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Abstract

Market share determines the position of revenue and public utilization of Sharia bank. This
research aims to examine the internal and external determinant factors of Indonesia Sharia
banking market share. The secondary data were obtained from the Financial Services
Authority (OJK) and Bank Indonesia (BI). Autoregressive Distributive Lag (ARDL) was used
to explore the short and long periods from the influence of variables, including total of offices,
customers, third-party saving (DPK), and promotion. The results showed that the total number
of Automated Teller Machines (ATM) had a contrastingly different impact. Therefore, this
research recommends adding all variables quantitatively.
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INTRODUCTION

A higher growth of Sharia banking than the conventional system demonstrates the
possibility of a wider market share. Public acceptance is increasing in line with broadening
information and literacy of Sharia banking. Furthermore, the increased expansion of offices
enhances public access, leading to the growth and acceptance of Sharia banking in 75 countries
globally (Khan & Bhatti, 2008). In general, Sharia banking has become an alternative to
conventional banking. For instance, most people have made it their primary choice. Sharia
banking assets have reached $ 1.760 billion with 520 public offices and windows (UUS), a
market share of 6%, and a growth of 62% (Islamic Corporation for the Development of the
Private Sector/ICD, 2019).
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Graph 1. The Assets of Sharia Bank in Indonesia

For 28 years, the public has known the strengths and weaknesses of Sharia banking. Its
assets growth of 9.35% compared to last year's 9.24% is relatively higher than conventional
banking, whose growth was 8.87%. Subsequently, the Sharia banking assets are Rp. 545,4
trillion, with a market share of 6.18% (Otoritas Jasa Keuangan/The Financial Services
Authority, 2020). Statistically, the growth of assets has been increasing, though there was a
retard between 2019 and 2020. However, the journey of Sharia banking has nurtured loyal
customers in Indonesia. Loyalty is shown when customers do not migrate to conventional
banking. In contrast, the loyalty of Sharia banking's customers is lower than conventional
banking at 22.4% (Elena, 2020). However, Sharia banking has provenly succeeded in

establishing loyalty among its customers.
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Graph 2. The Growth of Islamic Bank's Market Share

The growth of Indonesia's Sharia banking market share is relatively slower than in
other countries. Iran, Saudi Arabia, and Malaysia emerged as the three countries with the
highest assets in 2018. Indonesia was ranked 9" with assets worth $ 28 billion (Islamic
Corporation For The Development Of The Private Sector/ICD, 2019). This prompted Bank
Indonesia (BI) to formulate policies to accelerate Sharia banking growth. According to the
policies, UUS must be spun off after operating for 15 years(Laws No. 21 of 2008c). Moreover,
the BI Regulation allows the conversion of conventional into Sharia banks, though this has
been applied (PBI No. 11/10/PB1/2009). All banks are allowed to perform office channeling to
Sharia banks to eliminate challenges in obtaining Sharia banking services in all regions (PBI
No. 8/3/PBI/2006).

The Sharia banking market share is determined by internal or external factors.
Internally, the total of Third-Party Savings (DPK) via savings and deposit shows significant
access by customers to banks (Shollapur & Baligatti, 2010; Aguirregabiria, Clark, & Wang,
2017). A receipt of fund ownership displays the money deposited in a Sharia bank account,
exhibiting its market share. Furthermore, account ownership describes accessibility by
customers to a bank's products and services (Fitzpatrick, 2015). Therefore, the number of
accounts affects fund deposits and shows the total number of people accessing Sharia banks.
Additionally, physical offices provide opportunities for customers to access the bank for
transaction purposes(Adefulu, 2015).

The recent market share improvement was facilitated by technology development that
enhances wider access. Technology allows customers to access banks anytime and perform
transactions effectively and efficiently. Consequently, banks strikingly compete in providing
the best and free Automated Teller Machine (ATM) services (Tennant & Sutherland, 2014).
Utilizing an Automated Teller Machine (ATM) by customers could improve the bank's
performance and accessibility. For instance, previous research showed that ATMs improved

transactions and bank performance in Iran(Valahzaghard & Bilandi, 2014).



