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Abstract:

Research aims: This study aims to examine the indirect effect of Islamic
Corporate Governance (ICG) on Islamic Corporate Social Responsibility Disclosure
(ICSR) with productivity as mediation.

Design/Methodology/Approach: This study used secondary data sourced from
annual reports, corporategovernance reports, and financial reports of Islamic
bankinginIndonesia for the period 2008 to 2019, with the criteria of Islamic
banks (IBs) that have not been established for 12 years, and observations carried
out sincethey were established until 2019. The samplingtechnique was done by
convenience samplingand obtained 121 observations,and research testing
employed regression analysis.

Research findings: The results found that banking productivity fully mediated
Islamiccorporategovernance's effect on IslamicCorporateSocial Responsibility
Disclosure. Thus, good productivityis anabsoluterequirement that must be
fulfilled to carryouta good social function, as reflected in the IslamicCorporate
Social Responsibility disclosure.

Theoretical contribution/Originality: This study reaffirms and develops a new
model of the relationship between ICG and ICSRdisclosureinIBs.
Practitioner/Policy implications: This research was conducted based on
stakeholder theory, which is later developed into stakeholder theory from an
Islamicperspective.

Research limitation/Implication: First, this study used the ICG variableand the
ICSR disclosure, butthe researcher did not discuss the quality of disclosure.
Second, this study did not test the reliability of the ICSR disclosure.

Keyword: IslamicCorporate Governance; Islamic Corporate Social Responsibility;
Productivity

Introduction

Islam views Corporate Social Responsibility (CSR) as an institutional
responsibility based on faith and belief (agidah), worship, and morals and
ethics (akhlaqg) grounded on Islamicvalues (Khurshid, Al-Aali,Soliman, &
Amin, 2014). The concept of CSRin Islamincludesthe dimension of tagwa
(God-consciousness), in which the company plays arole and responsibility
as servants and representativesin all situations, and thisis part of the
belief systeminIslam, whichisthe basis of social behavior (Elasrag, 2015).
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Business activity in Islam must be in harmony between economic and spiritual activities.
Islam has three interconnected dimensions, namely seeking the pleasure of Allah SWT as
the primary goal, providing benefits to sodety, and achieving mutual prosperity (Haniffa,
2002). CSR by IBs is a form of responsibility to stakeholders, while the responsibility to
stakeholders in an Islamic perspective is a responsibility that aims to protect all
stakeholders’ rights and interests (Igbal & Mirakhor, 2004). IBs face intense pressure to
maintain profitability and social responsibility because, in essence, IBs do not only focus
on economic benefits alone but must also be responsible and care about social
problems in their business activities (Malik & Nadeem, 2014). Farook, Hasan, and Lanis
(2011) state that CSR in Islam comes from the principles in the Qur'an. The big three
basic CSR principles are humans as representatives on earth, divine responsibility, and
the obligation to invite goodness and prohibit evil. CSR in an Islamic perspective is
known as IslamicCSR (ICSR).

Lewis (2005), Hasan (2009), and Abu-Tapanjeh (2009) affirm that corporate governance
at IBs, whichis based on Islamic values, is known as Islamic Corporate Governance (ICG).
The concept of ICG philosophically has a broad scope because it uses the premise of an
Islamic sodo-scientific epistemology based on the Oneness of God (Choudury & Hoque,
2004). Several principles govem ICG, namely expanding the scope to achieve the unity of
Tawhid through an interactive, integrative, and evolutionary process to interact with the
environment, principles of justice, and the involvement of productive human resources
in sodal relations and economic activities. These principles exist in ICG, which are
regulated in the Qur'an and Hadith (Choudury & Hoque, 2004). IBs have a reliable ICG
model with a very high level of accountability to protect and safeguard stakeholders'
rights and interests (Sairally, 2013).

Table 1 The growth of Islamicbanking assets

Size (St) Share (%) Size (St) Share (%) CAGR (%)
KSA 0.343 36.92 0.766 43.60 17.43
UAE 0.150 16.15 0.250 14.23 10.76
Malaysia 0.148 15.93 0.218 12.41 08.05
Kuwait 0.098 10.55 0.154 08.76 09.46
Qatar 0.083 08.93 0.179 10.19 16.62
Turkey 0.052 05.60 0.093 05.29 12.33
Indonesia 0.025 02.69 0.050 02.85 14.87
Bahrain 0.015 01.61 0.016 00.91 01.30
Pakistan 0.015 01.61 0.031 01.76 15.63
QISMUT +3 0.929 100.0 1.757 100.0 13.59

Note :a Expected
Source : Ernst & Young(2016)

The research on ICG has become a prolifically productive area in the field of Islamic
finance and accounting studies (Mansour & Bhatti, 2018). A large amount of research in
the ICG field is due to Islamic financial institutions' rapid growth worldwide. Table 1
shows the growth rates for the QISMUT + 3 countries. Indonesia ranked seventh with an
average growth rate of 14.87%. This figure was relatively high for a company growth
measurement. On the other hand, there has also been quite a lot of research related to
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ICG, so it can be said that there are alink and match between ICG studies and practices
inIndonesia.

