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Abstract: This study uses bank size as a moderating variable to examine the effects of the Covid-19 crisis,
Islamic social reporting, and the deployment of green banking on profitability in Indonesian Islamic commercial
banks. In this work, panel data regression and moderated regression analysis are used as data analysis methods.
Eleven Indonesian Islamic commercial banks that were registered with the OJK between 2016 and 2023 used as
the study's sample. The study's findings show that Islamic commercial banks' profitability is significantly and
favorably impacted by ISR. Profitability (ROE) is significantly impacted negatively by the Covid-19 situation,
but not ROA. In the meantime, Islamic commercial banks' profitability is unaffected by green banking. The
association between green banking and profitability may be moderated by the moderating variable of bank size.
This research highlights how crucial risk management, responsibility, and openness are in a period of
unpredictable economic times. In the context of Islamic banking, the impact of ISR procedures and reactions to
financial crises like COVID-19 is quite significant. Islamic banks should see an improvement in their financial
performance in the future by strengthening their ISR management and comprehending the implications of green
banking.
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1. Introduction

Resources for economic growth are largely provided by the financial sector, particularly for
the banking industry (Manoj & Kumari, 2023). Islamic banking included in this sector provides
financial services in accordance with sharia principles, namely justice, transparency, and
sustainability. It is well known that the assets of Indonesia’s Islamic banking industry have
consistently increased year over year, showing that Islamic banks can coexist peacefully with
conventional banks (Rachmawati & Praptiningsih, 2024).

The total assets of Islamic Commercial Banks were IDR 316,691 billion in 2018. In 2019, IDR
350 billion, in 2020, IDR 379 billion, and in 2021, IDR 441 billion were added to this amount.
This shows that Islamic Commercial Banks are on a positive growth path, strengthening their
position in the Islamic banking sector in Indonesia. It turns out, though, that Islamic banks are
now not performing up to par. The performance of Islamic banking still has to be improved,
even if it has surpassed the banking market share target of more than 5% (LPPI, 2021).
According to data from the Central Statistics Agency (BPS), in 2021 the share of Islamic bank
assets to those of conventional banks was 4.37 percent. Compared to conventional banks,
which have funds of Rp 1,360 trillion, sharia banks presently have equity capital of just Rp 47
billion.

As a result, banking has started to shift from being focused on profits to being focused on
stakeholders and paying greater attention to social and environmental responsibilities.
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Business operational practices that consider environmental issues for banking are known as
green banking (Rahma & Wedari, 2024). In order to support government initiatives to preserve
the environment and develop the environment, the use of green banking is especially crucial
(Putri et al., 2022). A bank's dedication to environmental concerns is crucial. It must be the
banking industry's duty to keep an eye on and control the environmental effects of its
operations. By employing online transactions for everyday activities like internet banking,
SMS banking, and ATMs, banks can avoid using paper by applying green banking (Ratnasari
et al., 2021). In addition to having a positive effect on the environment, green banking also
helps banks make more money because of how quickly transactions can be completed through
online banking and mobile applications, which boosts operational efficiency (Al-Kubaisi &
Khalaf, 2023). The impact of green compliance on potential benefits is substantially higher for
Islamic banks than for conventional banks, according to research by Sharmeen & Yeaman
(2020). This is as a result Islamic ideals are reinforced by the greater benefits that green finance
offers.

Islamic Social Reporting (ISR) is a type of environmental performance that is consistent with
the adoption of green banking and has the potential to impact bank profitability (Rachmawati
& Praptiningsih, 2024). Islamic banks have an obligation to generate societal benefits, hence
they must exercise social responsibility in their operations. Islamic Social Reporting (ISR) is
an index that combines elements related to investments, money, goods, and services for this
reason (Hosen et al., 2019). ISR is a reporting framework that aims to communicate the bank's
social responsibility and ethical performance based on sharia principles. ISR includes reporting
on the bank's contribution to social activities, philanthropy, and compliance with Islamic
ethical standards. It is thought that effective ISR implementation can boost public confidence,
enhance the standing of sharia banks, and eventually improve financial performance (Marzuki
etal., 2023).

According to Rahma & Wedari (2024), bank profitability (ROE) is significantly increased by
green banking. Wongso et al. (2023) demonstrates that the volume of transactions conducted
through e-channels internet, mobile, and SMS banking has a major impact on return on assets
(ROA) in Indonesian general banks. (Jain & Sharma, 2023) discovered a strong correlation
between the profitability of banks and their environmental performance. As such, green
banking policies have a big impact on funding or investment in green initiatives as well as daily
operations. According to Ramdani et al. (2023) there is a noteworthy correlation between the
profitability of Islamic banks in Indonesia and the adoption of Green Banking as the primary
determinant.

