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ABSTRACT

This study examines the effect of sustainability reports on the performance of magashid
sharia in Islamic banks. The sample of this research is Islamic commercial banks in
Indonesia for the period 2014-2018. The sustainability report is measured by the
standard score of the GRI 4 sustainability report and the performance of Islamic banks
is measured using maqashid sharia with 3 perspectives, namely education, justice and
welfare. The method used is panel data regression with 3 research models. The results
of the analysis of model 1 show that the sustainability report has a significant negative
effect on the performance of magashid sharia from an education perspective. In model
2, the results show that the sustainability report does not have a significant effect on the
performance of magashid syariah justice perspective. Model 3 shows the results that the
sustainability report does not have a significant effect on the performance of maqgashid
syariah from the welfare perspective.
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INTRODUCTION

Sustainable development is a development concept that is not only concerned with the
present generation, but far into the future. This concept encourages the emergence of
the concept of sustainability management in an industry / company (Hadad & Maftuchah,
2015). In 1987 the concept of sustainable development became the first focus of
international policy making with the publication of the Brundtland Report (WCCED 1987).
According to Jan, et al (2019) sustainability in the business sector is a process of
managing economic, environmental and social risks by a company. Aras and Crowther
(2008) also argue that sustainability is a process of transformation and awareness in
terms of distributive effects. Sustainability management requires a good management
framework, firstly connecting environmental and social management with business,
second, integrating social environmental information with economic business information
and sustainability reports (Schaltegger & Wagner, 2006).

John Elkington (1997) explains the sustainability report as an approach to company
performance in the environmental, social and economic fields which is often referred to
as the triple bottom line (profit, people, planet). First, the company must be able to
generate profits in order to remain a going concern. Second, companies must pay
attention to people (investors, employees, suppliers, consumers, society and community
institutions). Third, companies must pay attention to the planet (environment). Shiller
(2013) stated that banking failures and financial scandals that occurred around the world
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led to the need to rethink the role of banks in society. Benedikter (2011) states that the
shift towards social finance is essentially considered part of the basic mindset under the
influence of the crisis and as a form of high responsibility for sustainable development in
the social and environmental fields. How well banks respond to social and environmental
risks is increasingly important, because in today's global economy the unrestricted flow
of information can affect a bank's reputation and long-term business success (IFC,
2007).

Niswatin (2014) states that Islamic banks are a unique entity and have different
characteristics from conventional banks, namely acting as a business, social and da'wah
organization. Islamic banks have a role as a business organization, namely in the
process of managing their business to comply with sharia regulations and rules. As a
social organization of Islamic banks in the framework of achieving justice and helping to
gain trust to distribute financing and funding. As a da'wah organization, in its
management, Islamic banks implement Islamic values in their financial business.

Measurement of the performance of Islamic banks has used financial ratios such as
Capital, Asset, Management, Earning, Liquidity, Rate of Assets, Rate of Equity and
Balance Scorecard such as research conducted by Adib & Khalid (2010); Ali et al (2012).
Adib & Khalid (2010) examined the performance measurement of Islamic banks using
the financial ratios of Capital, Asset, Management, Earning, Liquidity (CAMEL) and
Economic Value Added (EVA). Ali et al, (2012) tested the factors that affect the
profitability of Islamic banks in Pakistan using the ROA and ROE ratios.

Measuring the performance of Islamic banks as seen from the financial sector still has
weaknesses, because it only focuses on profit orientation so it fails to investigate aspects
of sharia or Islamic values (Muhammed & Md Taib, 2015). Islamic banks were
established to promote a fair distribution of wealth and adhere to Islamic values (Khan,
1997; Bedoui & Mansour, 2015), so that measuring the performance of Islamic banks
must also be based on the objectives of the sharia adopted. The achievement of
magashid sharia in Islamic Banks can be measured by the achievement of goals in the
form of individual education, creation of justice and achievement of public interests such
as research conducted by Rusydiana & Al-Parisi (2016), Said (2016) and Hudaefi &
Noordin (2019).

