant growth in total assets can be a factor of the significant
increase in total deposits as banking liability. The more the depositor puts their money
in the Islamic banks, the more they provide their customers. It is also supported by the
increase in the number of offices or branches of Islamic banks where it can facilitate the
customer to put their money in Islamic banks. Therefore, the increase in the number of
banks will positively impact the growth of the Islamic banking industries in Indonesia.
The data above also explained that the growth of Islamic banking industries in Indonesia
has a positive signal in the future. In the last seven years of banking, industries have
been operating in Indonesia. As a result, there is a gradual increase in terms of their
asset. This positive signal will bring Islamic banks more confidence, supporting the
development of Islamic banking industries in Indonesia.
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The deposit product in Islamic banks in Indonesia has been differentiated into three
categories: demand, saving, and investment deposit (Che Arshad & Nurfadilah, 2017). In
addition, the mudharabah deposit is also one of the significant products that
contributed to the deposit funds.

Table 2 The growth of Mudharabah Deposit in Islamic Banks in Indonesia

2011 70,806

2012 84,732 19.67%
2013 107,812 27.24%
2014 135,629 25.8%
2015 140,288 3.39%
2016 166,174 18.5%
2017 196,226 18.08%
2018 213,794 8.95%
2019 225,646 5.54%
2020 238,888 5.58%

Source: 0OJK (2020)

Based on Table 2, the amount of mudharabah deposits has substantial growth from year
to year, especially in 2014, where the growth rate of mudharabah deposits has
increased dramatically. However, in the recent year of 2019 and 2020, there is no
significant growth in terms of mudharabah deposits. The slow growth could be affected
by the spread of pandemic covid-19 throughout the year as it only increased around
5.58% in 2020. The significant growth also happened in 2017, where the increase of the
mudharabah deposit has reached 18%. The continuous growth in mudharabah deposits
will benefit Islamic banks to allocate the fund to finance the bank business as the source
of funds from Islamic banks comes from deposits made by surplus units.

Mudharabah deposits on the Islamic bank are affected by many variables. The changes
in the profit rate do not solely determine it, but other factors could be elements that can
affect the changes in the mudharabah deposit. In the case of 2020, the changes on the
mudharabah deposit are unique, which in the first month of January, mudharabah
deposit product started to decrease. However, as it is reaching the end of 2020, the
mudharabah deposit continues to increase. The main reason for this notable change is
the covid-19 situation where the depositors are afraid to deposit their funds based on
the profit and loss sharing concept. As the Covid-19 pandemic brings uncertainty to the
market, they will choose safer saving instruments other than mudharabah deposit
products so that the depositors are not exposed to a broader range of risks. The concept
of mudharabah deposit, according to Pratiwi (2020), are an investment fund placed by
the depositors which are not contradicting the shariah for a certain period, and
withdrawal can be made at a particular time based on a contractual agreement between
the depositor and the bank typically 1,3,6 and 12 months.

Various factors influence Mudharabah deposits. Based on research by Che Arshad and
Nurfadilah (2017) and Syamsulhakim (2004), changes in mudharabah deposits are
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affected by the changes in the profit rate of mudharabah contract. The study made by
Anuar, Mohamad and Shah (2014) confirms that the interest rate affects the profit rate
of Islamic banks whether in the short run and long run. The transparency of risk
associated with mudharabah deposits should also be considered so that the available
information on risk mitigation could help depositors manage their risk in this Islamic
baking product satisfied (Archer & Karim, 2009). Therefore, this study aims to analyze
the effect of interest rates, profit rates, number of bank offices and non-performing
financing variables on the mudharabah deposit variable.

