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This study examines the moderating effect of board diversity on the relationship
between social responsibility and the performance of Islamic banking in Indonesia.
The population in this study are Islamic banking companies in Indonesia whose
data is obtained from the company's annual report. The sampling technique used
in this study was purposive sampling. The sample in the study consisted of 136
firm-year observations for 16 registered Islamic banks in Indonesia. Using panel
data regression testing, the results show that social responsibility positively affects
the performance of Islamic banking in Indonesia. The results of this study are in
line with stakeholder theory which explains that Islamic banking companies try to
meet different stakeholder expectations, one of which is by carrying out Islamic
social responsibility to increase stakeholder trust, which has an impact on
improving firm performance. However, the results of this study found that female
directors in Indonesia are a minority, so their existence cannot improve the

management of social responsibility and performance of Islamic banking.
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INTRODUCTION

In recent years, Islamic banking has
emerged as an alternative ethical banking and
finance method to Islamic teachings. In addition
to seeking profits, Islamic banks also pay attention
to social aspects. One form of sharia banking's
social role is the existence of gard al-Hasan
(virtuous funds) products, the implementation of
the receipt and distribution of zakat, infaq,
sadaqgah (ZIS) funds, and priority financing on the
principle of profit sharing in the form of
mudharabah and musyarakah. Karim (1990)
states that establishing Islamic banks is to achieve
falaah (success in this world and the hereafter).

According to Islamic teachings, banking
is expected to have social goodness,
environmental concern, and ethical behavior
(Asutay, 2007, 2013). The Islamic banking sector
is a sector that supports the smooth running of the
economy, and thus Islamic banks are expected to
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be more socially responsible (Chambers & Day,
2009).

In recent years, Sharia banking has begun
to pay attention to social responsibility or
corporate  social responsibility (hereinafter
referred to as CSR) as one of their organizational
and operational strategies. CSR practices related
to Islamic teachings are the desired consequence
of Islamic ethics because Islam suggests a
proactive stakeholder paradigm and has a
corporate moral obligation to society.

Disclosure of CSR from an Islamic
perspective was first put forward by Haniffa
(2002). Limitations of conventional disclosure of
social responsibility encourage the formation of
social responsibility disclosure in an Islamic
perspective called Islamic Social Reporting (ISR).
ISR is an extension of social reporting that
includes not only society's broader expectations
and beliefs regarding the role of companies in the
economy but also in a spiritual perspective.



Maulida Nurul Innayah / Management Analysis Journal 12 (2) (2023)

Corporate social responsibility (CSR) is a
company's contribution to sustainable
development by considering its operations' social
and environmental impacts (Gaio & Henriques,
2020). The relationship between CSR and
performance is explained on a theoretical basis,
namely stakeholder theory. According to
stakeholder theory, when companies meet
stakeholder expectations, they can create a
superior corporate performance (Freeman, 1984).
Increasing stakeholder concerns about
sustainability = performance have increased
pressure on companies to report non-financial
activities, especially CSR, to provide stakeholders
with a holistic view of the company's economic,
social, and environmental performance (Khan et
al., 2019). Although many studies try to
investigate the relationship between CSR and
financial performance in conventional financial
institutions, only a few studies have examined the
relationship between the two in Islamic financial
institutions (Arshad et al., 2012; Hassan et al.,
2010; Mallin et al., 2014).

However, only a few empirical studies
have examined the effect of CSR on the
performance of the Islamic banking sector.
Among these studies, for example, Arshad et al.,
(2012) analyzed the impact of CSR disclosure on
the corporate reputation and performance of
Islamic banks in Malaysia, whose results showed
a significant positive relationship between CSR
activities disclosed in the annual reports of sample
Islamic banks and their reputation and
performance. A similar study was conducted by
Mallin et al., (2014), who focused on examining
the relationship between CSR disclosure and the
financial performance of Islamic banks in various
countries covering the period between 2010 and
2011. This study showed a significant positive
relationship between financial performance and
the CSR disclosure index of Islamic banks.

