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Abstract. This study examines the effect of Capital Adequacy Ratio (CAR), Financing to Deposit Ratio (FDR), board of direc-
tors size (BOARD), sharia supervisory board (DPS), bank size (SIZE), and interest rate (INT) and sharia bank ownership status
(DFOR) to Return on Deposit (ROD). The sample used in this research is 11 sharia banks operating in Indonesia. By using
multiple regression analysis technique, it was found that CAR and SIZE have a significant negative effect on ROD) of sharia
banks in Indonesia. While the FDR, BOARD and INT have a significant positive effect on ROD of sharia banks in Indonesia.
Meanwhile, DPS and DFOR have no significant effect on ROD of sharia bank in Indonesia.
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Introduction

Islamic banking (sharia banking) arises because Islam for-
bids Muslims to withdraw or pay interest (usury, riba).
Islam’s rejection of this interest raises the question of what
can replace the mechanism of application of interest within
the framework of Islam. This is where the principle of profit
sharing (profit-loss-sharing) entry replaces the interest sys-
tem as in conventional banks (Ernayani et al. 2017, Ismal
2009, Majid et al. 2014). According to Khediri et al. (2015),
there are many differences between sharia banks and con-
ventional banks. For example, interest-based contracts in
conventional banks are replaced by yield-based contracts
with sharia banks, where profits and losses, as well as risks,
are shared between creditors and borrowers. Sharia ban-
king also could prevent money laundering and terrorism
financing because sharia principles that become its foun-
dation strongly prohibited sources of illegal financing as
stated by Kordik and Kurilovska (2017), such as natural
resource theft; drug, even alcohol traficking; smuggling;

extortion; and some illegal sponsorship. Sharia banking is
not only an institution in the field of economy, but also as
an institution that is responsible for maintaining moral and
morals of society (Hassan and Aliyu 2018).

Rivai and Arifin (2010) said that the function of sharia
bank in general is almost the same as conventional banks,
which are both intermediary institutions that collect funds
from people who have excess funds and then channeled to
communities in need of funds with the form of financing.
The main difference is in the treatment and the type of re-
turn obtained by the bank for each transaction performed.
Conventional banks earn profits based on interest income.
Islamic banks derive from fee-base income, mark-up, and
profit-sharing (loss and profit sharing). Sharia bank is a
bank that operates without resting on interest. Sharia Bank
isa financial institution with its main business is channeling
financing as well as other services on payment transactions
and money circulation where operates accordance Islamic
principles (Muhammad 2005).
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In Indonesia, sharia banking is still relatively early. The
first sharia bank in Indonesia was Bank Muamalat which
was established in 1992. The phenomenon of sharia banks
became more attractive when sharia banks survived suc-
cessfully during the Asian financial crisis 0of 1997-1998 and
the global financial crisis 2007-2008, at which time banks
conventional facing financial difficulties even to failure.
Aysan et al. (2013) argued that the Islamic banking sys-
tem can contribute to boosting economic growth thanks to
the sharing features that enable sharia banks to borrow for
longer projects for better risk and returns. Jankelov4 et al.
(2018) even stated that growing interest in creating various
types of strategic partnership is conditioned by the creation
and the course of the economic crisis. This various strategic
partnership also could reached by using sharia based financ-
ing scheme which focused on profit sharing scheme rather
than based on interest. This scheme also could use to SME’s
which according to Abbas (2018), play vital role in assisting
and fostering entrepreneurial activity.

Khediri et al. (2015) describes the differences between
sharia banks and conventional banks. Islamic banks collect
funds through demand deposits (guaranteed and without
returns) and investment deposits (similar to mutual fund
sheets and do not guarantee a fixed return). Islamic banks
have developed a free product of conventional financing
system based on profit sharing (profit or loss) and markup
principle (Anuar et al. 2014).