The intercorrelation between risk and profit is the main feature differentiating between
the Islamic and modern economies. It is deemed as a just and fair concept of the Islamic
system. Agha and Sabirzyanov (2015) said that the profit could be justified when it
undertakes a proportionate risk and should not be created from the risk-free contract.
Ibn Taymiyyah said, "Risk falls into two categories, commercial risk, where one would
buy a commodity in order to sell it for profit and rely on Allah for that. This risk is
necessary for merchants, and although one might occasionally lose, this is the nature of
commerce. The other type of risk is that of gambling, which implies eating wealth for
nothing (JbWL JWI ). It is what Allah and His Messenger (P.B.U.H.) prohibited" (as
cited in Agha and Sabirzyanov, 2015). The risk in business is necessary when it is
associated with the reward or profit. As it is explained by one of the maxims which
justifies the essential risk associated with the return based on Islamic economic
transaction, 'aJb @' "Entitlement to profit is accompanied by responsibility for
attendant expenses and possible loss" (Tyser, Demetriades, & Effendi, 2000). Thus, the
element of risk involved would justify the validity of Islamic transactions, as the
transaction without participating in any risk would not be acceptable (Al Maddah, 2017).
Seho, Alaabed, and Masih (2016) stated that risk-sharing financing in Islamic banks, for
example, should be promoted as it facilitates the resilience and development of the
Islamic banking and finance industry extensively. Rosly and Zaini (2008) stated that
uncertainty about the future even could also be positive. Meaning that taking a risk can
lead to making a profit as well as losses. To that extent, the importance of managing risk
associated with the return is encouraged in Islam. On the other hand, Islam does not
encourage the risk-free rate on the interest on the loan. The concept of risk in Islam is
divided into many instruments. As applied in the loan or debt instrument, risk transfer is
not encouraged in Islam because no justice is promoted between the parties.

Mudharabah is widely known as a profit-loss sharing contract. In recent years it was
popular with the concept of risk-sharing, which means that the capital provider and
entrepreneur have to share their risk in the case of losses, where the rabbul maal will
incur a loss in terms of capital that they provided, and on the other hand the
entrepreneur will suffer a loss due to effort in performing the business. Both have their
own risk associated with the profit-sharing agreement. When it comes to the profit
generated from mudharabah, the return will be distributed according to the pre-pre-
agreed profit ratio that both parties have agreed. In Islamic banks, the mudharabah
term deposit has been widely used to cooperate between the owner of capital who does
not have any expertise and the entrepreneur who has the skill to do the business
(Hassan & Bello, 2014). Islamic banks will act as an entrepreneur while the depositor is
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the capital provider given to the bank in which the banks will utilize it to provide
financing to their customer to generate a return.

The advantage of using the mudharaba term deposit is that the Islamic bank's profit rate
is usually higher than the savings account based on the wadiah contract. However, there
are still some issues regarding the concept that has been applied in mudharabah
deposits for Islamic banking. The structure of mudharabah deposits in Islamic banks is
placed under bank liability, in which the bank is liable for the fund that has been utilized.
In the case that the bank has incurred loss due to customer default when providing
financing used by the mudharabah deposit. Under banking regulation, the deposited
money will be guaranteed by the bank. Hassan and Bello (2014) stated that general
guarantees on all investment deposits seem susceptible to riba, where the capital
should not be guaranteed under classical mudharabah.

Rosly and Zaini (2008) stated that it is a risky product for Islamic banks if the underlying
contract is based on a profit and loss sharing system, profit will be distributed when the
investment is generating a return, while the depreciation in the capital may occur when
there is a loss incurred in the investment. Thus, the Islamic bank is at high risk as
customers' money is under the bank's guarantee. Therefore, Iwona (2019), the principle
of profit and loss sharing applied in terms of investment, the probability that depositor
will lose their capital is exposed under the mudharabah contract.

One of the issues arises in mudharabah deposit is the safety of deposit for depositor
under mudharabah mechanism. The organized mudharabah on the Islamic banks is
called parallel mudharabah. A third party involved in the mudharabah, depositor as a
rabbul maal, would deposit their money in the bank using a mudharabah contract. Then
bank act an entrepreneur will then utilize the deposit money for investment purposes.
As a result of parallel mudharabah, Islamic banks will choose the third party who needs
funds, expertise, or skill to run. In the end, the profit will be shared between the
entrepreneur and rabbul mall. It is how the general concept of parallel mudharabah has
been applied in Islamic banking industries. The principle of result in mudharabah or
musharakah is different from the principle of fixed interest rate in which the bank will
provide a fixed return to their customer regardless of the result of the project
generated, whether it is making profit or losses.