Previous research has also found a
negative relationship between CSR and financial
performance. According to the results of previous
research, companies that are socially active by
engaging in charity projects, supporting and
promoting staff welfare, and minimizing
environmental damage can pose a financial
burden to companies (Simpson & Kohers, 2002),
so that social responsibility generates additional
costs and causes competitive losses (Friedman,
1970). Resources dedicated to social programs
should be diverted for company efficiency or
returned to shareholders (Perrini et al., 2011)
because environmental problems that occur are
not the company's responsibility to address social
problems but must be resolved by the government.

Previous research indicates that there are
still inconclusive results regarding the relationship
between social responsibility and financial
performance, so researchers are interested in
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adding female directors in managing social
responsibility to improve financial performance.
In the business world, the composition of
company directors is receiving increasing
attention from both investors and shareholders
(Wang et al., 2019). The composition of company
directors has received special attention due to
financial scandals in recent decades, for example,
the WorldCom bankruptcy and the 2008 financial
crisis, so companies need to increase the
effectiveness of directors within the company
(Nyamongo & Temesgen, 2013; Reguera-
Alvarado et al., 2017). Directors within a
company have various attributes, characteristics,
and knowledge that can contribute to the group
(Walt & Ingley, 2003). The contribution of
corporate directors based on these characteristics
has received special attention in recent literature.

The Upper Echelons theory explains that
executives (directors) make decisions based on
their interpretation of the situations they face, so
decisions taken by directors are heavily influenced
by their experiences, values, and personalities
(Donald C. Hambrick, 2007). Therefore, the
composition of the directors in the organization
directly affects the performance potential of the
organization they manage. The gender of the
board of directors is an important characteristic
that must be considered for its composition.

The relationship between the gender
composition of the board of directors and their
performance is based on the gender diversity of
the board of directors. Existing empirical studies
show that by broadening the range of experience
and expertise of directors, this diversity can
increase team effectiveness. Previous research has
shown that female have a higher sense of empathy
than men (Eagly, 2009), so companies with
female directors tend to be better at social and
environmental issues (Endrikat et al., 2020).
Female are also able to control ethics better (Ku
Ismail & Abdul Manaf, 2016), formulate less
aggressive strategies, invest less in research and
development activities, and take more initiative in
carrying out activities related to social
sustainability (Apesteguia et al., 2012), take
actions related to social, which means that the
company they are in can have a higher level of
social responsibility (Galbreath, 2016). Research
by Innayah et al., (2021) found that the presence
of female on the board of directors is proven to
improve the financial performance of banks in
Indonesia.

Although many previous studies
examined the direct effect of CSR and gender
diversity of directors on financial performance,
the interaction between CSR and gender diversity
of directors on financial performance, especially
in Islamic banking companies, is still difficult to
find. So that, researchers are interested in testing
the presence of female as directors in moderating
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the influence of social responsibility from an
Islamic perspective on the financial performance
of Islamic banking in Indonesia. The Islamic
banking sector is a sector that supports the smooth
running of the economy, and thus Islamic banks
are expected to be more socially responsible
(Chambers & Day, 2009).

Stakeholder Theory

Stakeholder theory explains that
organizations are a collection of stakeholders who
can influence or be affected by organizational
activities (Clarkson, 1995; Freeman & McVea,
1984). This theory considers the interests of all
stakeholders, including internal stakeholders (i.e.,
employees or managers) and  external
stakeholders (i.e., communities). Stakeholder
theory suggests that companies that pay more
attention to stakeholder groups will get more
attention in well-developed markets (Donaldson
& Preston, 1995). In addition, operating
companies must ensure that they comply with the
company's norms and that outsiders can accept
the company's activities.

Disclosure of social responsibility reports
from an Islamic perspective, or Islamic social
reporting (ISR), is proof that companies pay more
attention to stakeholders so that the public can
accept companies. ISR is an important factor so
that stakeholders have confidence in sharia-based
companies. Customer confidence in the halal
(permissibility) of the product is stated in the ISR.
This step will shape the company's image so
customers will be loyal to the company's products.
Customer loyalty triggers an increase in future
revenue, which ultimately affects the company's
financial future, namely an increase in financial
performance.

