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INTRODUCTION

In general, the objective of any business is profit, both in the form of short term profit and
long term profit. Likewise for the banking sector, banks as financial institutions have a role in
improving the economy and maintaining the economic stability of a country, the main goal of
banking is to make maximum profit or profit. Profitability ratio is a ratio commonly used to
measure the bank's ability to make profit. The tool commonly used to measure the effectiveness
of management performance is the profitability ratio. Healthy financial conditions of banks can
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be seen from the profitability ratio. In this study, return on assets (ROA) is used as the
profitability ratio.

Based on Islamic banking statistical data, Islamic banking ROA has fluctuated over the
past five years. In 2019, Islamic banking ROA was 1.73%, up from 1.28% in the previous year.
In 2020, the ROA decreased to 1.4% and increased to 1.55% in 2020. In 2022, Islamic banking
ROA will be 2%.

Figure 1. ROA of Islamic commercial banks
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Source: OJK (processed data, 2023)

When companies focus on achieving the highest possible profit with a greedy business
paradigm, justifying any means to achieve it, it can lead to environmental damage, socio-
economic crises, and excessive profit taking from natural resources (Lako, 2015). To address
these issues, the Indonesian government has developed a sustainable development approach that
considers three elements: profit, people and the earth (Lako, 2015). This approach in banking is
known as Green Banking, the implementation of which is implicitly stated in PBI No.
8/21/PBI1/2006 and Bank Indonesia Circular No. 8/22/DPbS (Febiola et al., 2023). Although the
environmental impact of banking operations is not as severe as that of the industrial sector,
banking still plays an important role in preserving the environment (Rachmawati & Jayanti,
2023).

Islamic banks not only prioritise business, but also apply Shariah principles, which include
the concept of green banking. One of the main principles of green banking is to improve the
banking sector's risk management capabilities, especially those related to the environment. It also
encourages banks to further strengthen the portfolio of environmentally friendly financing, such
as investments in the renewable energy sector and organic agriculture (Febiola et al., 2023). In
the context of Islamic banking, this can also be referred to as Corporate Social Responsibility
(CSR), which means corporate social responsibility in the form of sustainability finance. This
concept is a long-term business strategy that aims not only to make a profit, but also to contribute
to the empowerment and preservation of the environment in a sustainable manner (Hanif et al.,
2020). The level of implementation of green banking in a bank can be seen from the annual
report published by the bank.

http://dx.doi.org/10.22441/countable.2022.v15i1.001 \ 131



Countable (Contemporary Business and Sustainability Science)

Vol. 1 No. 2 | September 2024 e-ISSN: 3063-0126

Islamic commercial banks are financial institutions that prioritise sustainability in their
business practices. The concept of green banking is based on welfare, economic and social aspect
(Hanif et al., 2020). The idea of green banking covers two main aspects: lending and operations.
Banks lend to businesses, taking into account the environmental impact of their actions (Karyani
& Obrien, 2020). The bank's reputation will be enhanced and it will attract new customers who
are increasingly interested in banks that pay attention to the concept of green banking in
formulating their operational policies (Asfahaliza & Anggraeni, 2022).

Article 10 of POJK No. 51 of 2017 states that banks are required to prepare a sustainability
report. The report is a form of the bank's responsibility in its operational activities related to
performance in the economic, social and environmental fields (Asfahaliza & Anggraeni, 2022).

Figure 2. Development of sustainability report publications
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Source : Mahardika & Fitanto (2023)

Figure 2 shows that in 2013 only 6 banks published sustainability reports, with the highest
increase in 2021 of 29 banks, but in 2022 only 16 banks published on time.

According to Hanif et al., (2020) dan Siahaan et al., (2021) green banking has a positive
impact on the profitability of Islamic commercial banks in Indonesia. Likewise, research states
that green banking projected by GBDI, number of ATM units and frequency of M-banking
transactions has a positive and significant effect on profitability. Meanwhile, the research
Mustika et al., (2023) states that Green Banking has no effect on ROA. Research Mahardika &
Fitanto 2023) indicates that green banking has a negative effect on ROA.

