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Abstract 
 

 

We investigate the impact of corporate governance on the disclosure of the ethical identity of Islamic banks 
in Indonesia. We analyze Islamic banking institutions, which operate in Indonesia during 2015-2018. We find 
that the Board of Directors has a significant impact on the disclosure of ethical identity. While other factors, 
the Audit Committee, the Sharia Supervisory Board and the Board of Commissioners have no significant 
influence on the disclosure of ethical identity. In addition, we find that Islamic commercial banks have a 
relatively low ethical identity index and the Sharia Supervisory Board, which averages 54.44 and 2.30. Based 
on these findings, we argue that the low ethical identity index is due to the small number of Sharia 
Supervisory Board. Therefore, they cannot supervise optimally. This paper contributes to the ethical identity 
literature of Islamic banking and can provide insight for practitioners and regulators to strengthen the Sharia 
Supervisory Board in enhancing the ethical identity index (EII) and public trust in Islamic banks. 
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1. Introduction 
 

 Islamic banks in Indonesia have shown positive developments with assets, disbursed financing, and third 
party funds until the end of 2018 (OJK, 2019). In order to continue to exist, Islamic banks must build a good 
reputation, do not violate ethics and do not conflict with Islamic principles. However, there are many bad issues that 
lead to Islamic banks, for example the fictitious credit case of BJB Syariah (Arief, 2019) and the fictitious credit issue 
of Bank Syariah Mandiri (Yuli and Agustiyanti, 2018). As a result, the image of Islamic banks is tarnished so that the 
level of public confidence in Islamic banks decreases. Public trust in investing through Islamic banking is still 
relatively low (Iskamto and Yulihardi, 2017; Nugraha et al., 2017). 
 

 Therefore, Islamic banks need to conduct ethical identity disclosures to maintain and enhance public 
confidence in Islamic banks. Islamic banks have higher moral responsibilities than conventional banks or other public 
companies because there are social values and justice that must be met (Fauziyah and Siswantoro, 2016). The ethical 
identity of an Islamic Bank is defined as a description of the ethical behavior of a company in carrying out operational 
activities based on sharia principles applied by the company. One way to show information about a company's ethical 
identity is through an annual financial report (Haniffa and Hudaib, 2007). The annual report is an important 
instrument in terms of company communication with stakeholders because there is information that contains the 
company's identity and reputation. Companies with a strong ethical identity will achieve greater levels of stakeholder 
satisfaction (Berrone et al., 2007; Sukardi and Wijaya, 2013). Since commercial banks operate as corporations, agency 
problems will arise between shareholders and management (Jensen and Meckling, 1976). In companies that have a 
high concentration of ownership, agency problems arise between controlling shareholders and minority shareholders 
(Shleifer and Vishny, 1997).  

 

                                                           
1Faculty of Economics and Business, Sultan Agung Islamic University & Ph.D Scholar Diponegoro University 
2Faculty of Economics and Business, Diponegoro University 
3Faculty of Economics and Business, Sultan Agung Islamic University 



106                                                                   Journal of Islamic Banking and Finance, Vol. 7, No. 2, December 2019 

 
While Islamic banks face another form of conflict between depositors and managers (Abdelsalam, et al., 

2016), where they participate in profit and loss such as shareholders. Therefore, good governance is needed to protect 
their interests and maintain their trust so as to minimize conflict. Due to various bank stakeholders, governance 
mechanisms need to be disseminated and disclosed in company reports (Darmadi, 2013). Some previous studies only 
explored disclosure of corporate governance (Hasan, 2009; Darmadi, 2013; ElGammal et al., 2018), explored ethical 
identity (Haniffa and Hudaib, 2007; Sukardi and Wijaya, 2013) in Islamic banks. 
 

However, relatively few studies have linked corporate governance with ethical identity. Therefore, this study 
examines the effect of corporate governance on the ethical identity of Islamic banks in Indonesia. The sample of this 
study consisted of fourteen Islamic commercial banks that have annual reports from 2015-2018 namely Bank Aceh 
Syariah, Bank Muamalat, Bank Victoria Syariah, BCA Syariah, BJB Syariah, BNI Syariah, BPD Syariah NTB, BRI 
Syariah, BTPN Syariah, Bukopin Syariah, Mandiri Syariah Bank, Maybank Syariah, Mega Syariah Bank, and Panin 
Syariah Bank. 
 