Several studies have examined market share using various measurement variables. For
instance, Purboastuti, Anwar, and Suryahani (2015) examined the market share using DPK,
ROA, NPF, and FDR. The results showed that DPK, ROA, and FDR had a positive impact, but
NPF had a negative effect. Furthermore, Sharia banking improved its DPK and ROA and
decreased its NPF to achieve a better market share. Rahman (2016) examined the effect of NPF,
BOPO, CAR, and SBIS on market share. The results showed that all variables impacted market
share, with BOPO and NPF having significantly higher effects in the short and long term.
Moreover, Setyowati, Sartika, and Setiawan (2019) examined the market share of Islamic
banking using the ROA, ROE, BOPO, and inflation variables. The results postulated that ROA
and BOPO had a negative impact, ROE had a positive effect, while inflation did not affect the
market share.

Sobol (2015) stated that Sharia banking could grow in European countries due to three
factors. These include Muslim development, acceptance of Islamic banking as a green
investment for the Non-Moslem community, and trade relations of ASEAN and Gulf countries.

Valahzaghard and Bilandi (2014) analyzed the impact of technology-based financial on
banking performance and market share. The findings showed that Personal Identified Number-
Pad (PinPad) affected performance, ATM, and Point of Selling (POS), while size impacted the
market share. Furthermore, Sandy, Mulazid, and Mubarok (2018) showed that technology
contributes considerably to the market share of Sharia banks in Indonesia.

Some studies analyzed the market share using directly connected variables. For
instance, Nazaritehrani and Mashali (2020) stated that the internet and Telephone Banking, and
POS positively affected the market share of Iranian banking. Other determining factors are the
merger, expected improved performance, and interest rate (Carletti, Hartmann, & Spagnolo,
2006). Market share becomes a vital part of banking performance in Kenya(Odunga, 2016)..

Ergungor and Moulton (2011) examined the role of branch offices in increasing the
market share. The results showed that branch offices provided access to loans by middle and
low-class customers. This supports Saravani, Tash, and Mahmodpour (2015), which stated that
branch offices, advertising costs, and technology affected the market share of Iranian banking.
Moreover, Susilowati, Purwanto, and Ermawati (2019) also Hussain, Khatoon, and Sarwar
(2019) showed that branch offices are a market force that enhances convenience in
transactions. Kondo research (2017) stated that local banks with many offices increase access
to loans by customers and enhances payments. Additionally, branch offices increase
accessibility and wider coverage of customers to banking.

Aguirregabiria et al. (2017) showed a significant relationship between total deposits
and the bank's market share through loan and fund availability. Furthermore, Third-Party Fund

had no impact on the market share(Wulandari & Anwar, 2019). The relation of promotion and

4



market share was analyzed by Areiqat, Mahrakani, Zamil, and Abu-Rumman (2019). The study
recommended the use of a better promotion to improve the bank's market share in Jordan.
Previous studies analyzed market share, with the first group using Sharia banking
performance variables, including ROA, ROE, NPF, and BOPO. The variables show the Sharia
banking business performance rather than market share. The second group used variables such
as ATM, branch offices, total of deposits, promotion, and technology usage. Therefore, this
research uses variables depicting a relation to the achievement of Sharia bank's market share. It
combines the variables of previous studies in the second group by adding the total of customers
and funding products. The number of customers describes the public's use of Sharia bank
products, affecting the market share. Therefore, these variables describe the market share

formed in Sharia banking directly.

Theoretical Background and Hypothesis Development

Sharia banking is the customers' alternative to satisfy their financial needs based on
their beliefs or religious values. It has become the savings, investment, and financing
alternative for Muslims and non-Muslims. The market share is a vital factor describing the
banking's performance from the competitive aspect(Abdullah, 2017). It could be influenced by
certain factors, such as variables of total of offices, customers, and promotion.

A Sharia banking branch office is significant in establishing interaction with
customers. It is separated from the head office to offer services to customers. Many offices ease
accessibility to banking for saving, deposit, and finances (Ergungor & Moulton 2011; Saravani
et al., 2015). Moreover, dispersed branch offices provide equal opportunities for an urban or
rural prospectus in accessing Sharia banking services. Therefore, the hypothesis proposed is as
follows:

Hal. Total of Sharia banking offices positively affects market share.