One of the factors that can affect a bank's financial performance is liquidity risk, where
banking activities that are closely related to high lending are vulnerable to this risk. Liquidity
risk is the inability of a bank to meet short-term obligations when required due to lack of
liquidity (Wibowo et al., 2020). This can result in the bank failing to meet its obligations.
Liquidity management is a complex issue in banking. Liquidity management is difficult because
most of the funds managed by banks come from the public and are short-term in nature and can
be withdrawn at any time. Therefore, banks need to accurately calculate their liquidity needs for
a given period of time. If the bank can manage liquidity well, the profitability of the business
will also increase, creating positive value for the bank (Muarif et al., 2021).

One way of assessing a bank's liquidity is to analyse its financing deposit ratio (FDR). This
ratio shows how well the bank can provide funds to its debtors using its own capital and funds
raised from the public. In general, the safe limit of a bank's FDR should be in the range of 90-
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100%, but according to central bank regulations, the safe limit of the FDR should not exceed
110% (13). In the FDR Islamic banking statistics data on BUS are as follows:
Figure 3. FDR of Islamic commercial banks
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Based on Figure 3, it can be seen that the FDR of Islamic banks has not reached the ideal
range, where Islamic banks will be effective in supporting high returns, if it is in the range of
95% - 98% (Mugoddam, 2014). The FDR is the ratio between the total amount of loans granted
by the bank and the funds received by the bank (Muarif et al., 2021). The higher the FDR ratio,
the better the bank's ability to perform its intermediation function. Conversely, if this ratio is
lower, the bank is not able to perform its intermediation function optimally. On the other hand,
the higher this ratio is, the more it indicates that bank liquidity is decreasing, as more funds are
directed to lending/financing. Conversely, the lower the ratio, the more liquid the bank.

LITERATURE REVIEW
a. Green Banking

The Bank of Indonesia defines green banking as a form of banking that acts in accordance
with the principles of sustainability in the conduct of its business. Green banking focuses on the
responsibility to maintain the balance of the ecosystem and not only on achieving maximum
profit. Green banking focuses on the responsibility of maintaining the balance of the ecosystem,
rather than simply achieving maximum profit, and involves the integration of four key
considerations - natural, human, economic and social - into business principles which take into
account the safety and sustainability of the environment and human life. (Mustika et al., 2023).

From a broader and longer-term perspective, Bank Indonesia's expectation is that the
implementation of green banking will have a positive impact on fiscal and monetary
strengthening efforts. This is reflected in declining imports of oil and agricultural products due to
increased renewable energy supply, efficient energy use by industry, and banking sector support
for organic agriculture across Indonesia. (Hanif et al., 2020).

The basic concept of green banking is a strategy to achieve profits through a business
approach that takes into account environmental sustainability (Lako, 2015). According to the
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World Bank, green banking is a financial institution that prioritises sustainable business
practices. This concept is based on four important aspects of life, namely nature, welfare,
economy and society. A 'green’ bank will integrate these four aspects into its business principles
that take care of the ecosystem and the quality of human life. (Lako, 2015).

According to Lako (2015), environmentally friendly business practices are the concept of
green banking. Green banking means that banking companies should not only focus on financial
responsibility, i.e. managing their business as well as possible to generate the greatest possible
profit for shareholders, but should also focus on efforts to sustain the universe (planet) and social
welfare (people). The bottom line of banking accountability is a combination of these three
pillars (Lako, 2015). In analysing green banking, the green banking disclosure index developed
by Bose et al., (2018) can be used. Green banking in this study is measured using the green
banking disclosure index (GBDI), with a total index of 21 items disclosed by Handajani (2019).
The green banking disclosure indicator in this study is calculated by summing the number of
green banking index items disclosed in the annual report using the following formula:

number of GB disclosures

BDI = X 1009 1
G total GB indicators 00% &)

b. Liquidity

Liquidity is used as an indicator to assess a bank's ability to meet its short-term obligations
from available sources of funds, such as savings, deposits and short-term liabilities. Liquidity
management is very important in the management of bank funds. A bank’s liquidity level reflects
the extent to which a bank can manage its funds properly. Banks can manage their funds well to
avoid excess or shortage and to maintain a planned and proper financial balance.

