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slamic banks in Indonesia are experiencing very rapid development. Data from Bank Indonesia for the period Ifrom 2012 – 2017 showed that the nation's Islamic banks had asset growth of 28.42% per year. This growth 
exceeded that of conventional banks. This rapid growth was driven by the fact that Indonesia is the                      

country with the largest Muslim population in the world. However, there is one problem that cannot be solved by 
Islamic banks in Indonesia, namely their ineffectiveness in carrying out their social functions. The Governor of 
Bank Indonesia, Agus Martowardojo, suggested that Islamic banks should strengthen their social financing 
through the management of zakah (religious donations) and waqf (religious endowments). This invitation is based 
on the weakness of the social loans made by Islamic banks. The Bank Indonesia data for the period from                       
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Abstract

This study sought to demonstrate empirically the relationship between the level of banks’ risk (measured by leverage, capital 
adequacy ratio (CAR) ; financing deposit ratio (FDR) ; non-performing financing (NPF), corporate governance mechanism, 
profitability, and Ethics Disclosure Index (EDI)) on their social performance. The sample was 11 Islamic commercial banks                      
in Indonesia. The data used were secondary data compiled from financial and annual reports for the period from 2009 – 2017.                
The data were then processed using multivariate analysis and structural equation modeling with WarpPLS tool. The study 
demonstrated that banks’ social distribution activities were not used to control risk. The role of the Sharia Supervisory Board 
(SSB) was not found to be effective in improving banks’ social performance. Meanwhile, the role of independent commissioners 
was able to increase the distribution of qardh al-hassan (interest free loans) and distribution of qardh (interest free financing).                  
The level of profitability was only able to increase zakah expenditure (religious donations) and EDI was proven empirically to 
have a positive influence on the distribution of zakah funds and qardh financing. Islamic banks are required to demonstrate 
performance in terms of social concerns that is well aligned with the achievement of financial performance. The social activities 
that are a part of the performance of Islamic banks are concrete evidence of bank participation in improving people's welfare, 
reducing poverty, and caring for the environment.
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2014 – September 2017 showed a weakening qardh financing ratio. Table 1 shows the complete data on the 
amount of social financing.

The problem of poor social performance by Islamic banks also occurs elsewhere in the world. There have been 
several measurements of social performance used by previous researchers, one of which is disclosure of                       
CSR performance which concludes that disclosure of Sharia bank social performance is still low (Aribi, Arun, & 
Gao, 2019 ; Aribi & Arun, 2015 ; El-Halaby & Hussainey, 2015 ; El-Halaby & Hussainey, 2016 ; Farook, Kabir 
Hassan, & Lanis, 2011 ; Hassan & Harahap, 2010 ; Kamla & Rammal, 2013 ; Mallin, Farag, & Ow-Yong, 2014). 
This situation is very ironic because rapidly improving financial performance has not been matched by 
improvements in social performance.

Basically, social commitment is one of the Islamic principles (Hassan & Latiff, 2009). Apart from that, similar 
to other religions, Islam emphasizes social management, environmental and ethical values both individually and 
organizationally. Indeed, Helfaya, Kotb, and Hanafi (2016) revealed that there are 675 verses in 84 paragraphs 
contained in 30 chapters of The Quran which have content regarding the environment, such as human beings, 
water, air, land, plants, animals, and other resources.

Based on the evaluation of previous research that examined the measurement of social performance of Islamic 
banks, we can make the following classification. The first objective of the research is to reveal the banks' social 
performance based on their disclosure and evaluate the banks' disclosure score on the indicators (Aribi & Arun, 
2015 ; Basah & Yusuf, 2013 ; Farook et al., 2011 ; Kamla & Rammal, 2013 ; Sairally, 2013). Both identify and 
demonstrate several variables that have the potential to improve social performance, including SSB, corporate 
governance, and financial performance.