Suppose we look at the classical concept of the mudharabah contract. The capital under
mudharabah is not guaranteed. Because the entrepreneur acts as an agent to operate
the business with their skill and effort, it is not considered a liability under the
entrepreneur, and he is not liable to guarantee the capital unless it is due to misconduct
or negligence in the hand of an entrepreneur. However, in Islamic banks in Indonesia,
the capital is guaranteed by a third party called Lembaga Penjamin Simpanan (LPS).
Rahman (2015) stated that guaranteeing deposits of Islamic banks is a need for
depositors who are depositing their money in the bank, and it is based on the principle
of justice and adl, only in terms of return which is not guaranteed.
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However, the classical mudharabah has described the context of justice and fairness in
the mudharabah concept, where both parties have their own risk associated with the
contract. In Malaysia and Indonesia, the capital under mudharabah deposit is
guaranteed by the third party, which are third party guarantee. The Islamic deposit
insurance in Malaysia, for example, is introduced and authorized by the Shariah Advisory
Council of Bank Negara Malaysia under the principle of kafalah bil ujrah or guarantee
with fee (Rahman, 2015). It is allowed as long as the guarantee is under mudharib and it
should be a free voluntarily act, which is not binding and based on tabarru. Moreover,
the guarantee may be only in terms of capital did not include the profit itself because if
the profit is guaranteed under mudharabah deposit, it will be considered riba, which is
prohibited in Islam.

In the classical concept of Islamic transaction, Allah has stated the permissibility of trade
and mentioned in the Quran Surah Al-Bagarah verse 275 "That is because it has been
said: Trade is like riba. However, Allah has permitted trade and prohibited riba. After
receiving directions from their Lord, those who desist shall be pardoned, and for the
past, their case is for Allah to judge. Nevertheless, those who repeat (the offense) are
companions of the fire. They will abide therein forever." From this verse, it is mentioned
that Allah has prohibited riba-based transactions and has allowed trade as the main
business for Islamic activity. The concept of profit and risks in the trade or al bay has
been implemented in the concept of mudharabah. Where in the concept of
mudharabah, both parties are concerned about the risk associated with the business. It
has a similarity where the business carries high risks; the return or profit should also be
high. It complies with the gawaid fighiyyah that stated no profit without taking any risk.
The risk associated in mudharabah contract to mudharabah depositors is the capital
depreciation or even diminishing on their capital provided for the investment, meaning
that if the capital provider is entailed to the risk in terms of capital contribution, the
return on the investment should be justified by the risk associated in the investment. It
makes the differences between the classical concept of musharakah and mudharabah,
wherein musharakah, the loss of capital contribution, will be borne by both parties. In
contrast, in mudharabah, the capital loss will be borne by one party, whereas the other
party as an entrepreneur will experience losses in terms of the effort and time
contributed to the business.

The concept of risk in Islamic banking is undoubtedly different from conventional
banking, in the principle of Islamic banking transaction, where the underlying concept is
taken from the sales transaction provided that there should be the ownership of assets
in the hand of the banks. Therefore, the risk associated with this transaction is much
higher than conventional banks, which only refer to the loan or debt principles.
Therefore, no such risk is involved because the conventional bank does not hold any
asset exposed to inventory, price, and own risk. However, Islamic banks will suffer
greater risk than conventional ones because the nature and principle of Islamic banks
are based on the sales and profit loss sharing concept (Sundararajan and Errico, 2002;
Venardos, 2005).
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According to Rosly and Zaini (2008), profit and loss sharing are entailed as the
mudharabah depositor and the Islamic bank capital provider-entrepreneurship
relationship in terms of profit and loss sharing agreement. The nature of the
mudharabah contract will determine the Islamic bank's performance in utilizing the
deposited fund by the customer, which has a relationship to the profit distribution to
the mudharabah depositor. The more profit-sharing the bank provides as a return from
investment, the more attractive the mudharabah product is to the depositor.

The study conducted by Sutrisno (2020) stated that profit-sharing did not affect
mudharabah deposits in Islamic banks in Indonesia. It means that other factors could
affect the demand for mudharabah deposits. However, Che Arshad and Nurfadilah
(2017) found that the changes in mudharabah deposits are affected by the changes in
the profit rate of the mudharabah contract. It is in line with the study conducted by
Rachmawati and Syamsulhakim (2004) that with every increase of 1% of profit sharing,
the demand for mudharabah deposit will increase by IDR 39,917.48 Million. This finding
concluded that the demand for mudharabah deposits is not only determined by the
religious aspect. It also shows that the profit motive could be why the demand for
mudharabah deposits increases. Interest rate is considered as a primary tool for the
conventional bank to generate profit.