The liquidity ratio is generally the ratio of current assets to current liabilities (Frida, 2020).
Liquidity is a measure of the availability of cash and assets that can be easily converted into
cash. It is important for banks to have a high availability of liquidity, which can be achieved by
having liquid assets, as well as the ability to obtain funds quickly from other sources to meet
financial obligations or commitments on time (Rachmawati & Jayanti, 2023).

Liquidity is one of the determining factors for the health of Islamic banking in paying off
the funds of its partners who wish to withdraw the invested funds using the FDR ratio. FDR is
the total amount of funds disbursed to customers of Islamic commercial banks. The FDR ratio is
a comparison to determine the ability of Islamic banks to make payments or handle the
withdrawal of funds by customers whose funds come from the distribution of funds provided,
which makes it a source of liquidity (Wahyudi, 2020). FDR is measured using the following
formula (Alaamsah et al., 2021):

Total Financing

FDR =
Third Party Funds

X 100% 2

c. Profitability

The profitability ratio, more commonly known as return on equity in the banking world, is
used to measure the profit made by the bank. This ratio is also a tool to assess the reliability and
efficiency of a bank in increasing earnings in each period. The assessment can be done through
two ratios: return on assets, which calculates the total profit from total assets, and the ratio of
operating expenses to operating income (Frida, 2020). Several techniques can be used to measure
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profitability, such as return on equity (ROE), return on assets (ROA), and net profit margin
(NPM) (Mahardika & Fitanto, 2023). In this study, profitability is measured by ROA. The
following formula is used to measure ROA (Alaamsah et al., 2021):

ROA EBT 100%
=—— X
Total asset 0 ®)

1.1 Hypothesis development

The implementation of Green Banking not only prioritises the environment but also
considers the sustainability of the bank's own profitability. Therefore, banks should carry out
impact analyses of potential borrowers' projects, taking into account environmental aspects
(Handajani et al., 2019). Implementing and prioritising green banking practices will enhance the
bank’s reputation and ultimately have a positive impact on sustainable financial performance
(Qudriyah et al., 2021). The results of the study Mahardika & Fitanto (2023) and Asfahaliza &
Anggraeni (2022) found that the implementation of green banking has a positive impact on
profitability. Similarly, Hanif et al., (2020) research findings indicate that green banking has an
impact on the profitability of Islamic commercial banks. Meanwhile, Rachmawati & Jayanti
(2023) the research states that the disclosure of green banking has no significant effect on
profitability.

H1 : Green banking has a positive effect on the profitability of Islamic commercial banks.

One way to assess the liquidity ratio is to calculate FDR, which indicates how efficient
the bank is in providing funds to its borrowers based on capital and funds raised from the public.
FDR (Financing to Deposit Ratio) is the ratio between the financing provided by banks and the
funds collected from third parties. The results of the study Wibowo et al., (2020) indicate that
liquidity risk has no impact on financial performance. Similarly, Wahyudi (2020) and Alaamsah
et al., (2021) it was found that liquidity has no effect on ROA. Muarif et al., (2021) It was found
that liquidity has a negative and insignificant effect on profitability of Islamic commercial banks.
While, Mukaromah & Supriono (2020) stating that liquidity has a positive and insignificant
effect on profitability.

H2  : Liquidity affects the profitability of Islamic commercial banks.

Based on the development of the hypothesis, the research framework can be illustrated as
follows:

Figure 4. Framework

[ Green Banking ]—\>
[ Liquidity ]/'

Profitability
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RESEARCH METHODS
2.1 Population, sample, and sampling technique

The data used in this study is secondary data in the form of annual financial reports of
Islamic banks. The method used is to use multiple regression statistics with secondary data. This
method is used because researchers are trying to find out how much influence between ROA,
CAR and NPF on the market share of Islamic banking with GCG as a moderating variable. The
population of this study is Islamic commercial banks registered with the Financial Services
Authority (OJK) for the period 2018-2022. The population list used is 13 Islamic commercial
banks.