On the other hand, studies by Al-Kubaisi & Khalaf (2023) indicate that there is no correlation
between bank return on equity and the availability of green banking. Similarly, studies by Putri
et al. (2022) show that the bank's return on assets (ROA) is unaffected by the adoption of green
banking. Green banking can actually be implemented more efficiently by using technological
advancements in its operations, resulting in a decrease in energy consumption and an increase
in paperless transactions. This will lead to an increase in bank earnings and a decrease in
operational costs.

Rachmawati & Praptiningsih (2024) shows that Islamic Bank Social Responsibility (ISR) has
a negative impact on bank profitability. Marzuki et al. (2023) also mentioned that Corporate
social responsibility is very important to improve banking sustainability. However Hosen et al.
(2019) did a study which indicates that Islamic banks should focus on achieving mashlahah
(public interest) instead of using ISR as their primary metric of accomplishment. The
application of sharia and maslahah in financial institutions, like an Islamic bank, is not only
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invariably linked to high levels of profit but also promotes social welfare and safeguards the
vulnerable.

Taking note of this occurrence, this study attempts to close the knowledge gap by examining
how Islamic Commercial Banks' profitability was affected from 2016 to 2023 by the adoption
of green banking and Islamic Social Reporting (ISR). Numerous nations have investigated how
green banking affects bank profitability. However, studies on the implementation of green
banking are still limited (Ratnasari et al., 2021 dan Wongso et al., 2023), especially research
on Islamic banking (Ramdani et al., 2023 dan Sharmeen & Yeaman, 2020). In addition, because
the period in this study contains a crisis period, additional analysis was conducted to see
whether the Covid-19 crisis affected the profitability of Islamic banks. This study is expected
to enrich the empirical literature on Islamic banking in Indonesia, offering evidence that
sustainability practices and social transparency can improve bank image and profitability. In
addition, this study provides recommendations for Islamic banking policies to strengthen
profitability aspects while fulfilling Islamic principles and maintaining social and
environmental responsibility.

2. Literature Review

Stakeholder Theory

Stakeholder Theory is a theory that states that the success of a company is not only determined
by the interests of shareholders, but also by the interests of various parties related to or affected
by the company's operations, called stakeholders (Freeman & McVea, 2005). R. Edward
Freeman proposed this idea in 1984, and it highlights the need for businesses to take into
account the interests of all people involved in their operation, whether directly or indirectly.
Shareholders, staff members, clients, vendors, the government, regional communities, and even
the environment are examples of stakeholders. In this context, companies are not only
responsible for making a profit, but must also fulfill social and ethical responsibilities to other
stakeholders. Business decision making must be done in a balanced way, considering the
impact on all stakeholders (Almulhim & Aljughaiman, 2023). Thus, this approach not only
seeks short-term welfare for shareholders, but also encourages the long-term sustainability of
the company by maintaining good relationships with all parties involved.

Legitimacy Theory

Legitimacy Theory according to (Mousa, et. al., 2015) explains that companies seek to gain,
maintain, or improve their legitimacy by using social and environmental reporting. In this
context, legitimacy means that there is a fit between the company's values and the broader
social values in society. When there is a threat to the company's legitimacy, they use strategies
such as increased transparency and social reporting to improve their public image, especially
in terms of social and environmental responsibility. This reporting is also used as a means to
assert that the company's operations are in line with prevailing social expectations (Al-Homaidi
et al., 2020).

Green Banking on Banking Profitability

A concept in banking known as "green banking” combines elements of environmental
sustainability with traditional financial practices. The inception of the green finance concept
originated in Western nations (Weber, 2016). In 2003, green banking was formally formed
with the objective of safeguarding the environment. Since paper is produced by cutting down
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trees, the original concept behind "green banking,” or "green banking," was to decrease the
quantity of paper needed in financial activities. Paper naturally causes the atmosphere's levels
of carbon dioxide and oxygen to rise (Saputri et al., 2024). This case, Islamic banks that
implement green banking practices focus on reducing carbon emissions, financing
environmentally friendly projects, and energy efficiency, which not only aim to support
environmental sustainability but also increase profitability (Inegbedion, 2024)

The profitability of Islamic banks, which is usually measured through indicators such as Return
on Assets (ROA) and Return on Equity (ROE), is greatly influenced by operational efficiency
and the bank's reputation in the eyes of customers. The implementation of green banking
through environmentally friendly technology and digitalization increases the operational
efficiency of banks by reducing the use of energy and resources, as well as optimizing banking
processes(McKinsey, 2022). This technology reduces operational costs and increases
profitability, for example through the use of e-statements and online banking services that
reduce physical needs, such as paper. Studies show that banks that implement green technology
innovations are able to significantly reduce operational costs and increase their profits so that
the implementation of green banking can increase efficiency through the adoption of
environmentally friendly technology and digitalization, which leads to lower operational costs
and increased profits (Hossain et al., 2024).

