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Abstract: The present study was conducted to estimate cost efficiency of Islamic Public banks in 
Indonesia by using data envelopment analysis (DEA); rank the banks according to their highest and 
lowest cost efficiency, and to determine the cost efficiency determinants by defining bank specifics and 
macroeconomics factors. It covers quarterly data of 2011.1 - 2014.4 periods from Indonesian central 
bank website of the eight Islamic public banks that were selected as the sample of observation. The 
results revealed that Bank Victoria Syariah performs the best with the average score of 59.7%, while 
Bank BRI Syariah performance was lowest with an average score of 11.1 %, in term of cost efficiency 
among all the Islamic public banks in this study.Net operating income, size, and GDP growth rate were 
found negatively impact and are statistically significant to cost efficiency, while capital adequacy ratio 
has a positive impact and are statistically significant to cost efficiency. 
Key words: Cost efficiency; Bank specifics; Macroeconomics; Data envelopment analysis; Islamic 
public banks 

1 Introduction 

The functioning of Islamic banks is similar to conventional banks that mediates and beadle the 
money of customer. The two banking types differ in sharing profit and loss between the Islamic banks 
and the depositors, while conventional banks practice the interest rate system. The mutuality of 
ownership is introduced by the Islamic banking system that the customers of Islamic banking as the 
depositors have the right of ownership(Dar & Presley 2000). The transactions in Islamic banks that are 
administrated without involving elements of riba that makes the main dissimilarity from conventional 
banks, it is mentioned in Quran, the Muslim's holy book, regarding the prohibition of riba. Ribaisusury 
or excessive interest that insisted the debtors during the maturity date on imposing failure of payments 
and wants to roll it over (Kamarudin et al. 2014). Typically, fixed price that added the margin of its 
profit in advance is commonly known as Islamic banks basis, namely buying and selling principles 
(Khir et al. 2008) 

During the past twenty years, the performance of Islamic banks in Indonesia has shown good 
performance rather than conventional banking as one of national financial system (Zuhroh et al. 2015). 
The total assets growth of Islamic banking in Indonesia from 2010 to 2014 is 100 trillion IDR to 279 
trillion IDR or with its compound annual growth rate (CAGR) as 29.2%. Comparing to other Islamic 
banking systems in other countries, it indicates higher significant growth recorded since Islamic banking 
in Indonesia started with low capital in the beginning of the period. However, the total asset growth of 
conventional banks is even lower with CAGR for 16.9% on the same period (2010-2014).Explicitly, the 
Islamic financial industry in Indonesia is left behind of its counterpart, conventional banks, as the 
market share is only 4.7% from the overall total assets of banking industry in Indonesia. Indonesia 
financial services authority developed and launches the roadmap of the coming five years, in 2023, to 
boost up Indonesian Islamic banking market share to 15%. Indonesian government support the target to 
be the center of Islamic banking globally and prevent from the negative impacts of unstable economic 
situations(Schaar 2015). 

Hence, the operational efficiency for Islamic banking is needed since the improvement of bank 
efficiency will improve the ability of bank to provide higher return to depositor. Moreover, customers 
would rely on an efficient bank because the more efficient bank tend to have lower service expense with 
better service to the customer (Fries & Taci 2005). During the last decade, it has been becoming focus of 
the study to ensure the future sustainability, especially in competition era by assessing the efficiency of 
banking sector as the most important thing (Zuhroh et al. 2015).As the banks improve their competitive 
advantage, the banks will be more efficient. Besides the role as financial intermediary, cost efficiency 
has its crucial role in understanding the environment of its market in which the foreign banks and the 
other financial intermediaries may become more competitive by fulfilling its cost efficiency(Allen & Rai 
1996). Although there have been many researches done before, the study of Islamic bank efficiency is 
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efficiency. Due to time limitation and specific scope of case in Indonesia, the authors may recommend 
for further research to broaden the study as comparative study among countries as well as among 
Islamic and conventional banks. Bank efficiency study may also measure the profit and revenue 
efficiency to capture better understanding from various measurements of efficiency. The determinants of 
bank efficiency may find the impacts from other bank specifics and corporate governance aspects as 
well. 
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