According to previous research, the measurement of the social performance of Islamic banks was based on 
disclosure. It is rare to find previous studies that evaluated social performance based on the performance of zakah 
and qardh al-hassan funds which are the sources of social funds of banks (Mukhibad, Kiswanto, & Jayanto, 
2017). This study fills this gap by zakah and qardh al-hassan distribution and the qardh financing ratio to measure 
the banks' social performance. Methods of measuring social performance that are different from previous research 
are also an alternative to the complexity of the findings of the relationship between financial performance and 
social performance as recommended by Perrini, Russo, Tencati, and Vurro (2011).

In addition, the financial performance variables thought to influence CSR performance are leverage, CAR, 
FDR, and NPF as proxies to demonstrate empirically the relationship between bank risk and social performance. 
Many previous studies have used profitability as a factor that influences social performance. This method is also a 
solution to the complex relationship between financial and social performance as expressed by Perrini et al.  
(2011) ; Deswanto and Siregar (2018) ; Saha (2018) ; Shahzad and Sharfman (2015) ; Soana (2011) ; Wang, Dou, 
and Jia (2015) ; Jizi, Salama, Dixon, and Stratling (2014) ; Ha, Van, and Hung (2019) ; and Charumathi and 
Ramesh (2017). The reason is that companies that have small capital risk and high liquidity tend to exhibit broader 
CSR (Suto & Takehara, 2017) ; strengthening CSR is able to control risk (Nguyen & Nguyen, 2015) ; and CSR 
should be an indicator for risk management (Gambetta, García-Benau, & Zorio - Grima, 2016).

Table 1. Amount of Qard Financing by Commercial Islamic Banks in Indonesia

Indicator 2014 2015 2016 2017 Sept 2018

Amount of Qardh (IDR billions) 5.956  3.951 4.731  6.349 7.039

Amount of financing (IDR billions) 249.402 269.875 311.238  354.357  382.416

Percentage 2.39% 1.46% 1.52% 1.79% 1.84%

Source : Otoritas Jasa Keuangan (2018)
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Social Performance of Islamic Banks

Islamic and conventional institutions have differences in principles and practice. The main difference between the 
two is the use of Islamic law as a benchmark for operations. Islamic institutions, including Islamic banks, are those 
that use sharia law as a basis for carrying out their business operations. Sharia law is law based on Islamic law. So, 
compliance with sharia law must be achieved by Islamic banks. Islamic law strongly emphasizes that companies 
should pay attention to their environment. 
      In the concept of sharia transactions, Islamic banks must carry out their operations by adhering to the principle 
of balance (tawazun), whereby balance includes that between material and spiritual aspects, between private and 
public aspects, between the financial sector and the non-financial sector, between business and social aspects, and 
between aspects of utilization and preservation. Thus, Islamic banks that use sharia law must manage their social 
performance proactively (Basah & Yusuf, 2013 ; Hassan & Latiff, 2009).

The aspect of the companies' concern for their environment is referred to as corporate social responsibility 
(CSR), and the implementation of this in Islamic banks has been studied by researches such as Bukair and Abdul - 
Rahman (2013), Mallin et al. (2014), and Fitriyah and Oktaviana (2013). The indicators used in measuring CSR 
generally speaking are CSR disclosures based on banks' annual reports. This study uses different measures in 
explaining CSR variables, namely by looking at the effectiveness of banks in channeling social funds (zakah funds 
and qardh al-hassan loans). Hassan and Latiff (2009) explained that CSR is a company's obligation to follow 
policies that can protect and improve the welfare of society as a whole. This means that the concept of CSR has a 
broad scope, including the management of zakah funds and qardh al-hassan loans by Islamic banks. Zakah for 
channeling funds to those outside the bank, namely the poor, the needy, the debtors, indentured workers, and 
travellers in need and employed to administer zakah (Wulandari & Kassim, 2016).

Development of Hypotheses

Financial institutions play a social role in the process of financial inclusion and they incorporate environmental 
considerations into credit risk assessment, so it is important to use CSR in the risk management system (Nguyen & 
Nguyen, 2015). The degree of high risk that a company faces can be confirmed through strengthening CSR 
(Nguyen & Nguyen, 2015). More specifically, Gambetta et al. (2016) explained that banks that have low capital, 
high liquidity risk, higher profitability, and have a higher sensitivity to market risk tend to issue CSR reports. The 
results of this study are corroborated by Syed and Butt (2017) who found that there was a significant relationship 
between corporate social responsibility disclosures and risk. 

