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Abstract

This study investigates the determinants of Islamic Social Reporting (ISR) disclosure among Islamic
banks in Indonesia from 2015 to 2020. Using financial ratios (ROA, CR, DER) and firm size as factors, the
research explores their impact on the extent of ISR disclosures. The study employs quantitative analysis
based on data from annual reports of Indonesian Islamic banks, applying regression models to test
hypotheses derived from stakeholder theory, legitimacy theory, and resource dependency theory. The
findings reveal that profitability and liquidity positively influence ISR disclosures, indicating that more
profitable and liquid banks are more likely to engage in and report on social responsibility activities. In
contrast, leverage shows a negative relationship with ISR disclosures, suggesting that highly leveraged
banks disclose less about their social initiatives. Additionally, firm size positively correlates with ISR
disclosures, highlighting that larger banks tend to provide more comprehensive reports on their social
responsibilities. Theoretical implications suggest that Islamic banks strategically manage their financial
and organizational resources to enhance legitimacy and stakeholder trust through transparent ISR
disclosures. Practical implications underscore the importance of integrating CSR practices into business
strategies to promote sustainability and accountability. The study contributes to the literature by
providing empirical insights into ISR practices in Islamic banking and informing stakeholders about the
factors influencing social responsibility disclosures.
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INTRODUCTION

Islamic Social Reporting (ISR) represents a significant aspect of corporate transparency and
accountability in the context of Islamic financial institutions (Hussain et al., 2021). It is designed
to reflect the unique ethical and social dimensions rooted in Islamic principles. In the
contemporary financial landscape, particularly in Indonesia, Sharia-compliant banks have been
striving to align their operations with these principles, emphasizing not only profitability but also
social justice, environmental stewardship, and community welfare (Setiawan, 2023). This study
focuses on analyzing the financial ratios and firm size as determinants of ISR disclosure in
Indonesian Islamic banks over the period 2015-2020. Financial ratios such as profitability,
liquidity, and leverage, alongside the size of the bank, are hypothesized to influence the extent and
quality of ISR disclosures (Mubarok, 2020). Understanding these factors is crucial as they provide
insights into how financial performance and organizational scale can impact the commitment of
Islamic banks to socially responsible practices.

The Indonesian banking sector, with its growing number of [slamic banks, presents an ideal
case for this study. The period from 2015 to 2020 marks significant developments in regulatory
frameworks and market dynamics within the Islamic banking industry in Indonesia. During these
years, banks were not only enhancing their financial performance but also increasingly
recognizing the importance of comprehensive social reporting (Nizam et al., 2019). The purpose
of this research is to provide empirical evidence on the relationship between financial
performance, firm size, and ISR disclosures. By examining these relationships, the study aims to
contribute to the broader understanding of ISR practices and the factors that drive these
disclosures in the context of Islamic banking.

To illustrate the context and scope of this study, Table 1 below presents a summary of key
financial ratios and firm size metrics for a sample of Islamic banks in Indonesia over the study
period.

Table 1. Summary of Financial Ratios and Firm Size Metrics (2015-2020)

Year Bank Name Profitability Liquidity Leverage Firm Size
(ROA) (CR) (DER) (Total Assets)
2015 Maybank Syariah 1.5% 120% 0.3 IDR 50 trillion
2016 PT Bank BTPN Syariah Tbk 1.8% 125% 0.35 IDR 55 trillion
2017 PT Bank Panin Dubai Syariah Tbk 1.2% 115% 0.32 DR 52 trillion
2018 PT BRI Syariah Tbk 1.6% 130% 0.28 IDR 60 trillion
2019 PT BNI Syariah Tbk 1.9% 110% 0.33 IDR 58 trillion
2020 PT Bank Syariah Mandiri Tbhk 1.7% 135% 0.29 IDR 62 trillion

This table highlights the variability in financial performance and size among the sampled
banks, providing a foundational understanding for analyzing how these factors might influence ISR
disclosures.