In addition, Islamic banks that support green banking tend to gain more trust from customers
and investors because they are considered to be in line with Islamic ethical principles, which
pay attention to social and environmental balance. This increased reputation contributes to
increased customer loyalty and profitability growth (Bouteraa et al., 2020). (Al-Kubaisi &
Khalaf, 2023) mentioned that green banking is one of the most effective ways to reduce banking
costs, which will ultimately increase bank profitability. However, not all banks are affected
equally, for various reasons.

Several previous studies have investigated the impact of green banking implementation on
bank financial performance or profitability. Research by (Jan et al., 2018) revealed that banks
implementing environmentally friendly sustainability practices experienced increased
customer loyalty, which had a positive impact on financial performance. The findings suggest
that green banking disclosure improves banks’ financial performance. (Buallay, 2019) who
conducted a study on banks registered in European Union member countries and found that
environmental concerns carried out by banks can increase bank profitability. This shows that
the implementation of green banking in banking can increase operational efficiency and
profitability in the long term. In addition, a study by (Rahma & Wedari, 2024) shows that the
disclosure of green banking index has a significant positive impact on profitability. Research
by (Inegbedion, 2024). (Khan et al., 2024) shows that green banking disclosure has a significant
positive effect on bank profitability. In addition, this disclosure also strengthens the reputation
and improves the operational efficiency of the bank, which overall contributes to the growth of
bank profitability through increasing trust and loyalty from customers and investors. Based on
these results, the hypothesis proposed is

H1: Green banking disclosure has a positive and significant impact on the profitability of
Islamic Commercial Banks in Indonesia.

Islamic Social Reportingon Banking Profitability

Islamic Social Reporting (ISR) is a social responsibility implemented based on Islamic sharia
principles, which includes economic, social and spiritual aspects (Ridwan & Mayapada, 2022).
In Islamic banking, ISR includes compliance with sharia, social involvement, business ethics,

Proceeding 4 International Conference on Business & Social Sciences (ICOBUSS) 182
Surabaya, October 26-27', 2024

- _




QOBUSS e-ISSN 2746-5667
e R

-

BUSINESS & SOCIAL SCIENCES

and economic empowerment. ISR in Islamic banks is not only aimed at seeking financial gain,
but also contributes to the development of social welfare through programs such as zakat, infaq,
and other philanthropic activities (Marzuki et al., 2023). So that consistent implementation of
ISR can improve reputation and positive image in the eyes of the public, which ultimately has
the potential to increase bank profitability.

Theoretically, the relationship between ISR and profitability can be explained through several
approaches. First, the Legitimacy Theory states that by implementing ISR, Islamic banks gain
legitimacy from the community which can increase customer trust and loyalty, thus supporting
long-term financial performance (Cantia Lambada et al., 2022). Second, Stakeholder Theory
explains that banks have responsibilities to various parties, such as customers, employees, and
the community. By meeting their expectations through the implementation of ISR, banks can
improve their profitability performance (Mukhibad et al., 2022).

The influence of ISR on the profitability of Islamic banks in Indonesia can be seen through
several mechanisms. The implementation of ISR can increase public trust and strengthen the
positive image of the bank, which has an impact on increasing the number of customers and
investors. In addition, ISR also contributes to increasing the operational efficiency of banks
through compliance with sharia principles, which can ultimately reduce operational costs and
increase profits (Ben Abdallah & Bahloul, 2023). Thus, good implementation of ISR can have
a positive impact on the profitability of Islamic banks, especially in the long term (Khémiri &
Alsulami, 2023).

According to research, Islamic banks that implement ISR consistently show increased financial
performance. This is proven through studies that show that there is a positive relationship
between compliance with ISR principles and good financial performance, including increased
return on assets (ROA) and return on equity (ROE) (Ben Abdallah & Bahloul, 2023) (LambadA
et al., 2022). Besides that (Romadhoni & Rusmita, 2021) who conducted research on Islamic
commercial banks in Indonesia for the period 2016-2020 revealed that the results of ISR
disclosure have a significant positive effect on the financial performance of Islamic banks.
Thus, the implementation of ISR not only fulfills social responsibility but also makes a
significant contribution to the profitability of Islamic banks in Indonesia. Based on these
results, the hypothesis proposed is:

H2: Disclosure of Islamic Social Reporting has a positive and significant influence on the
profitability of Islamic Commercial Banks in Indonesia.

