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ABSTRACT

= I B8
Y %I%niﬁanking industry in Indonesia still has limited market share, around 6.52% of the total market share
§§)f’he Enkmg industry, while the conventional bank is 93.48% at the end of 2021. This study aims to
@ Flefermige the factors that influence Islamic Bank Performance in Indonesia. This study adopts quantitative
{,’ EmethO(there secondary data was collected from the annual Islamic Banking financial statements for the

eriod 3)17 to 2021 obtained directly from the official websiterof each bank and Indonesia Financial
'§erwce§Authority. The data collected was analyze using SPSS. Theresults.of regression analysis indicate
S That as@®f quality and liquidity significantly leads to-the negative Islamic:bank’s performance of ROA,
®hereagcapital adequacy positively contributes to the Islamic bank’s performance of ROA. Unfortunately,
e fingkmgs reveal that gross domesti¢ product and inflation have no association withyIslamic bank’s
erforrglce This research also includes a discussion, limitations, recommendations and eonelusion.

Q
[}

Auey u
1

S

*
Keywords: Islamic bank, bank performance, profitability, return on asset; indonesia

ejieye

: Jaquins uexpngakusw uep uexywnjuesuaw edue; jui sin} eAiey Ynanjas neje ¥eibe

*yejesew njens uenefu} neje }nyj uesijnuad ‘uesode] uesinuad ‘Yyerwyi eA1ey uesiinuad ‘ uenipuad ‘ueyipipuad uebunuaday ynjun



eyeyer 1abap yiuya3iod wizi eduey

undede ynjuaq wejep 1ui sijn} eA1ey Yyninjas neje ueibeqas yeAueqiadwaw uep ueywnwnbuaw buesejiq °z

euexer 1363 MNiwya3ijod 1efem buek uebunuaday] ueyibniaw depn uedianbuad °q

diD)eH O

Table of Contents

=L
29% &
o9 A
§ §_|§: ofi JOUTES vttt ettt ettt ettt b bt aes s a s s s s e s e s e s e e st s st et s bbb s b sttt e bt et e s e s e s e s e e e e s s n s v
SQ K .
£ %.ISI OFFFADIES ... oo eees e eee e eeee e ees e ee e e s e et e e et e Vi
&
:s'-cglhaptﬁ:l ..................................................................................................................................................... 1
3= =
Eg 1.1 @,ckground [0) 5 (110 |V S o ol iy, 1

m
28 1.2 Iioblem 721 (1001210 | NN " ooy, o, TN 3
~Q
.§§ 1.3 I?search ODJECLIVE .o scttecifin et eteeeeee s e eveveae s et sesseseseseassesesesssesesessatites s Biaeesesesensanes 4
(-]
é-*g 1.4 @search QUESLION ... gl .............m ..o R N R N 4
SZ 15SE0Rc ........ S . ... BB RN N R 4
22 8
25 1.6 FPNIficance OF SEUTY ............oo...roe i sbiniseses s st osite ettt 4
az )
%5 1.7 G@PGANISAION OF STUAY ..........oceesesssessssssssssssssssssssssss oossssesmandessvesastessnesasesssasessteessasssssdosasaessssessssesssens 5
=59
s Ehapien2.. S & ... Iy & & N N N ... 6
S @
=5 2.BIAG0duURtEn........................ [ Y. A A ... 6
QD e~
25 2.2THEOrY REIALEd...................ceeeeerereaeueneaesenenssnseesererereresesenssifinanssnsnsesesfhonssesesesihensness donsnntessssessesnns 6
25 .
2 3 2.3 Dependent Variable ...t et 7
oo
8 2 2.4 Independent VariabIEs.........cooeeeeeeereeeeesesesssessssneses siiissssessssidiiinmnns e s sesidiesesssssssassssesesesesesesnes 9
=5
L S’ 2.5 RESEAICH FFAMEWOTK...........cereuseesssresseessasssssessssssnsssesssssss st EL onnsnessasssanassenssanssants e ssrsssnes 11
i)
5%’.’ 2.6 Hypothesis DeVRIOPIMENT ....ccoveuer. i 850 ceeceenne o ith e o 00 e lonn s st ot eechonnnnsasnnenseeseseesnenes 12
5
:§' 2.7Chapter SUMQARY .............. b e b ............. 12
m
2 Zhapterd.............. A Q... AN 1 O 81 o8 @ D ............ | 13
=3
g‘fg_ 3. BIRtoduction..... X X ......... |, ... A 13
&
H f’,'r 3.2IR€earch Design . R Q... YV _ YAV VAV . V... & 13
S5 . .
::D § 3.3 POPUIALiON ANd SAMPIE SIZE .. emueeieieieeeeeeeeeeeees et s ese s e ese e es et s eee s eete s o b 13
E & 3.4 TYPE Of DALA USE ..oooosostiiti oot oo 15
‘i" 3.51Data Collection Method N b ... 15
% 3.6 Measurement of VariabIes ..............ccooviiiiiiiiiicc e 15
o
8 3.7 Proposed Data ANAIYSIS..........c.ccrvereeiurieiessesesses s seseesses s ssesss s saes s sssss s 17
é. 3.8 CNAPLEN SUMIMAIY ...ooiiiieiicieeiete ettt ettt sttt e st e e tesseesbesreess e seeseessesseensestaessensesseessessenneas 17
5 CRADERT 4 ..o 19
[
2 AL INIIOUCTION ...ooiiitiiiiiit bbb 19
3 4.2 NOFMANTY TEST.....ovtieiiciciccee e 19
-3
S 4.3 DESCIiPLIVE STALISTICS ...t 20