ICSR by IBs is basically a form of responsibility to stakeholders that aims to protect their
rights and interests as a whole, both horizontally and vertically or to Allah SWT (lgbal &
Mirakhor, 2004). According to Dusuki and Abdullah (2007), stakeholders' responsibility
in an Islamic perspective aims to align various interests based on moral, ethical, social
responsibility and public interest principles, namely avoiding damage and poverty and
the principle of obedience to Allah's Commandments. In social responsibility, IBs must
be formally accountable through an annual report and report to Shareholders' General
Meeting. Stakeholders are entitled to information on the extent to which the company
implements social and environmental programs. Haniffa (2002) suggests that social
responsibility reporting is the company's response to meeting community expectations.
IBs are required to disclose all information that reflects their identity, induding social
and environmental responsibility (Bayoud, Kavanagh, & Slaughter, 2012).

Based on this explanation, I1Bs implementing the ICG concept must fulfill social and
environmental functions. However, the results of empirical studies have found
inconsistent results. The study results found that IBs performed their social functions
(Giannarakis, 2014; Musibah & Alfattani, 2014; Othman, Thani, & Ghani, 2009). Other
studies uncovered that IBs did not pay attention to social functions (Farook et al., 2011;
Hassan & Harahap, 2010; Maali, Casson, & Napier, 2006; Othman & Thani, 2010; Raman.
& Bukair, 2013). These study results' inconsistency is a research gap that requires
further research by induding intermediate variables as a solution (Wu & Zumbo, 2007).
The intermediate variable can be either mediation or moderation (MacKinnon, 2012).
The use of productivity as a mediating variable based on the previous studies’ results:
Janggu, Joseph, and Madi (2007); Siregar and Bachtiar (2010); Hossain (2012); Xiaowen
(2012); Giannarakis (2014), in which the outline of the condusion is that companies with
profits or generated greater profits would have a better ability to carry out social and
environmental activities. These study results implicitly imply the existence of good
performance for broader ICSR disclosures, while productivity is part of the company's
financial performance (Widagdo & lka, 2009).

This research was conducted based on stakeholder theory, which is later developed into
stakeholder theory from an Islamic perspective (lgbal & Mirakhor, 2004). The
contribution of this research is to strengthen the construction of stakeholder theory
development in an Islamic perspective, which currently has much research being carried
out to strengthen the position of the theory in academia. Explicitly, this study reaffirms
and develops a new research model of the relationship between ICG and ICSR disclosure
in IBs with productivity as a mediation variable. These contributions are expected to
help develop knowledge and increase IBs' concern for sodal and environmental
activities, which is one of their functions. Thus, the novelty of this research is to build a
new model of the relationship between ICG and ICSR disdosure by including productivity
as mediation and using stakeholder theory from an Islamic perspective as a grand
theory.
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Literature Review and Hypotheses Development
StakeholderTheory

Stakeholders are all parties, both internal and external, who can influence or be
influenced by the company either directly or indirectly (Freeman, 1984). Stakeholder
theory initially emerged because of the growing awareness and understanding that the
company has stakeholders, namely parties interested in the company. The idea that
companies have stakeholders has become a topic of discussion in the management
literature both academically and professionally.

Fontaine, Haarman, and Schmid (2006) assert that stakeholder theory is a theory which
states that all stakeholders have the right to obtain information about company
activities, which can influence their decision making. Caroll and Buchholtz (2009) state
that stakeholder theory can be viewed in three approaches: descriptive, instrumental,
and normative. A descriptive approach is a realistic picture of how the company
operates. The descriptive approach aims to understand how managers handle
stakeholder interests while still carrying out company interests. The instrumental
approach states that one of the company's strategies is to produce good company
performance by paying attention to stakeholders. The nomative approach tells that
every person or group contributing to a company's value has the moral right to receive
an award; this is the management's obligation to fulfill stakeholders' rights. Research on
CSR activities based on stakeholder theory means implementing the third theoretical
approach, namely the normative approach. The sodial and environmental activities by
IBs are the implementation of stakeholder theory in a nommative approach. These
activities are described in the annual report in the form of voluntary disclosures, which
has become asignificantresearch variablein ICSR.

Islamic Corporate Governance

According to Choudhury and Hoque (2006), ICG is a religious-based theoretical decision-
making process that uses Islamic principles related to the epistemology of Tawhid. The
Islamic view of ICG is useful for minimizing transaction costs in a decision-making
environment and achieving corporate objectives within the framework of Sharia law.
According to Chapra and Ahmed (2002), ICG is defined as a collection of relationships
between company management, directors, shareholders, and other stakeholders,
aimingtoachieve justice by increasing transparency and accountability.