The sampling method used is purposive sampling, which is sampling based on the
following criteria:

1. Islamic commercial banks registered with the OJK from 2018 to 2022.

2. Islamic commercial banks that regularly publish financial statements from 2018 to 2022.

3. Islamic commercial banks whose financial statement data can be accessed directly from
the website.

Based on the predetermined sampling criteria, there are 11 BUS samples in this study, namely:

Table 1. Research Sample

Bank Umum Syariah
PT Bank Aceh Syariah
PT BPD Nusa Tenggara Barat Syariah
PT Bank Muamalat Indonesia
PT Bank Victoria Syariah
PT Bank Jabar Banten Syariah
PT Bank Mega Syariah
PT Bank Panin Dubai Syariah, Tbk
PT Bank Syariah Bukopin
PT BCA Syariah
10 PT Bank Tabungan Pensiunan Nasional Syariah, Tbk
11 PT Bank Aladin Syariah, Thk
Source: OJK

Z
o

O©CoOoO~NOoO O WNPEF

The total samples used in this study were 11 Islamic commercial banks selected based on
predetermined criteria, with a total of 5 years in the period 2018-2022, so that 55 samples were
obtained.

2.2 Definition and operationalisation of variables

The independent variables used in this study are Green Banking, FDR. The operational
variables in this study are shown in the following table:

136 \ http://dx.doi.org/10.22441/countable.2022.v15i1.001



Countable (Contemporary Business and Sustainability Science)

Vol. 1 No. 2 | September 2024 e-ISSN: 3063-0126

Table 2. Operational Variable

Variabel Definisi Rumus Rumus Skala

Return on ROA is the net return on ROA = EBT X 100% Ratio
Asset (ROA) each unit of assets owned. " Total asset 0

This measure illustrates the

ability of assets to generate

profit (Alaamsah et al.,

2021)
Green Green banking is measured GBDI Ratio
Banking by the Green Banking Number of GB Disclosure o
Disclosure Index (GBDI), = Total GB indicator X 100%
which has a total of 21
items. (Handajani, 2019)
Financing Financing to Deposit Ratio Total Financing Ratio
Deposit Ratio  (FDR) is the ratio between FDR = Third Party FundsX 100%
(FDR) the financing provided by
the bank and the third party
funds raised by the bank.

(Alaamsah et al., 2021).

2.3 Methods of analysis

In testing the hypotheses proposed in this study, the researchers used analytical methods
supported by Eviews 10 software. This study uses panel data which combines time series and
cross-sectional data. This panel data regression test was conducted to determine the relationship
between the independent variables, namely green banking and FDR on Islamic banking
profitability. Profitability uses ROA as the dependent variable. The model used in this study is:

ROA = o + B1 GBDlit + B2 FDR + ¢it 4)

ROA = Return on Asset
GBDI = Green Banking Disclosure Index
FDR = Financing Deposit Ratio

The panel data regression method consists of three approaches, namely CEM (common
effect model), FEM (fixed effect model) and REM (random effect model). The first is the Chow
test, which is used to select the most appropriate model for estimating panel data between the
CEM or FEM model. Second, the Hausman test is used to select the most appropriate FEM or
REM model to estimate panel data. Third, the Lagrange multiplier test is used to determine
whether REM is better than FEM for estimating panel data. And the coefficient of determination
analysis is carried out to explain the relationship between the dependent variable and the
independent variable in the research model.

According to Basuki & Prawoto (2017) in the ordinary least square (OLS) approach, not all
classical assumption tests need to be performed on all linear regression models. According to
Guijarati et al., (2012) the linearity test is not used because the model is assumed to be linear.
Therefore, the linearity test is not used in this study. For panel data, the normality test is not
mandatory. In fact, the normality test is not a requirement of the Best Linear Unbiased Estimator
(BLUE) and some opinions do not require it. Therefore, the normality test was not performed in
this study. Auto-correlation only occurs in time series data, panel data is a combination of cross-
sectional and time series data. The autocorrelation test is not used in this study. Multicollinearity
test has to be done when linear regression uses more than one independent variable. According to
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Ghozali (2018) the multicollinearity test aims to test whether the regression model finds a high
or perfect correlation between the independent variables. Heteroscedasticity tests are usually
applied to cross-sectional data, panel data being closer to cross-sectional characteristics than time
series. According to Ghozali (2018) the heteroscedasticity test is used to test whether in the
regression model there is an inequality of variance of the residuals from one observation to
another. Therefore, in this study only the multicollinearity test and the heteroscedasticity test
were tested.