Automated Teller Machine (ATM) was introduced by banking with superiority in its
efficiency and ease. This simple and easily accessible facility is used limitlessly to make
transactions (Valahzaghard & Bilandi, 2014). Banking has developed Joint ATM (ATM
Bersama) to broaden its coverage, enabling easier, low-cost, or free customer usage in financial
transactions. As a result, banking benefits through increased performance and wider access to
customers. Therefore, the hypothesis assumed is as follows:

Ha2. Automated Teller Machine (ATM) positively impacts Sharia banking's market
share.

The total of customers shows the number of people accessing Sharia banking. This
number has recently increased by 31.89% or 12% of the total Muslim population in Indonesia,

reaching 227 million people. A low number of customers significantly impacts the market share
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In comparison, a larger population with access to a bank increases market share. Moreover, the
ownership of a bank account eases accessibility for other products and services (Fitzpatrick,
2015), broadening the market share. A slogan that Sharia banking is not only for Muslims but
could also attract and persuade motivation, increasing customers' total. Hence, the hypothesis
proposed is that:

Ha3. Total of customers positively affects Sharia banking's market share.

Sharia bank incurs promotional costs to introduce its services to the public.
Socialization is related to the bank, products, services, and other access-related information.
People already familiar with Sharia bank would access its products and services. Therefore, an
intense and massive promotion would be deeply embedded in the public's attention and mind to
access and invest in the bank (Adefulu, 2015). Promotion could be conducted through various
media to achieve a wider market share successfully. Therefore, the hypothesis proposed is as

follows:

METHOD

This research used secondary time-series data from Statistics of Sharia Banking by
The Financial Services Authority (OJK). Data were collected every month between June 2014
and October 2020. Table 1 describes some terms and operational definitions used in this study:

Table 1. Operational Definition of Variables

Terms D efinition and measurement
Market share of Sharia It is the ratio of total of Sharia banking assets, comprising
banking (MSHR) Sharia Business Entity (BUS) and Sharia Business Unit

(UUS) to the total of national banking assets.

Natural log of total of Total of Sharia banking offices, consisting of the head,
Sharia banking offices branch, supporting branch, and cash offices. It is transformed
(LNOFC) into a natural log.
Natural log of total of Total of Automated Teller Machine (ATM) Is specific for Sharia
Automated Teller Business Entity (BUS) and Sharia Business Unit (UUS) dispersed
Machine (LNATM) throughout Indonesia. It is transformed into a natural log.
Natural log of total of The total of Sharia banking customers is the number of accounts
Sharia banking for funding products. It is transformed into a natural log.
customers (LNNAS)
The ratio of promotion It measures the marketing efficiency of Sharia banking
cost to total of revenue products.
(PRO)

This study examines the Sharia banking market share determinants using Third-Party
Fund (DPK) as a control variable. Previous studies showed that DPK affects the performance
and market share of Sharia banks. Therefore, the hypotheses in this study were tested using the

time-series data. Cointegration degree (a long-term relationship) is the fundamental issue in the
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time-series analysis method . A cointegrated variable within the level was notated with 1(0),
while a variable within the level of the first difference was indicated as I(1). When variables in
the regression equation were not I(0), their linear combination was made stationary to fulfill the
I(1) condition.

Vector Autoregressive (VAR) and Error Correction Model (ECM) have been
developed to accommodate stationary and cointegration degrees (Engle & Granger, 1987;
Harris & Sollis, 2003). However, their limitation is the similarity of cointegration degree
between variables in an equation. Therefore, Autoregressive Distributed Lag (ARDL) model is
more flexible in assessing the 1(0) or I(1) conditions (Pesaran, Shin, & Smith, 2001). This
explains why it was widely used in previous studies (Alhassan & Fiador, 2014; Bhattacharya,
Bhattacharya, & Basu, 2019; Mustafa, Ramlee, & Kassim, 2016). ARDL is illustrated as

follows(Pesaran, 2015):
p q

AY =P, B, YeatP,Xea i=151 AYy;t i=152 AXi
where AYtis the first difference of Yt, Yt-1 is the lag of Yt, Xt-1 is the lag of one period from the
vector of independent variable Xt, AYt-i is the lag of p period from AYt, AXt-i is the lag of q
period from AXt, and &t is the error term.