2. Theoretical Background and Hypotheses Development 
 

 Islamic banks are substantially different from conventional banks in terms of finance models, investment 
modes, and contracts. These differences significantly affect their corporate governance structures, agency conflicts, 
and overall accountability (Abdelsalam et al., 2016) (see Table 1). 
 

Table 1 A Comparison between Islamic and Conventional Banking and Finance 
 

Characteristics Conventional banking Islamic banking 

 
Contraints on finance model 
 
 
 
Prohibited activities  
 
 
 
Types of depositors 
 
 
 
Business model and 
investment modes  
 
 
 
 
Corporate governance  
 
 
Accountability constraints 

 
None 
 
 
 
None  
 
 
 
Traditional depositors 
receive fixed returns 
(interest) 
 
A risk-transfer model that 
is based on loans and 
interest-bearing activities 
 
 
 
Conventional board of 
directors (one layer of 
governance mechanisms) 
Legal accountability 
constraints 

 

 
Prohibits Riba (usury), Gharar (excessive uncertainty), 
and Maysir (speculations). Its theoretical model 
encourages the sharing of profits, losses, and risks in 
investment activities. 
Prohibits investment in businesses whose products or 
activities are contrary to Islamic principles (e.g., pork, 
alcohol, pornography, tobacco, weapons, of mass 
destruction, gambling, cloning, and dangerous drugs). 
Depositors are contracted as investment account 
holders (IAHs) who share in profits, losses, and risks 
of the investments related to their deposits with the 
bank. 
Encourages equity based financing instruments that 
are based on profit-loss sharing contracts such as 
Musharakah (partnership/joint venture), and 
Mudarabah (partnership-based trust financing). There 
are other contracts that are allowed such as Ijarah 
(lease) as well as Murabahah (cost plus profit sale). 
Conventional board of directors and Shariah 
supervisory board (two layers of governance 
mechanisms). 
Legal and moral accountability constraints. 
 

Source: Abdelsalam et al. (2016) 
 

The main differences between Sharia and conventional banks are operational systems, how to manage 
funds, profit sharing and types of transactions. Islamic banks operate according to the provisions of the MUI fatwa 
(Indonesian Ulema Council), which is a fatwa based on Islamic sharia provisions. Management and investment by 
Islamic banks must be based on Islamic law. Islamic banks use the profit sharing system and get a number of benefits 
from the system. This advantage is then used by the bank (as the manager) to finance all banking operations that are 
carried out. In particular, some of these transactions have been arranged based on the MUI fatwa, including al-
Mudharabah (profit sharing), al-Musyarakah (partnership), al-Musaqat (farmer cooperation), al-Ba'i (profit sharing), al-
Ijarah (leasing), and al-Wakalah (agency).  
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All of these activities are Islamic bank identity or called ethical identity. Ethichal identity disclosure was 

developed by report Haniffa & Hudaib (2007) which is based on philosophy and values. Philosophy and Values are 
broken down on eight dimensions including: (a) vision and mission statement; (b) BOD and top management; (c) 
product; (d) zakah, charity and benevolent loans; (e) Employees; (f) Debtors; (g) Community; (h) Sharia Supervisory 
Board (SSB) (see appendix 1). 
 