The significance of ISR disclosures extends beyond regulatory compliance. They reflect the
commitment of Islamic banks to uphold the ethical standards and social responsibilities outlined
in Islamic teachings (Zafar & Sulaiman, 2019). By disclosing their social and environmental
impacts, Islamic banks can enhance their reputation, build stakeholder trust, and differentiate
themselves in the competitive financial market. In summary, this research seeks to deepen the
comprehension of ISR practices in the Indonesian Islamic banking sector by investigating the
interplay between financial ratios, firm size, and social reporting. The findings are expected to offer
valuable insights for regulators, practitioners, and academics interested in enhancing the
transparency and accountability of Islamic financial institutions.

RESEARCH METHODS

This research employs a quantitative approach to analyze the relationship between financial
ratios, firm size, and Islamic Social Reporting (ISR) disclosures in Indonesian Islamic banks from
2015 to 2020. The methodology comprises data collection, variable measurement, and statistical
analysis (Bambang Sudaryana et al.,, 2022).
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Data for this study is collected from the annual reports of selected Islamic banks in Indonesia.
These reports provide comprehensive information on financial performance, firm size, and ISR
disclosures (Jati et al., 2020). The sample includes banks that have consistently reported ISR
activities and have complete financial data for the study period. Secondary data sources such as
financial databases and the official websites of the banks will also be used to supplement the data
collection. ISR disclosure is measured using a disclosure index based on the extent and quality of
social reporting in the banks' annual reports. The ISR index is constructed by evaluating the
presence and comprehensiveness of information in key categories such as:

1. Community Involvement

2. Environmental Initiatives
3. Employee Welfare

4. Ethical Business Practices

Each category is scored on a scale from 0 to 1, where 0 indicates no disclosure and 1 indicates
full disclosure. The total ISR score for each bank is the sum of scores across all categories.

1. Profitability (ROA): Return on Assets (ROA) is calculated as (Supriyadi & Terbuka, 2021):

Net Income
ROA =

Total Assets

2. Liquidity (CR): Current Ratio (CR) is calculated as (Hossain & Alam, 2019):
Current Assets
CR= —
Current Liabilities
3. Leverage (DER): Debt-to-Equity Ratio (DER) is calculated as (Sari et al., 2022):
Total Liabilities
DER = Shareholders' Equity
4. Firm size is measured by the natural logarithm of total assets:
Firm Size=In (Total Assets)
The analysis involves multiple regression to examine the impact of financial ratios and firm
size on ISR disclosures. The regression model is specified as follows (Sarstedt et al., 2019):
ISR=30+B1ROA+B2CR+B3DER+B4Firm Size+e
where:
ISR is the ISR disclosure score,
B0is the intercept,
1,82,83,B4are the coefficients for each independent variable,
€ is the error term.

The regression analysis will be conducted using ordinary least squares (OLS) estimation. The
significance of each coefficient will be assessed to determine the impact of financial performance
and firm size on ISR disclosures. The following steps will be taken in the analysis:

1. Descriptive Statistics: Summarize the data to provide an overview of the variables.

2. Correlation Analysis: Assess the relationships between the independent variables and the
dependent variable.

3. Regression Analysis: Estimate the regression model to test the hypotheses.

Hypotheses
The study tests the following hypotheses:

e H1: Profitability (ROA) positively influences ISR disclosure.
e H2: Liquidity (CR) positively influences ISR disclosure.

e H3: Leverage (DER) negatively influences ISR disclosure.

e H4: Firm size positively influences ISR disclosure.
RESULTS AND DISCUSSION

Results

The research aimed to analyze the relationship between financial ratios, firm size, and
Islamic Social Reporting (ISR) disclosures in Indonesian Islamic banks over the period 2015-2020.
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The study employed a multiple regression analysis to test the impact of profitability (ROA),
liquidity (CR), leverage (DER), and firm size on ISR disclosures.

Descriptive Statistics

The descriptive statistics provide an overview of the variables used in the study. The sample
included annual data from a selection of Indonesian Islamic banks. Table 2 presents the mean,
standard deviation, minimum, and maximum values for each variable.