The length of the optimal lag period is crucial in time-series modeling. The criteria of
Akaike Information Criterion (AIC) and Schwarz Information Criterion (SIC) were used to
determine the combination of p and q in the ARDL. The validity test was determined from the
cointegration (the long-term relation) with the Bound test. A value of F greater than the critical
bound inI(0)and I(1) means that the ARDL model is valid. However, when F falls between two
values of such critical bound, the validity is determined by testing its significance from the
coefficient of error correction term (ECT) (Shrestha & Chowdhury, 2007). ECT represents the
adjustment acceleration to achieve a long-term equilibrium. Therefore, the coefficient of ECT
is expected as significantly negative.

The basic ARDL is estimated using the ordinary least square method. Some
assumptions, such as homoscedastic, non-autocorrelation, and stability, must be satisfied to
ensure the efficiency and consistency of regression parameters. Therefore, a respective
assumption is tested by the White, Breusch-Godfrey, Cumulative Sum of Residuals (CUSUM)
and Cumulative Sum of Square Residuals (CUSUMSQ) method. Particularly, CUSUM and
CUSUMSAQ are selected one or both (Brooks, 2014). The ARDL equation model used in this
research is as follows:
AMSHR=By+B;MSHR.;+B,LNOFG.+B3LNATM.; +B4LNNAS.; +BsLNDPK.;+BcPRO.; +

P BiAMSHR.,+ & B,ALNOFG;+ %% B3ALNATM, + *° B,ALNNAS§;+
1 BsALNDPK.+ {1°, BsAPROy; +&,



The primary requirement before estimating the ARDL model was the stationary test.
Each variable had to be stationary in the level and first difference. The assumption was tested
using Augmented Dickey-Fuller (ADF) and Phillip-Perron (PP) methods involving intercept
and trend, or intercept. This was aimed to accommodate the tendency of the trend to time.
Furthermore, the ARDL model was used to predict the short and long term in the Sharia banks'
market share. It is a regression model of present and past values of market share, number of

offices, ATMs, customers, and promotions.

RESULT AND DISCUSSION

Table 2 shows descriptive statistic information from all variables in the level or first
difference. The mean of market share (MSHR) in Sharia banking is 5.41%. Similarly, the mean
of monthly changes of the market share was 0.02%. This indicates that, although the market
share was low, the monthly addition increased. Based on JB-Stat and P(JB Stat.), most
variables were not normally distributed.

Table 2. Descriptive Statistic of Variables in the Level and First Difference

Obs. Mean Stdv. Max. Min. JB Stat. P(JB Stat.)
MSHR 76 5.41 0.58 6.33 4.56 7.32 0.03
AMSHR 76 0.02 0.10 0.35 -0.19 7.05 0.03
LNOFC 76 7.73 0.05 7.86 7.58 4.49 0.11
ALNOFC 76 0.00 0.02 0.11 -0.11 1516.66 0.00
LNATM 76 8.01 0.15 8.23 7.65 3.23 0.20
ALNATM 76 0.00 0.08 0.40 -0.39 589.63 0.00
LNNAS 76 17.06 0.25 17.54 16.64 2.18 0.34
ALNNAS 76 0.01 0.03 0.17 -0.16 585.67 0.00
LNDPK 76 12.61 0.26 13.04 12.18 6.35 0.04
ALNDPK 76 0.01 0.02 0.07 -0.03 14.24 0.00
PRO 76 0.85 0.62 4.85 0.20 1797.17 0.00
APRO 76 -0.03 0.76 2.15 -3.66 201.19 0.00

Table 2 shows a descriptive statistic of all variables of Sharia banking asset market share
(MSHR), natural log of total of offices (LNOFC), natural log of total of ATMs (LNATM),
natural log of total of customers in Third-Party Savings (LNNAS), and the ratio of promotion
cost to total of revenue of Sharia banking (PRO). Additionally, the component of descriptive
statistics included mean, standard deviation (Stdv.), maximum value (Max.), minimal value
(Min.), statistic value of Jarque-Berra (JB Stat.), and probability of JB-Stat. P (JB Stat.) in
testing data distribution. When the significant (P (JB Stat.) was < 5%, HO was rejected, meaning

that the data were normally distributed.