2.1. Good Corporate Governance and Ethical Identity 
 

 The implementation of good corporate governance in Islamic banks refers to five basic principles, namely 
transparency, accountability, responsibility, independence and fairness. In relation to the spirit of transparency and 
accountability, Islamic banks are expected to disclose their corporate governance features to their stakeholders, thus 
enabling stakeholders to assess how the bank is managed and how their investments are managed in a manner that 
complies with Islamic principles and caution (Darmadi, 2013). Accoding to Haniffa and Hudaib (2007), there are five 
distinctive features form the ideal ethical identity that differentiate Islamic Banks from their competitors (conventional 
banks): (a) underlying philosophy and values; (b) provision of interest-free products and services; (c) restriction to 
Islamically acceptable deals; (d) focus on developmental and social goals; and (e) subjection to additional reviews by 
the Sharia Supervisory Board (SSB). Hence, Islamic banks, as economic and social institutions, must portray aspects 
of those five traits, drawn from both Shari’ah and business ethics, in their activities.  Islamic banks are financial 
institutions with Islamic-based identities. Therefore, they must carry out and adhere to Islamic ethical values in all of 
their operations. In the Islamic concept, corporate governance emphasizes accountability and trust. It is intended to 
provide protection for all stakeholders by complying with sharia principles (Hasan, 2009). One way to show their 
accountability and commitment in serving the needs of the Muslim community and society in general is through the 
disclosure of relevant and reliable information in their annual reports (Haniffa & Hudaib, 2007), namely information 
in the form of ethical identity features. Structures that support corporate governance in influencing the disclosure of 
the ethical identity of Islamic banks include the Board of Directors, the Board of Commissioners, the Sharia 
Supervisory Board and the Audit Committee (Darmadi, 2013). 
 

 Based on the description above, it can be conceptualized that good governance will be reflected in the 
financial statement features. Whereas in Islamic banks the features are reflected in the disclosure of ethical identity. 
Therefore, the focus of this study examines the influence of corporate governance on the ethical identity of Islamic 
banks. Several previous studies have only explored separately corporate governance (see Hasan, 2009 and Darmadi, 
2013) and ethical identity (see Haniffa and Hudaib, 2007; Sukardi and Wijaya, 2013) in Islamic banks. However, 
relatively few studies have linked corporate governance with ethical identity. Therefore, based on the description 
above, the hypothesis is proposed as follows: Corporate governance is positively associated with ethical identity in 
Islamic banks. 
 

3. Data and Methodology 
 

3.1. Data selection 
 

 The population in this study is Islamic commercial banks in Indonesia. The sample determination method 
used in this study is the purposive sampling method, namely Islamic commercial banks which publish annual reports 
in a row from 2015-2018 and publish through the websites of each bank. The number of Islamic commercial banks in 
Indonesia is 14 banks. So that the total data analyzed for 4 years is 56 data. 
 

3.2. Variables and measurements 
 

 Ethical identity is information that the company discloses in an annual report consisting of five themes and 
eight dimensions. The five themes of ethical identity include the underlying philosophy and values, interest-free 
products, agreements allowed by Islam, development and social goals, and review by the Sharia Supervisory Board 
(Haniffa and Hudaib, 2007). Disclosure of ethical identity based on the Ethical Identity Index (EII), measured using a 
dummy variable with the criteria: where the value of 1 if disclosed and the value of 0 if not disclosed. 

 
Where EIIj is the ethical identity index, nj the number of constructs or items disclosed by jth firm, nj< = 78, 

and Xij =1 if ith construct or item is disclosed, 0 if ith construct or item is not disclosed, so that 0 < = Ij< = 1. 
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Corporate governance is measured by the number of the Board of Directors (BoD), the Board of Commissioners 
(BoC), the Sharia Supervisory Board (SSB) and the Audit Committee (AC) listed in the financial statements. 
 

4. Results and Discussion 
 

4.1. Descriptive statistics 
 

 Table 2 shows the descriptive statistics of each variable. The size of the Board of Directors has a mean 
(median) 4.392857 (4.000000), the size of the Board of Commissioners has a mean (median) 3.589286 (3.000000), the 
Audit Committee has a mean (median) 3.892857 (4.000000), the size of the Sharia Supervisory Board has a mean 
(median) 2.303571 (2.000000) and Ethical Identity Index has a mean (median) 54.44643 (55.00000). In general, this 
Sharia commercial bank has a relatively low average Audit Committee and Ethical Identity. 
 