Table 2: Descriptive Statistics

Variable Mean Std. Dev. Min Max
ISR 0.62 0.15 0.30 0.90
ROA 1.62% 0.23% 1.20% 1.90%
CR 122% 8% 110% 135%
DER 0.31 0.03 0.28 0.35
Firm Size 17.53 0.42 17.20 18.04

A correlation analysis was conducted to examine the relationships between the independent
variables and the dependent variable (ISR). The results are summarized in Table 3.

Table 3: Correlation Matrix

Variable ISR ROA CR DER Firm Size
ISR 1.00 0.45 0.37 -0.30 0.50

ROA 0.45 1.00 0.22 -0.25 0.32

CR 0.37 0.22 1.00 -0.18 0.27

DER -0.30 -0.25 -0.18 1.00 -0.20
Firm Size 0.50 0.32 0.27 -0.20 1.00

The correlation matrix shows that ISR disclosure is positively correlated with ROA, CR, and
firm size, and negatively correlated with DER. This suggests that higher profitability, liquidity, and
firm size are associated with higher levels of ISR disclosure, while higher leverage is associated
with lower levels of ISR disclosure.

The multiple regression analysis was conducted to test the hypotheses and determine the
impact of financial ratios and firm size on ISR disclosures. The results are presented in Table 4.

Table 4: Regression Results

Variable Coefficient ()  Std. Error t-Statistic p-Value
Intercept 0.25 0.12 2.08 0.04
ROA 0.38 0.10 3.80 0.00

CR 0.25 0.08 3.12 0.01
DER -0.30 0.09 -3.33 0.00
Firm Size 0.45 0.11 4.09 0.00
R-squared 0.67

Adjusted R? 0.64

The regression results indicate that profitability (ROA), liquidity (CR), and firm size have a
significant positive impact on ISR disclosures, while leverage (DER) has a significant negative
impact. Specifically:

1. Profitability (ROA): The coefficient for ROA is 0.38, which is significant at the 1% level (p-value
< 0.01). This indicates that higher profitability leads to greater ISR disclosure, supporting
hypothesis H1.

2. Liquidity (CR): The coefficient for CR is 0.25, which is significant at the 5% level (p-value <
0.05). This suggests that higher liquidity is associated with higher ISR disclosure, supporting
hypothesis H2.

[ -
@ https://mahesacenter.org/ @ ebmsjournal@gmail.com 49

This work is licensed under a Creative Commons Attribution 4.0.



Maful Taufiq, Analysis of Financial Ratios and Company Size as Determining Factors for Islamic Social
Reporting Disclosure in Sharia Banks in Indonesia (Period 2015-2020)

3. Leverage (DER): The coefficient for DER is -0.30, which is significant at the 1% level (p-value
< 0.01). This implies that higher leverage negatively impacts ISR disclosure, supporting
hypothesis H3.

4. Firm Size: The coefficient for firm size is 0.45, which is significant at the 1% level (p-value <
0.01). This indicates that larger firms are more likely to disclose ISR information, supporting
hypothesis H4.

The adjusted R-squared value of 0.64 suggests that 64% of the variability in ISR disclosure
is explained by the independent variables in the model. This indicates a strong explanatory power
of the model.

DISCUSSION

The findings of this study offer several important insights into the determinants of Islamic
Social Reporting (ISR) disclosures among Indonesian Islamic banks from 2015 to 2020. This
discussion explores the implications of these results in the context of financial performance and
firm size, highlighting the theoretical and practical contributions of the research.

Profitability and ISR Disclosure

The positive and significant relationship between profitability (ROA) and ISR disclosure
suggests that more profitable Islamic banks are more likely to engage in extensive social reporting.
This finding aligns with the stakeholder theory, which posits that profitable firms have more
resources to allocate towards fulfilling their social responsibilities. Higher profitability enables
banks to invest in community development, environmental sustainability, and other social
initiatives that are fundamental to ISR. Moreover, profitable banks might seek to enhance their
reputation and legitimacy by demonstrating their commitment to Islamic ethical principles
through comprehensive ISR disclosures.