The assumption of stationery is crucial in time-series regression analysis. Table 3
presents the stationary test for each variable in the level or first difference. The ADF and PP test
results show that only PRO achieved its stationarity in the level and first difference. Therefore,

the ARDL model became the best choice because not all variables achieved their stationary in

the same mode.
Table 3. The Root Unit Test Results
ADF PP
Intercept Intercept & Intercept Intercept &
trend trend
MSHR 0.06 -3.09 -0.08 -2.96
AMSHR -7.09%** -7 12%%* -10.18*** -10.21%**
LNOFC -2.43 -1.50 -2.23 -1.52
ALNOFC -7.63%%* -8.57*** -13.86%** -14.88***
LNATM -2.81% -3.10 -2.63* -2.88
ALNATM -6.07%** -6.03%** -7.80%** SN
LNNAS -0.17 -2.60 -0.27 -2.74
ALNNAS -6.06%*** -6.04*** -0.11%** -0.07***
LNDPK -0.33 -1.94 -0.37 -2.19
ALNDPK -6.77F** -6.71%** -10.23%** -10.16%**
PRO -0.23%%% -8.92%** -6.84%** -7.06%**
APRO -9.06%** -0.05%** -17.33%** -17.62%**

Table 3 displays the root unit test results using Augmented Dickey-Fuller (ADF) and Phillip-
Perron (PP) methods. The test involved inserting intercept and intercept and trend, in which
data was tested in the level (x) and first difference (Ax). Furthermore, the variables tested were
the Sharia banking asset market share (MSHR), natural log of total of offices (LNOFC),
natural log of total of ATMs (LNATM), natural log of total of customers in Third-Party Savings
and finance (LNNAS), and the ratio of promotion cost to total of revenue of Sharia banking
(PRO). Therefore, the hypothesis of the root unit test (HO) showed that the data was non-
stationer. *; **; and *** significant respectively in the critical value of 10%, 5%, and 1%.

The next step was the interpretation of ARDL estimation, where the optimal lag was
determined by the AIC and SIC criteria. Both criteriarecommended ARDL (1,0, 0,0, 1,0). The
parameter estimation result was then transformed to the short- and long-term form, as depicted
in Table 4. Furthermore, the C and D panel reported the model specification and stability test
(CUSUM and CUSUMQ). The parameter value of the Bound test was 3.87, greater than the
stipulated critical value as of [2.26 — 3.35]. This indicated the presence of a long-term
relationship (cointegration). Additionally, the coefficient of error correction (EC) was -32.42
and significant. Therefore, the market share and its determinant achieved the equilibrium point

of the long-term relationships through its adjustment mechanism. Moreover, the assumption



test of homoscedastic and non-autocorrelation (B-G, LM, and White test) supported HO. The
model stability test shows that the CUSUM graphic was stable with a confidence degree of
95%. However, it seemed unstable in certain periods and out of a confidence degree of 95%.
According to Brooks (2014), when one indicator satisfies the assumption, the ARDL model is
stable.

Table 4. The Estimation Results of the ARDL Model

Panel A. Long-term Panel D. CUSUM & CUSUMQ Test
LNOFC| 0.248 oso |
LNATM; 0.051 (0.31) j: ________________________________
LNNAS{ 2.833 % a1sty | o

LNDPK{ 0.593%* (2.41) |0 W\\/\

PRO| 13.325%%*  (2.72) OIT\ .......

Panel B. Short-term R A A R A PR
ALNOFC; 0.814%* (2.49) weowe el e
ALNATM 0.017 (0.31)

ALNNAS; 3.634%%x (10.56)

ALNTPF| 0.192%* 2.17) :z _________ i

APRO; 4.320%** (2.86) 0.8

EC, 32.42%k%  (-526) | °°

0.4

C 2267 (6.32) e
Panel C. Model specification R -
Obs. 75 e
Bound Test 3.87 [226-335] o2 ||T\||‘\v‘| A A A A A Y
B-G LM Test 3.81 2015 2016 2017 2018 2019 2020
White Test 7.10

LNOFC: natural log of total of offices; LNATM: natural log of total of ATMs; LNNAS: natural
log of total of customers in Third-Party Savings and finance; PRO: ratio of promotion cost to
total of revenue. The bound test determines the ARDL model validity in the significance of 5%,
using the threshold of F-stat. as [2.26 —3.35]. B-G LM (Breusch-Godfrey Lagrange Multiplier)
test examines the non-autocorrelation assumption. Furthermore, the test analyzes
homoscedastic assumptions. B-G LM and White test is based on the Chi-Square distribution.
Both CUSUM and CUSUMQ tests determine the stability of the T-statistic model.

