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Abstract: Using Non Performing Financing (NPF) as a moderating variable, this study looks at how 

profit sharing and profit margin financing affect the effectiveness and stability of Islamic banks in 

Indonesia. The primary topic discussed is how various Islamic financing arrangements affect the oper-

ational effectiveness and financial stability of banks, as well as whether credit risk enhances or dimin-

ishes these connections. This study aims to examine the direct impacts of financing modalities as well 

as the moderating influence of NPF on the performance of Islamic banks. Based on secondary data 

from eight Islamic banks in Indonesia between 2018-2024, this study employs a quantitative method-

ology using panel data regression and Moderated Regression Analysis (MRA). The findings indicate 

that while profit margin financing has no discernible impact on efficiency, profit sharing financing has 

a favorable and considerable impact. Profit margin financing has a negative and negligible impact on 

stability, whereas profit sharing financing has a positive but negligible impact. Additionally, by changing 

the direction of influence, NPF significantly moderates the association between profit sharing financ-

ing and both efficiency and stability. However, it does not significantly moderate the effect of profit 

margin financing on efficiency, but it does on stability. In summary, the effectiveness of Islamic financ-

ing is heavily reliant on risk management, especially credit risk control, where NPF is a key factor in 

evaluating whether financing can improve stability and efficiency in Islamic banks. 

Keywords: Bank Efficiency; Bank Stability; Non-Performing Financing; Profit Margin Financing; 

Profit Sharing Financing. 

 

1. Introduction 

Growing awareness of the need for a fair, transparent, and ethical financial system has 
propelled the global expansion of Islamic economics in recent decades, turning it from a 
niche model into an essential component of the global economy (Saputri, 2023). Along with 
growing acceptance in areas like Europe, this expansion is reflected in the diversification of 
Islamic financial industries, including Islamic banking, capital markets, takaful, and fintech, 
as well as innovations like sukuk for financing global infrastructure. According to the State 
of the Global Islamic Economy Report 2024, Indonesia, along with Malaysia and Saudi Ara-
bia, has become a major center of Islamic economic growth thanks to its sizable Muslim 
population and robust legal system. Despite these advancements, there are still issues with 
competitiveness with traditional institutions, efficiency, and the quality of finance. As the 
predominant industry, Islamic banking is essential to promoting economic growth through 
financial intermediation. Its performance is increasingly assessed not only by profitability but 
also by efficiency and stability as markers of sustainable operations (Zaini et al., 2019; Beck 
et al., 2013). 
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Efficiency is a crucial factor in assessing Islamic banks' success since it shows how well 
they can manage resources to produce the most while keeping costs under control and oper-
ations running smoothly (Kamarudin & Ismail, 2013). Efficiency is essential in Islamic bank-
ing to ensure sustainable performance and boost competitiveness in the financial sector by 
maintaining a balance between financing expansion, cost control, and risk management. The 
Profit Expense Ratio (PER), which evaluates a bank's capacity to turn a profit in relation to 
its expenses, is one often used metric to gauge efficiency; a higher PER denotes more effective 
management of operating costs to generate profits(Aryani & Ramayanti, 2022). Therefore, 
PER is a useful instrument for assessing the connection between profitability and cost effec-
tiveness, ultimately supporting Islamic banks' long-term viability and stability. 

Islamic banking stability, which is directly related to a bank's total financial perfor-
mance, is the capacity of a bank to sustainably carry out its intermediation function without 
major disruptions in liquidity, profitability, or risk exposure (Ketaren & Haryanto, 2020).The 
Z-score, which combines profitability, capital sufficiency, and performance volatility to assess 
a bank's resistance to bankruptcy risk, is a commonly used indicator of stability; a higher Z-
score denotes a reduced likelihood of failure and, thus, more stability. The quality and admin-
istration of financing have a significant impact on stability in Islamic banking since well-man-
aged financing promotes both long-term stability and performance improvement (Addury & 
Ramadhani, 2024).Prior research has also shown that banking operations, especially financing 
portfolios, which have consistently increased in recent years and reflect the growing efficacy 
of Islamic banks in carrying out their intermediation role and promoting economic growth, 
are linked to efficiency and stability (Lotto, 2019). 

