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FINANCIAL ECONOMICS | RESEARCH ARTICLE

How Islamic and conventional bank in Indonesia 
contributing sustainable development goals 
achievement
Nunung Ghoniyah1* and Sri Hartono1

Abstract:  This study aimed to prove that social goal in improving social living 
standards is implanted on banking’s objective in Indonesia. This research also tried 
to prove that there were differences between conventional and Islamic banks in 
defining the company goals, whether the goals are profit-oriented or socially 
oriented. This social goal is also aligned with sustainable development goals (SDGs) 
as international agendas in the world. The banks’ contribution will be measured its 
impact on sustainable development goals. The developed hypotheses are equipped 
with good financing quality control. Furthermore, this research will compare the 
social goals of conventional banks and Islamic banks (sharia banks). This research 
used 801 data from the annual reports of conventional and Islamic banks in 
Indonesia from 2011 to 2018. Meanwhile, the reflection of sustainable development 
goals used several indicators, so that the statistical analysis used is WarpPLS. This 
research proved that there were differences between Islamic and conventional 
banks in promoting sustainable development. Generally, high financing or credit will 
increase sustainable development, while the sufficient/low bank profit demanded 
from the bank financing/credit also will increase sustainable development achieve-
ment. In conclusion, the financing quality is able to differentiate whether the low 
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profits earned by banks are due to social orientation for sustainable development or 
because of poor market conditions (bad credit/financing).

Subjects: Banking; Corporate Social Responsibility & Business Ethics; Corporate Social 
Responsibility; Business Ethics  

Keywords: sustainable development goals; social living standards improvement; the goal 
and function of bank; credit distribution

1. Introduction
Indonesia becomes one of the countries that supports the achievement of the Sustainable 
Development Goals program (SDGs) (Central Bureau of Statistics, 2016). The program is an inter-
national agenda of the United Nations (UN) which is adopted by 194 countries in the world 
(Financial Ferivices Authority, 2017). To achieve the goals, it needs to involve various stakeholders, 
such as the bank institution.

Banking is an institution that has a clear impact on the real sector (Adekola, 2016; Robinson, 
2001). Banks become capital suppliers to encourage business growth in the real sector, it has been 
stated in the theory of supply leading policy or supply leading finance (Abusharbeh, 2017; 
Zamzami, 2011). In Indonesia, the bank has a responsibility to improve the life quality of people. 
The social purpose of the bank has been stated in law since 19th century (Law No.10 of 1998— 
Amendment to Law No. 7 Yr 1992 concerning Banking, Pub. L. No. 10, The Unitary State of the 
Republic of Indonesia (Negara Kesatuan Republik Indonesia), 1998). Therefore, it can be concluded 
that sustainable development goals are in line with the basic objectives of banking in Indonesia.

In order to achieve the social goals, empirical studies of banks have been conducted. Banks will 
tend to demand not too high profit from the financing given to the customer. As the result, the 
customer’s burden will be lighter, and more assets can be used to be empowered in the real sector. In 
addition, it also increases their purchasing power (Adekola, 2016; Ghoniyah & Hartono, 2019a; 
Murerwa, 2015). This happens in developing countries like in Nigeria where banks demand low profits 
and are able to provide stimulants for the country’s economic growth (Adekola, 2016), as well as by 
Islamic banks (or sharia banks) for economic growth in Indonesia (Ghoniyah & Hartono, 2019a).

Nevertheless, profit-oriented banking is crucial in order to give feedback to customers/investors, 
and it can increase a customer’s tendency to save their funds in banks (Klein & Weill, 2018). Thus, 
banks can still contribute to the country’s economic growth by creating good corporate performance, 
and further, it can be signalled by the high profits achievement (Alkhazaleh, 2017; Klein & Weill, 2018).

Different perspectives on the ways to improve sustainable development goals also arise from the 
existence of two different banking systems. Since 1997, Indonesia has implemented two banking 
systems, they are conventional banking and Islamic banking. Islamic business orientation is not 
only concerned with company profits, it is an absolute principle that must be applied by Islamic 
banks. In other words, the company ought to be oriented towards achieving the benefit or well- 
being of all creatures including the environment (Muhamad, 2016). Therefore, the Islamic banks 
demand low company profits so that it does not burden the community, as an effort to stimulate 
economic growth (Ghoniyah & Hartono, 2019a). Moreover, Islamic banks are focused on channel-
ling the funds in the real sector, not in the financial sector like conventional banks.

The different perspectives on contribution methods towards sustainable development goals by 
bank institutions raise new questions; whether there is a significant difference between the 
orientation of Islamic banks and the orientation of conventional banks on SDGs. This research is 
a continuity of previous research which has proven that Islamic banks in Indonesia demand low 
profits as a stimulant for increasing the country’s economic growth. This is strengthened by the 
low nonperforming financing as a control variable. When the financing quality is poor (high 
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nonperforming financing ratio), the low profit of Islamic banks is indicated because of poor bank-
ing performance. While when the financing quality is good, the low profit of Islamic banks is to 
stimulate the Indonesian economy (Ghoniyah & Hartono, 2019a).

This study wants to explain how the differences in the contribution between Islamic banks and 
conventional banks in Indonesia in achieving sustainable development goals. Also, how the 
tendency of Islamic banks compared to conventional banks, as banks that use Islamic principles 
as the basis of their business.

2. Literature review

2.1. Sustainable Development Goals (SDGs) in Indonesia
Indonesia is one of the countries that has agreed to implement sustainable development goals 
(SDGs). The government is committed to success SDGs. The strategic steps taken by Indonesia are: 
(i) synchronize between objectives of SDGs with national development priorities, (ii) mapping the 
availability of data and indicators of SDGs, (iii) preparing operational definitions for each indicator 
of SDGs, (iv) preparing presidential regulations related to the implementation of sustainable 
development goals, and (v) preparing national action plans also regional action plans related to 
the implementation of SDGs in Indonesia (Central Bureau of Statistics, 2018).