Stakeholder theory posits that companies are accountable not only to their shareholders but
also to a broad range of stakeholders, including employees, customers, suppliers, community
members, and regulators (Dmytriyev et al, 2021). Higher profitability allows Islamic banks to
better address the interests and expectations of these diverse stakeholders. Profitable banks are
in a stronger position to allocate resources towards social and environmental initiatives that
benefit stakeholders, thereby enhancing their ISR disclosures. By investing in ISR activities,
profitable banks can foster stronger relationships with stakeholders, increase customer loyalty,
and improve their overall reputation.

According to resource-based theory, a firm's resources and capabilities are critical
determinants of its competitive advantage and performance (Shan et al, 2019). Financial
resources, such as profits, are essential for developing and sustaining ISR activities. Higher
profitability means that Islamic banks have more financial slack, which can be directed towards
ISR initiatives. This includes funding community development programs, implementing
environmentally sustainable practices, and improving employee welfare. Profitable banks can also
invest in better reporting systems and processes, which enhance the quality and
comprehensiveness of ISR disclosures. The ability to generate and allocate financial resources
effectively supports the bank’s commitment to Islamic ethical principles and enhances its
competitive position in the market.

Legitimacy theory suggests that organizations seek to align their activities with societal
norms and values to gain legitimacy and social acceptance (Crossley et al.,, 2021). For Islamic
banks, ISR disclosures are a means to demonstrate their adherence to Islamic ethical and social
values, which are central to their identity and operations. Higher profitability enhances a bank's
ability to engage in and report on socially responsible activities, thus bolstering its legitimacy in
the eyes of stakeholders. By showcasing their commitment to social and environmental causes
through ISR disclosures, profitable banks can enhance their legitimacy, differentiate themselves
from competitors, and build trust with stakeholders.

Empirical studies in various contexts support the positive association between profitability
and social responsibility disclosures. For instance, research in conventional banking sectors has
shown that more profitable banks are more likely to engage in Corporate Social Responsibility
(CSR) activities and disclose CSR information. This study extends these findings to the context of
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Islamic banking, where the principles of social justice and ethical conduct are integral to business
operations. The positive relationship between ROA and ISR disclosures observed in this study
suggests that similar dynamics are at play in the Islamic banking sector, reinforcing the idea that
financial performance and social responsibility are interconnected.

Liquidity and ISR Disclosure

The significant positive impact of liquidity (CR) on ISR disclosure indicates that banks with
better liquidity positions tend to disclose more ISR information. Liquidity reflects a bank's ability
to meet its short-term obligations and indicates financial stability. Banks with higher liquidity are
likely to have the financial flexibility to invest in social and environmental projects, which can be
reported in their ISR disclosures. This finding supports the view that financial stability and sound
management practices are essential for sustaining social responsibility initiatives.

Resource dependency theory suggests that organizations must manage their resources
efficiently to reduce dependency and enhance their autonomy (Cuervo-Cazurra et al,, 2019).
Liquidity, representing a bank’s ability to meet its short-term obligations, is a critical resource that
ensures financial stability and operational flexibility. Banks with higher liquidity can better
manage their cash flows and are less constrained by immediate financial pressures. This financial
flexibility allows them to allocate resources towards social responsibility initiatives without
compromising their core operations. High liquidity enables banks to invest in community
development projects, environmental sustainability efforts, and employee welfare programs, all of
which are key components of ISR disclosures.

According to stakeholder theory, organizations are accountable to a broad range of
stakeholders who have varying interests and expectations (Kivits et al., 2021). High liquidity
enhances a bank’s capacity to address the needs and concerns of these stakeholders. For example,
banks with strong liquidity positions can more easily fund social programs, support community
projects, and implement environmentally sustainable practices, thereby meeting the expectations
of their stakeholders. These actions can be effectively communicated through ISR disclosures,
demonstrating the bank’s commitment to social responsibility and ethical conduct. By maintaining
high liquidity, Islamic banks can build trust and strengthen relationships with stakeholders, which
can lead to increased customer loyalty and a better overall reputation.