The novelty of this research is that measuring the performance of Islamic banks using
the magashid sharia index (MSI) is believed to be more in accordance with the
characteristics and philosophy of Islamic banks, in contrast to previous studies that still
use the same performance benchmarks as conventional banks. Because previous
research has not been found on the impact of the sustainability report on the
performance of magashid sharia in Islamic commercial banks in Indonesia.

Measurement of Magashid Sharia Performance

According to Islamic principles, business transactions are never separated from the
moral goals of society (Ethica Institute of Islamic Finance, 2019). Islamic banks must
develop their own culture, because Islam is not limited to banking transactions. Because
being "Islamic” is not sufficient to design transactions based on Islamic principles, it is
also important that the views of the institution and its staff reflect an Islamic identity that
is quite different from conventional institutions. So, it takes a set of tools to evaluate the
performance of Islamic banks that are in accordance with Islamic principles.
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Islamic banks as financial institutions that are based on Islamic values must be measured
properly so that benchmarks are needed in accordance with their characteristics and
philosophy (Muhammed et al, 2008). Some Islamic economic researchers pay attention
to the application of the maqashid sharia index as an indicator of measuring the
performance of Islamic banking (Wasyith, 2017). Research using the maqashid sharia
index as an approach to measuring the performance of Islamic banking was also carried
out by Rusydianan & Al-Parisi (2016), Hudaefi & Noordin (2019).

Table 1. Measurement of Magashid Sharia Performance

Object Performance Ratios

Education (Tahdhib al-Fard) 1. Education grant/total income

2. Research expense/total expense
3. Training expense/total expense
4. Publicity expense/total expense
5. Profit/total income

6. Bad debt/total investment

7

8

9

1

Justice (Al-Adl)

. Interest free income/total income
. Net profit/total asset

. Pansfers

0. Investment Ratios in real sector

Welfare (Al-Maslahah)

Hypotheses Development

A sustainability report is a report that contains information on financial and non-financial
performance as well as social and environmental activities to enable the company to
grow sustainably (Elkington, 1997). Information in the sustainability report is believed to
provide stakeholders with the potential to reduce the level of risk in managing competitive
capital resources, such as research by Ernst & Young (2013); Cahyandito (2010) states
that investors prefer to invest in companies that are transparent and have lower
asymmetry. This shows that sustainability reports can increase investor confidence.

Bedoui & Mansour (2015) link the objectives of Islamic law with the ethical performance
of the Islamic vision and ensure its ethical influence on the development of human
welfare, enhancement of social and economic stability and avoidance of corruption.
Hasan (2006) states that from an Islamic point of view, sustainable development
ultimately leads to concern for the environment and is surrounded by various complex
problems such as moral, ethical, social and political issues that cannot be solved by the
economy. So, it is expected that the sustainability report will provide distribution of
financial and non-financial welfare to stakeholders. Based on this explanation, the
hypothesis of this study is:

H1: The sustainability report has a significant positive impact on the performance of
Islamic banks from an educational perspective

H2: The sustainability report has a significant positive impact on the performance of
Islamic banks from a justice perspective

H3: The sustainability report has a significant positive impact on the performance of
Islamic banks from a welfare perspective
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RESEARCH METHOD

Sampling and Data

This study uses a quantitative approach to examine the impact of the sustainability report
on the performance of maqgashid sharia Islamic banks. The sample of this study is 12
Islamic commercial banks in Indonesia that actively report financial reports during the
study period, namely 2014-2018. Data collected from the websites of each Islamic bank
are in the form of annual reports and sustainability reports.

Research Variable

The independent variable of this study is the disclosure of the sustainability report which
is measured using the GRI 4 standard which includes general sustainability standards,
economic sustainability standards, environmental sustainability standards and social
sustainability standards. This study uses the dichotomos method in analyzing the
sustainability report, from the results of the score then divided by the total standard. The
dependent variable of this study is the performance of Islamic banks which is measured
using the Magashid Islamic Index (MSI) perspective as in table 1. Following previous
research, the study used two control variables, namely bank age, debt ratio and capital
ratio (Platonova et al. al, 2019; and Zeng et al, 2018).