Islamic banks in Indonesia rely heavily on Islamic financing products, which can be 
broadly categorized into profit-sharing schemes (mudharabah and musyarakah) and margin-
based financing (murabahah, ijarah, salam, and istishna), each of which has unique risk-return 
characteristics (Ghoniyah & Hartono, 2019; Belkhaoui et al., 2020). Margin-based financing 
is becoming more and more common because it offers more predictable returns and com-
paratively lower risk than profit-sharing financing, which includes parties sharing risk and 
return. However, financing operations also expose banks to risks as measured by Non-Per-
forming Financing (NPF), which represents the percentage of financing that is problematic 
because customers are unable to fulfill their obligations; higher NPF levels are indicative of 
lower asset quality and can lower stability, profitability, and efficiency (Aryani & Ramayanti, 
2022). Because NPF is both a risk indicator and a moderating variable that can either increase 
or decrease the impact of financing on the stability and efficiency of Islamic banks, its effec-
tive management is therefore crucial to maintaining financial performance and intermediation 
functions (Addury & Ramadhani, 2024).   

Research on Islamic finance and the stability and effectiveness of Islamic banks in In-
donesia has yielded mixed results. While some studies show that both profit-sharing financing 
(PSF) and margin-based financing (PMF) greatly increase efficiency, others find that only 
PMF has a significant impact because of its lower risk and more predictable returns, or that 
PSF, when properly managed, plays a stronger role (Aryani & Ramayanti, 2023; Sari, 2022). 
While PMF exhibits conflicting or detrimental impacts regarding credit risk, PSF is frequently 
reported to improve financial resilience in terms of stability (Widyastuti & Arinta, 2020; Ad-
dury & Ramadhani, 2024). These differences emphasize how crucial Non-Performing Financ-
ing (NPF) is as a moderating factor that can affect how financing, efficiency, and stability are 
related (Pratami et al., 2023).  

 
2. Literature Review 
Financial Intermediation Theory 

The role of banks as intermediaries that transfer money from surplus to deficit units 
while lowering market frictions such transaction costs and information asymmetry is ex-
plained by the Financial Intermediation Theory, which was first presented by Gurley and 
Shaw in 1960. Banks increase productivity and reduce hazards in financial transactions by 
using techniques like delegated monitoring (Diamond, 1984). Financial intermediation in the 
Islamic context uses profit-sharing and margin-based financing instruments instead of inter-
est, allocating funds gathered through sharia-compliant contracts to the real economy while 
sharing risks and gains (Trimulato, 2021). Islamic banks provide social tasks in addition to 
commercial ones, such as distributing zakat, which promotes fair and sustainable economic 
growth, especially by assisting SMEs and productive industries (Zulfa, 2020). 
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Islamic Financing 
Islamic financing is the providing of capital by Islamic financial institutions to support 

sharia-compliant investment operations, with repayment due within a predetermined 
timeframe through agreed-upon returns or profit-sharing (Amani & Khoirunisa, 2024). It 
functions under contracts like profit-sharing (mudharabah, musyarakah), sale-based (muraba-
hah, salam, istisna), and leasing (ijarah), all of which are subject to the DSN-MUI's regulations 
and uphold the values of justice, balance, and the prohibition of riba, gharar, and maisir. In 
addition to performing the intermediary role of Islamic banks, Islamic financing promotes 
economic development, increases access to capital, boosts productivity, and optimizes re-
source allocation, among other macro and micro goals. In actuality, it may be broadly divided 
into margin-based financing and profit-sharing financing, both of which promote financial 
inclusion and business expansion (Aryani & Ramayanti, 2023).  
Bank Efficiency 

A crucial measure of financial performance is bank efficiency, which shows how well a 
bank can use its resources to produce its highest possible output (Nainggolan, 2020). Because 
inefficient banks can impede the transmission of monetary policy and economic growth, it 
includes both cost and profit efficiency, which are crucial for guaranteeing efficient credit 
distribution and promoting macroeconomic stability (Guitian, 1997). The form of financing 
used in Islamic banking affects efficiency because profit-sharing and margin-based contracts 
have different risk and return characteristics. The effectiveness of the bank's intermediation 
function is intimately tied to overall efficiency (Syafitri, 2021). 
Bank Stability 