Signaling theory posits that companies communicate their quality and stability to the market
through various signals (Jean et al,, 2021). High liquidity serves as a positive signal of a bank’s
financial health and risk management capabilities. By disclosing ISR activities, banks with high
liquidity can signal to stakeholders that they are not only financially stable but also committed to
social and ethical responsibilities. This signaling can enhance the bank’s reputation, attract socially
conscious investors, and differentiate it from competitors. ISR disclosures thus become a strategic
tool for banks to communicate their financial robustness and ethical stance, reinforcing their
credibility and legitimacy in the market.

Empirical research in various contexts has shown a positive association between liquidity
and CSR disclosures. Studies in conventional banking sectors have found that banks with higher
liquidity levels are more likely to engage in and report on CSR activities. This study extends these
findings to the Islamic banking sector, highlighting that similar dynamics exist where liquidity
positively impacts ISR disclosures. The positive relationship between CR and ISR disclosures
observed in this study suggests that Islamic banks, when financially stable, are more likely to invest
in and report on socially responsible activities, supporting the theoretical underpinnings
discussed.

Leverage and ISR Disclosure

The negative relationship between leverage (DER) and ISR disclosure suggests that highly
leveraged banks are less inclined to engage in extensive social reporting. This result is consistent
with the risk management perspective, where higher leverage is associated with greater financial
risk and constraints. Banks with high levels of debt may prioritize financial performance and risk
reduction over social responsibility activities, leading to lower ISR disclosures. This finding
underscores the importance of a balanced capital structure in promoting social responsibility and
transparency.
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Agency theory suggests that conflicts of interest arise between principals (shareholders) and
agents (management) due to differing goals and incentives (Payne & Petrenko, 2019). Higher
leverage levels increase financial risk and may lead management to prioritize financial
performance over social responsibility initiatives. Banks with significant debt obligations may face
pressure to allocate resources towards debt servicing and risk mitigation strategies rather than
investing in ISR activities. This could result in reduced ISR disclosures as management focuses on
short-term financial stability rather than long-term sustainability and social impact.

Legitimacy theory posits that organizations seek to maintain legitimacy by aligning their
actions with societal expectations and norms (Crossley et al., 2021). For Islamic banks, which
operate under principles of ethical conduct and social justice, ISR disclosures are a means to
demonstrate adherence to these values and gain legitimacy among stakeholders. However, banks
with high leverage ratios may be perceived as financially risky or unstable by stakeholders,
potentially undermining their legitimacy. To mitigate these perceptions, highly leveraged banks
may prioritize financial performance metrics in their disclosures rather than highlighting their
social responsibility efforts. This strategic focus on financial metrics over social disclosures could
weaken the bank’s perceived legitimacy in the eyes of stakeholders.

Stakeholder theory emphasizes the importance of addressing the interests and expectations
of various stakeholders, including customers, employees, communities, and regulators
(Gutterman, 2023). Banks with high leverage ratios may face pressures from creditors and
investors to prioritize financial outcomes and debt repayment, potentially at the expense of social
responsibility initiatives. As a result, ISR disclosures may be limited or less comprehensive, as
management focuses on meeting financial obligations rather than engaging in social programs and
reporting on them. This could lead to a perception among stakeholders that the bank is not
fulfilling its ethical responsibilities or contributing positively to society, thereby impacting
stakeholder trust and relationships.

Empirical studies in finance and corporate social responsibility have demonstrated mixed
findings regarding the impact of leverage on CSR activities and disclosures. While some studies
suggest that higher leverage can lead to reduced CSR engagement due to financial constraints and
risk aversion, others find no significant relationship or even a positive association in certain
contexts. In the case of Islamic banks, where ethical considerations play a central role in
operations, the negative relationship between DER and ISR disclosures observed in this study
suggests that financial constraints imposed by leverage can hinder the extent to which banks
engage in and report on social responsibility activities.

Firm Size and ISR Disclosure

The positive and significant impact of firm size on ISR disclosure indicates that larger Islamic
banks tend to disclose more ISR information. Larger firms often have more resources, broader
stakeholder bases, and greater public scrutiny, compelling them to engage in more extensive social
reporting. This finding is in line with the legitimacy theory, which suggests that larger firms are
more likely to seek legitimacy through transparent and comprehensive ISR disclosures.
Additionally, larger banks might have more established systems and processes for collecting and
reporting ISR-related data, contributing to higher disclosure levels.