Risks that may occur are connected to a company's capital requirements and risks in repaying debts. In their 
research, Suto and Takehara (2017) found that CSR in Japan was able to reduce the cost of equity. Magnanelli and 
Izzo (2017) found that the implementation of CSR was also able to reduce the cost of debt and further reduced the 
risks faced by companies. Fitriyah and Oktaviana (2013), in their research on Islamic banks in Indonesia, found 
that bank leverage had a positive influence on CSR disclosure.

In measuring the risks faced by banks, there are several measures, namely the amount of leverage, capital 
adequacy ratio (CAR), financial deposit ratio (FDR), and non-performance financing (NPF) (Gupta & Jaiswal, 
2020 ; Lin, Cheng, Wong, & Cheung, 2018 ; Syed & Tripathi, 2020 ; Viswanathan & Muthuraj, 2019). Thus, the 
hypothesis can be stated as follows :

Ä H1 : Business risk levels (leverage, CAR, FDR, and NPF) have a positive/negative influence on environmental 

performance.
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Another indicator driving companies to improve CSR is corporate governance. Jamali, Safieddine, and                
Rabbath (2008) found that managements believed that corporate governance greatly influenced companies' CSR 
performance. Sadou, Alom, and Laluddin (2017) in their research in Malaysia with objects listed on the Malaysian 
stock exchange found that there was a significant relationship between board size, ownership concentration,                  
and independent non-executives and the extent and quality of corporate social responsibility disclosure (CSRD). 
Research by Fitriyah and Oktaviana (2013) demonstrated empirically that ownership structure had an influence 
on CSR disclosure in Islamic banks in Indonesia. Company owners pay great attention to environmental 
performance. Even low environmental performance will enable owners to change the management structure of a 
company (Cullinan, Mahoney, & Roush, 2016). Harjoto and Jo (2011) found that there were influences between 
governance characteristics, including board independence, institutional ownership, and CSR.

In Islamic banks, GCG is often measured by Islamic Corporate Governance (ICG). The difference between 
GCG and ICG is the role of the SSB in bank management. This SSB is only available in sharia institutions. SSB 
has a function to ensure that Islamic institutions comply with sharia law. SSB also has a role in CSR performance. 
This was evidenced by researchers like Bukair and Rahman (2015), who found that the combination of SSB was 
measured by its size, the educational background of its members, reputation, expertise, cross membership of                  
SSB members, and had a positive influence on CSR disclosure. This research has been strengthened by Fitriyah 
and Oktaviana (2013) and Mallin et al. (2014), who also found that the size of SSBs had an influence on CSR 
disclosure. This is because the SSB has a very important role in overseeing a company's performance, including 
the performance of CSR.

In this study, the measurement of ICG uses several indicators, namely the number of SSB members, the                     
ratio of independent commissioners, the number of SSB meetings with management, and the number of 
commissioner meetings with management. The four measurements above are used because SSB has been 
demonstrated empirically to be effective in conducting monitoring and providing consultation to the management 
of a company (Farook et al., 2011) ; so, the effectiveness of monitoring can be used as an indicator that affects 
company performance. In this study, two propositions regarding the number of SSB meetings and the number                   
of commissioner meetings are developed. The proposition is that the greater the supervision, the better the 
performance achieved by the management. So, the hypothesis can be stated as follows :

Ä H2 : Corporate governance mechanism (SSB size, SSB meeting, Independent board, Board meeting) has a 

positive influence on environmental performance.

     CSR performance is also influenced by company profitability. Companies that have high profitability have 
great opportunities and resources for carrying out CSR ; so, profitability has a positive influence on CSR. Sadou et 
al. (2017), in their research in Malaysia, demonstrated that companies that have good ROA have wider disclosure 
and a better quality of corporate social responsibility disclosures (CSRD). The results of this study are also 
supported by Fitriyah and Oktaviana (2013) who, using ROA as an indicator of profitability of Islamic banks in 
Indonesia, found that ROA had an influence on CSR disclosure. The reason for this is that companies need money 
in order to make broader disclosures. Companies that have large profits have more resources to make disclosures.