Covid-19 Crisis on Sharia Bank Profitability

The COVID-19 pandemic has had a significant impact on banking profitability through several
mechanisms. The financial crisis theory explains that the pandemic increases the risk of bad
debt and reduces market confidence, which has an impact on the decline in the quality of
banking assets (Nugroho & Trinugroho, 2023). Bank liquidity theory suggests that the crisis
also worsens liquidity conditions, forcing banks to hold larger reserves, which lowers profits,
although income diversification can help banks survive, the crisis also affects non-interest
income such as fee-based income (Hardiyanti & Aziz, 2021). (Pamuncak & Wijaya, 2022)
examined the relationship between corporate profitability and the COVID-19 crisis in previous
research on the subject. According to their analysis, COVID-19 has had a negative impact on
the profitability of Indonesian companies. Thus, for many countries around the world, COVID-
19 has caused not only medical problems but also economic problems, especially in the banking
sector (Ramdani et al., 2023). The results in line were also expressed by (Syafitri &
Khalifaturofi’ah, 2023), which shows that the impact of the COVID-19 crisis has a negative
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impact on the condition of the financial sector in Indonesia. Based on these results, the
hypothesis proposed is:

H3: The Covid-19 crisis has a negative and significant impact on the profitability of
Islamic Commercial Banks in Indonesia.

The Influence of Green Banking on Banking Profitability with Bank Size as a Moderating
Variable

The influence of green banking on banking profitability can be explained through the
perspective of Stakeholder Theory and Legitimacy Theory, which highlight the importance of
maintaining relationships with various stakeholders and gaining social legitimacy through
practices that comply with environmental norms (Aerts & Cormier, 2009). In implementing
green banking, banks strive to integrate environmentally friendly practices into their operations
in response to pressure from stakeholders who are increasingly concerned about sustainability
and environmental issues. By doing so, banks not only meet stakeholder expectations, but also
strengthen their social legitimacy, which can increase public trust and ultimately have a
positive impact on profitability (Wrespatiningsih & Mahyuni, 2022).

However, the effect of green banking on profitability can be influenced by the size of the bank.
Larger banks have stronger resources to implement green banking initiatives effectively and
widely. Bank size can also increase the visibility of green banking programs in the eyes of
stakeholders, so that the legitimacy gained through these practices will be more significant
(Lavin & Montecinos-Pearce, 2021). (Platonova et al., 2018) states that large banks have easier
access to capital sources, which allows them to obtain more funding. With more resources,
large banks are better equipped to handle sustainability projects and support green financing.
Large banks can also be more responsive to stakeholder demands, potentially improving their
financial performance (Platonova et al.,, 2018). Therefore, bank size can moderate the
relationship between green banking and profitability, where larger banks tend to gain greater
financial benefits from implementing green banking compared to smaller banks (Rahma &
Wedari, 2024). Based on this, the hypothesis that can be put forward is:

H4: Bank size can moderate the relationship between green banking disclosure and the
profitability of Islamic Commercial Banks in Indonesia.

Green Banking
T Profitabilitas:

A
ISR > -ROE

/ 'ROA
Covid-19 Crisis

Bank Size

Figure 1: Conceptual Framework
3. Method

Population and Sample
In research, the term population refers to a complete collection of people, objects, or events
that are the subject of research and have similar characteristics (Hair, 2006). The population in
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this study is all Islamic Commercial Banks (BUS) registered with the OJK in the period 2016—
2023. Therefore, the selection of representative samples and using selection procedures is
needed to generalize the results. Purposive sampling, which is sampling based on
predetermined standards that are modified to meet the goals of the study, was used to choose
the sample. The following criteria are applied while choosing a sample:

a. Islamic Commercial Banks that are registered and supervised by the Otoritas Jasa

Keuangan (OJK)
b.  Islamic Commercial Banks that published financial reports during the research period
2016-2023.

So that the total sample in this study is 11 Islamic Commercial Banks. The research data was
obtained from secondary sources such as the Indonesia Stock Exchange and annual reports of
banking companies. Panel data regression is a data analysis technique used to determine the
effect of independent variables on dependent variables. The level of significance determined
in this study is 5%, which indicates that the probability of valid results is 95% based on the
conclusions drawn. The data used uses time-series and cross-sectional data. Time-series data
covers the period 2016 to 2023, while cross-section data covers 11 Islamic banking companies.
Panel data regression analysis and moderated regression analysis (MRA) are the data analysis
methods employed in this study. Descriptive statistical analysis, panel data regression analysis,
classical assumption test, the determination coefficient, the F test and the the T test make up
the testing stage.