ICG in IBs is unique in that it must ensure that all operations adhere to ethics and
morality as outlined by Sharia (Choudhury & Hoque 2006). The ideal sharia corporate
governance according to Islamic economic principles is developed by accommodating all
company stakeholders’ interests fairly based on sharia rules in accordance with
ownership rights and agreements (Lewis, 2005). Igbal and Mirakhor (2004) explain that
the central organ of ICG is SSB, which is responsible as a supervisor and supervisor of
sharia compliance, is obliged to ensure the compliance of IBs management with sharia
principlesand bind stakeholders in fulfilling obligations and obtaining rights.
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ICG has an obligation to suppliers, customers, employees, and society in meeting their
spiritual and temporal needs (Lewis, 2005). Thus, from an Islamic perspective, ICG is a
responsibility and obligation not only at the company level but also at the individual
level. The foundation of IBs is rooted in Islamic law, and IBs adhere to the principle that
contracts, which are exploitative based on interest, uncertainty, or contain risk or
speculation, cannot be executed by IBs. Financial transactions based on Islamic law
teach operations and finandial products that generate fair profits and provide added
socio-economicvalue to society (Mollah & Zaman, 2015).

StakeholderTheory in Islamic Perspective

Muslim scholars also discussed corporate and management behavior and their
responsibilities towards society and communities (Tahir & Ghazali, 1992). Worldly goods
are for everyone's benefit, and no one has the right to use these items for harm to other
members of society. Islam teaches humans how to develop morals and use them for the
development of their lives. However, corporate organizations in the past were not as
complex as they are today. It requires extensive work to understand modern corporate
behaviorwithin an Islamicframework (Azid, Asutay, & Burki, 2007).

Islam has its own laws regarding companies' nature and economic perspective, which
are different from conventional systems. Islamic norms are expected to change policies
and business direction. The sharia system respects investors, business initiators, and the
role of entrepreneurs in poverty alleviation and considers companies with this aim to
have concern for society according to the Qur'an and Sunnah. In other words, Islam calls
for socially responsible business (Azid et al., 2007).

Islam views that entrepreneurs have the right to own personal property and economic
resources, earn profits, expand jobs, increase investment, and increase prosperity
(Ahmed, Islam, & Hasan, 2012). However, it is essential to note that the concept of
ownership is not absolute in this system because humans are caliphs, and resources are
given by God to individuals, so their job is to use them according to Allah's guidance. In
other words, the concepts and functions of property are transformed by the provision of
moral and legal filters and instill in people's minds and hearts the idea that allin its form
- physical and human, machine power and brainpower - property is a belief (trust), and
thus, property rights are subject to moral constraints and are used as a means to fulfill
ethical goals - maqasid al-Syariahis the goal of Islam (Ahmed et al., 2012).

Omran and Ramdony (2015) suggest that from the perspective of corporate social
responsibility, the theory that is widely used as a basis for research in the field of ICSR
disdosure is the theory of stakeholders. Stakeholders are not only those whose
relationships are explicitly stated in the contract but also implicitly related to the
company's activities. This implicit contract is the essence of Sharia. When humans were
appointed caliphs, then they had an implicit contract with God in every activity. There
are obligations and responsibilities that every human being carries to realize his
obedience to God. Failure to achieve this means he has betrayed and will feel the
consequencesinthis world and the hereafter (Igbal & Mirakhor, 2004).
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Social ResponsibilityinIslam

Siwar and Hossain (2009) have the view that the Islamic world begins with the concept
of 'Oneness of God', which dominates heaven and earth. Islam represents itself not only
as areligion but also as a complete code of life. The unity of God, namely Tawhid, means
that everything is under God's grace and everything is under His great will; for example,
humans are users of God's creation, therefore obeying Islamic law is an obligation
(Choudhury & Hoque, 2006; and Williams & Zinkin, 2010).

In CSR, it is claimed that religion plays a vital role in the development of values and
personal behavior, which affects the business area (Williams & Zinkin, 2010). According
to Farook et al. (2011), ICSR originates from the Qur'an principles. The three main basic
principles of the ICSR are the representative of humankind on the earth, the divine
responsibility, and humankind's obligation to command good and forbid evil. Therefore,
these core principlesform the basis of individual and corp orate social responsibility.

Based on this, the balance of behavioral responsibility and piety comes from recognizing
that humans have two missions that must be accomplished: the first mission as the
servant of Allah, and the second, the mission as the re presentative of Allah. In the first
relationship, man is responsible to God as his servant, while in the second relationship,
he is responsible for his relationship with God's creation. Islam needs a balance, which
means doing something proportionately and avoiding extreme things (Williams & Zinkin,
2010).

The Islamic perspective on sodal responsibility is that the activities carried out must help
individuals or communities improve their living conditions or their environment or
better comply with religious rules and norms (AAOIFI, 2010). Islam provides guidance to
its followers in all aspects of life based on the Qur'an and Hadith. Responsibility in
business is not just finandal gain, but social and economic justice (Shukor, 2016). The
Qur'an always links success in business and economic growth, which is influenced by
entrepreneurs' morale in running a business (Yusuf, 2017). Based on this, it shows that
the concept of social responsibility and environmental preservation has long existed in
Islam, along with the presence of Islam brought by the Prophet Muhammad.