iv

POLITEKNIK

NEGERI
JAKARTA

IPIE REGIESSION ...ttt ettt e s e e re et e st e et e s be e s e tesbeentesteesaessesssessesseessestesseans

pntribution of the study..............

2AISON CONTEIALION ..ottt
NAPTEE SUIMIMATY ..o s s s st s s e s s st s senssnssnsssesnesnens
commendation.........

Hak€ip@:o 6 0 w © b &
1. Dilaralg mengutip sebagian atauXelufuh karya tulis ini tanpa mencantumkan dan menyebutkan sumber :
a. Pengutipan hanya untuk kepentingan pendidikan, penelitian, penulisan karya ilmiah, penulisan laporan, penulisan kritik atau tinjauan suatu masalah.
b. Pengutipan tidak merugikan kepentingan yang wajar Politeknik Negeri Jakarta

2. Dilarang mengumumkan dan memperbanyak sebagian atau seluruh karya tulis ini dalam bentuk apapun
tanpa izin Politeknik Negeri Jakarta



12

List of Figures

POLITEKNIK

NEGERI
JAKARTA

Conceptual Research FrameWOIK...........cceoveiiirinereneieeeeeese e se e eese e e ssennas

\ L m\ L - C W , ‘,W -
Hak Cipta:
1Dilarang mengutip sebagian atau seluruh karya tulis ini tanpa mencantumkan dan menyebutkan sumber :
a. Pengutipan hanya untuk kepentingan pendidikan, penelitian, penulisan karya ilmiah, penulisan laporan, penulisan kritik atau tinjauan suatu masalah.
b. Pengutipan tidak merugikan kepentingan yang wajar Politeknik Negeri Jakarta

2. Dilarang mengumumkan dan memperbanyak sebagian atau seluruh karya tulis ini dalam bentuk apapun
tanpa izin Politeknik Negeri Jakarta




List of Tables

19
.20

POLITEKNIK

NEGERI
JAKARTA

’3 Pearson Correlation.........cccooevvevveeeceeicneenee.
Regression Model

2
©
£
[
o
Z
Y
o
o]
[%2]
(<5]
T

B0 DESCHIPLIVE SALISHICS w.vvrvvvrrsrerrssesrrsssssssssssssssssssssssssssssssssssssss s sssssssssessssssesesssenes

Hak€ip@: § 3
1. Dillaranty méngutip sebagian atau seluruh karya tulis ini tanpa mencantumkan dan menyebutkan sumber :
a. Pengutipan hanya untuk kepentingan pendidikan, penelitian, penulisan karya ilmiah, penulisan laporan, penulisan kritik atau tinjauan suatu masalah.
b. Pengutipan tidak merugikan kepentingan yang wajar Politeknik Negeri Jakarta