The purpose of establishing a sharia bank is the same as
that of the company in general, that is, to make a profit. But
for sharia banks, this profit is earned through investment
returns that will increase owner wealth. This goal is not only
a reference of the owner of sharia banks but also deposi-
tors who participate in investing funds in the investment-
based revenue sharing. The level of profitability is the main
reference for depositors in considering whether to stay in
the bank or move the funds to other banks (Rahim 2017).
Banks are required to compete primarily in improving
their profitability performance (Masood and Ashraf2012).
Sharia banks that provide yields below conventional bank
interest rates or high yield fluctuations will tend to be dif-
ficult to compete in attracting customers. Customers will
prefer other sharia banks that offer more favorable returns
or conventional banks that provide higher interest rates.
The customer, in this case, will always consider the rate
of return on the sharia bank. Therefore it is necessary for
Islamic banks in maintaining the quality of yield (Hamza
2016, Robiyanto 2018b).

Deposits become one of the Islamic instruments based
on profit sharing and profit sharing rates of these deposits
is very important to note to compete with conventional
banks and other Islamic banks. The rate of return on these
deposits becomes the main reference for depositors in con-
sidering whether to stay in the bank or transfer funds to
other banks. One measure of profitability relating to sharia

banks is Return on Deposit (ROD) but not much research
involving to Return on Deposit (ROD) as dependent vari-
able to proportion the probability of sharia bank, especially
in Indonesia. Though ROD is a reflection of the fulfillment
of the principle of profit sharing (Hamza 2016).

Some research on ROD has been done, for example,
Hamza (2016) concluded that CAR had positive effect on
ROD, but Diaw and Mbow (2011) found that CAR had
negative effect on ROD. On the size of the board of directors
and the size of the Sharia Supervisory Board, according to
research conducted by Ghaffar (2014), the size of the board
of directors and the size of the Sharia Supervisory Board
have a positive effect on the ROD.

Research conducted by Hamza (2016) stated that the
size of the board of directors and the size of the Sharia
Supervisory Board does not influence the ROD. Another
researcher, Mollah and Zaman (2015) found a negative ef-
fect on the size of the directors of the ROD and the positive
influence of the size of the Sharia Supervisory Board on the
ROD. Meanwhile, related to FDR, Gozali (2006) found that
FDR had positive effect on ROD, whereas Hamza (2016)
found that FDR had negative effect on ROD. On the other
hand, Fahmy (2013) found that FDR does not affect ROD.
As for asset size, Aysan et al. (2013); Bashir (1999) con-
cluded that bank size had a positive effect on ROD, while
Hamza (2016) found that bank size did not affect ROD.
Furthermore, Chongand Liu (2006); Hamza (2016) found
a positive influence on interest rates on ROD, which con-
trasts with the findings of Haron et al. (2013) who found
that interest rates had a negative effect.

Therefore, this study will focus on factors that may af-
fect the ROD. The factors which have been analyzed in this
research are Capital Adequacy Ratio (CAR), Financing to
Deposit Ratio (FDR), Board of Director, Sharia Supervisory
Board, Bank size, and interest rate and Sharia Bank owner-
ship status. These factors are studied further because of the
inconsistency of the research results related to the effect
on ROD.

1. Review of literature and historical framework

Hassan and Aliyu (2018) stated that Islamic banking practi-
ces are arise from the need to apply the principles of sharia
that are closely linked in the guide to Islamic ideology. The
development of banking based on Islamic economic con-
cepts and principles is an innovation in the international
banking system. The characteristics of this sharia banking,
operating on the principle of profit sharing (mudaraba) in
the absence of interest (riba) it is because interest (riba) in
the shariah law is prohibited (haram) (Basri et al. 2016).
According to Hassan and Aliyu (2018); Rivai and Arifin
(2010), the differences between sharia and conventional
banks are (1) Akad (agreement) and legality. Akad on
Islamic banking has the consequences of the world and the
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afterlife. The contract is implemented on the basis of Islamic
law. (2) Organizational structure. Sharia banks should have
Sharia Supervisory Board as operational supervisor and
bank products in line with Islamic law. (3) Businesses that
are financed should be justified by the provisions of Islam.
(4) Work environment and organizational culture. The na-
ture of shidiq (honest), trustworthy, fathanah (intelligent,
professional) and tabligh (communicative, friendly and
openness) should be the foundation of Islamic banking
practitioners.