Hypotheses Development

The concept of CSRin Islamic economicsis based on the Qur'an perspective that humans
are believed to be caliphs on earth. As a caliph, it is explained that humans have the
responsibility to care for all of Allah's creation (Kurniawan & Yaya, 2017). Al-Quran Surah
Al-A'raf verse 74 commands humans as caliphs on earth to protect all of Allah's creation.
Islam regulates relationships with fellow humans and relationships with the natural
surroundings. CSR does not just mean it is an obligation for companies that are engaged
in manufacturing and mining. Companies engaged in finance like banking are no
exception; Islamic banks also have the same responsibility. According to Hannifa (2002),
Islamic banking should implement CSR better than conventional banks because of the
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measure of accountability Islamic banks are not only for stakeholders but also to Allah
SWT as the ownerof all that isin the world (Kurniawati & Yaya, 2017).

Previous Research in ICSR

Several studies have examined the level of ICSR disclosure by Islamic banks using
disdosure indexing techniques (Mallin, Farag, & Ow-Yong, 2014; Rahman & Bukair,
2013; Farook et al., 2011; Haniffa & Hudaib, 2007; Maali et al., 2006; Othman et al.
2010; Hassan & Harahap, 2010). Maali et al. (2006) investigated the extent to which the
social activities expressed by 29 Islamic banks in the Gulf Cooperation Coundil (GCC)
countries by comparing the social disdosures carried out by Islamic banks with those of
the public. The community's social practices were then used as benchmarks for social
reporting of Islamic banks and compared with annual reports with content analysis
techniques. They found that Islamic banks' social disdosure practices were far below the
benchmarkfordisclosure based on Sharia’s principles.

Haniffa and Hudaib (2007) examined ethical identity based on Islamic values in seven
Islamic banks in GCC countries in the bank's annual report. They designed ideal ethical
disdosure standards based on five features that distinguish conventional Islamic banks
using content analysis in annual reports to determine the extent of ICSR disclosures. The
results showed a significant gap and concluded that in order for Islamic banks to remain
competitive, they must communicate more effectively to improve their image and
reputation in society. Rehman and Mangla (2010) studied the ICSR disdosure level by
Bank Islam Malaysia Berhad (BIMB) using a longitudinal case research approach from
1992 to 2005. The ICSR disclosure index developed consisted of nine themes:
restrictions on supervision, illegal transactions, zakat, qard funds, community
involvement, employees, environment, product/service contributions, and SSB. His
research results revealed that the highest score was the disclosure of SSB. BIMB did not
provide information in any form relating to the themes of restrictive supervision, illegal
transactions, and the environment. Overall, the volume and quality of ICSR disclosures
increased overthe 14-yearstudy period.

Hassan and Harahap (2010) conducted a study focused on disclosing social activities in
seven Islamic banks' annual reports in Indonesia. They uncovered that the issue of social
responsibility was not the primary concem of most Islamic banks when viewed from the
low index of social disdosure of large Islamic banks in Indonesia. The study concluded
that Islamic banks paid less attention to the disclosure of their social activities. Farook et
al. (2011) provided a basis for ICSR disdosure in Islamic banks and investigated the
extent of social responsibility disdosure in 47 Islamic banks' annual reports in 14
countries. This study empirically analyzed the disclosure level based on the ICSR
benchmark derived from Maali et al. (2006) disclosure index. This study found significant
differences in ICSR disdosure among these Islamic banks and conduded that Islamic
banks must establish SSB. Aribi and Gao (2012) analyzed ICSR narrative disclosure in 21
IFls operating in GCC countries to examine Islam's influence and disclosure of ICSR. They
uncovered that the ICSR disclosure in the SSB report was very small compared to the
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information on zakat, interest-free loans, and donations made in the bank's annual
report.

Rahman and Bukair (2013) inspected the effect of SSB and its characteristics on ICSR
disclosure level in 53 Islamic banks operating in the GCC in 2008, with a disclosure index
developed from an Islamic perspective. The results exhibited that there was an increase
in the ICSR information disdosed in the annual report. Besides, using multiple regression
analysis found that SSB characteristics had a significant positive effect on ICSR
disdosure. It showed that the characteristics of SSB are an essential factor in
determining the level of ICSR discdosure. Platonova, Asutay, Dixon, and Mohammad
(2018) scrutinized the relationship between socal responsibility and financial
performance for Islamic banks in GCC countries during the 2000-2014 period with data
related to social responsibility through an analysis of annual disdosure reports. This
study's findings indicated a significant positive relationship between ICSR disdosure and
Islamic bank finandal performance in GCC countries. Mallin et al. (2014) examined the
relationship between ICSR disclosure and Islamic bank financial performance. This study
used the ICSR discosure index, incduding ten dimensions in 90 Islamic banks in 13
countries. The disclosure index revealed that these Islamic banks were involved in
various social activities. This study's results signified the order of the disclosure index
scores on the commitment to vision and mission, the board of commissioners and top
management, and the dimensions of finandal products/services, while very little
attention was paid to the environmental dimension.

ICG and ICSR Disclosures

Stakeholder theory puts forward that a good ICG requires responsibility and attention to
all parties' wishes and ensures company accountability to all stakeholders (El-Halaby &
Husseney, 2015). Clear relevance exists in the conception of ICG and stakeholders who
view business as a complex and interconnected network that contributes to corporate
value (Jamali, 2008).