Unlike Sadou et al. (2017) and Fitriyah and Oktaviana (2013), who used CSRD, Amato and Amato (2007) used 
the contributions relative to total receipts ratio. The same findings were also produced by Amato and Amato 
(2007) and Ha et al. (2019) in their research, which found that ROA affected a company's social expenditure. In 
this study, the use of profitability variable is measured by ROA, ROE, and net profit margin (NPM).

Ä H3 : The level of profitability (ROA, ROE, and NPM) has a positive influence on environmental performance.
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This research develops the proposition that the ethical values developed by a company have a positive influence 
on social performance. The reason for this is that social responsibility is the manifestation of ethics in an 
organizational context, and social responsibility focuses on the impact of business activities on society, while 
ethics are related to their behavior in the organization (Fisher, 2004). CSR is related to corporate responsibility 
towards society, while ethics are personal beliefs that are related to concepts of wrong and right. In gaining profit, a 
company is supported by society, so there are corporate responsibilities that are presented because of the role of 
society in a company. If related to both the company and society, CSR is the right action. That is, ethics encourage 
companies to carry out CSR activities as part of their concern for society.

In addition, CSR is also part of the company's performance. Karim, Suh, and Tang (2016) in their research 
demonstrated that corporate ethics strongly support the achievement of company performance by increasing 
corporate value. Corporate value and CSR are related to a company's performance ; so, ethical values have a 
positive effect on CSR.

In the development of ethics, there have been several sources, one of which is Islam (Mukhibad, 2018). This 
study uses, as its objects, Islamic banks that have, as a key characteristic, the use of Islamic law in their operations, 
and hence, the use of Islamic ethics is very appropriate. This is also in line with Fidiana (2016), who explained that 
CSR is emphasized strongly in The Quran. Thus, ethics based on Islamic teachings strongly emphasize having 
social concern.

Ä H4 : The level of the Ethics Disclosure Index has a positive influence on environmental performance.

Methodology

The population in this research is Islamic banks in Indonesia. The selection for the sample was determined based 
on the criteria that the following reports should have been published by the companies : a complete financial 
report, a zakah fund report, a virtue fund report, and a good corporate governance report.

The variables and measurement methods used in this study are as follows : social performance is measured                   
by the ratio of qardh financing (QHFin), distribution of zakah funds (Zakah), and qardh al-hassan funds 
(QHFund). The risk level of Islamic banks is measured by leverage (Lev), capital adequacy ratio (CAR), non-
performing financing (NPF), and financing deposit ratio (FDR). Leverage is measured by the ratio of debt to  
assets ; CAR is measured by the ratio of capital compared to assets that have been adjusted for risk ; NPF is         
measured  by the ratio of bad loans to all financing ; FDR is measured by the ratio of financing to third party funds. 
Corporate governance mechanism is measured by the size of SSB members (SSBS), number of SSB meetings 
(SSBM), independent commissioner ratio (INDB), and number of Board of Commissioner meetings 
(BOARDM). Profitability is measured by ROA, ROE, and NPM ; and the Islamic Ethics Disclosure Index (EDI) 
is measured by indicators that were developed by Haniffa and Hudaib (2007) and were implemented by Zaki, 
Sholihin, and Barokah (2014). 

We developed the model as below :

QHFin = 1Lev + 2CAR + 3FDR + 4NPF + 5SSB + 6INDB + 7PROF + 8 EDI + b �b b b b b b b e

Zakah = 1Lev + 2CAR + 3FDR + 4NPF + 5SSB + 6INDB + 7PROF + 8 EDI + b �b b b b b b b e

QHFund = 1Lev + 2CAR + 3FDR + 4NPF + 5SSB + 6INDB + 7PROF + 8 EDI +  b �b b b b b b b e

     The sample was 11 Islamic commercial banks in Indonesia. The data used were secondary data from financial                 
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and annual reports for the period from 2009 – 2017. The analytical method used is the structural equation 
modeling analysis with Warp PLS tool. The level of significance used is 5% and 10%. Test fit models are based on 
average path coefficient (APC) values, average R-squared (ARS), average adjusted R-squared (AARS), average 
block VIF (AVIF), average full collinearity VIF (AFVIF), Sympson's paradox ratio (SPR), R-squared 
contribution ratio (RSCR), statistical suppression ratio (SSR), and non - linear bivariate causality direction ratio 
(NLBCDR) (Solimun & Fernandes, 2017).