According to PBI No. 16/11/PBI/2014, bank stability is the state in which the financial 
system functions efficiently, preserves liquidity and solvency, and is resistant to both internal 
and external shocks, hence promoting sustainable economic growth. It shows how well a 
bank can manage risks, carry out its intermediation role, and fulfill its commitments even in 
the face of economic hardship. The Z-score, a composite statistic that evaluates the proba-
bility of bank failure by combining profitability, capital, and volatility, is a frequently used 
indicator of stability; higher values denote stronger stability (Albaity et al., 2019). Stability in 
Islamic banking is intimately related to financing arrangements, especially profit-sharing pro-
grams like mudharabah and musyarakah, which improve resilience through risk-sharing 
mechanisms, particularly when credit risk, which is reflected in Non-Performing Financing 
(NPF), is efficiently managed (Pratami et al., 2023).  
Non-Performing Financing 

A major risk in Islamic banking is non-performing finance (NPF), which occurs when 
clients don't make their agreed-upon principle or profit repayments. This indicates problem-
atic financing and possible losses for the bank (Aryani, 2010). A lower NPF ratio denotes 
better bank performance and efficient risk management, whereas a higher ratio denotes worse 
asset quality and more financial risk. NPF is an important indication of financial soundness 
since it assesses the bank's capacity to manage financing quality, including poor, questionable, 
and loss categories. In order to guarantee trustworthiness and adherence to sharia require-
ments, it is crucial to maintain low NPF levels, which can be accomplished using sensible 
financing analysis techniques. 
Hypothesis 

By promoting profitable investment and improved oversight, profit-sharing finance 
(mudharabah and musyarakah) increases efficiency and enables banks to provide larger re-
turns with lower expenses(Aryani & Ramayanti, 2023).H1: Profit-sharing financing positively 
affects the efficiency of Islamic banks. 

Because margin-based financing offers steady revenue and reduced risk, banks are bet-
ter able to control expenses and boost operational effectiveness (Azhar, 2016; Susilawati, 
2016). H2: Profit-margin financing positively affects the efficiency of Islamic banks. 

Profit-sharing financing increases financial stability and resilience by distributing possi-
ble losses between banks and clients through risk-sharing arrangements (Ketaren & Haryanto, 
2020; Addury & Ramadhani, 2024). H3: Profit-sharing financing positively affects the stability 
of Islamic banks. 

Bank stability is improved via margin-based financing, which promotes steady cash 
flows and predictable returns that enhance liquidity and solvability (Azhar, 2016; Pratami et 
al., 2023). H4: Profit-margin financing positively affects the stability of Islamic banks. 

Profit-sharing finance's beneficial effects on efficiency are dependent on the quality of 
the financing; larger NPF reduces efficiency by raising credit risk and operating expenses 
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(Aryani & Ramayanti, 2023).H5: NPF moderates the effect of profit-sharing financing on 
bank efficiency. 

While margin financing promotes efficiency, growing NPF diminishes its efficacy be-
cause of higher loss provisions and unrealized returns (Maidalena, 2014; Firdaus & Prasetyo, 
2017). H6: NPF moderates the effect of profit-margin financing on bank efficiency. 

Because increasing credit risk can erode financial resilience, profit-sharing financing has 
a bigger stabilizing effect when NPF is low (Pratami et al., 2023; Jaharuddin, 2024). H7: NPF 
moderates the effect of profit-sharing financing on bank stability. 

High NPF can counteract this benefit by raising credit risk and weakening financial 
soundness, even though margin financing fosters stability through predictable income (Ary-
ani, 2010; Addury & Ramadhani, 2024). H8: NPF moderates the effect of profit-margin fi-
nancing on bank stability. 