Table 2 Descriptive Statistics 
 

 AC BoC BoD EII SSB  

 Mean  3.892857  3.589286  4.392857  54.44643  2.303571  
 Median  4.000000  3.000000  4.000000  55.00000  2.000000  
 Maximum  7.000000  6.000000  7.000000  67.00000  3.000000  
 Minimum  2.000000  2.000000  2.000000  32.00000  2.000000  
 Std. Dev.  1.154888  0.804008  1.170525  6.674019  0.463961  
 Skewness  0.781901  0.659638  0.432308 -0.434163  0.854409  
 Kurtosis  2.758492  3.283738  2.854862  3.851102  1.730015  
 Jarque-Bera  5.842203  4.248990  1.793463  3.449516  10.57682  
 Probability  0.053874  0.119493  0.407901  0.178216  0.005050  
 Sum  218.0000  201.0000  246.0000  3049.000  129.0000  
 Sum Sq. Dev.  73.35714  35.55357  75.35714  2449.839  11.83929  

      
 

 Table 3 shows the ethical disclosure index (EII) seen that the average Islamic Banking EII from 2015 to 2018 
ranged from 0.58 to 0.80. During 2015 the average EII was 0.66, in 2016 it was 0.71, in 2017 it was 0.72, and in 2018 
it was 0.71. This shows an increase from 2015 to 2017 and in 2018 there was a decrease in the number of ethical 
identity items disclosed by Islamic Banks. Islamic banks have the highest EII among others. However, in general 
Sharia commercial banks have relatively low index ethical identity disclosure, which is an average of 54.44 of the total 
disclosure of 78 items. 

Table 3 Ethics Identity Index 

No Islamic Bank EII Average 
EII 

Rank 
EII 2015 2016 2017 2018 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 

Bank Aceh Syariah 
Bank Muamalat 
Bank Victoria Syariah 
BCA Syariah 
BJB Syariah 
BNI Syariah 
BPD NTB Syariah 
BRI Syariah 
BTPN syariah 
Bukopin syariah 
Mandiri Syariah 
Maybank Syariah 
Mega Syariah 
Panin Bank syariah 

Average per year 

0.71 
0.71 
0.41 
0.68 
0.56 
0.74 
0.72 
0.67 
0.76 
0.62 
0.76 
0.63 
0.56 
0.71 
0.66 

0.83 
0.73 
0.59 
0.68 
0.69 
0.78 
0.71 
0.73 
0.78 
0.62 
0.79 
0.63 
0.65 
0.68 
0.71 

0.79 
0.86 
0.63 
0.64 
0.74 
0.81 
0.59 
0.63 
0.65 
0.77 
0.83 
0.78 
0.71 
0.60 
0.72 

0.73 
0.62 
0.69 
0.67 
0.62 
0.77 
0.73 
0.60 
0.69 
0.71 
0.83 
0.72 
0.71 
0.86 
0.71 

0.77 
0.73 
0.58 
0.67 
0.65 
0.78 
0.69 
0.66 
0.72 
0.68 
0.80 
0.69 
0.66 
0.71 

3 
4 
12 
9 
11 
2 
7 
10 
5 
8 
1 
7 
10 
6 
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4.2. Multiple Regression Analysis 
 

 The number of Sharia commercial banks in Indonesia is 14 banks. All of them are used as samples from 
2015-2018. The data obtained over 4 years are 56 data. This data is processed using the Eviews program (see table 4). 
 

Tabel 4 Regression Results 
 

Dependent Variable: EII   
Method: Least Squares   
Sample: 1 56    
Included observations: 56   
     

Variable Coefficient Std. Error t-Statistic Prob.   
     

C 49.85014 4.771707 10.44702 0.0000 
AC -0.014981 0.888292 -0.016865 0.9866 
BOC -1.152608 1.370935 -0.840746 0.4044 
BOD 3.035643 0.988648 3.070499 0.0034 
SSB -1.972372 2.262607 -0.871726 0.3874 
     

R-squared 0.180624     Mean dependent var 54.44643 
Adjusted R-squared 0.116359     S.D. dependent var 6.674019 
S.E. of regression 6.273723     Akaike info criterion 6.595662 
Sum squared resid 2007.340     Schwarz criterion 6.776497 
Log likelihood -179.6785     Hannan-Quinn criter. 6.665772 
F-statistic 2.810622     Durbin-Watson stat 1.958029 
Prob(F-statistic) 0.034871    
     
     

