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Abstract: The objective of this study is to analyze the effects of interest rate and the rate of return on 
mudharabah deposits in Islamic banks. Using data covering the period from January 2012 to September 2015, 
the study applies the regression analysis to analyze the effect between variable and independence t- test to 
analyze the mean difference between rate of return and rate of interest. Regression analysis show that rate of 
return has negative influence significantly on mudharabah deposits, while interest rate has negative 
influence but not significant. The result of independent t-test shows that the interest rate is not different from 
the rate of return in Islamic Bank. 

1 Introduction 

Islamic banking is an activity based on Islamic Syariah principles, which does not allow the paying and receiving of 
interest and promotes profit sharing in the conduct of banking. The most important difference between Islamic and 
conventional banking is the prohibition of interest in Islamic banking [1]. Islamic financing works on the concept of 
buying and selling where the financial institution purchases the property and subsequently sells it to customers above 
the purchase price rate [2]. 

In the dual banking system where Islamic banking system operates in conjunction with the conventional banking 
system, such as in Indonesia, there will be a substantial relationship between the two systems. Changes in interest 
rates can have a pressure on the rate of return or profit-sharing in Islamic banking. [3] stated that when the interest rate 
in the conventional system increases, the Islamic banks need to increase their rate of return. The failure to respond this 
change can have an effect on the liquidity of the bank. 
Therefore, the purpose of this paper is to investigate the influence of the rate of return and the interest rate on 
total time deposits mudharabah in the Islamic bank in Indonesia. In addition, this paper investigates whether the 
interest rate in conventional banks and the rate of return in Islamic banks in Indonesia are different significantly. 

2. Literature Review 

2.1. Islamic Bank 

The primary and most vital feature of Islamic banks is that the prohibition of interest (riba), no matter its form or 
source. The prohibition of riba in Islamic social science has received a lot of attention. Several western studies have 
urged that the prohibition of interest is associated with degreeti-capitalist and an obstacle to the correct functioning 
of a contemporary economy and a prejudicious issue to economic development and growth [4]. [5] pointed out that for 
the conventional financial institution, the bottom lending charge (BLR) and prices of return on deposits would adjust 
according to alterations inside the industry fascination level. A rise on the market curiosity fee would cause the rate 
of return on deposits to increase. For the reason that Islamic bank is featuring lower deposit rates, it is unable to 
compete with the conventional bank in attracting new deposits. Consequently, the speed of progress of new 
deposits will have a tendency to decline. Simultaneously, depositors who would like to get benefit from the higher 
interest rates will transfer their deposits from the Islamic bank to the conventional financial institution. Customers 
may want to help keep their deposits for shorter length. Generally, the volume of Islamic deposits could be 
negatively influenced. The above rationalization theoretically exhibits that any change in the market interest rates 
would produce a shifting effect from Islamic bank to the conventional financial institution and vice versa. 
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2.2. Interest Rate 

Rate of interest has always been featured as one of the important considerations in explaining the saving behavior of 
individual. The higher the rate of interest, the more money will be saved, since at higher interest rates people will 
be more willing to forgo present consumption. Interest rate risk is a major issue that needs serious attention from the 
bank. [7] illustrated that changes in interest rates may affect the bank both in terms of income and economic value. As 
in [3] stated that the constant increase in the interest rate will cause some problems, such as; the rising cost of 
funds of banks, because the banks have to pay more to attract new customers and retain existing customers. [8] 
stated that the risk rate of return is the most important risk faced by Islamic banking compared to other risks such as 
operational risk and liquidity risk. 

Islamic banks obtain funding from two sources, namely 1) the public funds in bank deposits and 2) the public 
funds in non bank deposits. The former is comprised of wadiah demand deposit, Mudharabah saving deposits and 
Mudharabah time deposit. In the latter, there are received financing, securities issued by banks, interbank liabilities, 
liabilities to Bank Central and other payables [9].  

In relation to the mudharabah time deposits, Islamic banks provide a rate of return to customers. The rate of return 
varies between banks because it depends on the bank's profit and the profit sharing ratio that determined at the 
beginning [10]. In theory, the rate of return on deposits is based on the profit sharing ratio agreed between the bank 
and the customer. 

2.3. Profit and Loss Sharing (Rate of Return) 

Profit- and loss-sharing (PLS) is a contractual agreement between two or more transacting parties that permit them 
to pool their resources to invest inside a project to share in financial profit and loss. 

Profit sharing is a system for the distribution of net income between the owners (the first party) and fund 
managers (second party). Both sides agreed that the working capital provided from the first party to the second party 
will be managed professionally and responsibly [11].  