 
3. Method 
Research Design 

In order to provide objective statistical analysis of the effects of profit-sharing and mar-
gin-based financing on bank efficiency and stability, this study uses a quantitative approach 
using secondary panel data from the annual financial statements of Islamic banks in Indonesia 
for the period 2018–2024(Sugiyono, 2019).Documentation from official bank reports and 
regulatory sources like OJK was used to gather data on variables like financing kinds, Z-score 
for stability, Profit Expense Ratio (PER) for efficiency, and Non-Performing Financing 
(NPF) as a moderating variable. 56 observations were deemed representative for analysis after 
8 of the 14 Islamic banks in the population were chosen through purposive sampling based 
on criteria of consistent operation and complete data on both financing kinds over the study 
period (Sugiyono, 2019). 
Data Analysis Method 

This study combines time-series and cross-sectional data, using panel data regression to 
analyze the associations between variables and descriptive statistics to characterize data prop-
erties (Widarjono, 2013). The Chow, Hausman, and Lagrange Multiplier tests are used in 
model selection to identify the best estimating method (CEM, FEM, or REM). To verify the 
validity of the model, traditional assumption tests such as normality, multicollinearity, auto-
correlation, and heteroskedasticity are used. Additionally, the moderating effect of Non-Per-
forming finance (NPF) on the association between Islamic finance and bank stability and 
efficiency is evaluated using Moderated Regression Analysis (MRA). To assess the model's 
significance and explanatory capacity, hypothesis testing is carried out using t-tests, F-tests, 
and the coefficient of determination (R²) (Ghozali, 2016).  
Variable Operationalization 

Table 1. Variable Operationalization. 

Variable Definition Formula Scale 

Profit-Sharing 
Financing (X1) 

A form of Islamic fi-
nance known as "profit-
sharing financing" in-
volves banks and clients 
entering into a partner-
ship arrangement to 
carry out company oper-
ations and split earnings 
according to a preset ra-
tio (Lestari et al., 2015).  

𝑃𝐹𝑆 =  𝐿𝑛 (𝑇𝑜𝑡𝑎𝑙 𝑃𝐹𝑆 𝐷𝑖𝑠𝑏𝑢𝑟𝑠𝑒𝑑 
 
 
 

Nominal 

Profit Margin 
Financing (X2) 

Profit margin financing is 
a popular Islamic financ-
ing method in which the 
bank buys the goods the 
customer requests and 
resells them at a price 
that includes a predeter-
mined profit margin. It is 
typically carried out 
through contracts like 
murabahah, istishna, and 

𝑃𝑀𝐹 
=  𝐿𝑛 (𝑇𝑜𝑡𝑎𝑙 𝑃𝑀𝐹 𝐷𝑖𝑠𝑏𝑢𝑟𝑠𝑒𝑑) 

 
 
 
 

Nominal 



International Journal of Economics and Management Sciences 2026 (May), vol. 3, no. 2, Ariq, et al. 126 of 132 
 

 

Variable Definition Formula Scale 

salam  (Addury & Ram-
adhani, 2024).  

Bank Efficiency 
(Y1) 

The Profit Expense Ra-
tio (PER), which shows 
how successfully a bank 
earns profit in relation to 
its expenses, is frequently 
used to quantify effi-
ciency, which is defined 
as the capacity to maxim-
ize production while 
minimizing costs (Susi-
lawati, 2016).  

𝑃𝐸𝑅 =  
𝑁𝑒𝑡 𝐼𝑛𝑐𝑜𝑚𝑒

𝑂𝑝𝑒𝑟𝑎𝑡𝑖𝑛𝑔 𝐸𝑥𝑝𝑒𝑛𝑠𝑒𝑠
 

 
 
 
 
 

Ratio 

Bank Stability 
(Y2) 

The Z-score is frequently 
used as a financial stabil-
ity indicator to gauge a 
bank's capacity to con-
tinue operating and fulfill 
its commitments even in 
the face of economic 
hardship (Addury & 
Ramadhani, 2024).   

𝑍 − 𝑆𝑐𝑜𝑟𝑒 

=  
𝑅𝑂𝐴 +  (𝐸𝑞𝑢𝑖𝑡𝑦/𝑇𝑜𝑡𝑎𝑙 𝐴𝑠𝑠𝑒𝑡𝑠)

𝜎(𝑅𝑂𝐴)
 

 
 
 
 
 

Ratio 

Non-Perform-
ing Financing 
(Z) 

A bank's ability to handle 
problematic financing, 
which is categorized as 
substandard, dubious, 
and loss, is reflected in 
NPF. Higher NPF de-
notes increased credit 
risk and possible decline 
in financial performance 
(Aryani, 2010).  