ICG and social disclosure rely on the same source's strengths: transparency,
accountability, and honesty (Van den Berghe & Louche, 2005). Marisglia and Falautano
(2005) explained that ICG and ICSR disclosure would make the company progress, which
would attract the public's trust. ICSR disdosure maximizes trust and maintains good
relations with stakeholders (Aguilera, Rupp, Williams, & Ganapathi, 2007).

The results of the above research indicated a positive influence between ICG and the
disclosure of ICSR. Previous studies relevant to these findings are Musibah and Alfattani
(2014), who found that the implementation of ICG would affect the implementation of
corporate social responsibility. Adiertanto and Chariri (2012) exposed that ICG had a
positive effect on CSR. Other relevant studies revealing a positive influence on ICG on
ICSR are Othman et al. (2009); Khan, Muttakin, and Siddiqui (2012); Giannarakis (2014).
Based on this explanation, the following research hypothesis was developed:

H;: ICG has a positive effect on ICSR disclosure.
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ICG and Productivity

ICG is unique governance in IBs, as it must also ensure all operations adhere to ethics
and morality as outlined by Islam (Choudhury & Hoque, 2006). This uniqueness makes it
possible to achieve a competitive advantage with high performance, and this uniqueness
lies in the role of SSB (Farook et al., 2011). Mollah and Zaman (2015) found the role and
influenceof SSBinincreasingfinancial performance in IBs.

Research on the influence of ICG on bank performance can be found in several previous
studies. These studies include Dalwai, Chugh, Prasad and Mohamadi (2014), who
revealed evidence that ICG could increase company competitiveness and led to good
performance. Muttakin and Ullah (2012) discovered that the number of boards of
directors positively affected performance. Hoque, Islam and Ahmed (2012) uncovered
that the number of boards of directors and the number of audit committee meetings
positively influenced performance. Hussain (2009) exposed that there was an influence
between the efficient ICG structure on financial performance. Rehman and Mangla
(2010) found an effect of ICG on financial performancein conventional banks and IBs.

Other studies encompass Ado, Shafie, and Goni (2017): there was a positive influence
between ICG and financial performance, Hamza (2013): the independence of the SSB is
the main component of the ICG structure that is efficient and beneficial to the IBs
industry in terms of effectiveness and credibility, Quttainah (2012): ICG positively
impacted finandal performance and managerial behavior, Al-Tamimi (2012): there was a
positive effect of ICG on financial performance in IBs, and Yaghoobnezhad, Nikoomaram,
and Salteh (2012): quality and profits were better after implementing strict ICG. Based
on this explanation, the following research hypothesis was developed:

H,: ICG has a positive effect on productivity.

Productivity and ICSR Disclosure

Haniffa and Cooke (2005) stated that companies that generated profits would provide
more information about ICSR disclosure. They explained that the positive influence
between profitability and the level of ICSR disclosure was due to the freedom and
flexibility of management to publishing more ICSR disclosure initiatives. Tagesson, Blank,
Brobeg, and Collin (2009) found that if a company made a profit, there was a positive
effect on the level of social disdosure because the company could pay the cost of social
disdosure. Siregar and Bachtiar (2010) disdosed that profitable companies devoted
more finandal resources to social initiatives. Giannarakis (2014) uncovered that
companies that generated profits tended to disdose more information than less
profitable companies.

Janggu et al. (2007) argued that companies with a higher profitability level tended to

disclose more information than companies with a lower profitability level. Other
relevant studies to the above findings are Othman et al. (2009), Giannarakis (2014), and
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Ahmed et al. (2012). In connection with the above explanation that companies with
good performance or high productivity could carry out social responsibility well, the
following research hypothesis could be developed:

H;: The productivity of IBs has a positive effect on the disclosure of ICSR.

Mediation of Productivity

The inconsistency of research results on the effect of ICG on ICSR disclosure is a research
gap that requires further research by including intermediate variables as a solution (Wu
& Zumbo, 2007). Intermediary variables can be in the form of mediation or moderation
(MacKinnon, 2012). Based on this, this study induded a mediating variable of
productivity in the influence of ICGon ICSRdisclosure.

The use of productivity performance as a mediating variable is based on the results of
previous studies. Siregar and Bachtiar (2010) found that a profitable company would
devote more finandal resources to social initiatives, seen from corporate social
disdosures. Giannarakis (2014) revealed that companies that generated profits tended
to provide more ICSR disdosures than less profitable companies. Janggu et al. (2007)
and Hossain (2012) exposed that Islamic business institutions with higher profits would
affect social responsibility disclosure greater than those with small profits. Xiaowen
(2012) exhibited that companies with good performance chose to disdose more
information to distinguish them from companies that performed poorly. The results of
these studies implicitly implied the existence of good performance for broader ICSR
disdosures. Regarding this, it could be assumed that productivity, which is part of the
performance (Widagdo & lka, 2009), mediated the effect of ICG on ICSR disclosure.
Based on this explanation, the following hypothesis was developed:

H,: Productivity mediates the effect of ICG on ICSR Disclosure.

Theoretical Framework

Based on the literature review and hypothesis development, this research model is
displayedin Figure 1.