Upper Echelons Theory

Hambrick & Mason (1984) explains that
the organization reflects its leaders through upper
echelons theory. This theory then explains that
the interpretation of their situations by executives,
namely directors, will impact their choices and
decisions. Decisions made by executives are
strongly influenced by their experiences, values,
and personalities (Hambrick, 2007). Therefore,
the composition of the directors directly affects the
performance potential of the organization they
manage. Companies with the same characteristics
will respond differently to market conditions due
to differences in directors' experiences, values,
and personalities (Waldman et al., 2004).

According to the upper echelon theory,
gender differences in directors will impact
organizational performance because there are
differences between female and male, so gender is
an important aspect that must be considered
(Nishii et al., 2007). Previous studies showed that
female tend to analyze situations and choose
different strategies from men. The relationship
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between the gender composition of the board of
directors is not seen from the gender of the
director, who is a male or female but rather based
on gender diversity within the board of directors.
Thus, diverse directors, seen from the presence of
female in directors, will increase team diversity in
terms of social structure and human capital
(Adams & Ferreira, 2009). The presence of female
directors can increase the cognitive variation of
directors (Oppong, 2014) so that more options
may be considered , which will encourage more
effective decision-making (Dezso & Ross, 2012).

According to Puchniak et al., (2017), the
role of directors in a two-tier governance system is
different from a one-tier governance system. In a
two-tier governance system, there is a clear
separation of responsibilities because members of
the board of directors cannot become members of
the commissioners. In addition, in a two-tier
governance system, the directors manage the
company's day-to-day business, and the
commissioners oversee the decisions made by the
directors; in a one-tier governance system, all
board members participate in company decisions
(Pletzer et al., 2015).

HYPOTHESES DEVELOPMENT

Social Responsibility and Financial

Performance of Sharia Banking

Stakeholder theory explains that when
companies meet stakeholder expectations, they
can create a superior corporate performance
(Freeman, 1984). In line with the stakeholder
theory perspective, many companies have
incorporated CSR into their business strategy. In
addition, sharia business actors are also required
to carry out social responsibility in the era of
globalization. This step encouraged the
emergence of Islamic Social Reporting (ISR). The
potential for increased disclosure of ISR activities
is expected to improve relations with
stakeholders. This is necessary so the company
can gain the support and trust of stakeholders.
When a company gains trust, such as customer
loyalty, it will indirectly affect the increase in
financial performance.

Previous research has found a positive
relationship between social responsibility and
corporate performance (Saeidi et al., 2015). This
result is based on the argument that in a business
environment where various stakeholders have
high expectations of a company's ICSR (Islamic
Corporate Social Responsibility), managers are
expected to recognize and implement ICSR
activities to improve performance (Arifin &
Wardani, 2016). Arshad et al., (2012) analyzed
the impact of CSR disclosure on the corporate
reputation and performance of Islamic banks in
Malaysia, whose results showed a significant
positive relationship between CSR activities
disclosed in the annual reports of sample Islamic
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banks and their reputation and performance. A
similar study was conducted by Mallin et al.,
(2014), who focused on examining the
relationship between CSR disclosure and the
financial performance of Islamic banks in various
countries covering the period between 2010 and
2011. This study showed a significant positive
relationship between financial performance and
the CSR disclosure index of the Islamic banks
analyzed. Based on the explanation above, the
hypothesis proposed by the study is as follows:

H1: Social responsibility has a positive effect on
the financial performance of Islamic banking
companies in Indonesia.

Social Responsibility, Diversity of Directors,
and Financial Performance of Sharia Banking

The upper echelons theory explains that
gender differences in directors will impact
organizational performance because there are
differences between female and male, so that
gender is an important aspect that must be
considered (Nishii et al., 2007). Carter et al.,
(2003) show that female tend to analyze situations
and choose different strategies from men.
Previous research has shown that diverse
directors, as seen from the presence of female on
directors, will make decisions taken more
innovative (Bantel & Jackson, 1989), adopt better
strategies (Bantel, 1993), respond better to
competition (Hambrick et al., 1996), and quicker
to implement change (Williams et al., 1995).