𝑁𝑃𝐹 

=  
𝑇𝑜𝑡𝑎𝑙 𝑁𝑃𝐹

𝑇𝑜𝑡𝑎𝑙 𝐹𝑖𝑛𝑎𝑛𝑐𝑖𝑛𝑔 𝐷𝑖𝑠𝑏𝑢𝑟𝑠𝑒𝑑
 

 
 
 
 

Ratio 

 

4. Results and Discussions 

Results 

Model Testing 

The panel data model selection findings show that the Fixed Effect Model is the best 
choice for both Equations 1 and 2. The use of FEM in this work is continuously supported 
by the findings of the Chow and Hausman tests, where all probability <0.05.  

 
Table 2. Model Testing. 

Equation 1 

No Test Prob H Result 

1 Chow Test 0.0008 Ha accepted FEM 

2 LM Test 0.0383 Ha accepted FEM 

Equation 2 

No Test Prob H Result 

1 Chow Test 0.0000 Ha accepted FEM 

2 LM Test 0.0000 Ha accepted FEM 

 
Classical Assumption 

For both Equation 1 and Equation 2, the Jarque–Bera test indicates that the residuals 
are not normally distributed, as the probability values (0.0143 and 0.0208) are below 0.05. 
However, this does not invalidate the regression model, since with more than 30 observations, 
the error term can be assumed to be approximately normal based on the Central Limit The-
orem, making the violation of normality less critical.  
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Figure 1. Normality Test. 

Since all of the independent variable correlation values for both equations are less than 
0.85 and only the interaction terms exhibit the anticipated correlation patterns, there is no 
multicollinearity issue. 

Table 3. Multicollinearity Test. 

Equation 1 

 PSF PMF NPF PSF*NPF PMF*NPF 

PSF 1 0.8245 -0.1185 0.0208 0.0184 

PMF 0.8245 1 -0.1705 -0.0553 0.0079 

NPF -0.1185 -0.1705 1 0.9879 0.9803 

PSF*NPF 0.0208 -0.0553 0.9879 1 0.9922 

PMF*NPF 0.0184 0.0079 0.9803 0.9922 1 

Equation 2 

 PSF PMF NPF PSF*NPF PMF*NPF 

PSF 1 0.8245 -0.1185 0.0208 0.0184 

PMF 0.8245 1 -0.1705 -0.0553 0.0079 

NPF -0.1185 -0.1705 1 0.9879 0.9803 

PSF*NPF 0.0208 -0.0553 0.9879 1 0.9922 

PMF*NPF 0.0184 0.0079 0.9803 0.9922 1 

 

The Durbin-Watson test values (2.0712 and 2.0255) for Equations 1 and 2 lie within 
the range dl < d < 4 − du, suggesting that the regression models do not exhibit autocorrela-
tion. 
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Table 4. Autocorrelation Test. 

Equation 1 

n K Durbin-Watson Stat Result 

56 3 2.0712 No Autocorellation 

Equation 2 

n K Durbin-Watson Stat Result 

56 3 2.0255 No Autocorellation 

 

The residual plots for Equations 1 and 2 both display a random distribution around zero 
with no discernible pattern, proving that the homoskedasticity condition is met and that there 
is no heteroskedasticity.  

 

 
Figure 2. Heteroskedasticity Testing. 
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Data Panel Regression  

Table 5. Model Testing (Equation 1). 

Variable Coef Std. Error t-Stat Prob. 

C -1.7744 1.4086 -1.2596 0.2146 

PSF 0.2384 0.1113 2.1425 0.0379(**) 

PMF -0.1108 0.1225 -0.9049 0.3706 

NPF 55.5334 21.9881 2.5256 0.0153(**) 

PSF*NPF -7.0101 2.8552 -2.4551 0.0182(**) 

PMF*NPF 3.3062 2.4689 1.3391 0.1876 

R2 0.5834    

Adj. R2 0.4672    

F-Stat 5.0194    

Prob (F-Stat) 0.0000 (**)    

 EFIS = -1.7744 + 0.2384PSF − 0.1108PMF + 55.5334NPF − 7.0101(PSF×NPF) + 
3.3062(PMF×NPF)** 
The results show that PSF has a positive and significant effect on efficiency (p = 0.0379), 
while PMF has a negative but insignificant effect (p = 0.3706). NPF has a positive and sig-
nificant effect on efficiency (p = 0.0153). For the moderating effects, PSF×NPF is negative 
and significant (p = 0.0182), whereas PMF×NPF is positive but not significant (p = 0.1876). 
The model is statistically significant overall (F-statistic = 4.6403; p = 0.00015) and explains 
46.72% of the variation in efficiency (Adjusted R² = 0.4672).  