Ha+
Size Productivity Size
Performance
Hy+ Hs+
ICG »| ICSR Disclosure
Hi+

Figure 1 Theoretical Framework
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Research Method
Population and Samples

This research population was IBs in Indonesia, consisting of Islamic commercial banks
(ICB) and Islamic public finance banks. According to the 2020 Sharia Banking Statistics,
the number of ICB was 12, and Islamic public finance banks were 165; thus, this study's
populationwas 177.

From the existing population, only ICB provided complete and easy to obtain
information, so that the sample of this research was 12 ICBs. ICBs have not been 12
years old, and the observations were from its establishment until 2019. Observations for
12 years until 2019 were to strengthen the generalizability of research results. The
observation results could be obtained by 121 observations (unbalance).

Definition of Variables

The dependent variable was the level of ICSR disclosure. The operationalization of the
ICSR disdosure variable was by compiling disclosure indicators and items. These
indicators and disclosure items used indicators and previous research items (Mali et al.,
2006; Haniffa and Hudaib, 2007; Hassan and Harahap, 2010; Othman and Thani, 2010;
Yusuf, 2017), consisting of eightindicatorsand 75 disclosure items.

Measurement of the ICSR disdosure variable employed a dichotomous scoring with a
score of 1 if disdosed and 0 if not disdosed. Then, from the scores made, a disclosure
index was constructed, as done by Haniffa and Cooke (2002), Haniffa and Hudaib (2007),
and Hassan and Harahap (2010). The formulais as follows:

EF = Xie
ICSR Disclosure Index (DI-ICSR;;) =-----------
N
Where:
DI-ICSR;; = ICSRdisclosure indexfordimensionjandindicatort
Xit = variable Xfrom 1 to nfor dimensionjand period t, 1 if disclosed and 0 if not
N = number of variables/statement and X; = 1if ith itemis not disdosed, thatO,

;< 1.

The ICG variable was measured based on the composite predicate scale of the ICG self-
assessment results, as Asrori (2014) conducted, which consisted of eleven dimensions:
(1). Implementation of duties and responsibilities of the board of commissioners, (2).
Implementation of duties and responsibilities of the board of directors, (3).
Completeness and implementation of committee duties, (4). Implementation of duties
and responsibilities of the SSB, (5). Implementation of sharia principles in the activities
of raising funds and distributing funds and services, (6). Handling of conflicts of interest,
(7). Implementation of the bank's compliance function, (8). Implementation of the
internal audit function, (9). Application of the external audit function, (10). The
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maximum limit for distribution of funds, and (11). Transparency of finandal and non-
financial conditions, GCG implementation reports and internal reporting. The table
below shows the parameters forthe self-assessment set by Bank Indonesia.

Table 2 Parameterfor self-assessment

Composite Value< 1.5 Very good 5
1.5 < Composite Value< 2.5 Good 4
2.5 < Composite Value< 3.5 Good enough 3
3.5 < Composite Value< 4.5 Not good 2
4.5 < Composite Value< 5 Very not good 1

The mediation variable used was productivity. Productivity was measured by total
operating income divided by total assets. This ratio measured the company's ability to
generate income with its assets. This high-value ratio indicates high productivity by the
bank in utilizing its assets (Widagdo & lka, 2009). The control variable used was bank
size. Bank size was calculated by the natural logarithm of total assets (Al Matari, Al
Swidi, & Hanim Bt Fadzil, 2014).

Analysis Method

A descriptive statistical test was utilized to describe the variables in this study briefly.
Furthermore, classical assumption testing and gradual regression testing were to test
the effect of mediating productivity performance (Baron & Kenny, 1986).

The models are:

DI-ICSRit  :ap+ a;(CPS-ICG)1; + e,

Productivity: by + b;(CPS-ICG)1;; + b,(LnSize),; + e

DI-ICSR; : Co + C1(Prod)1;+ c,(LnSize) i + €y

DI-ICSR; :dg + d;(CPS-ICG)1;: + d5(Prod),;; + ds(LnSize) s + e

Where:

Qg : Constant

CPS-ICG : Composite PredicateScale of ICG
Prod : Productivity

DI-ICSR : Disclosure Indexes of ICSR

e s error

Result and Discussion

Table 3 explains that the average disclosure index for the ICSR disdosure variable was
81.607, with a standard deviation of 9.557. It indicated that the value had a far deviation
from the average range. It was supported by the value of the variance coefficient of
91.344, which signified that the variation in the ICSR disclosure index value in IBs in
Indonesia experienced a large gap. For CPS-ICG, the average value of the self-
assessment predicate scale was 4.20, with a standard deviation of 0.586. It showed that
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the ICG variable did not deviate far from the average range; this was confirmed by the
coefficient of variance of 0.344, indicating that the ICG for IBs in Indonesia was almost
the same. For the variable productivity, the average value was 0.1669, with a standard
deviation of 0.099; this denoted that the standard deviation was far from the range of
the mean. It was proven by the variance coefficient value of 0.010, suggesting that the
variation in the productivity value at IBs in Indonesia was almost the same. Finally, for
the LnSize control variable, the average value was 29.718, with a standard deviation of
1.301. It signaled that the size of IBs in Indonesia was almost identical; the coefficient of
variance of 1.694 verified this.