Research Model

In this section several models are also visualized to make it easier to analyze the
relationship between variables into data analysis tools. Models 1, 2 and 3 describe the
relationship between the independent variable and the dependent variable partially. The
model consists of three panel data regression models, namely the common effect, fixed
effect and random effect model. Furthermore, the three models are carried out a
feasibility test to test the hypotheses H1, H2, H3. The following models are:

Ecucation . a + BiTotalSus + B.Bank Age + 3sRisk Ratio + € (M1)

Justice :a + BiTotalSus + B,Bank Age + BsRisk Ratio + € (M2)

Welfare :a + BiTotalSus + B.Bank Age + 3sRisk Ratio + € (M3)

RESULTS AND DISCUSSION

Table 1 shows the results of descriptive statistics for this research variable. The results
of descriptive statistics show that Islamic commercial banks in Indonesia have reported
62%, namely 3.55 /5.7 * 100%. The minimum value is 2.34 and the maximum value is
6.35, this shows that Islamic banks in Indonesia are quite good at disclosing
sustainability reports

Table 2. Descriptive Statistics

Variable N Min Max Mean Std. Dev

Sustainability Report 60 2,34 6,35 3,55 1,18
Education 60 0,00 0,12 0,03 0,03
Justice 60 -0,68 3,09 0,94 0,50
Welfare 60 -0,00 1,01 0,69 0,32
Bank Age 60 400 27,00 11,00 7,20
Risk Ratio 60 0,05 1,52 0,24 0,28
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Descriptive statistics for the dependent variable show that the minimum value is 0.00,
this indicates that Islamic banks do not report the use of tuition fees, and a maximum
value of 0.12 indicates that Islamic banks are still low in educational performance. The
minimum value of justice and welfare performance produces negative numbers, this
shows that Islamic banks also experience losses in their business operations. The
minimum age of a bank is 4.00, indicating that the age of the youngest Islamic bank is 4
years and a maximum value of 27.00 means that the age of the oldest bank is 27 years.
Meanwhile, the average risk ratio value of 0.24 indicates that Islamic banks have not fully
managed their debt properly

Table 3 is the result of the multicollinearity test and heteroscedasticity test of the research
variables. The research variable is said to have multicollinearity if it has a correlation
coefficient> 0.7. The results of the analysis show that the correlation coefficient value of
the research variables is <0.7, so it can be concluded that the model in this study is free
from multicollinearity.

Table 3. Test classic assumptions

Parameter Multicollinearities Heteroscedasticity
Total Sus 0,46 0,14
Education 0,06 0,00
Justice 0,65 0,69
Welfare 0,16 0,53
Bank Age 0,11 0,68
Risk Ratio 0,05 0,62

Heteroscedasticity test is carried out to see the similarity of variants in the residuals of
an observation. A good regression model is homoscedasticity or heteroscedasticity does
not occur. Based on table 3, it can be seen that only the education variable is significant.
This is one of the weaknesses of this study, so readers are expected to be more careful
when using the results of this study as a reference for decision making.

Table 4. Model Appropriateness Test

Effect Test Chow test Hausman test
Chi-Square Prob. Chi-Square Prob.
Statistic Statistic
Cross-section F 11,092 0,000
Cross-section chi- square 78,685 0,000
Cross-section random 15,032 0,001

The model provision / specification test is carried out when it is in the form of panel data.
In panel data regression, there are three models, namely the common effect model, the
fixed effect model and the random effect model. To determine which model is the most
appropriate, the Chow test, Hausman test and Lagrange test were performed. Table 4
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shows that the exact model determination test is the result of the Hausman test, meaning
that the right model to test the research hypothesis is the fixed effect model.

Table 5 shows the results of the panel data regression tests on the 3 research models.
The value of R2 in model 1 (Education) is 0.80, meaning that the independent variable
explains the research model by 80%. The P-value of the sustainability report variable
was found to be significant with a value of 0.03, but the coefficient has a negative value
of -0.00. This shows that the sustainability report has a significant negative impact on
the performance of magashid sharia from an education perspective. So that the research
hypothesis 1 is rejected. The results of this study are different from the research of
Hudaefi & Noordiin, 2019; Julia & Kasim, 2019, which states that in the context of
banking, the maintenance of mind and spirit can also be done by providing training,
education and scientific development by providing scholarships and research.