Table 6. Model Testing (Equation 2). 

Variable Coef Std. Error t-Stat Prob. 

C 8.2676 11.9336 0.6928 0.4922 

PSF 1.0751 0.9428 1.1402 0.2605 

PMF -1.0672 1.038 -1.0281 0.3096 

NPF 0.9961 186.271 0.0053 0.9958 

PSF*NPF -53.9254 24.1883 -2.2293 0.0311(**) 

PMF*NPF 54.8513 20.9156 2.6225 0.0120(**) 

R2 0.9156    

Adj. R2 0.8921    

F-Stat 38.9217    

Prob (F-Stat) 0.0000(**)    

 

STAB = 8.2676 + 1.0751PSF − 1.0672PMF + 0.9961NPF − 53.9254(PSF×NPF) + 
54.8513(PMF×NPF) 

The results show that PSF has a positive but insignificant effect on stability (p = 0.2605), 
while PMF has a negative and insignificant effect (p = 0.3096). NPF is positive but not sig-
nificant (p = 0.9958). For the moderating effects, PSF×NPF is negative and significant (p = 
0.0311), indicating a change from a positive to a negative relationship, while PMF×NPF is 
positive and significant (p = 0.0120), reversing the relationship from negative to positive. The 
model is highly significant overall (F-statistic = 41.5163; p = 0.0000) and explains 88.04% of 
the variation in stability (Adjusted R² = 0.8804).  
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Discussions 

Effect of Profit Sharing Financing on Islamic Bank Efficiency 

Profit sharing financing has a positive and statistically significant effect on efficiency (β 
= 0.2384; p = 0.0379), according to panel regression using Indonesian Islamic bank data from 
2018 to 2024. This means that a 1% increase in profit sharing financing improves efficiency 
as determined by the Profit Expense Ratio. In line with Financial Intermediation Theory and 
earlier empirical findings, this supports Islamic banking principles of risk-sharing, wherein 
musyarakah and mudharabah contracts improve resource allocation to productive sectors and 
promote intermediation efficiency (Aryani & Ramayanti, 2023).The outcome also shows bet-
ter real-sector finance monitoring and screening, which boosts operational effectiveness. 
Consequently, H1 is accepted because the empirical data supports it. 

Effect of Profit Margin Financing on Islamic Bank Efficiency 

Profit margin financing has a negative but statistically negligible influence on efficiency, 
according to the estimation results (β = –0.1108; p = 0.3706). This suggests that while mura-
bahah, salam, and istishna financing may impair efficiency, the effect is not substantial enough 
to be generalized. According to Financial Intermediation Theory and Addury & Ramadhani 
(2024), a greater reliance on fixed-margin lending may result in higher operating expenses 
because of monitoring and administrative responsibilities. However, market conditions and 
bank management techniques probably reduce inefficiencies. Because of the negative and 
insignificant association, H2 is rejected. 

Effect of Profit Sharing Financing on Bank Stability 

Profit-sharing financing has a positive but statistically negligible effect on stability (β = 
1.0751; p = 0.2605), indicating that while risk-sharing financing theoretically strengthens bank 
resilience through loss-sharing mechanisms, its empirical impact is weak. This validates find-
ings by Addury & Ramadhani (2024)and is consistent with Financial Intermediation Theory, 
which emphasizes stability through distributed risk. However, its efficacy in enhancing stabil-
ity is diminished by real-world constraints including poor financial reporting and inadequate 
transparency among SMEs. Consequently, H3 is rejected. 

Effect of Profit Margin Financing on Bank Stability 

The findings demonstrate that profit margin financing has a negative and negligible im-
pact on stability (β = –1.0672; p = 0.3096), suggesting that depending too much on fixed-
margin financing, like murabahah, may not improve bank stability as anticipated. According 
to Financial Intermediation Theory, it theoretically produces predictable cash flows, but em-
pirical data indicates that stability is weakened by greater exposure to credit risk and non-
performing finance(Addury & Ramadhani, 2024).This illustrates Indonesian Islamic banks' 
structural reliance on margin-based funding, which could make them more susceptible to 
shocks to the economy. H4 is therefore rejected.  