The specification and stability test results show that the ARDL model is valid,
consistent, and could be interpreted:

First, the LNOFC coefficient was significantly positive in the short-term equation,

indicating that more offices increase the market share of Sharia banking. Total of offices
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physically provides easy access for customers, especially financing. Furthermore, a total of
sufficient and easily accessible offices enables customers to utilize products and services
efficiently and effectively. Branch offices separate from the head office ease customers' access
to similar quality banking services. These results support (Ergungor & Moulton, 2011;
Saravani et al., 2015). A dispersed and equally distributed total of offices allows the public to
use banking products easily (Saravani et al., 2015). Additionally, several branches act as market
power and provide convenience in bank transaction (Susilowati, et. al., 2019). According to
Kondo (2017), local banks with many offices increase micro customers' access to loans and
payments. Also, they provide an equal chance for limitless access by the public in urban or rural
areas. Therefore, the total of existing offices should be maintained or increased to improve the
market share of Sharia bank.

Second, the total of ATMs (LNATM) in Sharia banking had no impact on increasing
the market share, as seen from the insignificant LNATM coefficient. ATM is the basic need of
customers to withdraw money limitlessly. Therefore, most Sharia and conventional banks
provide Joint ATM (ATM Bersama) via inter-banks collaboration. Through this collaboration,
Joint ATM (ATM Bersama) is accessed by the ATM holder from any bank with no limitations.
However, these results contradict Valahzaghard and Bilandi (2014), which stated that ATM
affects market share. In line with this, Sandy et al., (2019) andHussain et al., (2019) showed that
technological development in Sharia banking increases the market share.

Third, the total of customers (LNNAS) coefficient was significantly negative in the
short-and-long-term equation. This means that the greater number of customers using the
products, the higher the market share achieved by Sharia banking. The total of customers
shows the number of people accessing the banking products and services. Therefore, customer
addition shows the relation in using the products to fulfill their financial need. Moreover, the
total determines the market share through the number of customers depositing their funds for
giro or savings. The increased assets of Sharia bank depict the loyalty of customers to use its
products (Maulan, 2016; &Ireland, 2018). This loyalty is shown in the products' legality and the
reluctance to switch to conventional banks, which are more beneficial. The largest banking
assets in Indonesia were 1,447.85 trillion and 1,405.85 trillion, obtained by BRI and Bank
Mandiri, respectively. They were supported by 70 million (for BRI) and 83 million (for Bank
Mandiri) customers (Aninda, 2018; & Rahayu, 2019). These results show that a higher market
share of Sharia bank could be achieved by improving and increasing the number of customers.

Fourth, the promotion had a positive impact on the short-and-long-term equation, as

measured from the cost ratio to the monthly revenue. Promotion is conducted through various
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media targeting all levels of the public and regions (Kasie & Gloria, 2018). However, literacy
on Sharia banking was still low, meaning that socialization and promotion are crucial since
they improve the market share. This is achieved by improving customer knowledge and
information about Sharia banking as a financial institution and product and service provider. As
aresult, the public uses banking for their financial needs, improving market share. These results
support Adefulu (2015) the impacts of banking access via promotion. Therefore, Sharia
banking should improve its promotion to boost its market share. However, these findings
contradict Areiqat et al., (2019), which stated that promotion did not impact the market share.
Also, the market share could be improved by increasing the promotion cost of Sharia bank.
Areiqat et al., (2019) showed the impact of adequate promotion and the negative effect of

retention on market share in Jordan.

CONCLUSION

The market share of Sharia bank is measured from its total of branch offices, the
number of ATMs, the total of customers, and promotion as the direct determining variables.
The result shows that the total of offices and customers, Third-Party Savings, and promotion
costs affect the short-and long-term market share. However, the number of ATMs does not
affect the market share since Joint ATM (ATM Bersama) is used by ATM cardholders.

These results show that the market share of Sharia bank could be improved by
increasing the total of offices and customers, Third-Party Savings, promotion cost, and a total
of ATMs. Therefore, further research should analyze the market share with these variables by

comparing Sharia and conventional banks.
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