Table 5. Panel Data Regression Test

Variabel Education Justice Welfare
R2=0,80 R2=0,48 R?=0,65
Coef. Prob. Coef. Prob. Coef. Prob
Cons_ 0,05 0,00 1,51 0,00 1,31 0,00
Total Sus -0,00 0,03 -0,00 0,97 -0,03 0,55
Bank Age 0,00 0,82 -0,05 0,20 -0,04 0,03
Risk Ratio 0,04 0,00 0.09 0,74 0,15 0,32

In model 2 (Justice), the R2 value is 0.48, this indicates that the independent variable
explains 48% of this research model. The p-value of 0.97 with a negative coefficient
value indicates that the sustainability report variable does not have a significant positive
effect on the performance of magashid sharia justice perspective. The two control
variables did not show a significant effect, so hypothesis 2 of this study was rejected.

In model 3 (Welfare), the R2 value is 0.65, this indicates that the independent variable
explains the research model by 65%. The p-value of the sustainability report variable is
0.55> 0.05 with a negative coefficient value, this indicates that the sustainability report
does not have a significant positive effect on the performance of magashid sharia from
a welfare perspective. The control variable bank age shows a significant value of 0.03
with a negative coefficient value, so hypothesis 3 of this study is rejected.

Dusuki & Abdullah (2007) describe the application of the problem pyramid in CSR. The
first level, managers are expected to try to protect the essential needs of stakeholders
(religion, life, intelligence, ancestry, and property). Under CSR guidelines, companies
can protect the welfare and basic needs of employees by providing prayer space,
ensuring the safety and health of employees. At the second level, it is useful for
eliminating difficulties that may not threaten the survival of the normal order. Managers
can expand their social responsibility commitment by meeting the essential needs of
employees, such as salaries, providing a safe workplace, providing ongoing training
programs and promoting human values.
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At the third level, companies are expected to be able to carry out their social
responsibilities by being involved in activities to improve and achieve the perfection of
public life. Like Islamic teachings, giving alms, donations, waqf, zakat and giving
scholarships to poor students, providing product advertising information correctly. This
example is a CSR commitment to realizing these level objectives. Public. This is in line
with the sharia entrepreneurship theory which places three stakeholders between God
and humans. Accountability to Allah is a form of vertical accountability by realizing the
payment of zakat, alms and infag according to His orders to get reward, and utilizing
these funds for social interests so that they can choose their soul and mind to always run
a good performance.

CONCLUSIONS

This study evaluates the impact of the sustainability report on the performance of
magashid sharia in Islamic commercial banks in Indonesia for the 2014-2018 period. In
accordance with the research objectives, panel data regression was used to analyze the
relationship between the independent and dependent variables. The results showed that
the sustainability report had a significant negative effect on the performance of magashid
syariah with the perspective of ecucation so that it rejected hypothesis 1. The results of
the analysis of model 2 indicate that the sustainability report has no significant effect on
the performance of magashid syariah justice perspective. And the results of the analysis
of model 3 show that the sustainability report does not have a significant effect on the
performance of magashid syariah from the welfare perspective

The limitation of this research is that the research sample consists of Islamic commercial
banks in Indonesia within 5 years and the use of control variables for bank age and debt
ratio. Suggestions for further research can be to add research samples of Islamic banks
from various countries as well as a longer period of time. The use of control variables for
only two variables with the results of the analysis having no significant effect can also be
a consideration for further research in the use of other variables.

REFERENCES

Adib, N., & Khalid , S. A. (2010). Performance Measurement System in Islamic Bank:
Some Issues and Considerations. Jurnal Akuntansi Multiparadigma , Vol. 1 No
3.

Ali, S. A., Azam, S., Razi, A., & Aslam, U. (2012). Determinants of Profitabilitas of Islamic
Bank. A Case Study of Pakistan. Interdisciplinary Journal of Contemporary
Research in Business, Vol. 2 No. 11 p. 86-99.

Aras, G., & Crowther , D. (2008). Evaluating Sustainability: Need for Standars. Issues in
Social and Environmental ACCOUNTING, Vol 2, No 1. hal 19-35.