Institutional theory posits that organizations conform to institutional norms and
expectations to gain legitimacy and support from stakeholders (Jeong & Kim, 2019). Larger Islamic
banks often operate in complex institutional environments where regulatory requirements,
societal norms, and stakeholder expectations shape their behavior. These banks have greater
visibility and scrutiny from stakeholders, including customers, investors, regulators, and the
public. To maintain legitimacy and enhance their reputation, larger banks may engage more
actively in social responsibility initiatives and disclose them transparently through ISR reports. By
demonstrating their commitment to ethical principles and societal well-being, large banks can
strengthen their institutional legitimacy and differentiate themselves in the competitive banking
industry.

Stakeholder theory emphasizes the importance of addressing the interests and expectations
of various stakeholders, including employees, customers, communities, and regulators (Kivits et
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al, 2021). Large Islamic banks have diverse stakeholder bases and often face heightened
expectations regarding social responsibility and ethical conduct. These banks may face pressures
from stakeholders to engage in CSR activities that contribute positively to society and the
environment. As a result, larger banks are more likely to invest in community development
projects, environmental sustainability initiatives, and employee welfare programs, which are
central components of ISR disclosures. By disclosing these activities, large banks can build trust,
enhance stakeholder relationships, and maintain their reputation as socially responsible
institutions.

Resource dependence theory suggests that organizations must manage their dependencies
on external resources, including financial capital, human capital, and legitimacy (Celtekligil, 2020).
Larger banks typically have greater access to resources and capabilities, allowing them to allocate
resources towards ISR initiatives more effectively. These banks may have dedicated CSR
departments, robust reporting frameworks, and established partnerships with social
organizations, which facilitate the implementation and reporting of ISR activities. The ability to
leverage these resources enhances the capacity of larger banks to engage in comprehensive ISR
disclosures, demonstrating their commitment to sustainable practices and ethical standards. This
strategic use of resources not only enhances organizational legitimacy but also supports long-term
stakeholder relationships and competitive advantage in the banking sector.

Empirical research on firm size and CSR disclosures has shown consistent findings across
various industries, indicating that larger firms tend to engage more in CSR activities and disclose
them more extensively. Studies in the banking sector have found similar patterns, where larger
banks demonstrate higher levels of CSR engagement and transparency in their reporting. In the
context of Islamic banking, the positive relationship between firm size and ISR disclosures
observed in this study aligns with these empirical findings, suggesting that larger Islamic banks
are more proactive in fulfilling their social responsibilities and communicating them through ISR
disclosures.

CONCLUSION

This study reveals that factors such as profitability, liquidity, leverage, and firm size
significantly influence the disclosure of Islamic Social Reporting (ISR) among Islamic banks in
Indonesia. Profitability and liquidity are found to have a positive relationship with ISR disclosures,
indicating that more profitable and liquid banks tend to be more active in implementing and
reporting their social activities. On the other hand, leverage has a negative impact on ISR
disclosures, suggesting that banks with high debt ratios are less active in disclosing their social
activities. Additionally, firm size has a positive relationship with ISR disclosures, showing that
larger banks tend to be more proactive in fulfilling their social responsibilities and providing more
comprehensive disclosures. From a theoretical perspective, these findings can be linked to various
theories such as stakeholder theory, legitimacy theory, resource dependence theory, and agency
theory. These theories provide deep insights into the motivations and factors driving Islamic banks
in their ISR disclosures and how this affects perceptions and relationships with stakeholders.
Practically, the findings of this study have important implications for practitioners in the Islamic
banking industry to strengthen CSR practices and transparency in reporting. For regulators and
policymakers, understanding the factors influencing ISR disclosures can help develop frameworks
that support sustainable and accountable CSR practices in the Islamic banking sector. Overall, this
research makes a significant contribution to deepening understanding of the dynamics of ISR
disclosure in Islamic banks and provides a foundation for further research in developing more
effective strategies to promote social responsibility and sustainability in the Islamic banking
sector.
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