Research Instruments
Research variables are variations in the properties of an object or activity that are determined
by researchers to determine their conclusions. The variables used in this study are divided into:

Table 1. Research Instruments
Operational
Definition

Measurement Scale Source

ROA = (Net Income)
/ Total Assets) x 100%

Variables

The ratio used to

Profitability comprarillf;'ssuz)i?ity to v (SIZS(\)VIZI;[O’
ROE = (Net Income
generate profits. ) Equi(ty) < 100% )
. The green baking ratio
A ?I?;l?nnti cc;rsgsf:pt is defined as the ratio
ntegt of the green coin .
Green environmental . . o (Ramdani
. R rating of total Islamic Yo
Banking sustainability banks to total et al., 2023)
aspects intq banking indicators of green
operations. coin rating.
Social
. responsibility is Islamic Disclosure =
implemented based . (Hosen et
ISR . . (Disclosure Item %
on Islamic sharia / 48) x 100% al., 2019)
principles, which ’
include economic,
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Variables Operafu.)nal Measurement Scale Source
Definition
social and spiritual
aspects.
The pandemic
increased the risk of
bad debts and Measuring Crisis 0 =
Covid-19 reduced market Pre Dumm (Ramdani
Crisis confidence, which COVID-19 1 = Post y etal., 2023)
resulted in a decline COVID-19
in the quality of
banking assets.
The scale of a
bank's size can be
. measured using o (Nur et al.,
Bank Size total assets, total LN (Total Assets) Yo 2024)
sales, or total
capital.
The regression equation used in this study is as follows:
yl= a+ Blx1+ f2x2 + [3x3 + +e 1)
Y2 = a+ Blx1+ f2x2 + [3x3 + +e (@)
Meanwhile, for Moderated Regression Analysis, namely:
Yi=a + BIxI*Z+ +e (3)
Y2=a + pIx1*Z+ +e 4)

Information:

Y1 = ROE

Y2 =ROA

a = coefisient

B1x1 = Green Coin
B2x2 =1ISR

B2x3 = Krisis Covid-19
e = Eror

Z = Bank size

4. Result and Discussion

Descriptive Statistics

Descriptive statistical analysis shows that the financial performance of the companies varies,
with some experiencing losses (negative ROA), although ROE is generally positive. Banks’
engagement in Green Banking Coin (GC) tends to be moderate with considerable variation,
while Islamic social reporting (ISR) is relatively consistent across companies. Around 37.5%
of banks were affected by the Covid-19 (C19) Crisis, indicating a significant impact on some
banks, while others were unaffected. Bank sizes (SB) vary, but are mostly in a similar range.

Proceeding 4" International Conference on Business & Social Sciences (ICOBUSS)

Surabaya, October 26-27', 2024

186




C\COBUSS e-ISSN 2746-5667
o

BUSINESS & SOCIAL SCIENCES

Table 2. Descriptive Statistics

ROA ROE GC ISR C19 SB
Mean -0.124395 1.028182 3.066381 4.304256 0.375000 29.56045
Median 0.095310 1.205000 3.279949 4.317488 0.000000 29.98500

Maximum 2.610070 3.600000 4.514589 4.495169 1,000,000 33.45000
Minimum -3.912023 -4.610000 0.000000 4.066174 0.000000 19.96000
Std. Dev. 1.602620 1.805183 0.828069 0.122018 0.486897 2.409207
Observations 88 88 88 88 88 88
Source: Eviews, 2024

Classical Assumptions
Data Normality Test

Series: Standardized Residuals
Sample 2016 2023
Observations 88

Mean -5.23e-15

9

8

7

6

5 Median 0.274625

4 Maximum 3.505063

3 Minimum -5.279369
Std. Dev. 1.926377

2 Skewness -0.534643

1 I I I I I Kurtosis 3.457329

.l 1 i i

-5 -4 -3 -2 -1 0 1 2 3

Jarque-Bera  4.959251
Probability 0.083775@

Figure 2: Results of ROE Normality Test
Source: Eviews, 2024

Series: Standardized Residuals
Sample 2016 2023
Observations 88

Mean 8.40e-15
Median 0.226182
Maximum  3.520774
Minimum  -4.145470

Std. Dev. 1.702831

4 Skewness  -0.377916

2 Kurtosis 3.314903

0 I...... || I.III II. | IIII. Jarque-Bera  2.458299
-4 -3 -2 -1 o] 1 2 3

Probability  0.292541%

Figure 3: Results of ROA Normality Test
Source: Eviews, 2024

The image above shows that the probability value of each ROE and ROA variable is 0.083775
and 0.292541 > (0.05), so it can be said that HO is accepted, which means that both models in
this study have residuals and are normally distributed so that the normality assumption is met.