2. Dilarang mengumumkan dan memperbanyak sebagian atau seluruh karya tulis ini dalam bentuk apapun
tanpa izin Politeknik Negeri Jakarta

Vi



eyie)er uabap yiuyaljod uizi eduey

undede jynjuaq wejep 1ui sijn} eA1ey yninas neje ueibeqas yelueqiadwaw uep uewnwnbuaw buese|iq °z

ejieyer LabBap yiuyalijod sefem buek uebunuaday) uexibniaw yepn uedynbuad °q

*yejesew njens uenefun neje i1y uesijnuad ‘uelode] uesiinuad ‘yejwji eA1e)y uesjnuad ‘ uenjPuad ‘ueyipipuad uebupuaday] )ynjun efuey uedipnbuad ‘e

: Jaquins ueypngakuaw uep uexwnjue>uaw eduey jui sijn} efiey yninjas neje ueibeqas diynbuaw buese|iqg °|L

:eydid yeH

1.

Chapter 1
INTRODUCTION

iw exdid yeH

ackground of study
A bank defined as a financial institution.whose.activities of its business is to collect

od

gunds from the community and returns-them back to the .community, in addition to

;prowding other financial services. The role of a financial intermediary, Which refers to an
ﬁnstitution that links and bridges money providers and clients, is fulfilled by. the banking
%ystem, which is one of the financial' systems. The banking industry plays a critical rele in
Er.he development.of the national economy. Bad performance in banking.industry can have

=
8h negative impact on the economyasa whole.
-+

(Y
As a result, bank operations must be efficient on both a macroeconomic and

microeconomic scale. Community mobility funds are rapidly and properly given to diverse
economic sectors and all places in need. Islamic banks were first presented to the general
public in an official capacity in the year 1992. This-was done with the objectives of
enhancing the mobilization of public funds that the.traditional banking sector had not
handled and meeting the need for financial services that correspond to the norms of Sharia

law.

Conventional banks and Islamie-banks are two distinct categories of financial
institutions that can be differentiated by the nature of their business activities. A
conventional bank is one that conducts its business activities conventionally, an Islamic
bank, on the other hand, is one that performs its banking activities in accordance with the
principles of Islamic law. The maximization of earnings, the reduction of potential losses,
and the maintenance of.adequate liquidity.are the primary-responsibilities of sharia banks.
Both types of banks are examples of financial institutions. The restriction on interest rates
is the primary distinction between Islamic and regular banks. Furthermore, no gharar or
speculative aspects may be present in any transaction. Real assets must be used to back up
all financial transactions. Investments in enterprises that engage in activities banned by the

Quran, such as pork and alcohol, are not permitted by Islamic banks. Second, Islamic
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znd the financial sector advances. Today, Islamic finance has become a major player in

PCHO

anking has unique solvency requirements. Third, Islamic banks have fewer experiences

an conventional banks.

The Islamic financial industry is becoming more visible and established as time passes

%Iobal finance. The size of the number of financialinstitutions, the amount of their assets,
%nd the size of the client base on the Kind of financing demonstrate the ongoing expansion

f Islamic finance. Due to an intense competition that exists between ¢enventional banks

< . . : . .
‘fgand Islamic banks in Indonesia, Islamic banks are expected to have strong performance in

%rder for them to _be able to compete for the national banking market. One ofthe
'gﬁerformance assessments that can be carried out is to assess financial performance, because
%inancial performance provides the quality of a bank through the calculation of its financial
mratios. The financial performance of Islamic banking is @ description of an Islamic
banking's financial condition that is analyzed with financial analysis tools so that the pros
and cons of an Islamic banking's financial condition.that reflects work performance in a

specific period can be known.