Bedoui, H., & Mansour , W. (2015). Performance and maqgasid al-shari'ah's pentagon-
shaped ethical measurement. Science and Engineering Ethics, Vol. 21 No. 3, pp.
555-576.

Benedikter, R. (2011). Social Banking and Social Finance Answers to the Economic
Crisis. London: Spinger. doi:DOI 10.1007/978-1-4419-7774-8

Cahyandito, F. (2010). Pembangunan Berkelanjutan, Ekonomi dan Ekologi. Jurnal
Bisnis dan Manajemen , 5 (1).

102



International Journal of Tourism &
Hospitality in Asia Pasific

IJTTRIAR

Dusuki, A. W., & Abdullah, N. I. (2007). Magasid al-Shari‘ah, Maslahah, and Corporate
Social Responsibility. The American Journal of Islamic Social Sciences, Vol 24,
No. 1 him. 25-45.

Ernst, & Young , G. (2013). Value of Sustainability Reporting. A study by Ernst & Young
LLP and the Boston College Centet for Corporate Citizenship.

Ethica Institute of Islamic Finance. (2019). Handbook of Islamic Finance. Newark, United
State.

Hadad, M. D., & Maftuchah, I. (2015). Sustainable Financing Industri Jasa Keuangan
Dalam Pembiayaan Berkelanjutan. Jakarta: PT. Elex Media Komputindo.
Hudaefi, F. A., & Noordin , K. (2019). Harmonizing and constructing an integrated
magashid al syariah index for measuring the performance of islamic banks. ISRA

International Journal of Islamic Finance.

Jan , A., Marimuthu, M., & bin, M. P. (2019). The Nexus of Sistainability Practices and
Financial Performance; from the Perspektive of Islamic Banking. Journal of
Cleaner Production.

Julia, T., & Kassim, S. (2019). Exploring green banking performance of Islamic bank vs
conventional banks in Bangladesh based on Maqasid Shariah framework.
Journal of Islamic Marketing. doi:https://doi.org/10.1108/JIMA-10-2017-0105

Khan , M. (1997). Performance auditing of Islamic banks. Islamic Economic Studies, Vol.
5 No. 1, pp. 23-37.

Muhammed, M., & Md Taib. (2015). Developing Islamic banking performance measures
based on magasid al-shariah framework: cases of 24 selected banks. Journal of
Islamic Monetary Economics and Finance, Vol. 1 No.1, pp. 55-77.

Niswatin. (2014). Konsep Penilaian Kinerja Bank Syariah Berbasis Nilai-nilai Islam.
Disertasi, Universitas Brawijaya , Program Doktor llmu Akuntansi, Malang.
Platonova, E., Asutay, M., Dixon, R., & Mohammad, S. (2016). The Impact of Corporate
Social Responsibility Disclosure on Financial Performance: Evidence From the

GCC Islamic Banking Sector. J Bus Ethics.

Rusydiana, A., & Al-Parisi, S. (2016). The Measurent of Islaimc Bank Performance: A
study Using Magqashid Index and Profitability. Global Review of Islamic
Economics and Business , Vol. 4 No 1.

Said, M. H. (2015). Performance of Islamic microcredit in perspective of Magasid Al-
Shariah: A case. Humanomics , Vol. 13 Iss 4 pp. 374-384.

Schaltegger, S., & Wagner, M. (2006). Integrative management of sustainability
performance, measurent and reporting. International Journal of Accounting,
Auditing and Performance Evaluation, Vol. 3 No. 1.
doi:doi.org/10.1504/IJAAPE.2006.010098

Shiller, R. J. (2013). Finance and the good society. Princeton : Princeton University
Press.

Wasyith. (2017). Beyond Banking: Revitalisasi Magashid dalam Perbankan Syariah.
Economica: Jurnal Ekonomi Islam, Volume 8, 1-25. doi:DOI:
http://dx.doi.org/10.21580/economica.2017.8.1.1823

Zeng, S., Jiang, C., Ma, C., & Su, B. (2017). Investment Efficiency of the New Energy
Industry in China. Energy Economics, Volume 70. Pages 536-544.
doi:https://doi.org/10.1016/j.enec0.2017.12.023

103



