Quantitative Economics and Management Studies (QEMS) ISSN: 2722-6247 (online)
Vol. 5 No. 3 (2024)
https://doi.org/10.35877/454R1.qems2499

The Influence of Financing Diversification and Financial Performance on
the Risk of Islamic Commercial Banks in Indonesia

Raja Ria Yusnita

Faculty of Economics and Business, Riau Islamic University, Riau, 28284, Indonesia

Abstract

This study aims to examine the influence of financing diversification, which includes six financing contracts of Islamic banks in
Indonesia and financial performance on credit risk represented by NPF in Islamic commercial banks using regression panel data in
2018-2022. The results of this study indicate that there is an insignificant positive influence on financing diversification and financial
performance partially on credit risk in Islamic banking in Indonesia. However, financing diversification and financial performance
together have a significant influence on credit risk, which is currently a concern of the Islamic bank financial services authority in
Indonesia. The financial performance measurement indicators in this study only focus on ROA, and this indicator may have
limitations in measuring the financial performance of Islamic banking.
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1. Introduction

Islamic banks are financial institutions that serves as intermediaries between fund owners, who have excess funds
(surplus), and also parties facing a deficit of funds (Puspitasari, 2018). The activities of Islamic banks are to collect
funds from the public and distribute funds to the public. In order to collect funds from the public, Islamic banks use
deposit products, such as savings, current accounts and deposits as instruments or tools in collecting funds. Meanwhile,
to distribute it, Islamic banks use various financing products, such as financing with murabahah, mudharabah,
musyarakah contracts and so on. When channeling or distributing funds to the community, two things might happen,
namrly risk and profit. The risk that may be faced is loss in the form of bad credit, while the profit that may be obtained
is profit from profit sharing, margin, or ujrah. Basically, partnership and project financing (profit-loss sharing or PLS
products) is the most preferred form of financing in the Islamic world because resources are pooled, profits are not
fixed, losses and profits are shared, as well as the underlying project is economically real. On the other hand, cost-plus
sales and leases are comparable to secured loans (like debt). Therefore, the ideal Islamic bank will offer more profit
and loss sharing and less leasing and cost-plus sales. When Islamic banks act as investment managers as well as
investors, they must have a plan to minimize risk, one way is to diversify financing (Ahyar, 2021).

Unlike diversification in non-financial firms, diversification in the banking industry can create value for shareholders
(Ajao and KOKUMO-OYAKHIRE, 2021; Nahda and Rahmadana, 2021; Feng et al., 2022; Okpoa and Damiana, 2023).
Increased bank value due to diversification can come from economies of scale (Shun-Ho Chu, Shunping Li, Xueying
Xia, Xiaoyu Liu, Jiaxia Li, 2021; Adam et al., 2023). Banks usually benefit from long-term relationships with their
customers that help them collect important, diverse, and critical customer information, (Azmi et al., 2019; Khattak et
al., 2021), which they can use in shaping portfolios (Lee, Hsieh and Yang, 2014; Boamah, Boakye-Dankwa and Opoku,
2022). However, if the costs of diversification outweigh the benefits, then diversification may lead to more risk.
Opponents of bank diversification argue that if banks diversify their activities, (Nataly, Mahadwartha and Utami, 2019;
Pham et al., 2021). The bank will experience a decrease in management's comparative advantage, as it will enter
business activities outside of its expertise, resulting in inefficiencies, increased competition, and higher agency costs
(Phan, Nguyen and Hoang, 2022; Septina, 2022; Addury, 2023). Furthermore, one of the negative impacts of
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diversification depends on the internal mechanisms and regulations that can be implemented to align the interests of
bank managers and owners (AlKhouri and Arouri, 2019).

Each type of financing provided by banks has a different risk profile, causing the need for special treatment in carrying
out risk control and risk management (Ulfah, 2020; Ab Hamid and Abd Rahman, 2021). The purpose of using different
financing can also affect the risk of bad debts. The composition of lending in accordance with the right activities can
help reduce the risk of bad debts in banks (Masruroh, 2018; lIhdina Sabilal Hag, 2023). Numerous studies have found
that the impact of financing contracts has a high risk on banks, such as (llyas, 2015; Arifin, 2017; Moudud-UI-Hugq et
al., 2018; Prasetya, Kosjoko and Mufarida, 2022). Conversely, research by (Hidayat, 2017) found that financing can
increase NPF.

