TABLE OF CONTENTS

EnNglish ADSEIACE .....ccuvieiiiiieeiieie et v
INAONESIAN ADSIIACE.......viiiiieiiieiieeie et v
CertifICAtION ...eeevieiiecie ettt ettt vi
APProval Of SUPEIVISOT......eeeciiiiiiieiieiie ettt vii
Decision of the Team ..........ccccoeviieiiieriieiieceeee e viii
DEClaration ........oecvieeiiieiiecieeie ettt e X
IMOTEOES ettt et ettt e e et e e e e e e e aeee X
DedICAtION ..ottt e xi
Acknowledgedment ..........c.cocuiiviiiiienie e xii
Table Of CONLENLS .....eeviieiiieiieiiecie e e xiii
Content 0f TabIe........cocvieiiiiiieieee e XV
Content OF FIGUIE ......ooovieiiieiieiiecie et XVi
Content Of APPENAIX .....eevueeeiieriieiiieiieeie ettt ae e s neees XVi
CHAPTER Lottt 1
INTRODUCTION ....ootiiiiiiiieiieieetteie ettt 1
1. Background of Study........cceoveiiiieiiiiiiiieeee e 1

2. Problem Formulation............ccceeeeeriieiienieeiieieeieesee e 4

3. Purpose of STUAY ..oooveeeiieiiiiiieieeece e 4

4. Significance of STUAY .....coovveeriiiiiieiieiiee e 5

5. Research SyStematiC........ccueevvieriieriieiiieiieeie e 6
CHAPTER TL...coiiiiiiiieeeeeeee ettt 7
LITERATURE REVIEW ......oooiiiiiiiiieeceeeeeeeeee e 7
2.1, Previous Study.......ccooieeiieiieiiieieeeee e 7
2.2.1. Islamic Banking.........ccccccvevvvieriieniieiieeieeiieeieeieesee e 11

2.2.2. Macroeconomic Variables ...........cccocceeeviierieniieenienieennens 14
2.2.2.1. INflation.....c.cooieriieiiierie e 14

2.2.2.2. Economic Growth ..........cccevviieviieniieiiienieeiienieeieens 16

2.2.2.3. MONEY SUPPLY .eevriarieiiieiieeieeieeciie et 17

2.2.3. Foreign Direct Investment (FDI).........ccccoocieviiiiniencnnens 18

2.3. Theoretical Framework Summary............cccceevveevieenveenieennnnne. 20

Xiii



CHAPTER TIL ..ot 21

RESEARCH METHOD........ccoiiiiiiiiciieieeeeeeeie et 21
3.1. Time and Location of Research.............cccccoevieriiinieniieneennen. 21
3.2. Design of Research.........cccccevviiiiiiiiiiniiiiicieeeeeeeee, 21
3.3, Type of Data ..ccueeeuiiiiieiiiiiieceee e 22
3.4, Data SOUICES.....eeeviiieiiieeiiieeeite ettt et eiee et e et e s ebee s ens 22
3.5. Definitions and Variables ...........c.coceevieiiiiniieniienieeieeeeee, 22
3.6. Method and Analysis Data ...........cccceevieiiienieniieieeeeeee, 24
3.6.1. Unit ROOt TeSt....ceiiieiiieiieeiieeiieie e 25
3.6.2. VAR Stability TeSt .....c.cccuieriiriieiiieiieeieeieeeie e 25
3.6.3. Lag Optimum Test .......cccveveeriiieniieiieieeiieeie e 25
3.6.4. Co-integration Test ........ccevveeeiiieriieierie e 26
3.6.5. Correlation Test .......cceeeviieriieiiieiieeiieee e 26
3.6.6. Impulse Response Function (IRF) Analysis..................... 27
3.6.7. Forecast Error Variance Decomposition (FEVD)............. 27
3.6.8. Research Model.........ccoocuieiiiiiiiniiiieieeee e 27
3.6.8.1. VAR/VECM model for Total Assets of Islamic Banking
MO L ..o 28
3.6.8.1. VAR/VECM model for Total Assets of Conventional
Banking Model..........ccccoooiiiiiiiiiiiiieeeee e 29
3.6.9. Granger Causality ........cccevveieiiieniieiienieeieee e 30
CHAPTER TV it 31
RESULT AND INTERPRETATION .......ooviiiiiiieecieeeeeee e 31
4.1, Data Profile........cccooieriiiiiieiieieceeeeee e 31
4.2, UnNit ROOE TeSt...ueieiiieiieeiieiie ettt 35
4.3. VAR Stability TeSt......ccecieriieiieiiieiierie e 36
4.4, Lag Optimal TeSt.....cccveeiieriiiiiieiieeieee e 36
4.5. Co-Integration Test ........cccveviieiiieniieiieiie et 37
4.6. Correlation Test ........cccveeriieriieiieiieeiiee e 38
4.7. VECM EStIMation .........ccceeviieiiieniieiieniieeiieeie e 39