On the other hand, it is also one of the determinants behaviors for depositors to save
their money in the conventional bank (Che Arshad & Nurfadilah, 2017). As the main
distinction between Islamic banks and conventional banks is in terms of the interest rate
offered. In Islamic banks, the return generated from financing is basically from non-riba-
based transactions that consider profit rate as a benchmark for them to generate a
return. The implementation of profit rate in Islamic banks is based on the Quran and
hadith where trades come. The distinctive element that makes the Islamic banking
industry resilient in a crisis is that they contribute to the actual sale transaction
compared to conventional banks that only offer loans where no such actual transaction
occurred. However, the study made by Anuar et al. (2014) confirms that the interest
rate affects the profit rate of Islamic banks whether in the short run and long run.
Moreover, the changes in interest rate could have a significant effect on the profit rate
but not on the contrary.

However, the effect on interest rate is less altered in Islamic financial companies
compared to conventional banks. The main idea on the effect of interest rate is that the
Islamic deposit rate should be different from the conventional one due to the
differences in the principle of the product. The conventional banks use the concept of
interest on deposit, while the Islamic product would be based on a hibah or profit-
sharing agreement. Thus, make the Islamic banks different from the conventional in
theory. However, when it comes to practice, the effect on interest rate is basically and
strong changes on the profit rate, this is because the dual banking system could be one
factor that affects the changes on the interest rate to affect the movement on the profit
rate. The Islamic banks run parallel with the conventional banks on the dual banking
system (Anuar et al., 2014). Because the Islamic banks are operating under a dual
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banking system, there would be an exposure toward the cross deposit on the dual
banking system (Ismath Bacha, 2008).

The concept of mudharabah deposit applied in Islamic banks has raised some issues in
terms of shariah-compliant products, and It is because the classical concept of
mudharabah is not in line with the organized concept mudharabah in the context of
Islamic banks. Such as the relationship between mudharabah deposits to the changes in
interest rate, profit rate, and the changes in the bank size could affect the demand for
mudharabah deposits. Looking at the other factor that could lead to the attractiveness
of the mudharabah deposit, retracted due to the profit-sharing ratio, which is expected,
higher than others. However, the issue may arise if the depositor only knows the profit-
sharing element, but the actual concept of mudharabah is not limited to that point. The
transparency of risk associated with mudharabah deposits should also be considered so
that the available information on risk mitigation could help depositors manage their risk
in this Islamic baking product.

Lack of transparency on the mudharabah account holder will be considered an
important issue that could arise. Also, a lack of information regarding the risk associated
with the mudharabah contract could lead to less demand for the mudharabah deposit as
an attractive instrument to attract customers. The lack of transparency would make it
the account holder challenging to manage their account and move to another account if
the performance is not satisfied (Archer & Karim, 2009). It is also one of the problems in
the implementation of using smoothing technique whether to stabilize the profit over
the financial period or to cover the risk on mudharabah capital can lead to contradicting
with the concept of profit and loss principle in mudharabah where the account holder
should entitle to some portion of risk involved in mudharabah in the case of loss from
the venture. It is in line with the principle of mudharabah as a justice element in shariah.
According to Iwona (2019), in some countries such as Malaysia, based on policy
guidelines issued by Bank Negara Malaysia stated that smoothing practice is not allowed
to be practiced in Islamic banks. It means that neither the capital provider nor the
account holder will guarantee capital or fix deposit return mudharabah from their
investment. They also entitle to some risk on the capital depreciation along with the
performance of the venture itself.

The contribution of this research is the novelty of the data used. In addition, this study
combines several independent variables obtained from previous references. Therefore,
it is hoped that this research can complement the literature on Islamic finance,
especially on mudharabah deposit instruments in Indonesia.

Research Method

The research was conducted using a quantitative approach. The data used is secondary
data obtained from the Financial Services Authority (OJK). The data type used is time-
series data of Islamic banks in Indonesia for the last ten years. The time used in this
study is 120 periods from January 2011 to December 2020. The analytical method used
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is multiple regression analysis at a significance level of 0.05. The independent variables
in this study consisted of four independent variables: interest rates, profit rates, number
of bank offices, and non-performing financing. At the same time, the dependent variable
in this study is the mudharabah deposit. The equation models in this study are:

MD = a + B,NO + B,ER + BsNPF + B,DIR

Where MD is mudharabah deposit, is « is constant, § is coefficient, NO is the number
of bank offices, ER is equivalent rates, NPF is non-performing financing, and DIR is
deposit interest rates.