In order to ensure the implementation of SDGs in Indonesia, the government has established 
a National Secretariat for Sustainable Development Goals (SDGs). This secretariat has to coordinate 
various activities related to the implementation of SDGs in Indonesia. A number of stakeholders 
including ministries, statistics Indonesia (BPS), academics, experts, civil society organizations, 
philanthropic institution, and firms has also been involved in various preparations for implement-
ing SDGs (Central Bureau of Statistics, 2016, p. 3).

2.1.1. Indicators of sustainable development goals
Monitoring the achievement of SDGs can be seen by measuring the indicators. The indicators of 
SDGs are very complex because they have to cover three pillars at once. The pillars are 
economic, environment, and social (Central Bureau of Statistics, 2016; Financial Ferivices 
Authority, 2017; Janusz, 2016; Mohammadi et al., 2012; Stanny & Czarnecki, 2010). United 
Nations sets several standards for succeeding the SDGs, including unemployment rate, average 
wages, employment proportion, Gini coefficient, infrastructure development, and Gross 
Domestic Program (GDP) (Central Bureau of Statistics, 2016, p. 122; Clayton et al., 2014, pp. 
191–192; Nugroho, 2017; Paul & Uhomoibhi, 2012, p. 215; Raimi & Ogunjirin, 2012; Wang et al., 
2019, p. 29).

From 241 SDGs global indicators, only around one-third of the indicators can be used in 
Indonesia (Central Bureau of Statistics, 2016). There are 85 national indicators in accordance 
with global indicators. Meanwhile, 71 global indicators will be measured by proxied indicators, 
and the remaining 85 global indicators are not yet available and must be developed in the future.

Some of the social pillar indicators by Statistics Indonesia are: population growth rates, birth 
rates, infant death rates, life expectancy, literacy rates at the age above 15 years old, workforce 
participation rates, unemployment rates, poor population levels, human development index, and 
Gini ratio. The indicators for economic pillar include gross domestic product, inflation rate, total 
exports, total imports, the number of foreign tourists, the broad money supply, foreign exchange 
reserves, local investment level, foreign investment, currency exchange rates, and Indonesia 
composite index (IHSG). Whereas the indicators of environment pillar are still very few, they are 
the area of reforested activities, the production of crude oil, condensate, and natural gas (Central 
Bureau of Statistics, 2018).
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In this study, the indicators used are indicators related to banking business processes, such as 
unemployment rates, poverty, human development index for a social pillar, gross domestic pro-
duct, foreign tourists, inflation, and local investment for economic pillar.

2.1.2. Factors affecting sustainable development goals
Developing countries generally have economic problems such as unemployment, poverty, low 
living standards, and inflation. Thus, developing countries always try to increase national income 
and create more jobs, in order to improve people’s living standards (Abusharbeh, 2017). It can be 
achieved by welfare equity and sustainable state development.

Banking system becomes essential to increase productivity, and as main internal financial 
resources through the raising funds ability, credit/financing to encourage investment and produc-
tion, and creating economic expansion into sectors such as agriculture, industry, and trade 
(Abusharbeh, 2017; Robinson, 2001). Some researchers also have proven that banking industry is 
able to affect the country’s growth (Abusharbeh, 2017; Adekola, 2016; Al-abedallat, 2017; 
Alkhazaleh, 2017; Josephine et al., 2016; Klein & Weill, 2018; Tabash & Anagreh, 2017).

2.2. Banking in Indonesia
Society can use bank services to save funds and payment traffic (Kasmir, 2003). Society can also 
add their capital business or funding sources from banks, it is in the form of credit in conventional 
banks or financing in Islamic banks. The function of the bank makes the bank known as an 
intermediary or financial intermediary (PSAK 31, 2000). As an intermediary connected with various 
parties, it is very possible for banks to give the direct movement of the business, which will have 
a direct implication on the economic growth of the country (Nugroho, 2017).

Banking in Indonesia aims to support the implementation of national development programs in 
order to improve equity, national stability, and economic growth. As the result, it can improve the 
social welfare (Law No.10 of 1998—Amendment to Law No. 7 Yr 1992 concerning Banking, Pub. 
L. No. 10, The Unitary State of the Republic of Indonesia (Negara Kesatuan Republik Indonesia), 
1998). In other words, the Government recognizes the purpose of banking is not only to make bank 
profits as a business entity but also as an institution that bridges financial inequality in order to 
improve people’s life quality.

2.2.1. Islamic perspective
Spiritual teachings do not expect excessive exploitation to gain a return, but it encourages people 
to be able to achieve the welfare in the world and hereafter. This should be the basis of Muslims to 
do works and find the blessings of Allah SWT, as stated in surah Al Baqarah verse 198, Al Jumuah 
verse 10, and al Muzzammil verse 20. The explanation shows that in order to set return targets 
(profit), it must be proportional and not over-exploit the resources (Muhamad, 2016, p. 71). This is 
also in line with Indonesia law which emphasizes that companies, especially banks, have social 
obligations to improve the living standard of people. This statement is in line with stakeholder 
theory as the result of new corporate relation approach. In stakeholder theory, companies no 
longer exclusive their self and prioritize the company interests, especially shareholders’, instead of 
changing the company’s goals to achieve sustainable development.

2.2.2. Islamic bank and conventional bank
There are two banking systems in Indonesia, namely banks that apply interest system (conven-
tional banks), and banks that apply buying and selling system (murabahah, isthisna, salam agree-
ment) also cooperation system that will share the profits to the investors ((Islamic bank) 
(mudharabah and musyarakah agreement); Belkhaoui et al., 2020; Law No.10 of 1998— 
Amendment to Law No. 7 Yr 1992 concerning Banking, Pub. L. No. 10, The Unitary State of the 
Republic of Indonesia (Negara Kesatuan Republik Indonesia), 1998). Another characteristic of 
Islamic banks is that they consider the ethical and moral values of a business (Al-Homaidi et al., 
2020, p. 2). For example, although business in the field of alcohol and tobacco for cigarettes are 
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very profitable and have a low risk of failure, they have long-term effects that are harmful to the 
society. So that Islamic banks cannot invest their fund on it (Goaied & Sassi, 2011).