Autocorrelation Test

Referring to the table above, the results of the Fixed Effect Model (FEM) or the model selected
as the best model, can be seen from the Durbin-Watson stat value of 1.660879 > -2 and
1.660879 < 2. While the results of the Random Effect Model (REM) have a Durbin-Watson
stat value of 1.238734 > -2 and 1.238734 < 2. So that both values can be concluded that there
is no autocorrelation problem or this study is free from autocorrelation problems.
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Table 3. Autocorrelation Test Results
Durbin-Watson stat
FEM 1.660879
BRAKE 1.238734
Source: Eviews, 2024

Panel Data Regression Analysis

In panel data regression analysis, it is important to determine the appropriate model using panel
data. This testing process involves three main stages, namely the Chow Test, the Hausman
Test, and the Lagrange Multiplier (LM) Test.

Table 4. Chow Test and Hausman Test ROE

Prob. Information Conclusion
Chow Test 0.0000 <0.05 HO is FEM
rejected
Hausman test 0.0309 <0.05 HO is FEM
rejected

Source: Eviews, 2024

The table above shows that the value of both is smaller than alpha (0.05), with the results of
the Chow and Hausman tests of 0.0000 and 0.0309, respectively. Therefore, HO is rejected, so
the Fixed Effect Model (FEM) is more appropriate to use compared to the Common Effect
Model (CEM) and Random Effect Model (REM). Thus, it is concluded that FEM is the most
appropriate model for panel data analysis. After the test was completed, this study decided to

use FEM.
Table 5. Chow Test, Hausman Test and LM ROA Test
Prob. Information Conclusion
Chow Test 0.0000 < 0.05 HO is rejected FEM
Hausman test 1.0000 > 0.05 HO accepted REM
LM Test 0.0000 <0.05 HO is rejected REM

Source: Eviews, 2024

Table 3 shows that the value of both is smaller than alpha (0.05), amounting to 0.0000, then
the decision HO is rejected, so that REM becomes a more appropriate model in estimating panel
data compared to the CEM model. Based on the Chou, Housman and LM tests, it can be
concluded that REM is a good model to use than CEM and FEM. Whatever is chosen, either
REM or CEM, the test has been completed, thus this study uses REM.

Hypothesis Test Results
F Test (Simultaneous)
Table 6. F Test (Simultaneous)
F-statistic Prob (F-statistic)
FEM 14.72996 0.00000
BRAKE 2.247797 0.003410
Source: Eviews, 2024
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Based on the results of panel data regression with the Fixed Effect Model (FEM), the F-statistic
probability of 0.00 which is smaller than 0.05 indicates that this model is significant. This
indicates that the variables Green Banking, Islamic Social Reporting and the Covid-19 Crisis
have a significant effect on the dependent variable, namely Return on Equity (ROE)
simultaneously or together. In addition, the results of panel data regression using the Random
Effect Model (REM) also show an F-statistic probability of 0.003 which is smaller than 0.05
so that this indicates that the variables Green Banking, Islamic Social Reporting and the Covid-
19 Crisis have a significant effect on the dependent variable, namely Return on Asset (ROA)
simultaneously or together.

t-Test (Partial)
Table 7. ROE t-test (Partial)

Variables Coefficient Probability Information

Green Banking 0.2845 0.2301 H1 Rejected
Islamic Social Reporting 5.1142 0.0354 H2 Accepted
Covid-19 Crisis -0.5787 0.0193 H3 Accepted

Source: Eviews, 2024

a. The results of the Fixed Effect Model (FEM) panel data regression show a probability value
of 0.2301 > compared to the alpha value (0.05). So the conclusion is that the green banking
variable does not have a significant effect on banking profitability proxied by ROE.

b. The results of the Fixed Effect Model (FEM) panel data regression show a probability value
of 0.0354 < compared to the alpha value (0.05). So the conclusion is that the Islamic Social
Reporting variable has a positive and significant influence on banking profitability which is
proxied by ROE.

c. The results of the Fixed Effect Model (FEM) panel data regression show a probability value
of 0.0193 < compared to the alpha value (0.05). So the conclusion is that the Covid-19 crisis
variable has a negative and significant effect on banking profitability as proxied by ROE.