4.7.1. VECM Estimation of Total Assets of Islamic Banking Model

.............................................................................................. 39

X1v



4.7.2. VECM Estimation of Total Assets of Conventional Banking

MOEL ... 42

4.8. Impulse Response Function...........cceceeveeeiiienieecieenieeiiee, 43
4.8.1. Impulse Response Function Model TAIB ........................ 43
4.8.2. Impulse Response Function Model TACB........................ 45
4.9. Forecasting Error Variance Decomposition...............cccueenneenee. 46

4.9.1. Forecasting Error Variance Decomposition Model TAIB . 46
4.9.2. Forecasting Error Variance Decomposition Model TACB 48

4.10. Granger Causality........ccceevveriiierieeiieniie et 49
4.10.1. Granger Causality Model TAIB.........cccccoceviriiniinennens 49
4.10.2. Granger Causality Model TACB ........cccocovvviiivieniieine 50
4.11. Synthesis Result.........ccceeriiiiiiiiiiiiiiieceee e 50
CHAPTER V..ot 53
CONCLUSIONS AND SUGGESTIONS......cootiiiiinieneeieeienieeee e 53
5.1. CONCIUSIONS ...eviiiieiiiieniieie ettt 53

5.2, SUGEESLIONS . ..eeeuiieiieeiieiieeiiesiie et ettt e sieeebeesereebeesseeenseeneeas 54

BIBLIOGRAPHY ..ottt 55
APPENDIX ...ttt 60
CONTENT OF TABLE
Table 3.1 Operational Variables ..........ccccocvveeeviieniiiiniiiece e, 24
Table 4.1 Summary of Unit Root Test .........ccccveeveiiiinciiiiniieeieeeieeee, 36
Table 4.2 Summary of VAR Stability Test........cccccveeviiveencieiiiieeieeee. 36
Table 4.3 Summary of Lag Optimal Test........c.ccccveeeciieerciieeniieeiee e, 37
Table 4.4 Co-integration Test of TAIB and TACB Model...................... 38
Table 4.5 Correlation Test of TAIB Model .........cccooceeiiiniiiiiiniiiieeee. 38
Table 4.6 Correlation Test of TACB Model..........coceiviiiiiiiiiniiien. 39
Table 4.7 Summary of VECM Estimation on TAIB Model.................... 41
Table 4.8 Summary of VECM Estimation on TACB Model .................. 42
Table 4.9 Summary of Response of TAIB Model towards Variables ..... 45
Table 4.10 Summary of Response of TACB Model towards Variables.. 46
Table 4.11 Summary of FEVD for TAIB Model ...........ccoceviiiniinennne. 48

XV



Table 4.12 Summary of FEVD for TACB Model.........cccccoceeviniiniennnene. 49

Table 4.13 Granger Causality for TAIB Model ........cccccocevieiiinienennene. 49
Table 4.14 Granger Causality for TACB Model..........cccceviviiiniinennene. 50
CONTENT OF FIGURE

Figure 1.1 The Expansion Total Assets and Market Share of Islamic

Banking ........ooiuiiiiiiie e 1
Figure 3.1 VAR/ VECM Analysis Process .........cccceveeverviineenenueneennens 24
Figure 4.1 Total Asset of Islamic Banking (TAIB)........cccccceevieiiiennnne 31
Figure 4.2 Industrial Production Index (IPI).........cccocooeiiiiiinniiiinnn 32
Figure 4.3 Consumer Price Index (CPI) ......ccocoeeiiiiiiiiiiiiiiieie 33
Figure 4.4 Money Supply (M2) ...cccueoiiiiiiiieieeeeee e 34
Figure 4.5 Foreign Direct Investment (FDI).........cccooeeviiiiiiniiiiee 34
Figure 4.6. IRF of Total Asset of Islamic Banking (TAIB) Model ........ 43
Figure 4.7. Variance Decomposition Total Asset of Islamic Banking

(TAIB) ettt ettt se e snaenneeneens 45

CONTENT OF APPENDIX
Appendix 1: Unit ROOt TeSt...cccuviieiiieeiiieeiieeeeeeeee e 60
Appendix 2: VAR Stability Test........cccccveeviiiieniiiieiieeieecee e 64
Appendix 3: Lag Optimum Test.........cccvieevieeiiiiieieeeieecee e 68
Appendix 4: Johasen Co-integration Test ..........cccecveeviirercieencieeeeieeenne, 69
Appendix 5: VECM Estimation..........ccceeeeieeriieeniiieenie e eevee e 70
Appendix 6: Impulse Response Function (IRF) ........cccceeviviiiiiinnnnnnne, 75
Appendix 7: Forecasting Error Variance Decomposition (FEVD)......... 76
Appendix 8: Granger Causality Test........ccovvevvieiriiieniieeeiee e 81

Xvi