Islamic banks set Islamic principles as a basic foundation. They also make goals in accordance 
with Islamic principles as the main vision. It is called falah or victory of the world and hereafter 
(Biyantoro & Ghoniyah, 2019; Ghoniyah & Hartono, 2019b; Indonesian Bankers Association, 2014, 
p. 5). This emphasizes the bank’s task which must not only seek personal gain but also for the 
welfare of all creatures including the environment (maqashid syariah). Implicitly, Sustainable 
Development Goals (SDGs) become one of the objectives that are in line with Islamic banking 
objectives. Moreover, the allocation of fund distribution which is dominated for real sector makes 
Islamic banks have great potential to make a positive contribution on national development 
(Goaied & Sassi, 2011; Tabash & Anagreh, 2017).

The literature study that strengthens the difference in business orientation between Islamic 
banks and conventional banks brings up a hypothesis that must be examined. Therefore, this 
research involves Islamic bank data (dummy 1), and conventional bank data (dummy 0) as the 
research data. Based on these explanations, the hypothesis is set as follows: 

H1: There are differences in the contribution of Islamic banks and conventional banks on the SDGs

2.3. Banking profit
Profitability reflecting the company’s capability to earn profits through various business policies and 
capital management (Harahap & Yusuf, 2005). Profitability is considered to be able to show manage-
ment performance effectiveness (Kasmir, 2003). The bank’s profitability ratio uses the value of net 
income before taxes compared to the average of total assets (Ferdyant et al., 2014). The choice of 
average total assets as an evaluation on profits earned by banks is due to the possibility of fluctua-
tions in third party funds (public funds in form of savings, current accounts, and deposits).

ROA=Profit before income tax x 100%

Average of total assets

Source: (Ferdyant et al., 2014)

2.3.1. Relationship between profit and SDGs
The existence of banks can encourage business growth in the real sector and ultimately 
improves society’s economy. It also gives other impacts such as increased employment, increased 
purchasing power, and other forms of welfare (Abusharbeh, 2017; Adekola, 2016; Robinson, 2001; 
Zamzami, 2011). This is in line with the objectives of banking in Indonesia (Law No.10 of 1998— 
Amendment to Law No. 7 Yr 1992 concerning Banking, Pub. L. No. 10, The Unitary State of the 
Republic of Indonesia (Negara Kesatuan Republik Indonesia), 1998). The existing industrial revolu-
tion reinforces that companies cannot just pay attention to themselves and ignore the surrounding 
environment. Corporate obligations to carry out a form of social responsibility is emerging. To 
achieve the goal of public welfare, many efforts can be done by banks including demanding 
a lower company profit (Adekola, 2016; Ghoniyah & Hartono, 2019a; Murerwa, 2015).

2.4. Sharia bank financing and conventional bank credit
The main function of a bank is to provide credit or financing. This activity is also one of the main 
bank’s activities. However, credit philosophy of conventional bank is different from the financing of 
the Islamic bank. Credit is only for making a profit for the bank. Meanwhile, financing is part of the 
function of the agent because it holds a mandate from the capital owner (bank’s customer) to 
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manage the funds. It is a trust that must be carried out properly (Ghoniyah & Setyowati, 2019; 
Indonesian Bankers Association, 2015, p. 26).

The return of financing is the bank’s main income source. The amount of credit given by banks will 
greatly affect the amount of income that will be earned (Agza & Darwanto, 2017; Almanaseer & 
AlSlehat, 2016; Al Karim & Alam, 2013). Although financing is the main income source for Islamic 
banks and credit as the main income source for conventional banks (Belkhaoui et al., 2020), they 
should keep paying attention to the goals of financing activities, that is to improve the quality of living 
standard of the community, as stated in Indonesia law Number 21 year 2008 about Islamic banking 
(Indonesian Bankers Association, 2015, p. 25). This research used total credit or total financing by 
banks in analyzing the correlation (Ghoniyah & Setyowati, 2019; Riyadi & Yulianto, 2014).

2.4.1. Relationship between financing/credit with SDGs
The bank is the only institution that is allowed to collect public funds and has a central role in 
economic growth through its intermedial function. Banking position is crucial and strategic because 
bank failures can affect the macroeconomy (Indonesian Bankers Association, 2015, p. 25; Robinson, 
2001; Zamzami, 2011). Banking also has a social purpose which is to improve the society’s living 
standard, because of their business patterns which are collecting and distributing money to the 
community (Law No.10 of 1998—Amendment to Law No. 7 Yr 1992 concerning Banking, Pub. L. No. 
10, The Unitary State of the Republic of Indonesia (Negara Kesatuan Republik Indonesia), 1998).

Causality studies in 13 developing countries in Asia show that bank credit can increase 
economic growth (Habibullah & Eng, 2006). Especially if the funding is for production or manu-
facturing business, then it will have an impact on economic development (Goaied & Sassi, 2011). 
This is in line with previous research which proves that increasing the distribution of funds by banks 
both in the form of credit and financing can increase the national development (Abusharbeh, 2017; 
Al-abedallat, 2017; Alkhazaleh, 2017; Ghoniyah & Hartono, 2019a; Josephine et al., 2016). Thus, 
the hypothesis is formulated as follows: 

H2: The role of banks on SDGs through optimization of credit or financing distribution 
Based on the first and second hypotheses, it can be created the third hypothesis as follows.

H3: Credit or financing can support SDGs through banking profits

2.5. Financing quality or credit quality
People gets financing or credit facilities as additional capital for their business. When their business 
is running well, they will be able to carry out obligations to the bank. However, when the 
customer’s business faces obstacle and the poor financial condition, they will be unable to repay 
the loans. This condition is called as nonperforming credit or nonperforming financing. This 
phenomenon can describe the financing quality of the banks (Indriana & Zuhroh, 2012).