Return on Asset is an important part of the company because it shows the level of company effectiveness. Return on
Asset (ROA) is a ratio for measurement related to the company's ability to generate profits or returns. The higher the
ROA means the greater the level of profit achieved by the bank so that the possibility of problematic conditions is
smaller (Fatmafuli and Moin, 2022).

This research contributes to the empirical literature in several ways. First, previous research that focuses on non-
performing loans in Islamic commercial banks (Roziq and Sumartin, 2021). Second, previous studies measured
diversification using the Herfindahl-Hirschman index (HHI) to measure income diversification (Gitahiga, 2020;
Pertiwi, S. P., & Suhartini, 2022; Sofianingsih and Fitanto, 2022)., asset diversification and credit diversification, such
as research by (Turiastini and Darmayanti, 2017; Nisar et al., 2018; Chen et al., 2018; Sittichobtham, 2019; Asif and
Akhter, 2019; Ngoc Nguyen, 2019; Anggraeni, Basuki and Setiawan, 2020; Prastiwi and A. Anik, 2020; Muharam and
Bellinda, 2020; Duho, Onumah and Owodo, 2020; Lestari, 2020; Prastiwi and Anik, 2021; Priyadi et al, et al., 2021;
Benjakik, S., & Habba, 2021; Aditya Kurnia Indrajaya, Stevan Goklas Simanjuntak and Susy Muchtar, 2022; Pramika
et al., 2022; Risfandy and Pratiwi, 2022; Yaman and Holle, 2022; Rahmawati and Mardanugraha, 2023). Indeed, there
are several empirical studies using financing diversification for banks in Indonesia (Malini, Islahiyah and Suwantono,
2020; Wardina, 2020; Wasiaturrahma et al., 2020; Widarjono and Rudatin, 2021; Ayusaleha and Laila, 2022;
Widarjono and Sidiq, 2022). Therefore, it is important that financing diversification can affect the risk of Islamic
banking.

2. Literature Review

2.1. NPF

Risk is defined as uncertainty that can cause losses in business and investment activities. Market risk is also part of this
risk because it can threaten the existence of Islamic banking both now and in the future. In the context of Islamic
banking, financing risk is measured using NPF or financing ratio, which is a parameter of the customer's inability to
pay bank financing within a certain period of time. In the calculation system, NPF is measured from the ratio of non-
performing financing to total financing with a critical value of more than 5% (Almunawwaroh M., & Marliana, 2018).

2.2. Diversification

Markowitz's theory states that "Don't put all your eggs in one basket" as a diversification strategy. This concept aims
to minimize risk for companies that will make investments using investments made by companies that are not focused
on one allocation to reduce the possibility of risk occurrence (Ndungu and Muturi, 2019; Baroroh, 2023).
Diversification is one of the strategies used by companies to deal with fierce competition and rapid market growth
(Halim et al., 2019; Fadli, 2019). Diversification can increase systematic risk, but companies can benefit from
increasing the value of the companies they invest in (Sittichobtham, 2019; Duho, Onumah and Owodo, 2020; Muharam
and Bellinda, 2020; Benjakik, S., & Habba, 2021); Trinugroho, Risfandy and Ariefianto, 2018).

Financing portfolio diversification is a strategy to spread the financing portfolio that can be carried out by Islamic banks
to minimize the risk to Islamic banks (Prastiwi and A. A. Anik, 2020; Huynh and Dang, 2021). This is in accordance
with PBI No. 7/3/PBI/2005, which states that Bank Indonesia urges banks in Indonesia to diversify their portfolios
(Sittichobtham, 2019; Anggraeni, Basuki and Setiawan, 2020; Lestari, 2020; Quyen et al., 2021). One of the
classifications of lending funds in Islamic banks is based on the type of financing contract.

Credit distribution is funding carried out by banks to support planned investments, either carried out by themselves or
run by others. The allocation of credit funds has several objectives, namely achieving an adequate level of profitability
and a low level of risk, and maintaining public trust by maintaining a safe liquidity position. Thus, financing portfolio
diversification is a financing portfolio distribution strategy that can be carried out by Islamic banks to minimize risks
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to Islamic banks. This is in accordance with PBI No. 7/3/PBI/2005, which states that Bank Indonesia urges banks in
Indonesia to diversify their portfolios. One of the classifications of lending funds in Islamic banks is based on the type
of contract and the purpose of using financing. Lending based on the type of contract or principle that forms the basis
of Islamic bank operations is divided into three types, namely profit sharing contracts, sale and purchase contracts, and
leases.