The detailed explanation about the sharia bank’s prin-
ciples are explain in the next section.

1.1. The principles of sharia bank

To be considered as a sharia bank, bank must certainly
run its business that adheres to the principles of Islamic
banks that are allowed in Islam. This sharia principle then
becomes a feature that differentiates sharia banks with con-
ventional banks. Wirdyaningsih et al. (2005) argued that
the main principles adhered to by sharia banks are: (1) the
prohibition of usury (interest) in any transaction of any
kind; (2) conduct business and trading activities based on
obtaining legitimate benefits according to sharia; and (3)
cultivate zakat. Further according to Wirdyaningsih et al.
(2005), based on the main principle, then there is a funda-
mental difference in the implementation of conventional
banks and sharia banks.

1.2. Profitability ratio of sharia banks

The most common profitability ratios used in Sharia Banks
are Return on Deposit (ROD), Return on Assets (ROA),
Return on Equity (ROE). Return on Deposit (ROD) re-
presents the rate of return earned from total investment
deposits managed by sharia banks (Amelia 2015). This ratio
shows the percentage of return on each Rupiah of customer
deposits. In other words, this ratio indicates the effecti-
veness of sharia banks in converting deposits into profits
(Rosly and Bakar 2003). Return on Asset (ROA) is a ratio
that measures a company’s ability with all capital working in
it to generate profit. This ratio reflects the company’s ability
to use the investments used for its operations to generate
profits (Rosly and Bakar 2003). This ratio is often referred
to as earning power. In this research, only ROD is used as
a proxy of profitability of the ratio. This is because ROD
indicates the effectiveness of sharia bank in converting the
deposit to be profit (Rosly and Bakar 2003).

2. Method of the research

This section will described the research method used in
this study. Population and sample, data collection method,
hypothesis development and analytical technique discussed
in this section.

2.1. Population and sample

The population in this research is sharia bank that operated
in Indonesia. Not all sharia banks in Indonesia are subject
to this research because there are sharia banks that do not
meet the criteria of the research. Therefore, the research
sample was chosen by using purposive sampling method,
where the sampling according to criteria as follows: (1)
Sharia Banks in the form of stand-alone entities (Sharia
Commercial Banks); (2) Sharia banks that have been esta-
blished from 2011 to 2015; (3) Sharia bank that has com-
pleted the information in the 2011-2015 period of financial
statements that is audited and adequate for the research
and has been published either on the site of sample banks
or on the website of Bank Indonesia.

In Table 1, it can be seen the process of sampling based
on the criteria that have been determined above.

Based on the above criteria, there are 11 sharia banks
which are adequate to be the object of this research. The
names of the bank becoming the sample can be seen on
the Table 2.

Table 1. Sampling process

No Criteria Total
1 Sharia banks in form of stand-alone entities 12
in Indonesia
) Sharia banks which have been operated in 1

time of this research

There is an adequate information in financial
report for the period of 2011-2015 audited,
3 |and proper for the research and have been 11
published either on the bank site or Bank
Indonesia site

Table 2. Bank samples

No Sharia banks Website
1 Bank Mgamalat www.bankmuamalat.co.id
Indonesia

2 | Bank Victoria Syariah
3 | BRI Syariah

www.bankvictoriasyariah.co.id

www.brisyariah.co.id

BPD Jawa Barat Banten
Syariah

5 | BNI Syariah
6 |Bank Syariah Mandiri

www.bjbsyariah.co.id

www.bnisyariah.co.id

www.syariahmandiri.co.id

Bank Mega Syariah

) www.megasyariah.co.id
Indonesia sy

8 |Bank Panin Syariah www.paninbanksyariah.co.id

9 | Bank Syariah Bukopin
10 | BCA Syariah
11 | Bank Maybank Syariah

www.syariahbukopin.co.id

www.bcasyariah.co.id

www.maybanksyariah.co.id
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2.2. Data