Analysis and Results

Islamic financial accounting standards, issued by Institute of Indonesia Chartered Accountant, explained that the 
funding structure of Islamic banks is debt, temporary funds for syirkah (collaboration), and equity. Table 2 shows 
that the average leverage of Islamic banks in Indonesia is 17.64%. The average CAR is 18.27%. This CAR value          
is very high above the minimum standard set by Bank Indonesia, which is 9%. The level of FDR is low, it being 
only 54.91% of third-party funds channeled by banks in the form of financing. Islamic banks in Indonesia have an 
average NPF rate of only 3.56%.

The size of SSBs is between 2 and 3 members with an average of 15 meetings per year. The average ratio of 
independent commissioners is 67.90%, with an average of 4 meetings per year. Profitability, as measured by 
ROA, is 0.74% ; by ROE, it is 1.63% ; and by NPM, it is 44.81%. The average value of CED disclosure is 39.80%.

Table 3 shows that leverage has no relationship with bank social expenditure, whether it be zakah and qardh al-
hassan distribution and also, qardh funds distribution. The high level of leverage indicates the percentage of bank 
funding derived from debt. Banks that have high leverage have a high risk in terms of returning the principal debt 
and returns. This means that the risk due to high leverage takes the form of a risk of default. However, the high and 
low risk of banks, as measured by leverage, means that banks do not reduce risk by increasing their social 

Table 2. Results of Descriptive Test

Indicators Maximum   Minimum Mean Std. Deviation

Leverage 0.326932   0.081526 0.176464 0.063175

CAR  45.9   1.95 18.26545 7.68029

FDR 944.3987   0.463963 54.91432 211.1289

NPF 22.04   0.1 3.564455 3.102006

SSB Size 3   2 2.490909 0.504525

SSB Meeting 24   7 14.78182 3.871505

Independent Board 1   0 0.679091 0.196973

Board Meeting 9   2 3.818182 1.123666

ROA 0.022646 0.03869 0.007403 0.008162-

ROE 0.297933 3.60468 0.016269 0.501562-

NPM 1.12258   0.002373 0.448078 0.177621

Ethics Disclosure Index 0.555556   0.222222 0.39798 0.116516

Zakah (millions IDR) 12,533,076.00    0.39 235,629.02 1,688,927.88

Qardhul Hasan Funds (millions IDR) 36,990.03   2.00 2,177.78 5,667,94

Qardhul Hasan Financing (millions IDR) 6,529,509.88   26.57 901,948.07 1,480.404.61
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activities. In addition, these findings can also be interpreted as meaning that social transactions carried out by 
Islamic banks are not for the purpose of controlling the risk of default on loans received by the bank.

FDR is the ratio of third-party funds received by banks that are channeled in the form of financing. Third party 
funds received by banks can be in the form of savings and deposits. Banks which have a high FDR indicate that 
they are very productive in channeling funds originating from savings and deposits. The desire for the distribution 
of savings and deposit funds raises risks in the provision of funds if the owners of savings and deposits make 
withdrawals. This risk arises if a bank is less able to handle the withdrawal of savings and deposited funds. 
Therefore, another risk is this: the higher the FDR, the higher the risk faced by the bank. The results of this study 
reinforce the previous statement that the risks faced by banks are not a reason for banks to improve their social 
performance. This conclusion is drawn from the research findings which indicate that FDR does not affect the 
expenditure of zakah funds, qardh al-hassan funds, and qhard financing.