The quality of this credit or financing can be reflected in the ratio of nonperforming financing or 
nonperforming loan. The higher ratio means the worse the credit quality of the bank. In other 
words, the ratio of nonperforming loan or financing is bigger (Pratiwi, 2012). NPF or NPL can be 
formulated as follows:

NPL/NPF=Non performing financing or credit x 100%

Total Financing or Total Credit

Source: Bank Indonesia Regulation No. 9/24/DPbS year 2007 (Ferdyant et al., 2014; Purboastuti 
et al., 2015)
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2.5.1. Relationship between financing quality and profitability on SDGs
High nonperforming financing/loan ratio means bad financing or credit. And the bad credit 
threatens to reduce bank revenues. On the other hand, banks have the obligation to provide 
sustained good performance so that they can maintain the company’s existence, it is by generat-
ing profits (Belkhaoui et al., 2020; Ghoniyah & Aryani, 2018; Indonesian Bankers Association, 2015, 
p. 2). In other words, the quality of bad credits does not only indicate a bad condition of the 
debtor’s business, it also can threaten the sustainability of the banks as the investors.

Banking contribution to accelerating economic growth can be shown by the low profits the bank 
demanded from the financing or credit distributed towards society. This conclusion will be more 
reliable when financing or credit quality is good. Meanwhile, if the bank’s profit is low and NPF is high, 
it can be concluded that the company’s performance is not good enough. Thus, they cannot make 
a major contribution to sustainable development goals, and the low profit achieved is because of the 
bad condition of business in society (Ghoniyah & Hartono, 2019a; Ghoniyah et al., 2020).

Therefore, a hypothesis that low banking profits while financing quality is good, it means the 
banks really have a good contribution to the sustainable development goals. Based on the 
explanation above, the hypothesis is set as follows: 

H4: Controllable profit of banks can increase SDGs by good financing quality as moderating variable

2.6. Research roadmap
Based on the literature review dominated by the basic theories, the research roadmap is described 
in Figure 1.

3. Methodology
The data in this study were all banks in Indonesia, with the research period from 2011 to 2018. 
Other data used are various indicators of sustainable development goals published by Statistics 
Indonesia (Central Bureau of Statistics, 2018).

The data analysis used is a Structural Equation Model (SEM) approach with an alternative 
method of Partial Least Square (PLS). PLS approach is distribution-free (does not assume data 
with a specific distribution, it can be in form of nominal, category, ordinal, interval, and ratio). 
Therefore, PLS is appropriate for this research because the variable indicators are ratio or per cent, 
as well as nominal, and ordinal. PLS can also analyse constructs formed with reflective and 
formative indicators (Ghozali, 2014). PLS uses a 3-stage iteration process. Each iteration stage 
produces an estimation. The first stage produces the weight estimation, the second stage pro-
duces an inner model and outer model estimation, and the third stage produces means and 
location estimation (Ghozali, 2014).

4. Results and discussion

4.1. The overview of company
This research used data of banks in Indonesia during the period 2011 to 2018. The banks should 
publish the annual financial statements during the research period. The annual financial state-
ments can be obtained through each banks’ official website. From 107 conventional banks and 13 
Islamic banks in Indonesia, there are only 88 conventional banks and 13 Islamic banks that have 
an accessible annual report (Financial Ferivices Authority, 2018). The data is unbalanced panel 
because several banks in 2011 and 2012 did not yet exist or in 2018 merged with other banks. So 
that the total research data were 801 that consists of 98 annual reports of Islamic banks and 703 
annual reports of conventional banks
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Market capitalization that is dominated by conventional banks can not only be seen from the 
number of banks. It can also be seen from the maximum value of credits which is much higher than 
the maximum value of financing by Islamic banks (presented in Table 1). The average credit by 
conventional banks is still higher than the average of total credit and financing. This indicates that 
market capitalization and contribution of fresh funds by Islamic banks to the community is still very 
low. It is possible if the influence Islamic banking has not been able to determine the overall banking 
performance. Because the huge market power could affect economic growth easier (Idun et al., 2020).

The same thing happens to the financing quality of banking. The average credit quality of the 
conventional bank is better than the average of total financing/credit quality. In other words, the 
NPL ratio of the conventional bank is lower than Islamic banks’.

Figure 1. Research roadmap.
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4.2. The overview of sustainable development goals in Indonesia
This study used the company’s external factors as the final variable, namely sustainable develop-
ment goals. In this research, indicators of sustainable development goals used are the ones who 
have a direct relationship with economic policy (especially banking). The following is an overview of 
SDGs indicators that is presented in the form of descriptive statistics (Table 2).

The environmental pillar is represented by the number of unemployment (s_unemployment), the 
number of poor people (s_poverty), and the human development index (s_IPM). Whereas the 
economic pillar is represented by the gdp growth rate (e_gdp growth), the number of foreign 
tourists (e_tourist), the inflation rate (e_inflation), and the level of local investment or domestic 
investment (e_local investment). These seven indicators refer to Statistics Indonesia data which 
are related to indicators of sustainable development goals in Indonesia (Central Bureau of 
Statistics, 2018).

4.3. Data analysis

4.3.1. Testing of fit model
To test the fit model, this study used WrapPLS 5.0 by looking at the output of model fit and quality 
as shown in Table 3. Based on Table 3, it can be concluded that the research model has fulfilled all 
the criteria of the fit model. Hence, the results of this research model analysis are fit to predict the 
phenomenon.

The supported data of fit model can be seen at APC, ARS, and AFIV outputs. The p-value for APC 
and ARS must be smaller than 0.05 (significance). In addition, AVIF as a multicollinearity indicator 
must be less than 5. The output indicates that the criteria are fulfilled for the goodness of fit 
models; APC p-value is 0.001, ARS is 0.007 and significant, also AVIF value is 1,719.

4.3.2. Measurement model testing (Outer Model)
The indicators used to measure the variables in this research are formative. In order to test the 
feasibility of the measurement model, it must meet two conditions. The first condition is the 
indicator weight must be statistically significant (p < 0.05). The second condition is regarding to 
multicollinearity, the value of the variance inflation factor (VIF) is smaller than 3.3 (Kock, 2011).

The significance value (p-value) of all indicators in this research is shown in Table 4. While the 
full collinearity VIF value of each variable in this research model is presented in Table 5.

Measurement model or outer model describes the relationship between indicators and latent 
variables. Based on the Indicator Weight output presented in Table 4., it is known that the p-value 
is less than 0.05. The full collinearity of VIFs output presented in Table 5 indicates the value of VIFs 
that do not exceed 3.3. Thus, the measurement model can be accepted.