2.2.1.  Production Sharing Contract

Profit-sharing contracts are investment contracts that are uncertain and have variable income. The size of the income
depends on the results of the business run by the customer. Lending under this contract has a high-risk opportunity. The
main reason is because the profit-sharing contract involves the risk of asymmetric information in the form of moral
hazard and adverse selection. Islamic banks must have screening tools provided to prospective customers and
businesses to be financed to reduce the possibility of this risk and monitor the financed business as a preventive measure.
Meanwhile, the advantages of profit-sharing contracts are that the bank will enjoy an increase in profit sharing when
the customer's business profits increase and the repayment of the principal is adjusted to the cash flow of the customer’s
business so as not to burden the customer and minimize the risk of customer default. VVarious types of lending products
based on profit-sharing contracts are as follows:

1) Lending with Mudharabah contract

Mudharabah agreement refers to a cooperation agreement between the bank as the owner of funds (shahibul maal) and
the customer as a business manager with special skills (mudharib) (Sudiro, Ahmar and Ardiansyah, 2022). Profits
generated from the business will be shared based on a predetermined ratio, while all losses will be borne by the shahibul
maal. However, if the loss is caused by the negligence of the mudharib, the loss will be borne by the mudharib.

2) Lending with Musyarakah contract

Musyarakah agreement is a cooperation agreement between the bank as the owner of part of the capital and the customer
as the manager and owner of part of the capital. In this contract, the bank has the right to participate in the management
of the business in accordance with the agreement of both parties, with the bank's right to participate in managing this
business, making the potential risk of moral hazard can be minimized. Then, profits and losses will be shared in
accordance with the proportion of capital invested. In this contract, Islamic banks can play an active role in business
activities and reduce potential risks that will occur such as moral hazard.

3) Lending with Musyarakah Mutanagisah (MMQ) contract
a.  Musyarakah Mutanagisah (MMQ) Agreement

The Musyarakah Mutanagisah (MMQ) agreement is one form of product development based on the Musyarakah
agreement. This is because the risks inherent in the profit sharing agreement are quite high. MMQ is a form of
cooperation between Islamic banks and customers related to the ownership of an asset, where this cooperation will
reduce the ownership of Islamic banks to full customer ownership along with the payment of capital repayment
installments and rental prices to Islamic banks.

b. Contracts Receivable/Payable

Loan dishursement based on receivables contracts is done because of the transfer of goods ownership. The level of
profit earned by the bank is part of the price of the goods sold, so it is determined in advance. Receivables have a fixed
rate of return because the profit margin of the profit percentage is determined at the beginning of the contract. Once the
price is set, the amount must be paid by the customer, the price may not change until the contract ends, so when the
economic conditions of the customer's economic conditions deteriorate, the risk of default will be higher.

Various types of lending products based on receivables/account contracts are as follows:
— Lending with Murabahah contract

The murabahah agreement is a sale and purchase agreement for goods at the cost price plus the agreed profit margin.
The bank buys the goods ordered by the customer and sells them to the customer. The selling price given by the bank
is the purchase price from the supplier plus the agreed profit.

— Lending with Salam contract
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Salam contract is a sale and purchase contract for a commodity where payment for the goods is made at the time of the
contract, while the goods will be given later according to the agreed period.

—  Lending with Istishna' contract

Istishna' is a sale and purchase contract in the form of manufacturing certain goods with certain criteria and
requirements agreed between the buyer and the seller/producer. Then, payment for the goods can be made at the
beginning, in the middle, or at the end of the order.

c. Lease Contract

A leasing contract is an agreement to transfer the right to use benefits or use rights. Leasing contracts are similar to
leasing in conventional banks because both involve the transfer of benefits between the two parties, but the difference
lies in the object of the difference is that the object of leasing in Islamic banks does not allow buying and selling because
there is an element of gharar in it. This contract has a fixed rate of return because the percentage of profit margin has
been determined at the beginning of the contract. The risk in this contract is when the bank sells the leased asset and
the selling value is not as expected, causing the bank to not return the capital provided. If there are indications of
congestion in this contract, the steps taken by Islamic banks are to review the rental price using the floating rental rate
approach. This can be able to minimize the possibility of the risk of congestion. The types of credit distribution products
based on leasing-based credit distribution products are as follows:

—  Loan disbursement with Jjarah contract

ljarah agreement is a contract for the transfer of rights to use or services through payment of rental fees without being
followed by the transfer of ownership of the goods themselves. The benefit of the goods in question is only limited to
use, the goods are not changed or destroyed.