The high risk faced by a bank can also be identified by looking at the NPF score. NPF is a ratio that describes       
the quality of financing owned by a bank. A high NPF ratio indicates that a bank has a bigger amount of non-
performing finance. The high NPF illustrates the low quality of financing. The impact of this bad financing is that a 
bank does not get the principal and returns on the financing channeled. One of the sources of funds used by banks 
in providing financing is third party funds and debt. The high non - performing financing causes the risk that the 
bank is unable to return third party funds and debts and results in the inability of the bank to provide competitive 
returns to customers and creditors. The next impact is to reduce funds obtained by the bank, where both funds                   
are originating from third parties or from other creditors. The rationale is that this high risk must be controlled so 

Table 3. Results of Model Testing

Dependent Var.   Leverage   CAR   FDR   NPF   SSB   IND. BOC   PROFIT   EDI

Path Cooeficient

Zakah   0.074 0.087   0.064 0.151 0.068 0.062 0.605   0.193- - - - -

Qardhal-hassan   0.029 0.038 0.016 0.048 0.003   0.884 0.066   0.164- - - - -

Qardh Financing 0.044 0.601 0.001   0.064   0.155   0.208 0.133   0.249- - - -

P - values

Zakah   0.289   0.255   0.314   0.120   0.303   0.320   <0.001***   0.065*

Qardhal-hassan   0.414   0.388   0.454   0.359   0.492   <0.001***   0.308   0.102

Qardh Financing   0.370   <0.001***   0.498   0.313   0.115  0.051*   0.153   0.024**

Note. *Significant at 1%; **Significant at 5%; ***Significant at 10%.

Tabel 4. Hypotheses Testing Results

Hypothesis Conclusion

H1 : Business risk levels (Leverage, CAR, FDR, and NPF) have a  Rejected

positive/negative influence on environmental performance.

H2 : Corporate governance mechanism (SSB size, SSB meeting, Independent  Accepted

board,  Board meeting) has a positive influence on environmental performance.

H3 : The level of profitability (ROA, ROE, and NPM) has a positive  Rejected

influence on environmental performance.

H4 : The level of the Ethics Disclosure Index has a positive influence  Accepted

on environmental performance. 
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that it does not have a negative impact on the bank. One of the efforts to control this risk is by strengthening CSR 
(Nguyen & Nguyen, 2015). However, this strategy is not implemented by sharia banks in Indonesia. The research 
findings demonstrate empirically that the NPF level does not cause banks to carry out social activities. The high 
NPF is not a reason for banks to distribute zakah funds, qardh al-hassan loans, or to provide qardh financing.

A slightly different result from other findings is obtained when the banks' risk is measured by CAR. If a bank 
experiences a loss and then continues with the closing of the business, the payment of bank debt is obtained from 
the bank's capital. A bank having large amounts of capital or large CAR indicates that the bank is strong in bearing 
the return of debt received by the bank if the bank experiences bankruptcy. The results of this study demonstrate 
empirically that CAR has a negative influence on qardh financing. That is, the low CAR, which illustrates high 
risk, will be followed up with increased qardh financing. However, the CAR does not affect distribution on zakah 
and qardh al-hassan funds.

The measurement of bank risk uses leverage, FDR, NPF, and CAR and finds that the risks faced by banks do                            
not affect the social performance of banks. Only CARs have a negative influence on qardh financing. This fact 
provides empirical evidence that social activities carried out by Islamic banks are not for the purpose of 
controlling the risks faced by those banks. Arguments presented by Nguyen and Nguyen (2015), Syed and Butt 
(2017), and Magnanelli and Izzo (2017) are not borne out in Islamic banks in Indonesia. We suspect that social 
activities carried out by Islamic banks are a tangible manifestation of bank operations based on Islamic law. Social 
care is emphasized in Islam. In addition, in Islam, business activities, in seeking profit, must be accompanied by 
social activities in accordance with the principle of balance (tawazun), namely business activities that are 
balanced between business and social activities : a balance between utilization and sustainability, and a balance 
between material and spiritual. Social concern, in the context of Islam, is also emphasized by the concept                  
of khalifah fill ard. In this concept, humans get some power from God to manage the earth and everything in it 
(Mukhibad, 2018). One of the implications of the concept of khalifah fill ard is to care for people, the environment, 
and other creatures.