RESULTS AND DISCUS

1.1 Research Result
1. Deskriptive Statistic

Table 3. Descriptive Statistic Results

ROA GB FDR
Mean 1.333818 0.402597 83.31364
Median 0.930000 0.428571 81.55000
Maximum 13.58000 0.809524 196.7300
Minimum -10.85000 0.047619 38.33000
Std. Dev. 4.483490 0.183244 21.22810

Source: Processed data (2024)

Table 3. shows that the green banking indicator has an average value of 0.402597.
The maximum value of the green banking indicator is 0.809524 owned by BTPN Syariah
in 2022 and the minimum value is 0.047619 owned by BJB Syariah in 2018. The
standard deviation of the green banking indicator is 0.183244. The mean value of FDR is
83.31364. The maximum value of FDR is 196.73 owned by Bank Syariah Bukopin in
2020 and the minimum value is 38.33 owned by Bank Muamalat in 2021. The standard
deviation value of FDR indicator is 21.2281. ROA has a mean value of 1.333818. The
maximum ROA value is 13.58 owned by BTPN Syariah in 2019 and the minimum value
is -10.85 owned by Bank Aladin Syariah in 2022. The standard deviation of the FDR
indicator is 4.48349.

2. Panel data regression model selection accuracy

a. Chow Test
Tabel 4. Chow Test
Effects Test Statistic d.f. Prob.
Cross-section F 5.144610 (10,42)  0.0001
Cross-section Chi-square 43.984336 10  0.0000

Source: Processed data (2024)

Based on Table 4, the prob value of the cross-section F is 0.0001 <0.05, then Ho is
rejected and Hj is accepted, which means that the fixed effect model is better than the
common effect model.

138 \ http://dx.doi.org/10.22441/countable.2022.v15i1.001



Countable (Contemporary Business and Sustainability Science) ) _
Vol. 1 No. 2 | September 2024 e-135N: 3063-0126

b. Haussman Test
Tabel 5. Haussman Test

Test Summary Chi-Sq. Statistic Chi-Sq. d.f. Prab.
Cross-section random 8.374838 2 0.0152
Source: Processed data (2024)

Based on Table 5, the Prob. Cross Section random value of 0.0152 <0.05 then Hy is
accepted and Ho is rejected, this means that the appropriate model for this study is
regression with a fixed effect model approach.

3. Classical Assumption Test
a. Multicollinearity Test
Tabel 6. Multicollinearity test

GB FDR
GB 1.000000 0.004781
FDR 0.004781 1.000000

Source: Processed data (2024)

Based on table 6, all independent variables have a value of less than 0.8, so it can be
concluded that there is no multicollinearity in this research model.

b. Heteroscedasticity Test

Table 7. Heteroscedasticity Test

F-statistic 1.395628 Prob. F(2,52) 0.2568
Obs*R-squared 2.801890 Prob. Chi-Square(2) 0.2464
Scaled explained SS 4.859668 Prob. Chi-Square(2) 0.0881

Source: Processed data (2024)

Based on table 7, the White test results show the Prob. Chi-Square (2) on Obs * R-
squared is 0.264 > 0.05, so it can be concluded that there is no heteroscedasticity in this
research model.

4. Hypothesis Test
a. Regression Test Results

Table 8. Regression Test Results

Variable Coefficient  Std. Error  t-Statistic Prob.
C 2.778393  2.820957 0.984912 0.3303
GB -2.477884  2.793076 -0.887152 0.3800
FDR -0.005365  0.029944 -0.179172 0.8587

Source: Processed data (2024)

Based on Table 8, the panel data regression model equation is obtained as follows:
ROA =2,778393 - 2,477884 GBDI - 0,005365 FDR
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b. Coefficient of Determination Test
Tabel 9. Coofficient Determination Test

R-squared 0.562916
Adjusted R-squared 0.438035

Source: Processed data (2024)

From the results of Table 9, the adjusted R-squared is 0.438035 or 43.80%. This shows
that the GBDI and FDR variables can explain 43.80% of the ROA variable, while the
remaining 56.20% is explained by other variables outside this research model.