Table 8. ROA t-test (Partial)

Variables Coefficient Probability Information

Green Banking -0.2669 0.1480 HI1 Rejected
Islamic Social Reporting 4.6473 0.0091 H2 Accepted
Covid-19 Crisis -0.0460 0.8112 H3 Rejected

Source: Eviews, 2024

a. The results of the Random Effect Model (REM) panel data regression show a probability
value of 0.1480 > compared to the alpha value (0.05). So the conclusion is that the green
banking variable does not have a significant effect on banking profitability proxied by ROA.

b. The results of the Random Effect Model (REM) panel data regression show a probability
value of 0.0091 < compared to the alpha value (0.05). So the conclusion is that the Islamic
Social Reporting variable has a positive and significant influence on banking profitability
which is proxied by ROA.

c. The results of the Random Effect Model (REM) panel data regression show a probability
value of 0.8112 > compared to the alpha value (0.05). So the conclusion is that the covid-
19 crisis variable does not have a significant effect on banking profitability as proxied by
ROA.
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Coefficient of Determination (R2)

Table 9. Coefficient of Determination Test (R2)
R-squared  Adjusted R-squared
FEM 0.721270 0.672303
BRAKE 0.743130 0.412521
Source: Eviews, 2024

The results of panel data regression using the Fixed Effect Model (FEM) method show an
Adjusted R-square value of 0.67 or 67%. This means that the variables Green Banking, Islamic
Social Reporting, and the Covid-19 Crisis together are able to explain 67% of the variation in
the dependent variable, namely Return on Equity (ROE). The remaining 33% is explained by
other factors not included in this research model.

Meanwhile, the results of panel data regression using the Random Effect Model (REM) method
show an Adjusted R-square value of 0.41 or 41%. This means that the variables Green Banking,
Islamic Social Reporting, and the Covid-19 Crisis together are able to explain 4% of the
variation in the dependent variable, namely Return on Assets (ROA). The remaining 59% is
explained by other factors not included in this research model.

MRA Regression Analysis

Based on the results of the tests that have been carried out to test the ability of the moderating
variables in moderating the independent variables in this case green banking on financial
performance (ROE and ROA) as dependent variables. The researcher has attached the results
of the analysis that has been done. This study uses Bank Size as a moderating variable. To see
the relationship of the moderating variables, the researcher presents it in the table below:

Table 10. Moderated Regression Analysis (MRA) Test

4" INTERNATIONAL CONFERENCE ON

BUSINESS REVIVAL THROUGH DIGITAL TECHNOLOGY TRANSFORMATION

Adj R-Square  Adj R-Square
Model Prob (Before (After Information
Moderation) Moderation)

Bank Size (Z) does not
moderate Green Banking  0.0070 0.672303 0.617601 Moderating
(X1) on ROE (Y)

Bank Size (Z) does not
moderate Green Banking  0.0002 0.41252 0.139928 Moderating
(X1) on ROA (Y)

Source: Eviews, 2024

Green banking and banking profitability, which is measured by Return on Equity (ROE) and
Return in Asset (ROA), have a connection that can be moderated by the Bank Size variable,
according to the MRA test findings in the above table. Thus, it may be said that H4 is acceptable
and that Bank Size can be utilized as a moderating variable.

Discussion

The Influence of Green Banking on the Profitability of Islamic Commercial Banks
Based on the findings in panel data regression using fixed effect model and random effect
model, it shows that green banking does not affect the profitability (ROE and ROA) of Islamic
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commercial banks. This is evident from the probability values of 0.2301 and 0.1480
respectively > 0.05 so that H1 is rejected. These results indicate that the role of green banking
has not significantly affected profit or profitability, because economic factors play a greater
role. (Trisnawati et al., 2023) strengthens this finding, stating that the implementation of green
banking is still less than optimal, because bank operations still depend on electricity and paper.
In Indonesia, public institutions have not fully implemented green banking practices, and some
banks do not have certification for green coins, indicating a less than optimal contribution to
green banking. In line with research conducted by (Putri et al., 2022) (Al-Kubaisi & Khalaf,
2023) which shows that green banking implemented by banks will incur high costs ranging
from operational costs to maintenance costs, which will ultimately reduce the bank's profit
level.

The Influence of Islamic Social Responsibility on the Profitability of Islamic Commercial
Banks

The results of panel data regression employing both random and fixed effect models
demonstrate that the ISR variable significantly boosts the profitability of Islamic commercial
banks. H2 is approved as a result of the corresponding probability values of 0.0091 <0.05 and
0.0354. This shows a positive correlation between the implementation of ISR principles and
the achievement of profitable financial results, such as increased return on equity and return on
assets (ROA and ROE) (Ben Abdallah & Bahloul, 2023) (Lambada et al., 2022). This result is
in line with (Romadhoni & Rusmita, 2021) (Marzuki et al., 2023) who conducted research on
banks, revealed that the results of ISR disclosure have a significant positive effect on the
financial performance of Islamic banks. Thus, the implementation of ISR not only fulfills social
responsibility, but also makes a significant contribution to banking profitability.