4.3.3. Structural model testing (Inner Model)
Inner models (inner relations, structural model, and substantive theory) describe the causality 
relationship between latent variables that are built based on the theory. Structural models were 
evaluated using R-square for independent constructs, and t-test is to evaluate the structural path. 
The R-Square values of each endogenous variable in this research model are presented in Table 6.

4.3.4. Determination coefficient
The small R-Square value indicates the ability of the independent variables to explain the depen-
dent variable is limited. Table 6 presents the total contribution of financing or credit to bank profits 
is 6.8%, while the other 93.2% is influenced by other factors. Meanwhile, total financing and profits 
of the banks are able to increase sustainable development goals by 8.7%, and the other 92.3% is 
influenced by other factors besides banking.
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Table 2. The overview of sustainable development goals indicator
SDGs 
Indicator

Unit Mean Maximum Minimum Median Std. 
Deviation

S_unemploy 
ment

percent 5.93 6.60 5.30 6.00 0.43

S_poverty Million people 28.23 30.00 25.90 28.30 1.18

S_IPM percent 69.25 71.40 67.10 69.25 1.52

E_gdp growth percent 5.38 6.20 4.90 5.15 0.49

E_tourist Million people 10.66 15.80 7.60 9.80 2.93

E_Inflation percent 4.75 8.40 3.00 3.70 2.29

E_Local 
Investment

Billion rupiah 179.9 328.6 76.0 167.8 86.2

Source: Statistics Indonesia, 2020 

Table 3. General output, model fit indices, and P values
Average path coefficient (APC) = 0.145, P < 0.001

Average R-squared (ARS) = 0.082, P = 0.005

Average adjusted R-squared (AARS) = 0.078, P = 0.007

Average block VIF (AVIF) = 1.227, acceptable if ≤ 5, ideally ≤ 3.3

Average full collinearity VIF (AFVIF) = 1.719, acceptable if ≤ 5, ideally ≤ 3.3

Tenenhaus GoF (GoF) = 0.281, small ≥ 0.1, medium ≥ 0.25, large ≥ 0.36

Sympson’s paradox ratio (SPR) = 0.714, acceptable if ≥ 0.7, ideally = 1

R-squared contribution ratio (RSCR) = 0.955, acceptable if ≥ 0.9, ideally = 1

Statistical suppression ratio (SSR) = 0.714, acceptable if ≥ 0.7

Nonlinear bivariate causality direction ratio (NLBCDR) = 1.000, acceptable if ≥ 0.7

Source: Output WarpPLS 5.0, 2020 

Table 4. Indicator weights
Indicators Type of 

Indicator
SE P value WLS ES

Profits (ROA) Formative 0.032 <0.001 1 1.000

Credit/Credit Formative 0.032 <0.001 1 1.000

dummy_sharia Formative 0.032 <0.001 1 1.000

NPF Formative 0.032 <0.001 1 1.000

S_unemploy 
ment

Formative 0.035 <0.001 1 0.167

S_poverty Formative 0.035 <0.001 1 0.155

E_gdp growth Formative 0.035 <0.001 1 0.101

E_tourist 
population

Formative 0.035 <0.001 1 0.179

E_inflation Formative 0.035 0.023 1 0.026

S_IPM Formative 0.035 <0.001 1 0.186

E_Local 
investment

Formative 0.035 <0.001 1 0.186

d_sharia*Profits Reflective 0.032 <0.001 1 1.000

NPF*Profits Reflective 0.032 <0.001 1 1.000

Source: Output WarpPLS 5.0, 2020 
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Sustainable development goals variable uses national indicators (Central Bureau of Statistics, 
2016, 2018). It is a national and comprehensive assessment in reflecting the condition of 
Indonesia. Meanwhile, banking is the exogenous variables from one of the institutions in 
Indonesia. Thus, banks can not be able to give a high determination coefficient on sustainable 
development goals. The achievement of good state conditions can not only be caused by the role 
of the banking sector but also the role of various elements and policies across sectors. National 
assessments are indeed influenced by many factors. Nevertheless, the significance of the banking 
relationship to sustainable development goals further strengthens the role of banking for the 
country.

4.3.4.1. Hypothesis testing. Hypothesis testing in this research used t-test to determine the ability of 
independent variables on the dependent variable partially. While F-test is conducted to determine the 
effect of the independent variables in influencing the dependent variable simultaneously. As for 
hypothesis testing, it can be conducted by looking at the p-value path coefficients. The regression 
coefficients are presented in Table 7., whereas the significance of the effect can be seen in the p-value 
presented in Table 8 and 9.

Based on the table of path coefficient and p-value, it can be concluded that Islamic banks as 
dummy variable have an insignificant relationship toward SDGs. However, it is significantly being good 

Table 5. Full collinearity VIFs
Profits Credits d_sharia NPF/NPL SDGs d_sharia 

*Profits
NPF/NPL 
*Profits

1.710 1.147 1.067 2.254 1.112 1.882 2.860

Source: Output WarpPLS 5.0, 2020 

Table 6. Latent variable coefficient
Profits Credits d_sharia NPF/NPL SDGs d_sharia 

*Profits
NPF/NPL 
*Profits

R-Squared 0.071 0.093

Adj. 
R-Squared

0.068 0.087

Composite 
Reliability

1.000 1.000 1.000 1.000 0.000 1.000 1.000

Cronbach’s 
Alpha

1.000 1.000 1.000 1.000 −14.216 1.000 1.000

Avg. Var. 
Extrac.

1.000 1.000 1.000 1.000 0.757 1.000 1.000

Full 
Collinearity 
VIF

1.710 1.147 1.067 2.254 1.112 1.882 2.860

Q-Squared 0.072 0.098

Min −9.678 −0.393 −0.373 −0.829 −1.529 −15.931 −21.894

Max 4.810 8.355 2.677 12.675 1.712 8.043 0.838

Median 0.058 −0.309 −0.373 −0.166 0.013 0.041 0.112

Mode 0.445 −0.393 −0.373 −0.829 −0.667 −0.019 0.076

Skewness −2.358 0.144 2.305 6.721 0.188 −6.157 −17.200

Exc. 
Kurtosis

16.861 0.126 3.313 69.516 −0.983 107.733 337.542

Source: Output WarpPLS 5.0, 2020 
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moderation between bank profits on SDGs. In other words, there are differences in defining profits 
between an Islamic bank and conventional bank, in order to achieve SDGs. Comprehensively, the 
results also can be found in the image below.