c. Model Fit Test (F Test)
Tabel 10. F Test

F-statistic 4507612
Prob(F-statistic) 0.000127

Source: Processed data (2024)

Based on Table 10, it can be seen that the results of the model fit test (F-test) present that
the F-statistic value is 4.507612 with a Prob (F-statistic) value of 0.000127 <0.05, it can
be concluded that the model in this study is feasible to use.

d. Individual Parameter Significance Test Results (t Statistical Test)
Based on the panel data regression results in Table 8, it can be seen that:

a) Green Banking (GB)
Based on the panel data regression test results, the t-value is -0.887152 and the
probability value is 0.38> 0.05. Therefore, it can be concluded that GB has a
negative effect on the profitability of Islamic commercial banks. Therefore, Hi is
rejected.

b) Financing Deposit Ratio (FDR)
Based on the results of panel data regression test, the t-value is -0.179172 and the
probability value is 0.8587> 0.05. Therefore, it can be concluded that FDR has no
effect on the profitability of Islamic commercial banks. Therefore, Hz is rejected.

Discussion
1. Green Banking on the Profitability of Islamic Commercial Banks

The results of testing the first hypothesis in this study indicate that green banking as
proxied by GBDI has a negative and insignificant effect on the profitability of Islamic
commercial banks. This shows that the implementation of green banking does not
increase profitability. There are other factors that influence the profitability of Islamic
banks (Mahardika & Fitanto, 2023). This could be due to the fact that a large number of
banks, including those that are well known to the public, have yet to fully implement or
disclose green banking practices. Investors and stakeholders have not responded
positively to the negative impacts of green banking implementation (Karyani & Obrien,
2020). According to Romli & Zaputra (2021) the negative impact of green banking
implementation, investors and stakeholders have not responded positively. In addition,
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the implementation of green banking requires additional costs such as compliance costs
and the cost of producing sustainability reports which will negatively impact the
profitability of banks.(Mustika et al., 2023). The results of this study are in line with
research Mustika et al., (2023), and Mahardika & Fitanto, (2023) which states that green
banking has a negative effect on profitability. Likewise Karyani & Obrien (2020) the
results of research stating that the paradigm of corporate environmental regulations for
environmental improvement will be very expensive.

2. Liquidity on Profitability of Islamic Commercial Banks
The results of testing the second hypothesis, liquidity proxied by FDR has no effect on
the profitability of Islamic commercial banks. Based on the FDR variable regression
coefficient value is negative (-0.179172), this means that FDR has a negative correlation
to profitability. The higher the FDR, the smaller the profitability, and vice versa. The
higher FDR is not a benchmark for banks to obtain high profitability (Astuti, 2022).
From the data of this research period, the overall average value of FDR is quite good,
amounting to 83.31%. However, there are several Islamic banks in certain periods that
still have FDR values below 80% and above 100%. According to Damayanti et al.,
(2021) if the FDR value is high, this indicates that the bank has low liquidity capability,
and vice versa, if the FDR value is small, this indicates that the bank concerned has high
liquidity. The FDR ratio of Islamic banking is considered to be effective to support the
acquisition of high returns if it is in the range of 95%-98%. In accordance with POJK No.
17 of 2022, banks must maintain FDR at a lower limit of 78% and a maximum of 100%
(Alaamsah et al., 2021). The results of this study are in line with the results of research,
Alaamsah et al., (2021), Astuti, 2022), and Damayanti et al., (2021) which state that FDR
has no effect on profitability.

CONCLUSION

This study aims to analyse green banking and liquidity on Islamic Banking Profitability.
Profitability here uses the ROA ratio. Based on the results of panel data regression analysis, it
can be concluded that:

1. Green banking, as proxied by the Green Banking Disclosure Index, has a negative impact
on the profitability of Islamic commercial banks. The adoption of green banking has a
negative effect on bank profitability. This shows that the more pressure there is to
disclose green banking practices, the more losses the bank has to bear.

2. Liquidity proxied by the financing deposit ratio has no influence or impact on
profitability. This shows that changes in the value of FDR have no impact on the value of
return on assets (ROA) of Islamic banks; in other words, high liquidity has no significant
impact on the low value of ROA.
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