— Lending with [jarah Muntahiyya Bittamlik (IMBT) contract
a) [Ijarah Muntahiyya Bittamlik (IMBT) Contract

ljarah Muntahiyya Bittamlik (IMBT) is a lease contract for an item which at the end of the lease period becomes the
property of the lessee. However, the ownership transfer contract can only be done after the end of the ijarah period and
the promise to transfer ownership (wa'ad) agreed upon at the beginning is not legally binding. The risk in this contract
is if the payment is made using the balloon payment method, so that it can pose a risk of inability to pay.

2.3. ROA

Return On Assets (ROA) is a ratio used to measure the company's management ability to obtain overall profit (profit)
(Susamto, Octavio and Wardani, 2020). The greater the Return On Assets (ROA) of a company, the greater the level
of profit achieved by the company and the better in terms of asset utilization the company's position will look better
(Kurniawan, 2022). ROA is used to measure the efficiency and effectiveness of the use of company assets to obtain
profit. A good ROA indicates that the company has a good future and is able to develop over a long period of time.

2.4. Hypothesis
24.1. Financing Diversification on Bad Debt Risk

Credit distribution based on the type of contract is divided into three types, namely profit sharing contracts,
receivables/payables, and leases. According to (Muhammad, 2016), profit-sharing contracts have several risks because
the bank does not participate in the management of the company and does not supervise the business being financed,
so there is an asymmetric risk of information in the form of moral hazard and adverse selection. Furthermore, according
to (Wahyudi, 2013) receivables/acceptable have a certain rate of return because the percentage of profit margin has
been stated at the beginning of the contract and there is no possibility of price changes until the contract ends, so that
if the customer's economic condition decreases, the risk of congestion will be higher.

Meanwhile, the risk of a lease contract is when the bank sells the leased asset, then the sale value of the asset does not
match the estimate, which will cause the bank to not be able to return the capital provided. This shows that each contract
has inherent risks, so it is necessary to diversify the financing portfolio to minimize the possibility of bad credit. This
is in accordance with what was stated by (Adzobu, et al. (2017) that several factors can affect the level of credit
problems, one of which is the composition of the financing portfolio that plays an important role as an indicator of the
risk profile faced by the bank and when the risk of Islamic banks increases, it is better to diversify into Islamic
instruments.
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Financing diversification shows how Islamic banks diversify their financing into many different contracts to reduce
financing risk. A high HHIF indicates that Islamic banks' financing is concentrated and otherwise financing is
diversified, so our study expects the relationship between financing diversification and NPF to be positive.

H1: Diversification of the financing portfolio based on the type of contract has a negative influence on the risk of bad
credit.

2.4.2.  The Influence of Return on Asset on Non Performing Financing

ROA is the ratio of the company's ability to earn profits from the use of assets (Utami and Nabhan, 2022). A high level
of ROA reflects the greater profit received by the bank. The large profits earned by the bank mean that the bank has a
lot of reserve funds that can be used to facilitate overcoming risks, namely facing problematic financing conditions so
that the NPF level is reduced. In research Purnamasari and Musdholifah (2018) explained that the ROA variable has
an effect on NPF. These findings are in line with research by Ningrum, Samrotun and Suhendro (2020). A high Return
on Asset (ROA) illustrates that the bank has managed to get a good profit and the value of Non Performing Financing
(NPF) at the bank can be reduced. Based on the explanation above, the following hypothesis can be drawn:

H2: Return on Asset affects Non-Performing Financing
3. Research Method and Materials

This study used the population of Islamic Commercial Banks registered with the Financial Services Authority. While
the sample in this study used purposive sampling technique with the criteria of Islamic banks that publish financial
reports from 2018-2022 in full. This technique was chosen because not all Islamic banks publish complete financial
reports on the web www.ojk.go.id. Thus, the sample in this study amounted to 6 (six) Islamic banks, namely Bank Aceh
Syariah, Bank Jabar-Banten Syariah, Bank Mega Syariah, Bank Muamalat, Bank NTB Syariah, Bank Panin Syariah.
This research data employed secondary data. In panel form with the period 2018-2022. The operational definition of
variables is the method used to measure a variable. The following are the variable measurements in this study:

a) The dependent variable in this study is NPF. This is the ability of bank management to manage problematic
financing that occurs in the bank.

b) Independent variable

The independent variables used include diversification proxied by diversification of financing based on contracts
and profitability proxied by a ratio that reflects the company's capacity to manage assets to create net profit, namely
ROA. Based on previous research, the measurement of each variable shown on Table 1.