Moderating Effect of NPF on Profit Sharing Financing and Efficiency 

According to the MRA results, profit sharing financing significantly increases efficiency 
in the baseline model (β = 0.2384; p = 0.0379). However, when NPF interaction is introduced, 
the effect becomes negative and significant (β = –7.0101; p = 0.0182), suggesting that NPF 
weakens and reverses the positive impact of profit sharing financing on efficiency. According 
to Financial Intermediation Theory, which explains how credit risk diminishes intermediation 
efficiency, this indicates that rising NPF raises provisioning costs and decreases operational 
efficiency. This result is consistent with that of Aryani & Ramayanti (2023),who demonstrated 
that financing performance declines as credit risk rises. H5 is so approved since NPF consid-
erably moderates and reverses the relationship. 

Moderating Effect of NPF on Profit Margin Financing and Efficiency 

Profit margin financing has a negative but negligible impact on efficiency prior to mod-
eration (β = –0.1108; p = 0.3706). NPF does not significantly attenuate this association, as 
the coefficient becomes positive (β = 3.3062) but is insignificant (p = 0.1876) after adding 
NPF interaction. This happens because efficiency is less susceptible to changes in NPF when 
fixed-margin financing produces comparatively steady income, particularly during macroeco-
nomic shocks like COVID-19. From the standpoint of intermediation, this implies that under 
margin-based financing arrangements, there is little transfer of credit risk to operational ef-
fectiveness. This outcome is in line with Aryani & Ramayanti’s (2023)   finding that NPF did 
not have a substantial moderating impact. H6 is therefore rejected. 
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Moderating Effect of NPF on Profit Sharing Financing and Stability 

At first, profit-sharing financing has a slight but favorable impact on stability (β = 1.0751; 
p = 0.2605). Nevertheless, the connection becomes negative and significant (β = –53.9254; p 
= 0.0311) when NPF interaction is introduced, suggesting that NPF considerably reduces and 
reverses the stabilizing effect of profit sharing financing. This suggests that while rising NPF 
raises provisioning costs and lowers asset quality, risk-sharing mechanisms only improve sta-
bility while credit risk stays low. This result is in line with Pratami et al. (2023),   who em-
phasize the significance of credit risk in determining bank stability, and supports Financial 
Intermediation Theory. Consequently, H7 is approved. 

Moderating Effect of NPF on Profit Margin Financing and Stability 

At first, profit margin financing has a negative and negligible impact on stability (β = –
1.0672; p = 0.3096). The link between margin financing and stability is dramatically altered 
by NPF, as seen by the interaction term being positive and significant after moderation (β = 
54.8513; p = 0.0120). This implies that banks often employ more conservative financing prac-
tices under higher NPF conditions, enhancing asset quality and stabilizing cash flows. Theo-
retically, the stability effect of fixed-margin lending depends on risk conditions, even if it 
offers predictable profits. This is in line with the findings of Addury & Ramadhani (2024),   
who discovered that credit risk can change how financing systems affect stability. Conse-
quently, H8 is approved. 

 

5. Conclusions 
The study finds that while profit margin financing has no discernible impact on effi-

ciency, profit sharing financing greatly increases Islamic bank efficiency. Profit margin financ-
ing has a negative and negligible impact on stability, while profit sharing financing has a pos-
itive but negligible impact. While Non Performing Financing (NPF) does not significantly 
moderate the effect of profit margin financing on efficiency, it does moderate the effect of 
profit sharing financing on stability by reversing and weakening the relationship between the 
two.  

The study's primary limitations are the comparatively small sample of Indonesian Is-
lamic banks and the use of secondary data, which might not adequately capture qualitative 
elements like risk governance, management quality, and macroeconomic shocks outside of 
the 2018–2024 timeframe. In order to provide a more thorough understanding of Islamic 
banking performance, future research is advised to increase the sample size to include Islamic 
banks from other nations, prolong the observation period, and include additional variables 
like macroeconomic indicators, governance quality, and liquidity risk. 
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