2.4 Mudharabah Deposit 

According to [12] mudharabah contract are the cornerstone of Islamic banking. Mudharabah is a profit sharing and 
loss bearing contract; and it may be used on both sides of the balance sheet assets and liabilities. It is a contract 
between the capital provider as rab al mal, whereby the capital provider would contribute capital to an enterprise or 
activity that is to be managed by the entrepreneur as mudarib. 

In the case of time deposit, bank act as the mudharib. In fact usually, as a mudharib bank will set proportion for 
the result based on equivalent rate. So, the rab al mal will get the profit based on equivalent rate promised at the 
beginning contract. If the rate of return higher then there is a probability that total time deposit will be increased. 

In the countries that have dual banking system like in Indonesia, capital provider also has access about interest 
rate in conventional bank. A rational depositor will take into account the amount of results that will be obtained by 
comparing the level of interest in conventional banks and the level of return of sharing in Islamic bank. 

2.5 Previous Research 

The relationship between total Islamic deposits and the conventional rate of return on deposits has been proved 
by [13]. A negative relationship between the interest rates on fixed deposits of conventional banks and the volume of 
interest- free investment deposits of Islamic banks was found. 

A survey by [14] analysed that the relation between changes in the rate of interest of conventional bank deposits as 
well as the rate of return on Islamic bank deposits since 1984 to 2003. [15] found that Islamic banks in Malaysia 
commonly seen in conventional bank interest rate before adjusting the rate of return or profit. Research conducted by 
[16] also tried to analyse the effect of changes in interest rates on the level of profit-sharing in Islamic banks 
and the effect of changes in interest rates on savings deposits in conventional banks and Islamic banking. 

Another study by [17] found that the interest rate in conventional banking is one of the main factors that 
determine the savings in Islamic banking in Indonesia. The same thing is expressed by [18] that the Islamic 
investment rate is closely linked to the interest rate in conventional banking. 

[19] found a strong negative relationship between the interest rate and total deposits in Islamic banks. In another 
study [13] and [17] showed a negative relationship between the interest rate and total deposits in Islamic banks. In 
addition, [15] and [3] found a significant relationship between the rate of return of Islamic banks and interest rate of 
conventional bank and proved that changes in interest rates will cause a change in the level of profit- sharing in 
Islamic banking. Research conducted by [16] found that the total deposits in Islamic banks is significantly influenced 
by the rate of return. 

Another study conducted by [20] also mentions that the Third-Party Funds (TPF) in Islamic banking is influenced 
by a conventional deposit rates. [9] states that there is an indication the rate of return on deposits mudharabah tend to 
mimic the interest rate by adjusting the level of financing and deposits. As in [18] find that in Malaysia only a small 
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portion of Islamic bank financing is based on profit-loss sharing and that Islamic deposits are not interest-free, but 
closely pegged to conventional deposits, a finding confirmed by [21] for a sample of large Islamic banks across 
several countries. 
The proposed hypothesis are as follows; 
H1: Rate of return has influence on mudharabah deposit 
H2: Interest rate has influence on mudharabah deposit 
H3: There is no mean difference between rate of return and interest rate 

3 Methodology 

3.1 Empirical Framework 

This study describes the relationship among a set of variables using regression analysis. In order to analyse the effect 
of Islamic banks’ rate of return and conventional banks’ interest rate to Islamic banks’ total deposit in Indonesia, a 
regression model is utilized. 
 
TOTDEP = a + β1 IRCB + β2 RRIB + ε TOTDEP = Total Mudharabah Deposit IRCB = 
Interest Rate Conventional Bank RRIB = Rate of Return Islamic Bank 
a = intercept 
β 1 and β2 = coefficient 
ε = term of error 
 
Next, this study conducts independent t-test to ascertain if there is a difference in mean between the rate of interest 
and rate of return. 

3.2. Data and analysis 

This study uses monthly data covering the period from January 2012 to September 2015. The reason for using 1 
month deposit data because this deposit is more responsive with the change of interest rate or rate of return because 
the depositor can swift their fund quickly. Additionally, 1 month deposits is the largest source of deposits for Islamic 
banks and conventional deposits compared with 3,6, or 12 months. 

4. Data and Empirical Result 
The descriptive statistics of variables are presented in Table 1 showing the mean, minimum and maximum for 
variables rate of return, interest rate, and total mudharabah deposit. 
 