Table 1. Operational Variables

No. Variables Measurement
1 Financing FIN= 1- HHI
Diversification _ Murabahah 2 Salam 2 Istishan 2
FIN=1- ((Total Pembiayaan) (Total Pembiayaan) (Total Pembiayaan)

( Mudharabah )2 ( Musyarakah )2 ( Ijarah )2)

Total Pembiayaan Total Pembiayaan Total Pembiayaan

2 ROA Laba Bersih setelah pajak
( ) 100 %
Total Aset
3 NPF (Pembiayaan Bermasalah)
Total Pembiayaan

This study uses the panel data regression analysis method, which analyzes a combination of time series data and cross
data using the Eviews 10 analysis tool. The regression equation model in this study:

NPF:BO-l‘Bl FIN+B2 ROA+e

Description:
NPF  : ratio of non-performing financing to total financing
B0 : constant
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B1, B2 :regression coefficient

FIN - level of financing diversification based on contract
ROA : ratio of total profit after tax to total assets

e ; error

4. Results

4.1. Descriptive Statistics

NPF FIN ROA
Mean 1.429333 0.371203 0.996333
Median 1.170000 0.395935 1.050000
Maximum 4.300000 0.559784 4.080000
Minimum 0.030000 0.108808 -6.720000
Std. Dev. 1.233925 0.149963 1.772192
Skewness 0.784103 -0.380136 -2.634917
Kurtosis 2.753076 1.734691 13.25421

Figure 1. Descriptive Statistics Results
Source: E-views 10 Processed Data, 2023

Based on the table above, the average differentiation of BUS financing in Indonesia projected with FIN is 37%, which
means that financing is quite diversified. The maximum value of FIN is at Bank Muamalat in 2020 of 55,97%, which
is very diversified, while the minimum value is at Bank Aceh Syariah in 2018 of 10,88%, meaning that financing at the
bank is not diversified.

Based on the table above, the average risk of BUS financing in Indonesia projected by NPF is 142%, which means high
risk financing. The maximum NPF value is at Bank Muamalat in 2019 of 430%, which is very high risk, while the
minimum value is at Bank Aceh Syarih in 2021 of 3%, meaning that financing at the bank is not at risk.

4.2. Panel Data Regression Model Estimation Results

Determining the most suitable panel data regression model was done through 2 (two) tests, namely the chow test and
the hausman test. The results of the three tests are shown below:

a. Chow Test Results

Redundant Fixed Effects Tests
Equation: Untitled
Test cross-section and period fixed effects

Effects Test Statistic df. Frob.
Cross-section F 4 5358229 (5,18 0.0075
Cross-section Chi-sguare 24 469163 5 0.0002
Period F 3287738 {4.18) 0.0345
Feriod Chi-square 16454192 4 0.002%
Cross-Section/Period F 4 519167 [9.18) 0.0032
Cross-Section/Period Chi-square 35447981 9 0.0000

Figure 2. Chow Test Results
Source: E-views 10 Processed Data, 2023

Based on the chow test results, it is known that the prob value is 0.0075 and 0.0002, so H1 is accepted, so the FEM
TEST is appropriate.

b. Hausman Test Results

Based on the Hausman test results, it is known that the prob value of 0.001 is smaller than 0.05, so H1 is accepted.
Then, the FEM is appropriate. Therefore, the Lagrange Multiplier (LM) test is not continued.
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Correlated Random Effects - Hausman Test
Equation: Untitled
Test cross-section random effects

Test Sunmary Chi-Sq. Statistic  Chi-Sq. d.f. Prob.

Cross-section random 17.904784 2 0.0001

Figure 3. Hausman Test Results
Source: E-Views 10 Processed Data, 2023
C. Classical Assumption Model

Variable Coefficient Std. Emor t-Statistic Prob.
C 0.288642 0.895212 0322428 0.7508
FIN 2.826091 2.430508 1163103 0.2600
ROA 0.091663 0117796 0.778150 0.4466

Figure 4. Hypothesis Test Results
Source: E-views 10 processed data, 2023

Based on figure 4, the research model can be described as follows:
NPF= 0,28 +2,82 FIN+0,09 ROA.