The assessment of financial performance is one method that management may use to
accomplishits commitments to stakeholders while simultaneously achieving the aims
outlined by Islamic banking. In.order for'a single bank to be able to carry out all of its
operations in an appropriate manner, the following steps need to be carried out: planning,
operating, contralling, and supervising. Continuously. process financial flows and record
the outcomes of such processing in financial reports such as balance sheets and profit and
loss computations.. In the beginning, a bank's financial reports served merely as a testing
tool for the work of the bookkeeping department. However, as time went on, financial
reports not only served as a testing tool but also served as a foundation for evaluating or
analysing the financial situation or condition of the“bank."Where the results of financial
analysis may provide anything of value and are employed as a material of consideration in
management policy-making of all parts of the banking business. The information presented
in the financial performance can be used by related parties, both investors, creditors, and

banking external parties to predict the actual financial performance at any period
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There are various financial performance indicators that essentially indicate the bank's

eyd

erformance in carrying out its activities. In these indicators, various financial ratios are
resented that measure the bank's ability to manage its finances. Financial indicators that
iommonly used to measure the performance of Islamic banks such as capital adequacy

gatio, non performing financing, and finance to.depositratio. While profitability indicators

ﬁan usually be measured by indicators of return on assets, return.on equity, and the total
,?gssets. Besides that, Islamic bank performance is also can be affected.by.external factors.
f.thernal factors related.to_macroeconomic conditions in the business activities.of Islamic

‘a)anks include the development of eeconomic growth rates.and inflation rates. In addition,
*

ac'rlacroeconomic conditions that can have an influence on bank profitability is the inflation

Date.
*

-+

LY
1.2 Problem Statement

Indonesia is likewise experiencing fast expansion in the number of Islamic banks. The
Development of Islamic banking in Indonesia is quite rapid as it can see based on the Sharia
Financial National Committee (KNKS) at the end of 2022 there have been 13 operating
sharia commercial banks, 22 Islamic business units, and.about 1500 different rural banks

located in Indonesia.

However, data published by.the ‘Islamic Financial Service Board/IFSB (2022) states
that the average growth trend for Islamic banks.globally shows a fluctuating decline from
2017 to 2021 in terms of assets; financing and deposits. This was also supported by
Indonesia Financial Services Authority publications.on financial ratios as measured by
ROA and NOM, the financial performance of Islamic banking still fluctuating from 2017-
2021,

And while having beensin.operation for the past three decades, this.quick-development
has not yet been successful in reaching the market share target. According to the data
obtained from official website of Indonesia financial services authority, Islamic banking
industry in Indonesia still has a limited market share, around 6.52% of the total market
share of the banking industry, while the conventional bank is 93.48% at the end of 2021.
Although Islamic banking industry exhibits relatively significant growth for the last two

decades, the market share of this industry never reaches the expected target of 20%,
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ﬁ/hereas the conventional banking industry, at the same time, also enjoys considerable

%rovvth Considering that the importance of the function and role of Islamic banks in

andonesm banks need to improve their performance.

I
o
=
2]
T
-+
N

‘B @?esearch objective
2Fhe research objective of this study is as follow:

To examine the influence of‘asset quality on Islamic bank. performance
To examine the influence of capital adequacy on Islamic bank performance
To examine the'influence of liquidity on'lslamic bank performance

To examine the influence of gross domestic product on Islamic bank performance

eyieyer Labap Niuyaljod uizi eduey

To examine the influence of inflation on Islamic bank performance
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1.&Research question

The research questions that are going to use in the study is as follow:
Does asset quality influence Islamic bank performance?
Does capital adequacy influence Islamic bank performance?
Does liquidity influence Islamic bank performance?

Does gross domestic product influence Islamic bank performance?

o~ w D

Does Inflation influence Islamic bank performance?
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The goal of this study Is to identify thefactors that can be a determinant of Islamic
bank’s performance. The information will be taken from the database produced by
Indonesia’s financial services authority and annual financial.report from official website

of each bank. The information provided the data of Islamic banking statistic in Indonesia
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1.6 Significance of study
The findings of this research will be beneficial in bringing to the attention of managers
working in Islamic banks in Indonesia the importance of recognizing these factors, which
may either directly or indirectly affect the performance of banks. Additionally, to enhance
the economic competitiveness of Islamic banks in Indonesia. The information that was
gathered as a result of this study may also be utilized by investors so that they can base

their investment choice on the financial performance of Islamic banks.
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1.720rganisation of study