The data used in this research is secondary data. Data ob-
tained from external sources through the website of Bank
Indonesia is www.bi.go.id or the website of each sharia
bank. Data on Islamic bank governance system is obtained
from the site of each sharia bank. Market interest rate data
is obtained from Indonesian Banking Statistics published
on the Financial Services Authority website.

2.3. Hypothesis development

This section will focus on the hypothesis development.
Some arguments for each hypothesis development dis-
cussed as follows.

2.3.1. Return on deposit and CAR

According to Hamza (2016), Capital Adequacy Ratio
(CAR) measures the capital adequacy of banks to support
the risk-bearing assets. This capital adequacy ratio is an
indicator of the bank’s ability to cover its decline in assets
as a result of bank losses caused by risky assets. With the
increase in CAR, there is an increased risk taken by sha-
reholders and depositors; the increased risk is expected to
be a trade-off to obtain higher returns that will be reflected
in the ROD of sharia banks (Hamza 2016).

According to Aysan et al. (2013), the higher CARs can
also become a space for sharia banks to expand their market
share and so with broader markets is expected to improve
the performance of Islamic banks. In his research, Hamza
(2016) and Aysan et al. (2013) found that the CAR has a
positive effect on return on investment deposits of sharia
banks. Therefore, the hypothesis is formulated as follows:

H1: CAR has positive effect on ROD of sharia bank

2.3.2. Return on deposit and Financing to Deposit Ratio
(FDR)
Financing to Deposit Ratio (FDR) is a ratio similar to the
Loan to Deposit Ratio (LDR) in a conventional bank. This
ratio is used to measure the extent to which loan funds
are sourced from the third parties. This low ratio shows
the level of liquidity of the bank so that if the higher the
size of an Islamic bank’s FDR illustrates a less liquid state
than a sharia bank with a lower FDR size. Conversely, the
lower the size of the FDR of an Islamic bank, the bank can
maintain an excessive liquidity tool and will cause pressure
on the income of Islamic banks in the form of high cost
of maintenance of idle cash (Gozali 2006). Therefore, the
greater opportunity of sharia banks to increase their income
by optimizing the distribution of financing will increase
the ROD of sharia banks. Gozali (2006) found a positive
relationship between FDR and ROD in sharia bank so for-
mulated hypothesis as follows:

H2: FDR has positive effect on ROD of sharia bank

2.3.3. Return on deposit and size of board of director

Ghaffar (2014) argued that the larger size of board direc-
tor is necessary because of the experience of sharia banks
that are still relatively new. The large board of director
will be useful in setting better strategies and supervision
to compete with conventional banks. The size of the board
of directors will affect the performance of sharia banks.
Ghaffar (2014) found a positive correlation of the size of
the directors to ROD in sharia banks. Based on this, the
hypothesis is formulated as follows:

H3: The size of the board of director has a positive effect
on ROD of sharia banks

2.3.4. Return on deposit and size of sharia supervisory board

Mollah and Zaman (2015) argued that the existence of
Sharia Supervisory Board is the element that distinguishes
between sharia banks and other conventional banks. The
main role of the Sharia Supervisory Board is to oversee
the day-to-day operations of the bank in keeping with the
provisions of sharia. This is because transactions applicable
in Islamic banks are very special when compared to con-
ventional banks. Also, the Sharia Supervisory Board also
plays a role in researching and making new product recom-
mendations from the banks under its supervision. The risk
of non-compliance and non-credibility in sharia bank is
caused by the incompetence of management in mastering
the science of sharia which impact on the withdrawal of
funds by depositors and then impact on the performance of
Islamic banks. This is where the role of Sharia Supervisory
Board is needed to supervise sharia banks remain in the
path without having contradiction to the principles of sha-
ria and the role to share knowledge and input.