Based on the Figure 4, it is known that the constant value coefficient has a positive value of 0,288. This positive sign
indicates that the influence is in the same direction between the dependent variable and the independent variable. This
shows that the FIN and ROA variables are 75%, then the NPF value is 28%. The coefficient (slope) of the FIN variable
is 2.82, which means it has a positive value, indicating that if the financing differentiation increases by 26%, the credit
risk will increase by 282%. While the coefficient of the ROA variable is 0,09 which has a positive value. This indicates
that an increase in profitability will increase credit risk by 44%.

d. R? Test (Coefficient of Determination)

R-squared 0.742270
Adjusted R-squared 0.584769

Figure 5. Test Results of the Coefficient of Determination
Source: Eviews 10 Processed Data, 2023

Based on the R-Square value, it shows a value of 0.74. This shows that only the level of variation of the dependent
variables, namely FIN and ROA, can be explained by credit risk by 74.22%. The remaining 25.78 is explained by other
variables in the model.

e. F-Simultaneous Test

Simultaneous test is used to prove that the independent variables together or simultaneously affect the dependent
variable. The results of the F test shown Figure 6.

F-statistic 4 T12787

Prob{F-statistic ) 0001874

Figure 6. F Test Results
Source: Eviews 10 Processed Data, 2023

It is known that the Prob (F-Statistic) value for the regression model with the dependent variable FIN and ROA is =
0.000. The probability value is smaller than 0,05. This shows that the coefficient obtained is equal to zero, so the
alternative hypothesis is accepted, which means that the independent variables together have a significant effect on
credit risk.
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f.  Partial T-Test

The use of the t-test aims to show that the impact of the independent variable on the dependent variable individually.
The results of the t-test are in the table below:

__ Variable Coefficient Std. Error t-Statistic Prob.
(o 0.288642 0.895212 0.322428 0.7508
FIN 2.826931 2.430508 1.163103 0.2600
ROA 0.091663 0.117796 0.778150 0.4466

Figure 7. Partial T-Test Results
Source: Eviews 10 processed data, 2023

Based on the T test results, it shows that the financing diversification variable (FIN) has no significant influence with
a positive direction, considering from the probability value/credit risk greater than the significance level (0,26> 0,05)
with a regression coefficient of 2,82. This shows that when the level of financing diversification increases, it will
increase credit risk by 282%. The probability value of ROA is 0,44. This indicates that the probability value of ROA is
greater than 0,05, which means that ROA has no partially significant influence on NPF.

4.3. Discussion

Diversification is the activity of distributing productive assets not only in the form of credit, but also securities,
placements with other banks, credit, income, assets, and contracts. The results of this study prove that financing
diversification has a positive and insignificant influence on NPF and contradicts Markowitz portfolio theory and agency
theory, which state that management diversifies in order to increase credit risk to avoid financial stress. From the
management point of view, the level of diversity of financing products affects management performance, as (Iskandar,
2002), that management will find it easier to manage the bank's business if the level of product diversity and type of
business is low. This is because the increasing diversity of financing products makes the monitoring of financing that
must be carried out by management extensive, making the agency costs increase. The increase in the cost of providing
funds and agency costs that must be incurred by the bank reduces the portion of profit earned by the bank. In addition,
financing based on contracts is a binding and long-term activity. Therefore, the more diverse financing means that the
volume of financing provided by banks is large with a long repayment period. This increases the potential for customer
default during the contract period. Thus, it can be concluded that the existence of financing diversification increases
risk. The results of this study are in line with research (Baroroh, 2023); (Widarjono and Rudatin, 2021); (Junaeni et al.,
2023), which found that financing diversification has an influence on NPF in Islamic banking. Similar to the results of
this study, diversification can be used as an increase in bank credit risk. Wardina (2020) found that financing
diversification has no effect on bank risk.

ROA has a positive and insignificant inflience on NPF, meaning that the high and low level of NPF is not due to the
level of ROA. ROA is a tool to measure a company in converting money used to buy assets into net income in its
operations. ROA functions for the level of efficiency of a company with competing companies in the same industry so
that it will know the weaknesses and strengths of the company. These results are in accordance with research from
Sudarsono (2018), which shows that ROA in the long term has no significant influence on NPF. Meanwhile, the results
of this study contradict with the research by (Purnamasari and Musdholifah, 2018; Ningrum, Samrotun and Suhendro,
2020)

5. Conclusion

For Conclusions, the main conclusions of the study indicate that there is an insignificant positive influence on financing
diversification and financial performance partially on credit risk in Islamic banking in Indonesia. However, financing
diversification and financial performance together have a significant influence on credit risk, which is currently a
concern of the Islamic bank financial services authority in Indonesia. The financial performance measurement
indicators in this study only focus on ROA, and this indicator may have limitations in measuring the financial
performance of Islamic banking.
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