Based on table 4, it shows that the Board of Directors has a significant positive effect on the disclosure of the 
ethical identity of Islamic banks. However, the Board of Commissioners, the Sharia Supervisory Board and the Audit 
Committee have no significant effect. These results indicate that corporate governance has a less powerful influence 
on ethical identity. The weakness of the Board of Commissioners, the Sharia Supervisory Board and the Audit 
Committee will have an impact on the weak supervision of the directors. More specifically, table 2 shows that the 
average number of Sharia Supervisory Board is the least among the others, which is 2,303. The small number of 
Sharia Supervisory Board is less than optimal to carry out its supervisory function, so that supervision in the field of 
sharia is weak. If the Sharia Supervisory Board is weak, then the implementation of sharia principles in banks will be 
low. This is reflected in the average ethical identity index (EII) is relatively low at 54.44 of the total disclosure of 78 
items. These results are the same as the findings of Darmadi (2013) that the average level of disclosure among sample 
banks is relatively low. Low ethical identity also shows that public trust in Islamic banks is still low because Islamic 
banks in this study have not been able to disclose more widely to the public the Islamic values embodied in ethical 
identity. This is in line with the findings of Iskamto and Yulihardi (2017) and Nugraha et al., (2017) that public trust in 
Islamic banks is relatively low. Supposedly, corporate governance represented by the Sharia Supervisory Board can 
encourage a higher ethical identity. But the reality is not the case, in this study it was found that Islamic banks have on 
average a few supervisory boards. Thus, the ethical identity of Islamic banking has not been fully implemented in 
accordance with the ideal Islamic identity as conveyed by Haniffa and Hudaib (2007). The inability of Islamic banks to 
express better ethical identity because banks have not been able to fully implement the ideal ethical identity because of 
the limitations of the Sharia Supervisory Board. The impact, people still do not fully trust Islamic banks because they 
have not received good disclosure whether Islamic banks have carried out their activities in accordance with Islamic 
principles. As a result, the low ethical identity of Islamic banks will cause dissatisfaction for bank stakeholders. 
Conversely, banks with strong ethical identities will achieve greater levels of stakeholder satisfaction (Berrone et al., 
2007; Sukardi and Wijaya, 2013). 

 
 
 



110                                                                   Journal of Islamic Banking and Finance, Vol. 7, No. 2, December 2019 

 
5. Conclusions 
 

 This paper examines the impact of corporate governance on the ethical identity of Islamic banks in Indonesia 
during 2013-2018. Corporate governance is proxied by the number of the Board of Directors, Board of 
Commissioners, Sharia Supervisory Board and Audit Committee correlated with the disclosure of ethical identity in 
Islamic banks in Indonesia. By using multiple regression analysis, the Board of Directors has a positive effect on 
ethical identity, while others have no effect. This study also uses content analysis in the annual report of Islamic banks 
to find out whether Islamic banks in Indonesia disclosure ethical identity more extensively in annual reports as a form 
of communication of Islamic bank identity to the public. Our main findings indicate that the results of the study that 
Islamic commercial banks have a relatively low ethical identity index with an average of 54.44 items from 78 items. In 
addition, the number of boards of the Sharia Supervisory Board has the smallest average compared to the board of 
commissioners and audit committee which is 2.30. Based on these findings, we argue that the low ethical identity 
index is caused by a small number of Sharia Supervisory Board. So, they are less able to supervise optimally related to 
the implementation and sharia products.  
 

 This paper contributes to the literature on ethical identity and corporate governance of Islamic banking. In 
addition, it provides insights for practitioners and regulators to strengthen the Sharia Supervisory. They are expected 
to encourage the practice of Islamic banks to do business in accordance with Islamic principles. If Islamic banks have 
applied Islamic principles better, then they can reveal their ethical identity more broadly in annual reports. Thus, the 
public can capture this communication so as to increase public confidence in Islamic banks.  
 

 This paper has several limitations. The number of samples is relatively small because there are only 14 
commercial Islamic banks in Indonesia. The measurement of corporate governance is limited to BoD, BoC, AC and 
SSB. Future research is suggested to examine the role of corporate governance, ethical identity and performance of 
Islamic banks. By testing, whether ethical identity is intervening variable between corporate governance and banking 
performance. This research is expected to have practical implications for Islamic bank actors, Sharia Supervisory 
Board, and regulators (government).  
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