The influence of ISR on the profitability of Islamic banks in Indonesia can be seen through
several mechanisms. The implementation of ISR can increase public trust and strengthen the
positive image of the bank, which has an impact on increasing the number of customers and
investors. In addition, ISR also contributes to increasing the operational efficiency of banks
through compliance with sharia principles, which can ultimately reduce operational costs and
increase profits (Ben Abdallah & Bahloul, 2023). Thus, good implementation of ISR can have
a positive impact on the profitability of Islamic banks, especially in the long term (Khémiri &
Alsulami, 2023).

The Impact of the Covid-19 Crisis on the Profitability of Islamic Commercial Banks

The findings in the data regression using the fixed effect model (FEM) show that the Covid-19
Crisis variable has a negative and significant effect on the profitability (ROE) of Islamic
commercial banks. This is proven by 0.0193 <0.05. so that H3 is accepted. Pamuncak &
Wijaya, 2022) examined the relationship between corporate profitability and the COVID-19
crisis, according to their analysis, COVID-19 had a negative impact on the profitability of
Indonesian companies. The results were also expressed by (Syafitri & Khalifaturofi’ah, 2023)
which shows that the impact of the COVID-19 crisis has had a negative impact on the condition
of the financial sector in Indonesia. (Ramdani et al., 2023)said that during the Covid-19
outbreak, the national economic growth rate declined negatively, causing a decline in various
sectors including Islamic banking.

However, the results of the study show that the Covid-19 Crisis has no effect on the profitability
(ROA) of Islamic commercial banks in a negative direction. This result is in line with research
conducted by (Mateev et al., 2024) which states that banks are more resilient during the global
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financial crisis (Covid-19) and emphasizes the importance of bank regulatory reforms that
increase efficiency in dealing with the negative consequences of the crisis (Covid-19). In
addition, it can be explained that the profitability of the ROA of Islamic commercial banks
during the observation period shows that the bank's ROA level tends to be small and stable in
each period. A small but stable ROA indicates that Islamic banks tend to focus more on stability
and risk management than pursuing maximum profits. Although the pandemic has disrupted
many sectors, the unique structure of Islamic banking and policy support make its impact on
ROA relatively small (Mateev et al., 2024)

The Influence of Green Banking on Banking Profitability with Bank Size as a Moderating
Variable

Regression results Moderated Regression Analysis(MRA) shows that the Bank Size variable
cannot moderate the relationship between green banking and the profitability of Islamic
commercial banks. (Platonova et al., 2018) states that large banks have easier access to capital
sources, which allows them to obtain more funding. Hoérisch et al. (2015) adding that large
banks have greater access to human resources that allow them to develop expertise in
sustainability management systems. With more resources, large banks are better equipped to
handle sustainability projects and support green financing. Large banks can also be more
responsive to stakeholder demands, potentially improving their financial performance
(Platonova et al., 2018). Therefore, bank size can moderate the relationship between green
banking and profitability, where larger banks tend to gain greater financial benefits from
implementing green banking compared to smaller banks (Rahma & Wedari, 2024).

5. Conclusion

This study uses bank size as a moderating variable to examine the effects of the Covid-19
Crisis, Islamic social reporting, and the deployment of green banking on profitability in
Indonesian Islamic commercial banks. The green coin is used to measure green banking; the
ISR index is used to measure Islamic social reporting; a dummy variable is used to bracket the
Covid-19 Crisis and the natural logarithm of total assets is used to measure bank size. The
study's findings show that Islamic commercial banks' profitability is significantly and favorably
impacted by ISR. Profitability (ROE) is significantly impacted negatively by the Covid-19
Crisis, but not ROA. However, Islamic commercial banks' profitability is unaffected by green
banking. The association between green banking and profitability may be moderated by the
existence of bank size as a moderating variable. This suggests that bigger banks could be more
successful in putting green banking policies into reality, which might boost earnings. These
results highlight how crucial risk management, accountability, and openness are in a period of
unpredictable economic times. In the context of Islamic banking, the impact of ISR procedures
and reactions to financial crises like COVID-19 is quite significant. Islamic banks should see
an improvement in their financial performance in the future by strengthening their ISR
management and comprehending the implications of green banking.
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