Corporate governance is needed to harmonize all stakeholders' goals. The company is a collection of various 
parties that have many interests. To ensure the fulfillment of all stakeholders' interests, implementation of 
corporate governance is crucial. Chen, Lu, and  Sougiannis (2012) assessed that the concept of CG is needed to 
reduce agency conflict between managers and owners. However, in line with increasing public awareness of 
impacts on the environment and surrounding communities, the interests that must be met include a bigger group of 
stakeholders, including the environment and the wider community. This means that the implementation of CG is 
needed to ensure that the company meets the interests of the community and the environment.

In this study, corporate governance is measured by the size of SSBs, the ratio of independent commissioners, 
the number of SSB meetings, and the number of BOC meetings. The results show that the SSB (number of 
members and number of meetings) does not play a significant role in improving performance in terms of zakah, 
qardh al-hassan funds, and qardh financing. The results of this study are different from the findings of Bukair and 
Abdul-Rahman (2013), Fitriyah and Oktaviana (2013), Mallin et al. (2014), and Mukhibad (2018). Whether it is a 
lot or not, SSB size and meetings do not have an impact on the amount of zakah and qardh al-hassan funds and 
qardh financing issued by the banks. We surmise that SSBs in Indonesia are still focusing their work on banks 
carrying out their business transactions in compliance with Islamic law. Compliance with sharia law is more 
inclined towards the implementation of fatwa (decrees by the National Sharia Council) for every transaction                  
made by a bank. Social performance is also emphasized in The Quran and has not been a concern of the SSBs. The 
difference between this research and previous research, such as the studies of Bukair and Abdul-Rahman (2013), 
Fitriyah and Oktaviana (2013), Mallin et al. (2014), and Mukhibad (2018) is the measuring of social performance 
based on the expenditure on zakah funds, qardh al-hassan funds, and qardh financing.
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The variable that is strongly thought of as having influence on social performance is the role of independent 
commissioners. Independent commissioners have a duty to oversee management performance, including social 
performance. Thus, the effectiveness of independent commissioners in carrying out their duties affects social 
performance (Harjoto & Jo, 2011). However, the results of this study indicate that the ratio of independent 
commissioners and the number of BOC meetings has no influence on a bank's social performance. The results of 
this research demonstrate that neither a large nor a low ratio of independent commissioners has an impact on 
improving social performance. Meanwhile, if one uses the number of commissioner board meetings, the results of 
the study indicate that this number has a positive influence on the distribution on qardh al-hassan funds and qardh 
financing. These findings are similar to those of Jizi et al. (2014), who demonstrated that the frequency of 
commissioner meetings was able to improve CSR disclosure. The commissioner has the task of consulting and 
monitoring the performance of the management. An independent commissioner is needed to ensure that a 
company does not only meet the interests of the owner, but also the interests of all other stakeholders. From these 
findings, we surmise that the number of independent commissioners influence how effectively the control of 
banks’ social performance is carried out. Social performance is used to improve people's quality of life and reduce 
or eliminate poverty (Bukair & Rahman, 2015). However, the performance of zakah has not been effectively 
monitored by BOC. We surmise that the role of BOC is still low in the distribution of zakah funds because zakah is 
strictly regulated in sharia. BOCs' lack of knowledge about sharia law means they are still weak, especially 
related to zakah. This condition is the reason for the lack of a relationship between BOC and the performance of 
zakah.

The level of bank profitability, as measured by ROA, ROE, and NPM, is proven not to affect qardul al-hassan 
expenditure and qardul financing, but does affect zakah distribution. The results of this study are different                   
from the results of previous studies Sadou et al. (2017) and Amato and Amato (2007) found that the level of 
profitability affected CSR disclosure. The reason is that social activities need funding, so companies that have 
high profitability have greater ability to implement them. The source of a bank's zakah funds can come from 
corporate zakah, bank employee zakah, and customer zakah. Of these three sources of zakah, bank zakah is paid             
in accordance with bank profits. That is to say, the level of profitability of the bank will increase the zakah paid                 
by the bank and then it will increase the zakah distributed. The difference between the results of this study and 
those of previous studies (Amato & Amato, 2007 ; Sadou et al., 2017) is due to different measurements of social 
performance. Some research studies (Amato & Amato, 2007 ; Sadou et al., 2017) used CSR disclosure, while this 
study has used qardh financing ratios and expenditures on zakah and qardh al-hassan.