Table 3 Descriptive statistical test results

DI-ICSR 121 45.333 95.310 81.607 9.557 91.344
CPS-ICG 121 3 5 4.20 .586 344
Productivity 121 .047 .502 .1669 .099 .010
LnSize 121 26.851 32.263 29.718 1.301 1.694

Henceforth, the classical assumption test was carried out, consisting of normality,
multicollinearity, and heteroscedasticity. In this study, the autocorrelation test was not
conducted because it was panel data (Verbeek, 2004). All results met the requirements
for regressiontestingon all hypotheses.

Table 4 Summary of H, testing

CPS-ICG 3.92913 2.70888 0.0077
F 73.3803 0.0000
Adjusted R’ 0.55017

Table 4 presents the statistical results that a significant level of CPS-ICG 5% affected ICSR
disclosure, with a determination coefficient of 0.55017. It signified that the independent
variable CPS-1CG could explain the dependent variable of ICSR disdosure by 55%, with a
positive coefficient of 3.92913. Thus, statistically, hypothesis one (H;) was accepted.

Table 5 Summary of H, testing

CPS-ICG 1.124906 1.528922 0.0089_
LnSize 0.017247 2.350371 0.0204
F 3.036741 0.0018
Adjusted R’ 0.232831

Table 5 displays the results that statistically, CPS-ICG influenced productivity at the 5%
significance level, likewise for Ln Size with a determination coefficient of 0.232831. It
denoted that CPS-ICG and Ln Size could explain the productivity variable by 23.28% and
with a positive coefficent variable, amounting to 0.1.528922 and 2.350371. Hence, the
second hypothesis (H,) was accepted.
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Table 6 Summary of H; testing

Productivity 7.205536 1.104702 0.0153
LnSize 5.118133 10.27201 0.0000"
F 52.99392 0.0000"
Adjusted R’ 0.424257

Table 6 shows that it was statistically significant at the 5% level that productivity and
LnSize impacted the ICSR disclosure, with a determination coefficient of 0.424257. It
indicated that both could explain the dependent variable of ICSR disclosure by 42.42%
and with positive coeffidents 7.205536 and 5.18133. Therefore, the third hypothesis
(H3) was accepted.

Table 7 Summary of H, testing

CPS-ICG 0.227760 0.192702 0.8475
Productivity 7.383172 1.116306 0.0266
LnSize 5.156995 9.560254 0.0000"
F 35.05330 0.0000"
Adjusted R’ 0.259849

Table 7 explains that the productivity variable did not affect DI-ICSR after controlling for
the effect of the CPS-ICG variable on DI-ICSR, with a regression coeffident of 0.227760.
The coefficient of a direct influence of the CPS-ICG variable on DI-ICSR was 3.92913.
However, after the mediating variable productivity was controlled, the relationship
between the two dropped to 0.227760 and was not significant; thus, full mediation
occurred (Ghozali, 2011). From the results of this statistical test, hypothesis H, was
accepted. It suggested that productivity performance mediated the effect of CPS-ICG on
DI-ICSR. The control variable was significant below 0.05 and produced a regression
coefficient of 5.156995.

ICG and ICSR Disclosures

There was a positive effect of CPS-ICG on ICSR disdosure. These results support previous
research (Marisglia & Falautano, 2005; Maali et al., 2006; Musibah & Alfattani, 2014;
Othman et al., 2009; Khan et al., 2012; Giannarakis, 2014; Malik & Nadeem, 2014). The
high ICG composite predicate scale describes the good performance of ICG or the
principles of corporate governance well implemented in IBs in Indonesia. It means that
every ICG structure in IBs was carried out with the principles of transparency,
accountability, responsibility, professionalism, and fairness. The good performance of
ICG affected the ICSR of sharia banks so that the annual report as a media for reporting
to stakeholders provided many reports on social activities carried out in accordance with
sharia values and regulations. The high level of social awareness is since IBs not only
function as profit-oriented institutions but also carry out social functions. Therefore, IBs
as finandal intermediaries are in a unique position in society to drive activity within
themand amongtheirclients and customers.
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These results reinforce the stakeholder theory developed by Freeman (1984), where the
theory needs to emphasize the importance of investing in relationships with those who
have an interest in the company, and the stability of this relationship depends on the
willingness to share. The leading theory influencing corporate governance development
is the stakeholder theory, which considers the broader environmental group of
constituents (Mallin et al., 2014). These results also support stakeholders' theory in an
Islamic perspective, where responsibility is not only from the horizontal dimension but
also from the vertical; this is evidenced by the formation of a high index of religious-
spiritual disclosure in IBs in Indonesia. In the Islamic perspective, sodal responsibility,
the activities carried out must help individuals or communities to improve their living
conditions orenvironmentand better comply with religious rules and norms.