Table 1. Descriptive Statistic 
 N Minimum Maximum Mean 
Rate of return 45 3,34 7,74 6,2082 
Interest rate 45 5,43 6,84 6,1011 
Mudharabah deposit 45 19,597 69,106 42,3933 
Valid N (listwise) 45    

 
The average rate of return stands at 6,2082 versus 6,1011 for interest rate. Table 1 indicates that minimum rate of 
return is lower than interest rate. The average Mudharabah deposit is 42,3933 with minimum 19,597 and maximum 
deposit 69,106. Using regression analysis, the result shows that simultaneously there is a significant influence in rate 
of return and rate of interest on mudharabah deposit. 
 

Table 2. Anova 
Model Sum of 

Squares 
df Mean 

Square 
F Sig. 

 Regression 3167,939 2 1583,969 10,452 ,000b
 

Residual 6365,202 42 151,552   
Total 9533,140 44    

a. Dependent Variable: DPK 
b. Predictors: (Constant), SKBNG, BGHSL 

 
Table 3 shows that there is significantly influence for rate of return to Mudharabah Deposit (p=0,002). While for rate 
of interest there is no significant influence (p=0,185) to Mudharabah Deposit. It means that H1 is accepted while H2 
is rejected. 
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Table 3. Regression Analysis 

 
Model 

Unstandardized 
Coefficients 

Standardized 
Coefficients 

t Sig. 

B Std. 
Error 

Beta 

(Constant) 122,807 21,245  5,780 ,000 
RRIB -7,928 2,404 -,465 -3,297 ,002 
IRCB -5,113 3,793 -,190 -1,348 ,185 

a. Dependent Variable: DPK 
 
The significant negative influence between rate of return and total mudharabah deposit is consistent with [16] which 
found that rate of return influence mudharabah deposit in general. This indicates that the increase in rate of return 
will be impacted negatively to deposit in Islamic Bank. 
The result also shows that there is a negative influence interest rate to mudharabah deposit but it is not significant. 
Although the finding is not significant but it is consistent with result from [13] and [17] that found a negative 
relationship between the interest rate and total deposits in Islamic banks. [22] in his research also found same 
conclusion. Furthermore to determine whether the rate of return and the interest rate are significantly different, we 
conduct tests of differences and report the results in Table 4 and table 5. 
 

Table 4. Independent t test 
BANK N Mean Std. 

Deviation 
Std. Error 

Mean 
ISLAMIC BANK 45 6,2082 ,86406 ,12881 
CONVENTIONAL 
BANK 

45 6,1011 ,54764 ,08164 

 
 
Table 4 presents the average rate of return in Islamic Bank and interest rate in conventional bank. It seems that rate of 
return in Islamic Bank is higher than interest rate in Conventional Bank. 

 
 
 
 
 
 
 

Table 5. Independent Samples Test 
 Levene's Test for 

Equality of Variances 
t-test for Equality of Means 

F SSig. t df Sig. (2- 
tailed) 

Mean 
Difference 

Std. Error 
Difference 

 
PROCENTAGE 

Equal variances 
assumed 

2,950 ,089 ,702 88 ,484 ,10711 ,15250 

Equal variances 
not assumed 

  ,702 74,438 ,485 ,10711 ,15250 

 
The value on Levene’s Test shows significant at 0,089 higher than 0,05. It’s means that both group (Islamic bank and 
conventional bank) have same variances, which is requirement for mean differences test. In Table 5, significant value 
is 0,485 more than 0,05. 

It means that there is no mean difference between rate of return in Islamic Bank and interest rate in conventional 
bank. This is indicate that H3 is accepted. This finding shows that there is no difference between rate of return and 
interest rate. The result is in accordance with [9] that stated there is an indication the rate of return on deposits 
mudharabah tend to mimic the interest rate. Our finding also consistent with [15] who found that Islamic banks 
in Malaysia commonly seen in conventional bank interest rate before adjusting the rate of return or profit. This 
result emphasized by [16] that found the relationship between Islamic banks’ rate of return and conventional 
banks’ interest rate is shown to be very strong and positive. 

5. Conclusion 

Using regression analysis, the result found that the rate of return in Islamic bank influence mudharabah deposit 
negative significantly. This study also found that there is negative influence interest rate on Mudharabah Deposit, 
but it is not significant. This finding indicates profit motive among the Islamic bank depositors as reflected by the 
significant impact of the rate of return on total mudharabah deposits. 
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Using independent t-test, the findings conclude that there is no difference in means of returns between 
Conventional and Islamic banks. This study however, has its own limitation whereby it is conducted within a limited 
time period and variables. Further extension of this research should consider a wider scope of deposits by conducting 
the same approach on different type of deposits available in Islamic banks and specific financial institutions 
categorized under Islamic financial institutions. Further extension of the study could consider the determinants of rate 
of return of the Islamic banks. 
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