DX |

The research is organized into five chapters. The first chapter of the study covers the

w eyd

eneral introduction, which includes the study's background, problem statement of the

i‘tudy, purpose of study, research questions, objective of the study, scope of the study, and
Erganization of the study. The second chapter is‘the literature review, in which the works
:@.f other researchers on the topic, their methods, relevant theory;.and the formulation of
%ypotheses are analyzed and evaluated. Chapter three is the research.methodology which
%ontains research design, population and sample, research methodology; and chapter
‘%ummary. Chapter.four is the results.and data analysis which provides the result of data
Eénalysis of the'study. And the last one is chapter five consist of discussion, contribution,

:_:"Eonclusion, limitation, and recommendation.
il
LY



eyie)er uabap yiuyaljod uizi eduey

s
o
(]
3
Q
c
=,
T
Q
=
o
Q.
)
=
S
]
b
[
s,
=
Qo
=
==
)
T
(]
=
=
=
Q
o
>
<
o
=
Q
3
o
o
-
o
=L
=
[
=
=
=
2
[
«Q
(]
=5
—
)
=
o
-
-
o

N
Doy
557
Q =3
5 Q
Qe s
35S
= =
i
=1
3 <
c o
3 c
PR =
Y c
5 x
g6 7
3%
3 5
= =
E]
338
BT &5
= ]
o
o 53
2 &
S8 g
< B
I 2
(o d
s QP
Q >
9 [}
S =
.ﬂ_l' o
g 37
< °
w m
o >
c X E
< =
c ]
= el
3807%
5] <
S IS
- —3
€93
= =
i £
3. °
o =
2 c
m —
3 8
5 5
-]
z S
8
~ 3
5 T
SR
T =
c £
= @
o
-
~
o)
=
~
§)
-
Q
=
o
)
N—
o
=
Q
=
w
=
o
g
s
3
o
w
=
)
=

—
o
o
=
o
3
Q
3
[}
=
Q
c
o
T
(7]
(1)
o
o
o
o
=
o
-
o
c
(7]
o
c
-
c
=2
=~
o
-
<
o
-
<
=
3
-
o
=
T
o
3
[}
=
n
o
3
-
s
3
=
o
=
o
o
3
3
[}
3
<
[}
o
c
-+
=
o
>
(%)
c
3
o
[}
-

Hiiw eydid yeH S

:eydid yeH

ejaeder 16N yuypljod

Chapter 5
CONCLUSIONS AND RECOMMENDATIONS

Overview of study

This study aims to determine the internal‘and external factors affecting Islamic bank’s
inancial performance (ROA). This_chapter presents the summary of the findings,
2onclusions and recommendations for further study based on the results of the analysis
escribed in the previous chapter regarding the determinant of Islamic bank’s performance

n Indonesia.

iscussion

2.1 Asset quality

According to the findings of this research, the asset quality of an Islamic bank's has a
considerable and negative impact on the bank's performance / return on assets (ROA). This
study is consistent with previous studies conducted by (Stephen Kingu et al., 2018) and
(Harjanti, 2021) which asserted that asset quality has a significant negative effect on bank’s
profitability (ROA). (Usman & Lestari, 2019) pointed out that asset quality had a
significant negative impact on bank performance / return on asset. This means that bank-
owned assets cannot absorb losses from both excessive lending, rising costs, the cost of
productive asset reserves, and other income-generating expenses. It leads to a decrease in
bank income. A decline in bank earnings can affect a bank’s performance and can indicate

poor asset quality due to banks' reluctance to lend.
5.2.2 Capital Adequacy

According to the findings of this:research,. it indicates.that capital adequacy has a
positive significant effect on Islamic bank’s performance (ROA). This finding is consistent
with previous studies conducted by (Haidary & Abbey, 2018) who discovered that capital
adequacy had a favorable and substantial influence on return on asset. (Stephen Kingu et
al., 2018) found that capital adequacy has been demonstrated to have a favorable influence
on bank profitability, allowing banks to utilize their own cash to support asset expansion

and improve earnings.
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.2.3 Liquidity