ICG and Productivity

The result of testing the second hypothesis was accepted. The larger the ICG composite
predicate scale showed a good productivity performance in IBs in Indonesia. This finding
strengthens the results of previous research, namely Faozan (2013), which stated that
ICG in IBs is a management system designed to improve bank performance, protect
stakeholders' interests, and increase compliance with the law and generally accepted
ethical values. This result is also relevant to previous research (Dalwai et al., 2014;
Muttakin & Ullah, 2012; Hoque et al., 2012; Hussain, 2009; Rehman & Mangla, 2010;
Hamza, 2013; Quttainah, 2012)

In the Islamic concept, these findings explain the relationship associated with the form
of cooperation between management and stakeholders. The form of the relationship
that underlies the existence of this relationship arises from the basic concept of
Amanah. The essence that happens to both parties is that they jointly carry out the
mandate of ownership, which Allah entrusts as a form of human function as
khalifatullah fill ardh (Triyuwono, 1997). As a party whom Allah SWT trusts to hold this
mandate, he will carry out his duties with full loyalty and commitment to providing the
best performance.

For the control variable in this hypothesis, bank size as proxied by LnAsset had a positive
effect on performance. This study explained that the total assets owned by IBs had an
impact on increasing their productivity. This finding also elucidated that higher IBs
income would increase opportunities to maximize profits and positively impacted
increasing productivity and increasing opportunities to diversify new sources of income
so that productivity was high.

Productivity and ICSR Disclosure

The result of testing the third hypothesis above was acceptable. The greater the
productivity of IBs, the greater the ICSR disdosure index is. These results are consistent
with previous research: Tagesson et al. (2009), Siregar and Bachtiar (2010), Janggu et al.
(2007), Othman et al. (2009), Giannarakis (2014), and Ahmed et al. (2012). Social and
environmental responsibility activities are used for the purpose of Islamic philosophy to
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provide services to the community in accordance with sharia prindples. These findings
also showed that ICG was committed to their principles, which were implemented in
their responsibility and compliance with government regulations and Islamic ethical
values based on the Qur’an and Hadith.

IBs, which are developed in the spirit of Islamic values, place the istigomah principle as
the basis for its management. Istigomah means consistent; the management of IBs can
control themselves, manage emotions effectively, and stick to commitments even in
stressful situations. However, the bank's performance remains committed to its social
obligations. By being committed to sodal responsibility, the IBs expects financial
strength in the long run. Social responsibility is used to attract public sympathy by
building a positive image that aims to increase profits because it is one of the
determiningfactors forthe operational sustainability of IBs.

The control variable bank size positively affected ICSR disclosure. It explained that the
company's size occurred because of the large number of branch offices spread
throughout Indonesia. Many branch offices require each of them to carry out social and
environmental activities around their respective branches. So that accumulatively, there
were many social and environmental activities carried out by IBs, which was reflected in
the extentof the ICSR's disclosure.

Mediation of Productivity

Based on the regression results, ICG positively influenced ICSR disclosure, ICG had a
positive effect on bank productivity, and bank productivity positively impacted ICSR
disdosure. It fulfiled the requirements for a mediation model (Ghozali, 2011).
Nevertheless, after productivity controlled the relationship between ICG and ICSR
disdosure, ICG did not affect ICSR disdosure; thus, full mediation occurred. The full
mediation by the productivity variable on the influence of ICG on the ICSR disclosure
showed that to be able to carry out social activities, it is essential to have financial
capital obtained from high productivity.

Based on this explanation, IBs, as an implementation of the ICG concept, which has a
responsibility to a broader range of stakeholders, must fulfill social functions. Social
responsibility is an obligation that cannot be ignored in holding IBs. However, based on
these findings, IBs must have good financial capabilities to carry out social functions.
This good finandal capability can only be obtained if IBs have good productivity. Thus,
good productivity is an absolute requirement that must be fulfilled to carry out social
functions, and the implementation of good social functions will be reflected in the high
index of ICSRdisclosure.

Conclusion

This study has proven that ICG affected ICSR disclosure. IBs in Indonesia focuses on a
wide range of stakeholders, including attention to social and environmental activities.
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The effident and effective ICG structure and process were reflected in the high ICG self-
assessment score. It was realized because management was committed to providing the
best results for stakeholders with good productivity. This study has also verified that the
productivity of IBs influenced the disclosure of ICSR. The achievement of productivity
made it possible to carry out social and environmental responsibility. Bank productivity
fully mediated the influence of ICG on ICSR disclosure. Thus, bank productivity is an
essential prerequisite forimplementing social and environmental responsibility.

This study contributes: a) as input on a comprehensive assessment of Islamic banking
performance, not only from financial performance parameters but also from social
performance, b) as comprehensive guidelines of sharia banking performance
assessment in Indonesia in the form of ICSR disclosure indicators, and c) that the
development of a new productivity model as a mediation for the influence of ICG on
ICSR disclosure will be beneficial for the development of accounting science and
stakeholdertheoryinlslamicconcepts.

This study has several limitations, and it is hoped that it can be improved in future
studies. This study's limitations are: first, this study used the ICG variable and the ICSR
disdosure, but the researcher did not discuss the quality of disclosure. Second, this
study did not test the reliability of the ICSR disclosure. The author provides suggestions
for further research to consider the quality of disclosure: completeness, accuracy, and
reliability to produce better research findings. The next suggestion for further research
isthatitisnecessarytotest the ICSRdisclosure'sreliability.
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