4.3.4.2. Intervening testing. In this research model, there is a path analysis model between 
financing/credit, profitability, and SDGs. Therefore, it is necessary to test the indirect effect of 
bank profitability as an intervening variable. The test of an indirect relationship is presented in 
Table 10.

Indirect relationship testing can also be conducted by Sobel test, the results are presented in 
Figures 3 and 4.

Based on the results, it can be known that the t statistic is more than +1.69, and the probability 
value is lower than 1% (p < 0.01). Thus, it is proven that financing or credit has an indirect effect on 
SDGs through bank profits.

Table 7. Path coefficients
Profits Credits d_sharia NPF/NPL SDGs d_sharia 

*Profits
NPF/NPL 
*Profits

Profits 0.230 −0.111

Credits

d_sharia

NPF/NPL

SDGs −0.264 0.252 −0.010 0.083 −0.066

d_sharia 
*Credits

d_sharia 
*Profits

NPF/ 
NPL*Profits

Source: Output WarpPLS 5.0., 2020 

Table 8. P values
Profits Credits d_sharia NPF/NPL SDGs d_sharia 

*Profits
NPF/NPL 
*Profits

Profits <0.001 <0.001

Credits

d_sharia

NPF/NPL

SDGs <0.001 <0.001 0.394 0.009 0.030

d_sharia 
*Credits

d_sharia 
*Profits

NPF/ 
NPL*Profits

Source: Output WarpPLS 5.0., 2020 
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Islamic dummy (d_sharia) can also influence SDGs through banking profits. This indicates that 
the difference contribution between Islamic banks and conventional banks in increasing SDGs, it is 
through bank profits.

4.4. Results and discussion

4.4.1. The Differences in the Contribution of Islamic Banks and Conventional Banks on SDGs
Hypothesis 1 explains there are differences in ways between Islamic Banks and Conventional 
Banks in contributing to sustainable development goals. This can be proven by the results of 

Table 9. Standard error
Profits Credits d_sharia NPF/NPL SDGs d_sharia 

*Profits
NPF/NPL 
*Profits

Profits 0.035 0.035

Credits

d_sharia

NPF/NPL

SDGs 0.034 0.034 0.035 0.035 0.035

d_sharia 
*Credits

d_sharia 
*Profits

NPF/ 
NPL*Profits

Source: Output WarpPLS 5.0., 2020 

Figure 2. Research result 
model.

Source: output WarpPLS 5.0., 
2020 

Table 10. Indirect Effect
Indirect Effects Coefficient P value Standard Errors
d_Sharia → Profits → SDGs 0.029 0.120 0.025

Credit → Profits → SDGs −0.061 0.007 0.025

Source: output WarpPLS 5.0., 2020 
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dummy variables that affect sustainable development goals variable. The dummy is coded 1 for 
Islamic banks, and 0 for conventional banks. The name of the dummy is d_sharia.

The hypothesis 1 testing can be seen by three relationships. They are the relationship between 
d_sharia and SDGs directly, the relationship between d_sharia and SDGs through bank profits 
(intervening), and the role of d_sharia in moderating the bank profits and SDGs. In the first 
relationship, it cannot be proven that there are significant differences in the contribution of 
Islamic banks and conventional banks on SDGs (Table 11). However, the different contribution on 
SDGs is proved through profits (intervening). Indeed, d_sharia is able to moderate earnings on 
SDGs with a significance level of 0.001. Thus, it can be concluded hypothesis 1 which assumes that 
there are differences in the contribution of Islamic banks and conventional banks, is accepted.

Figure 3. Sobel test result 
d_sharia → Profits → SDGs.

Source: Sobel test output, pro-
cessed by https://www.daniel 
soper.com/statcalc/calculator. 
aspx?id=31, (2020) 

Figure 4. Sobel test credits 
Result → Profits → SDGs.

Source: Sobel test output, pro-
cessed by https://www.daniel 
soper.com/statcalc/calculator. 
aspx?id=31, (2020) 
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The results of this study also prove that generally conventional and Islamic bank concern about 
the goals of improving people’s welfare. Therefore, the profit demanded is not too high (the low 
profits increase the country’s sustainable development goals). The difference in the contribution of 
Islamic banks and conventional banks is on how big the impact of their profits. Too high bank profit 
demanded to tend to reduce the country’s level of sustainable development (coefficient −0.26). 
However, in Islamic banks, an increase in profit will only reduce 0.16 point of the country’s 
sustainable development level (coefficient of bank profit −0.026 plus 0.08 coefficient of sharia 
dummy, it becomes −0.16).

The high interest of credit will burden the community. The expensive cost of capital makes the 
community has problems with their finances of the business, especially if the market condition also in 
a bad situation (systematic risk). Thus, the high profits demanded by the banks will destruct the 
business of the community.

This research also proves that excessively high profit demand of bank can slowdown the 
economic growth. It works for all types of banking in Indonesia. However, banks that use 
sharia principles have a smaller destructive impact than conventional banks. Besides that, the 
market capitalization of an Islamic bank is much smaller than a conventional bank. The 
market share of Islamic banks in Indonesia is still below 10%. Islamic banking first emerges 
in Indonesia in 1992, now the number of Islamic banks is only 13 banks. While the number of 
conventional banks are more than 120 banks, most of them have been established for a long 
time.

From a business perspective of banking, the negative relationship of Islamic bank profit on SDGs 
shows that Islamic banks have the orientation to achieve social goals. However, Islamic bank still 
has a higher need of high profit than the conventional banks. It happens because Islamic banks in 
Indonesia are still in the developing stage so they need more funds to be superior and more stable 
(Gupta & Mahakud, 2020). While large banks that dominate the market like conventional banks 
have been easier to generate profits, and have been reached the business stability (Gupta & 
Mahakud, 2020; Idun et al., 2020).