Other studies have found that female are
also able to control ethics better (Ku Ismail &
Abdul Manaf, 2016), formulate less aggressive
strategies, invest less in research and development
activities, and take more initiative in carrying out
activities related to social sustainability
(Apesteguia et al., 2012), take actions related to
social, which means that the company they are in
can have a higher level of social responsibility
(Galbreath, 2016). Research by Innayah et al.,
(2021) found that the presence of female on the
board of directors is proven to improve the
financial performance of banks in Indonesia. The
presence of female on the board of directors is
expected to disclose social responsibility better,
improving financial performance. Based on this
explanation, the hypothesis proposed by the study
is as follows:

H2: Gender diversity of directors has a positive
effect on the financial performance of Islamic
banking companies in Indonesia.

H3: Gender diversity of directors strengthens the
positive influence of social responsibility on the
financial performance of Islamic banking
companies in Indonesia.
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Figure 1. Research Model
RESEARCH METHOD
Sample

The population in this study is Islamic
banking companies in Indonesia whose data is
obtained from the company's annual report. The
sampling technique for this research was
purposive sampling, with the criteria being
banking companies in Indonesia with complete
data used in this study for 2008-2021. The sample
used in the study consisted of 136 firm-year
observations for 15 registered Islamic banks in
Indonesia. Islamic banking was chosen because it
is a sector that supports the smooth running of the
economy, and thus Islamic banks are expected to
be more socially responsible (Chambers & Day,
2009).

Dependent Variable

Banking performance as the dependent
variable (Firm_Perf). In line with previous
research (Chen et al., 2018), the proxy used to
measure banking performance is the return on
assets (ROA), which reflects bank profitability.
ROA is calculated using the formula below:

Earning After Tax
ROA =

Total asset

Independent Variable

Social responsibility variable as the
independent variable (ISR). Disclosure of social
responsibility or corporate social responsibility
(CSR) from an Islamic perspective was first put
forward by Haniffa, (2002). Limitations of
conventional disclosure of social responsibility
encourage the formation of social responsibility
disclosure in an Islamic perspective called Islamic
Social Reporting (ISR). ISR is an extension of the
disclosure of responsibility that includes not only
society's broader expectations and beliefs
regarding the role of companies in the economy
but also from an Islamic perspective. The ISR
disclosure index score for each company is
calculated by the ratio of the actual score assigned
to the company divided by the maximum
potential score assigned to that company. The ISR
index used by each company to measure the ISR
level is as follows (Othman et al., 2009):
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X
ISR = h
1
Where:
n; = the number of Indexes that companies

are expected to report, n; is <43,

Xij = 1 if the company discloses these items
and 0 if the company does not disclose these
items, so0<j=>1.

Moderating variable

Gender diversity (FOB) is measured by
the percentage of female on board, in line with
Garcia-Meca et al., (2015). This research also
analyzes the interaction between gender diversity
and social responsibility (ISR*FBO), as was done
by Garcia-Meca et al., (2015).

Percentage of Female Directors
_ Number of Female on the Board of Directors

Total Members of the Board of Directors

Control variables

Board Size (Carter et al., 2003). The size
of the directors is proxied by the number of
directors in the banking company.

Bank size (BankSize) (Garcia-Meca et
al., 2015). Bank size is proxied using a natural
logarithm of banking companies' total assets in
year t.

Statistical Test

This study uses a panel data regression
analysis model. First, the researcher conducted
the Hausman test to determine which panel data
regression model to use, namely fixed effect
regression or random effect regression (Gujarati &
Porter, 2009). Based on the results of the
Hausman test, the panel data regression model
used in this study is random effect regression. The
hypothesis testing in this study uses two research
models. Model (1) is used to examine the
influence between social responsibility and the
financial performance of Islamic banking. Model
(2) is used to examine the interaction relationship
between social responsibility and female directors
and the financial performance of Islamic banking.
The model used to test the two hypotheses in this
study is as follows:

Model 1. Social Responsibility and Financial
Performance of Sharia Banking

Firmpe,s = Bo + P1ISR + BzBoardSize
+ f,BankSize + ¢,

Model 2. The Interaction Between Social
Responsibility and Female Directors and Sharia
Banking Financial Performance
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Firmpe.s = Bo + B1ISR + B,FOB + B3ISR * FOB
+ B,BoardSize
+ BsBankSize + ¢,

Where:

Firm_Perf = Firm Performance

ISR = Social Responsibility

FOB = Percentage of Female
Directors

ISR*FOB = Moderating variables of social

responsibility and female directors

BoardSize = Control variable of Board Size
BankSize = Control variable of Bank Size
& = error term

RESULT AND DISCUSSION

Descriptive Statistics

Table 1 shows the descriptive statistical
values of the variables used in this study. Based on
descriptive ~ statistics, the Islamic banking
performance variable (Firm_Perf) has an average
value of 0.0115692. This shows that, on average,
the ability of banks in Indonesia to generate profit
from their assets is 1.1%. The Social
Responsibility Variable (ISR) has an average
value of 0.4572503, which means that the average
Islamic banking company in Indonesia discloses
social responsibility items of 45.7%. Based on the
Indonesia Financial Authority (OJK) regulation,
banks must have three members on the board of
directors. Based on descriptive statistics, the
average number of directors in Indonesian Sharia
Banking sampled in this study is four to five

people, which meets the 2014 POJK
requirements.
Based on descriptive statistics, the

average number of female directors (FBO) in
Indonesian banking sampled in this study is
1777369, which means that there are two female
directors out of the total number of directors.
Currently, there is no official regulation regarding
the existence of female directors in Indonesia.
However, in 2011, the World Bank through the
International Finance Corporation (IFC),
established a program to increase understanding
and awareness regarding the existence of female
directors in developing countries, including
Indonesia. Based on the Women in Business 2020
report (Reeves, 2020), countries in ASEAN,
including Indonesia, have ranked third with the
highest percentage of female directors worldwide.
This indicates that banking in Indonesia has
begun to be interested in paying attention to the
presence of female in top management. Overall,
descriptive statistics for each variable can be seen
in Table 1 below.
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Table 1. Descriptive Statistics for Selected Variables

Variable Max Min Mean Std. Dev.
Firm_Perf .1080234 .0000113 0115692 .0179237
ISR .6744186 1627907 4572503 1269117
FOB 6666667 0 1777369 1959367
ISR*FOB .3255814 0 .0833181 .0950873
BoardSize 11 2 4.389706 1.294849
BankSize 33.21184 25.8087 30.03035 1.366469
Results of Hypotheses Testing
Table 2. Results of Hypotheses Testing
Dependent Variable
Independent Variable Model 1 Model 2
Firm_Perf Firm_Perf
Const .0270262 .0244874
(0.39) (0.38)
ISR .0712329 .0602884
(4.04)*** (3.06)***
FOB -.0075691 -.0375067
(-1.22) (-1.03)
ISR*FOB .0647049
(0.81)
BoardSize -.0004139 -.0007445
-0.57 (-1.09)
BankSize -.0014692 -.0011708
(-0.62) (-0.58)
R? Within .3844 .3939
F 18.42 26.98
Prob > F .0000 .0000

Note: *** significant at 1%; ** significant at 5%; * significant at 10%

Table 2 shows the results of the overall

hypothesis testing in this study. Testing
hypothesis 1 aims to test whether social
responsibility ~ positively  affects  banking

performance. Banking performance is proxied by
financial performance, namely ROA. Testing
hypothesis 1 shows a positive influence between
ISR and Firm_Perf with a coefficient of .0712329
at a significance level of 5%. Therefore,
hypothesis 1, which states that social
responsibility positively affects Islamic bank
performance, is supported.

The study results indicate that the
disclosure of social responsibility reports from an
Islamic perspective or Islamic social reporting
(ISR) is evidence that companies pay more
attention to stakeholders so that the public can
accept companies. This study's results align with
stakeholder theory, which explains that when
companies meet various stakeholder expectations,
they can create superior corporate performance
(Freeman, 1984). ISR is an important factor so
that stakeholders have confidence in sharia-based
companies. Customer confidence in the halal
(permissibility) of the product is stated in the ISR.
This step will shape the company's image so
customers will be loyal to the company's products.
Customer loyalty triggers an increase in future
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revenue, which ultimately affects the company's
financial future, namely an increase in financial
performance. The results of this study are in line
with research conducted by Arifin & Wardani,
(2016), Arshad et al., (2012), Mallin et al., (2014),
Saeidi et al., (2015), which shows that disclosure
of social responsibility has a positive effect on the
performance of Islamic banks.