The linear regression analysis model uses the ordinary least squares method (OLS) to see
the effect of the independent variable on the dependent variable. The steps used in
analyzing the model in this study are the classical assumption test (autocorrelation,
heteroscedasticity, multicollinearity and normality test), the coefficient of determination
(R-Square) test, the F difference test and the T difference test. The classical assumption
test is used to ensure that the model used is not biased. The coefficient of
determination test is used to see the effect of the independent variable variation on the
dependent variable variation. The F test serves to see the effect of the independent
variable on the dependent variable simultaneously. At the same time, the T-test serves
to partially see the independent variable's effect on the dependent variable.

The time-series data in this study have passed the classic assumption test of
autocorrelation, heteroscedasticity, multicollinearity, and normality tests. For this
reason, the data can be used for multiple linear regression analysis.

Result and Discussion

Based on the methodology used, this section explains and discusses the effect of the
number of offices, equivalent rate, Non-Performing Financing and deposit interest rate
on mudrabah deposit. The description of the data used in this study can be seen in
Table 3. The sample or amount of data used in each variable is 120 observations with
the mean and standard deviation, more detailed in Table 3.

Table 3 Descriptive Data

Mudharabah deposit 145571.1000 57669.04023 120
Number of offices 1842.0417 232.33858 120
Equivalent rate 6.0259 1.02582 120
Non-Performing Financing 5155.9583 2623.52388 120
Deposit interest rate 6.5283 .97629 120

Time series data was used to know the effect of an independent variable on its
dependent variable. Multiple linear regression is used to perform this analysis. The
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result of the regression shows that selected variables have statistically significant, which
predict mudharabah deposit.

Table 4 Multiple Regression Analysis Result

(Constant) 1476 .143
Number of offices .547 6.861 .000
Equivalent rate -.233 -2.592 .011
Non-Performing Financing .223 3.188 .002
Deposit interest rate -.267 -2.627 .010

Note. Dependent variable: Mudharabah Deposit

Based on the result of the analysis that has been made, it explained that the number of
offices or branches, equivalent rate, non-performing financing, and the interest rate
have a significant impact on the mudharabah deposit with different significant levels.

The number of offices or branches for Islamic banks is significant to know the inclusivity
of the bank to reach and spread the development and growth in an Islamic bank. As the
number of branches of Islamic banks increases, the probability of a customer depositing
their fund also will increase. It has been explained that the number of offices has
contributed significantly to the changes in demand for mudharabah deposits. As the
correlation is positive, the increase in the number of offices or branches in Islamic
banking in Indonesia would increase the effect on mudharabah deposits. The increased
number of offices will ease the mobilization of funds so that the customer can quickly
deposit their funds in Islamic banking deposits (Sutrisno, 2020). Jaber and Manasrah
(2019) and Madebo (2004) explained that branches of Islamic banks have an important
position in collecting funds from their customers. As a result, the increase in the demand
for mudharabah deposits is significantly affected by the number of branches or offices of
Islamic banks in Indonesia.