The explanation is strengthened by the strong relationship between Islamic dummy and bank 
profits. Islamic banks are able to produce lower profits than conventional banks (the relation of 
d_sharia on profits, Table 7). It means an Islamic bank is still in a stage to stabilize the business 
condition of the company, in order to achieve business sustainability.

Table 11. Defining the difference in the contribution of the Islamic banks and conventional 
banks on SDGs

Relationships Results Conclusion

Coefficient P Value Std Error
d_sharia → SDGs −0.010 0.394 0.035 Not proven

D_sharia → profits → 
SDGs

0.029 0.120 0.025 Proven 
t stat = −5.016

Profits*d_profits → 
SDGs 
(d_sharia as 
Moderator; 
strenghtening or 
weakening)

0.083 0.009 0.035 Proven

Source: output WarpPLS 5.0. and Sobel Test output, 2020 
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4.4.2. The Effect of Financing or Credit on SDGs
Financing or credit can affect the banking profit (at the significance level of p 0.001). The positive 
relationship between credit or financing on profit is natural. It is because the bank’s main source of 
income comes from the return of the financing/credit (Firdaus & Ariyanti, 2009). This finding is in line with 
empirical evidence from previous researchers where an increase in credit distribution can increase the 
level of banking profitability (Agza & Darwanto, 2017; Almanaseer & AlSlehat, 2016; Cahyani, 2016; Haq, 
2015; Jaurino & Wulandari, 2017).

Hypothesis 2 explains that credit or financing can achieve sustainable development goals in 
Indonesia. This can be known by the impact of Credits on SDGs directly. Based on Figure 2, it is 
known that the impact of financing/credit distribution is significant at alpha 1% (p < 0.01). Thus, 
hypothesis 2 is accepted. Scientifically, this finding also supports the research of (Abusharbeh, 
2017; Al-abedallat, 2017; Alkhazaleh, 2017; Josephine et al., 2016). All researchers agreed that the 
distribution of financing/credit to society or the business sector would be able to increase the 
country’s economic growth.

Hypothesis 3 explains that financing or credit affect sustainable development through banking profit, 
it can be called an indirect effect. The relationship is negative significant at alpha 1% (p < 0.01), hence 
hypothesis 3 is accepted. This result strengthens banking position as a company that gives stimulant for 
society in order to increase people’s living standard, through the economic sector.

Supply-Leading Finance Theory is a classical theory which was originally intended to stimulate the 
growth of the agricultural sector. In the past, the sector suffered a setback due to the lack of ability to 
fulfil production capital (Robinson, 2001, p. 138). A cheap cost of capital for farmers is expected to 
increase production and ultimately improve the economic conditions of the community. This concept 
is then implemented for other sectors (Robinson, 2001, p. 141), which in this study the financing of 
Islamic banking gives contribution comprehensively for sustainable development of the country. This 
pattern is in line with the condition of Indonesia as a developing country which generally requires 
more capital or fund.

The impact of financing or credit on sustainable development is very significant. It has a positive 
effect. This is consistent with Islamic benefit principle. According to existing theories, the existence 
of stimulants from financial assistance (funding facilities) to the community can improve people 
living standard or in this case is the country’s sustainable development. The results show that 
increasing the amount of credit/financing given by banks will increase the country’s sustainable 
development value.

The contribution of credit on SDGs through negative profits emphasizes that banks ought to 
demand sufficient or not too high company profits. Credit directly has a positive effect on SDGs, but 
through profits the effect is negative. It is because the small amount of profits demanded for 
banks on credit, in order to stimulate the people’s economy. It can be conducted easily by the 
banks with the large of market power (Idun et al., 2020).

The increased credit makes profits increase, but the increased in credit distribution was bigger than 
the profit enhancement, so the impact of bank profits on SDGs is negative. This negative effect is also 
because the bank has a charge to increase SDGs or the welfare of the community. In this case, the 
community is customers who receive financing. This is because the smaller the profit demanded by 
a bank (company), the smaller the burden (cheap capital cost for the customer), and more funds can 
be used for the real sector (maintain the disposable income and consumer spending growth).

4.4.3. The effect of financing quality on banking profits and SDGs
Hypothesis 4 assumes that limiting the profit of the banks can increase SDGs if it is moderated by 
good financing quality. There is a nonlinear relationship between the increase in profit and its 
impact on SDGs. As a stimulant, banks can increase the country’s economy through cheap and 
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affordable financing/credit. That is how the low or sufficient profit gained from the bank financing/ 
credit will raise the people’s purchasing power (consumer spending).

Through a certain level of profit, the bank is considered as a company that does not demand too 
high profit. This controllable profit must be balanced by good financing quality or credit quality. 
Thus, it can avoid misinterpretation that the nonmaximum profit is indeed not caused by bad 
credit quality.

Based on Figure 2, it is known that profit actively affects the value of sustainable development goals, 
with a significance level of 1% (p < 0.01). As the moderation variable, financing quality/credit quality is 
able to control high profits, in order to improve SDGs. This is proven by the significant negative effect on 
financing quality in moderating the bank’s earnings on SDGs. Thus, hypothesis 4 is accepted.

This study proves that profit controlling is a manifestation in achieving sustainable development 
goals. In Indonesia, the bank’s quality credit/financing tends to strengthen the fact that low bank 
profits are due to social orientation to achieve sustainable development.

Credit quality can differentiate whether the low profits earned by banks are as the efforts to 
stimulate the economy of the community or it is because of poor credit/financing quality of the 
bank. Low earnings with poor credit quality (high NPF) will make the rate of sustainable develop-
ment worse. It is because the market condition is in bad condition, businesses are running slowly, 
and the community could not pay the bank loan. Thus, the low profit achieved is because of a lot of 
bad credit/financing.