Unlike zakah funds, the source of qardh al-hassan funds is not derived from bank profits, so large profits are 
not the reason the bank has large funds allocated to qardh al-hassan funds and vice versa. The size of qardh                     
al-hassan funds is influenced by the effectiveness of banks in collecting funds from infaq (spending of wealth)                    
or sedekah (good deeds), and the amount of income obtained from fines and non-halal sources. Qardh financing 
and qardh al-hassan funds are sourced from non-halal income, fines, infaq/sedekah.

Social performance is closely related to the ethics that a company develops. The reason for this is that social 
responsibility is a manifestation of ethics in an organizational context and social responsibility in terms of the 
impact of a company's business activities on society (Fisher, 2004). Social performance is a manifestation of a 
company's concern and a form of corporate responsibility by way of developing the economy of the community 
and its surrounding environment. Awareness of this responsibility is influenced by ethics. Thus, ethics will affect 
social performance. This research has proven that EDI has a positive influence on zakah and qardh financing. 
However, the results of the study show that the EDI does not have an impact on the distribution of qardh al-hassan 
funds. Social performance is a manifestation of the bank's concern for society. In the concept of sharia, zakah                      
is expenditure on obligatory donations, therefore, good ethics will support those who are implementing it. 
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Regarding zakah, the sources of funding for qardh al-hassan funds are recommended (sunnah) receipts such as 
those from infaq (spending of wealth) or sedekah (good deeds), but there is acceptance of qardh al-hassan funds, 
which are recommended to be avoided (such as non-halal income and fines). Therefore, with the qardh al-hassan 
funding, there is receipt that is recommended and receipt that is avoided for ethical reasons. This reasoning makes 
it possible for this to be one of the causes of the lack of a relationship between EDI and social performance.

Conclusion and Implications

The results show that the risk level of banks, identified by leverage, CAR, FDR, and NPF, does not have a positive 
effect on distribution of both zakah and qardh al-hassan funds. Leverage, FDR, and NPF have no influence on 
qardh financing, but CAR does have a negative influence on it. These findings indicate that the distribution of 
social funds by Islamic banks is not done to control risk, but instead is a form of compliance with sharia principles 
which require balance or equilibrium (tawazun) between business and social activities.

The corporate governance mechanism variable, as measured by the size of SSBs and the number of meetings 
they hold, has no influence on distribution of both zakah and qardh al-hassan funds and qardh financing. The ratio 
of independent BOC members and the number of meetings held have a positive effect on the distribution of qardh 
al-hassan and qardh financing and do not affect distribution of zakah donations. These findings indicate that SSB 
has not been effective in supervising and monitoring the banks' social performance.

The results of other studies show that banks that have high profitability, measured by ROA, ROE, and NPM, 
demonstrate their influence on the distribution of zakah donations. The reason for this is that some of the zakah 
funds channeled by banks come from bank donations distributed based on a certain percentage of bank profits. 
However, the level of profitability does not affect the distribution of qardh al-hassan funds and qardh financing. 
The EDI variable has a positive influence on zakah expenditure and qardh financing, but has no effect on the 
distribution of qardh al-hassan funds. The results of this study show that corporate ethics cause banks to increase 
their fulfillment of their social responsibilities.

The implication of this study is that banks which have high profitability and Islamic ethics disclosure have 
good social care. Such banks distribute zakat funds for assistance of the poor, scholarships, disaster relief, and 
other social activities.

Limitations of the Study and Scope for Further Research

The weakness of this study is the use of several variables that use measurements based on disclosures, such as 
Ethics Disclosure Index. Measurements with this model have a very high degree of subjectivity. 

The use of other measures that are more objective and that can better measure the implementation of Islamic 
ethics is recommended for future researchers. In addition, the measurement of social performance uses the qardh 
financing ratio as well as the distribution on zakah and qardh al-hassan funds ; so, the development of other 
measuring instruments is highly recommended.
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