Testing hypothesis 2 aims to test whether
female directors have a positive effect on Islamic
banking performance. Hypothesis 2 testing shows
a negative effect between FOB and Firm_Perf
with a coefficient of -.0075691 at a significance
level above 5%. Therefore, hypothesis 2, which
states that female directors have a positive effect
on Islamic banking performance, is not supported.
The unsupported hypothesis 2 is in line with social
psychology theory which states that decision-
making will be slower and cause more conflict if
there are a variety of directors (Carter et al., 2010),
one of which is the gender diversity of directors.
The data in this study indicate that there is
inequality in gender diversity in directors, where
the average female director in the sample is 17%
of the total number of directors or approximately
two people, with an average number of directors
of four people. This shows that female in directors
is minority. According to Marimuthu &
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Kolandaisamy (2009), minority directors tend to
have lower levels of psychological commitment
and turnover intent and higher absenteeism. In
addition, minority directors will have less
satisfaction, feel more discrimination, and result
in other negative behaviors and attitudes (Jayne &
Dipboye, 2004).

Gender diversity within teams implies
that the team is heterogeneous, with male and
female acting with different leadership styles
(Fenwick & Neal, 2001). As a result, team
members tend to communicate less frequently,
affecting the effectiveness of communication
within top management and are generally less
cooperative. This behavior can increase conflict,
negatively impacting firm performance (Pelled,
1996). In addition, according to Fauzi & Locke,
(2012), one of the reasons that the presence of
female directors can reduce performance or have
no impact on performance is because the
appointment of female directors is only limited to
fulfilling rules and appropriateness so they may
not have sufficient knowledge and experience so
that they no added value for the company.

Testing hypothesis 3 aims to test whether
female directors strengthen the positive influence
of social responsibility on Islamic banking
performance. Hypothesis 3 testing shows no
influence between the interaction variables
ISR*FOB and Firm_Perf. Therefore, hypothesis
3, which states that female directors strengthen the
positive influence of social responsibility on
Islamic banking performance, is not supported.

(2011) argues that most
companies in Indonesia are family-controlled
companies. Hence, the presence of female on
boards is only due to family relations with
controlling shareholders rather than due to their
expertise and experience. Therefore, the
management carried out by female directors has
no effect on the performance of Islamic banking in
Indonesia.

CONCLUSION

Darmadi

This study examines the moderating
effect of the diversity of directors on the
relationship between social responsibility and the
performance of Islamic banks in Indonesia from
2008-2021. The first objective of this research is to
examine the positive influence between
responsibility and performance in Islamic banking
companies in Indonesia. The results of the study
show that social responsibility has a positive effect
on the performance of Islamic banks. Islamic
banking companies carry out social responsibility
to increase stakeholder trust and impact company
performance. The second objective of this
research is to examine the positive influence
between female directors and the performance of
Islamic banks. The study results show that female
directors have no effect on the performance of
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Islamic banks. Female directors in Islamic
banking companies in Indonesia are a minority,
so they will have less satisfaction, experience
more discrimination, and result in other negative
behaviors and attitudes so that they cannot
improve company performance. The third
objective of this study is to examine the
moderating effect of female directors on the social
responsibility and performance of Islamic banks.
The study results show that female directors do
not moderate Islamic banks' social responsibility
and performance. Most companies in Indonesia
are family-controlled companies, so the presence
of female on the board of directors is only due to
family relations with controlling shareholders
rather than due to their expertise and experience.
Therefore, the management carried out by female
directors has no effect on the performance of
Islamic banking in Indonesia.

This research has some inherent
limitations. First, this study only took samples of
Islamic banking companies, so the results of this
study may not necessarily be generalized to
companies with different types of industries.
Future studies can use companies from various
types of industries and compare them to find out
the moderating effect of the diversity of directors
on the relationship between social responsibility
and Islamic banking performance from the
perspective of various industries in a more
comprehensive manner. Second, this study looks
at the diversity of directors from the demographic
characteristics of directors, namely gender only.
Future research can use or add to other diversity
from demographic and cognitive aspects.
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