This study discovered that liquidity has a considerable negative impact on Islamic bank

pw exdinyeH

erformance (ROA). The results are in line with research conducted by (Harjanti, 2021)

znd (Sitompul & Nasution, 2019) that demonstrates that liquidity has a considerable
%:egative impact on return on asset. Due to.their.poor.yield-in comparison to other assets,

a'iquid assets impose an opportunity-cost on the bank.
.2.4 Gross Domestic Product

According to.the findings of this study, gross domestic product has no positive

ignificant influence on Islamic bank performance (ROA). The result.is consistent with

revious studies (Stephen Kingu et'al., 2018) who found that gross domestic product are

yeyer uabapiu

%hot correlated with bank performance / return on asset. Another study conducted by
(Usman & Lestari, 2019) found similar results that the GDP growth rate does not influence
the bank profitability / return on asset. Because the level of gross domestic product growth
rate is an external factor, it does not greatly influence the profitability of banks. This is due
to the fact that the gross domestic product growth rate is the level of state income that does
not considerably affect the profitability of banks. However, if a‘bank has a good internal
financial infrastructure, the bank will be unaffected by the gross domestic product growth

rate.
5.2.5 Inflation

This study found that inflation has no positive significant effect on Islamic bank’s
performance (ROA). The result is similar to the study conducted by (Fuadi et al., 2022)
who found that inflation had a low or insignificant effect on the return on asset, the result
shows that although inflation has increased; the profit.earned by Islamic banks does not
experience a significant decline and vice versa If inflation decreases profits obtained by

Islamic bank did not increase significantly.

5.3 Contribution of the study

The findings of this study assist to bring to the notice of managers working in Islamic
banks in Indonesia the significance of knowing these characteristics, which might either

directly or indirectly influence the performance of banks. And to improve the financial
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ﬁerformance of Islamic banks in Indonesia. The data produced from this study also can be
'g.lsed for the investors to make an investment decision based on Islamic bank’s

performance.

. 58 £Conclu3|on
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A Dbetter performance is based on bank-profitability. It.is the profitability factor, in
ddition to social and environmental factors, that guarantees the bank:is sustainable in order

uyeyjod

For it to be able to function over the long term in order to serve the ‘general public,

mshareholders, the government, and the economy of the nation in general, as well.as other

963N

=stakeholders in general. This study provides empirical evidence on the factors that can be
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';E determinant of Islamic bank’s performance in Indonesia. This studyis done by using
%ank specific determinants such as asset quality, capital adequacy, and liquidity and the
mmacroeconomic determinants such as gross domestic productand inflation. Using a sample
of 10 Islamic banks in Indonesia from 2017 to 2021, it.is found that asset quality and
liquidity is associated with the decline in return on asset, while capital adequacy is
associated with an increase In return on asset bank. Therefore; the implication of this
finding is the presence of a rate of inflation and.gross domestic product has unfavorable

impact on the return on asset.

5.5 Recommendation
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It is important to admit that this study.does.have certain limitations, and it is equally
important to offer some suggestions for future research. First, this study is only focused on
Islamic banks in Indonesia and does not examine the conventional banks so that the results
do not represent the whole bank industry in Indonesia. Hence, to get a better picture for

future studies, it can include conventional banks in the research. Besides, it was limited to

: Jaquins ueypngakuaw uep uexwnjue>uaw eduey jui sijn} efiey yninjas neje ueibeqas diynbuaw buese|iqg °|L

the number of Islamic banks that meet the criteria used in the study-and the financial data
of the Islamic banks is 5 years only from 2017 to2022"1t'is suggested for the future studies
can add more banks and also extend the analyses time to cover a longer period. This will
provide a thorough insight of factors that can be a determinant of Islamic bank’s financial
performance. Despite the fact that this study focuses on factors that have been regularly
employed by previous studies to predict bank performance, this analysis discovered that
these variables have limited explanatory power. As a result, it is suggested that future
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dies look for additional specialized bank performance indicators, such as operation
iciency and macroeconomic indicator such as interest rate that may give a better

Pxplanation of bank performance.
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