An equivalent rate is indicative of return from placement of funds or source of fund
(OJK, 2020). If we look at the expected behavior of depositors, they will make a
mudharabah deposit in Islamic banks either because Islamic banks offer higher profit
than conventional or because of religious belief. This reason mainly affects the demand
for mudharabah deposits in Islamic banks. However, the study showed that the profit-
sharing ratio in the mudharabah deposit negatively affects the deposit. However, the
significant impact is not quite substantial compared to other variables that significantly
affect the mudharabah deposit. As the result of this study has contradicted the principal
concept of human behavior towards profit, people will tend to invest or deposit if the
rate of return is favorable. However, if we look at last year's annual report of the overall
Islamic bank in Indonesia, it showed that even the profit rate was decreasing throughout
the year, but the demand for mudharabah deposits was increasing in that particular
year. It could be the impact of the covid-19 pandemic, where people will tend to save
their money rather than use it for consumption. As a result, the changes in demand for
mudharabah deposit is not mainly due to changes in profit share ratio, and other factors
could be the reason what affects the demands of mudharabah deposit.
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Non-performing financing is the ratio of financing to the customer, which is doubtful or
lost over the total financing amount (OJK, 2020). NPF has a significant impact on the
depositor in Islamic banks, and as the ratio of NPF increases, the consumer will run and
take away their fund from Islamic banks due to the high probability of failure in their
business (Pradana & Sampurno, 2013). Because the main objective of the business
model of Islamic banks is to provide financing to the deficit units, failure to collect
installments from their customer could increase their probability of bankruptcy. The
study stated that the decrease in NPF in Islamic banks leads to an increase in
mudharabah deposit products; this shows that the NPF and Mudharabah deposit have a
positive correlation between them. However, the study that has been conducted by
Permataningayu and Mahdaria (2019) stated that non-performing financing does not
have a significant impact on the third party funds, meaning that even there is an
increase or decrease in the ratio of non-performing financing, the mudharabah deposit
will not be affected by that changes on NPF.

Interest rates have a significant impact on the mudharabah deposit, customer in Islamic
banks will not be affected by the interest rate if the motive of investment is because of
religious belief. Meaning that even the interest rate increases, they will stay at the
Islamic banks to use their product compared to conventional banks. Due to the nature of
Islamic banks, it is based on interest rate-free transactions where Muslims are not
encouraged to deposit and save their funds in the conventional bank based on riba
transactions. However, the finding of this study showed a relationship between interest
rate and the demand for mudharabah deposits. As the interest rate increase, the
demand for mudarabah deposits will then decrease. Therefore, it can be concluded that
the main objective of the depositor who is depositing their money in Islamic banks are
exposed to interest rate changes. Due to the nature of the mudharabah depositor, it is
not solely affected by the profit rate but also the changes in interest rate. This finding
explained that the motive of the depositor in the mudharabah deposit is not because of
religious belief that aims to run from riba but because of the profit motive to gain the
monetary benefit. It is in line with the finding made by Kasri and Kassim (2009) stated
that the depositor in Islamic banking industries in Indonesia is rational, means that they
will deposit their money in Islamic banks if the interest rate offered in conventional are
low and move to conventional if they offer higher interest rate.

Conclusion

Based on the discussion above, the paper has explained the issue in mudharabah
deposits and the factors that affect the changes in demand for mudharabah deposits.
Therefore, it can be concluded that some variables are affecting the mudharabah
deposit product, such as the number of offices, equivalent rate or profit-sharing ratio,
non-performing financing, and deposit interest rate. Furthermore, it showed that the
number of offices has and non-performing financing has a positive relationship to the
mudharabah deposit product, while the equivalent rate and deposit interest rate have
negatively affected the mudharabah deposit demand. Therefore, it means that the
changes in mudharabah deposits have a negative relationship with interest rates. As a
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result, the reason why depositors put their money in the Islamic bank based on
mudharabah deposit is not mainly on the religious motive, and it is also because of
profit motive from depositors, where the depositors are still considering the margin on
their deposit product rather regardless Islamic or conventional banks.

Mudharabah deposit products still come with the problematic issues in which the main
factor of depositing their money in the bank is not solely due to profit and loss sharing.
Also, some are affected due to the changes in interest rate deposit, where the main
objective of the depositor who deposits their fund in Islamic banks is based on the profit
motive in specific elements and the religious belief that makes depositor in conventional
to move to Islamic banks product.

The limitation of this study is that the author still did not elaborate further on how the
risk associated with the mudharabah contract can be analyzed. It is difficult for an
Islamic bank to analyze the probability of loss due to the risk involved in the product
because the future condition is uncertain. This issue could be used for further research
where the lack of risk information in mudharabah deposit product to their customer
could lead to unattractive mudharabah contract in order for them to mitigate the risk
associated with mudharabah deposit product because the main principle of the
mudharabah is based on the profit and loss sharing agreement. Hence, the costumes are
not entitled only to the information of profit rate in terms of how many percentages the
depositors will earn profit based on the mudharabah deposit. However, it is also
essential for the bank to have such information on the risks associated with the
mudharabah deposit product where the depositors can also have an idea of how to
manage the risk and make financial planning in the future.
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