The low profit is accompanied by good credit quality, it shows the smallest destructive impact on 
SDGs (small NPF), and reinforces the fact that low profit demanded by the bank is indeed oriented 
towards the country’s sustainable development enhancement. Moreover, Islamic dummy that 
positively moderating the earnings control (low earnings) on SDGs, it emphasizes the difference 
in the contribution of Islamic banks and conventional banks. Islamic banks have a less destructive 
impact than conventional banks.

The low profit earned by bank sector does not merely indicate the existence of a company’s goal 
which aims to stimulate the country’s development. In contrast, there are other indications such 
as the failure of banks to maintain the credit quality. Therefore, the low profit could be due to bad 
credit. This research is able to differentiate whether the low bank profit is because of the social 
orientation of the bank or because of the poor financing/credit conditions.

Good credit quality is determined by good understanding and management by employees who 
handle the financing division of the banks. It includes the objectives and procedures for financing 
process, planning, and financing strategies, managing and monitoring financing, also bank finan-
cing/credit supervision. Therefore, the banking financing/credit business must be organized in such 
a way, based on prudence principles and best practices that have been applied internationally and 
are proven to be reliable (Indonesian Bankers Association, 2015, p. 3).

This result is reforming with previous research. The previous research showed financing quality 
weakens the interpretation that the low Islamic banking profits were because the bank tended to 
encourage sustainable development. The positive coefficient of moderation made the financing 
quality could not differentiate whether the low profit of Islamic banks was caused by social 
orientation or caused by poor market conditions (Ghoniyah & Hartono, 2019a).

The in-depth analysis showed that Islamic bank financing is more oriented towards the distribution of 
the real sector, with a cooperation agreement as their financing system (financing based on loss and 
profit-sharing principle). Meanwhile, conventional banks implement an interest system in their credit 
business. The conventional bank also invests in the financial sector, money market, and foreign 
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exchange. In other words, there is a tendency for Islamic banks to play with a higher level of risk. 
Therefore, Islamic banks still have to improve their risk management (Belkhaoui et al., 2020; Ghoniyah & 
Hartono, 2019a, p. 105).

5. Conclusion
The four hypotheses proposed in this research are accepted. The first hypothesis about the 
difference in the contribution of Islamic banks and conventional banks on SDGs is proven by 
moderating the role of earnings. Both types of banks have earnings control (sufficient earnings) 
to stimulate the country’s development, and Islamic banks have smaller destructive effects than 
conventional banks. In the second hypothesis, credit or bank financing can directly enhance the 
country’s sustainable development. In the third hypothesis, the impact of credit/financing is 
reflected through the low profit (controllable profit/sufficient profits), in order to stimulate com-
munity economic growth. Meanwhile, the fourth hypothesis, it proves that the financing quality is 
able to differentiate whether the low profits earned by banks are due to social orientation for 
sustainable development or because of poor market conditions (bad credit/financing).

In conclusion, the bank could contribute to SDGs through their credit or financing, as long as the 
financing has good quality and the aims of the bank itself. Whether the aim of the bank is 
capitalism or falah oriented, it can be reflected by the profits demanded for themself.

Islamic banking gives financing through trading principle and profit lost sharing principle, and 
the fund is distributed to the real sector. While conventional banks implement interest system in 
their credit business, and also invest their fund in the financial sector, money market, and foreign 
exchange. Thus, Islamic banking has a better contribution than conventional banking and Islamic 
banking has smaller destructive impact than conventional banking.

5.1. Theoretical implication
The result of this research is expected to provide a renewal theory, and broadening the point of 
view in assessing the profits of a company, especially banking companies. At a certain profit target, 
the company not only strives to business sustainability but also having high concern for social 
interests. While a high-profit level indicates the company selfishness to earn profits for themselves, 
so it has a destructive impact on the social. This research also supports the law that banks must 
have social goals above personal goal which is materialistic.

This research is also expected to be able to change the entity’s paradigm. An entity should not 
only make material interests such as profit as the main focus but also focus on humanitarian goals 
such as social and environmental points. An entity should consider these goals as important as 
economic goals.

Previous research with the same topic proves the compatibility of Islamic bank goals with sustain-
able development, and this study proves it by involving conventional banks as a comparison (Islamic 
dummy as moderating variable). In principle, there is a difference between Islamic banks and 
conventional banks in interpreting the corporate goals and in affecting sustainable development 
goals. However, it has not been able to prove the differences absolutely. This is because of the fact 
that market capitalization of Islamic bank is still very low, which a bank that has large market power 
can have more impact on sustainable economic growth (Idun et al., 2020). Moreover, the Islamic 
bank policies must be standardized with the format of Central Bank of Indonesia which is still oriented 
at the interest rate (convert profits or profit-sharing rates of Islamic banks in the form of interest 
rates). Thus, it is necessary to develop deeper scientific matters related to sharia banking policy 
independently. Furthermore, it can be a proper policy that accordance with Islamic principles.

5.2. Managerial implication
The managerial benefit of this research is that stakeholders recognize economic, social, and 
environmental pillars as three pillars that must be attained and considered comprehensively. It 
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also reminds stakeholders including practitioners about the noble purpose of an entity (in this case 
is banking). In the end, the sustainable goals of a company can be achieved because of business 
patterns and business objective that has paid attention to the environmental and social elements.

Previous research related to the same topic proves the suitability of Islamic banks objectives 
with sustainable development goals. Conventional bank as a financial institution that dominates 
the market, has a lower orientation of credit distribution in the real sector. This becomes the duty 
for the government in formulating and realigning the orientation of banking company to match 
the reason the banking company founded.

Islamic banks which have more friendly implications than conventional banks can be a reference 
in setting and applying business objectives (social objectives). However, the lack of risk manage-
ment by Islamic banks must become the attention of the Financial Services Authority, the 
Government, and the institution itself, to improve the company’s internal quality. Thus, Islamic 
banking can become a sustainable company.

5.3. Future research agenda
Business Sustainability is still becoming a problem for Islamic banking in Indonesia. It is because 
the age of Islamic banks in Indonesia is still young compared to conventional banks. Islamic banks 
still need to improve their business management to achieve business sustainability, so that it can 
give a more optimal impact on the country’s sustainable development. Furthermore, it needs 
a deeper study related to business sustainability.
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