Ghaffar (2014) argued that a small Sharia Supervisory
Board will be easily controlled and influenced by execu-
tives and boards of directors, while the existence of a large
Sharia Supervisory Board with various experiences and
skills of sharia will lead to a better interpretation of products
and operations of sharia banks. The size of a large Sharia
Supervisory Board can encourage the credibility of banks
because it prioritizes compliance with Islamic law so that
the protection of the rights of depositors is more secure and
it can avoid the withdrawal of depositors’ funds. This can
then be reflected in the performance of Islamic banks espe-
cially profitability as evidenced by Ghaftar (2014); Mollah
and Zaman (2015). Based on the description above, the
hypothesis is formulated as follows:

H4: Sharia Supervisory Board has a positive effect on
ROD of sharia banks

2.3.5. Return on deposit and bank size

According to Aysan et al. (2013), the size of the bank can be
seen from the total assets, and it is a signal for depositors
regarding the performance and competitiveness of banks
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that encourage depositors to invest their funds to the sharia
banks concerned. Also, according to Bashir (1999), sharia
banks with larger assets will benefit economies of scale
that impact on the yields offered. In his research, Aysan et
al. (2013) and Bashir (1999) found a positive relationship
between the size of the bank and the return on sharia bank
deposits. Based on the description above, the hypothesis is
formulated as follows:

HS5: Asset size positively affects return on investment
of sharia bank

2.3.6. Return on deposit and interest rate

Both Islamic banks and conventional banks compete in
obtaining deposits. Islamic banks face the intense com-
petition against conventional banks because conventional
banks offer guaranteed returns in the form of a fixed interest
rate. Islamic banks may refer to interest rates if they can not
obtain benchmark yields offered in a profit-sharing tran-
saction Hamza (2016). In his research, Hamza (2016) found
that the ROD of sharia banks is influenced by conventional
bank interest rates. Based on the description above, the
hypothesis is formulated as follows:

Hé6: Bank interest rates have a positive effect on ROD
of sharia banks

2.3.7. Return on deposit and foreign ownership

Zouari and Taktak (2014) argued that the companies with
large foreign holdings tend to exercise an effective oversi-
ght, have superior technical, managerial, and broad funding
access so that the foreign ownership will have a positive
contribution in improving the company performance.
Zouari and Taktak (2014) found that sharia banks with
the foreign ownership will earn higher ROD than sharia
banks with domestic ownership. Based on the description
above, the hypothesis is formulated as follows:

Table 3. The Operational Definition of Variables

H7: Foreign-owned sharia banks have higher ROD than
domestic sharia banks

2.4. Analytical technique

The analytical technique used in this study used multiple
linear regression with dummy variable included. The re-
gression equation in this research is

ROD;; = a + B1CAR; + B2FDR;; + B3BOARD;; +
BADPS, + B5SIZE; + B5INT, + B6 DFOR;, + ;.

Note:

ROD;, = Return on Deposit (ROD) sharia bank i
(i=1,...,11)in the year of ¢ (+=2011,...,2015)

CAR;; = Capital Adequacy Ratio (CAR) sharia bank i
(i=1,...,11intheyearof t+ 1 (+=2011,...,2015)

FDR;; = Financing to Deposit Ratio (FDR) sharia bank i
(i=1,...,11)in the year of ¢ (t=2011,...,2015)

ROD;, = Return on Deposit (ROD) sharia bank i
(i=1,...,11)in theyear of ¢ (+=2011,...,2015)
BOARD; = directors’sizei (i=1, ..., 11) in the year of # (¢
=2011,...,2015)

DPS;;= Sharia SupervisoryBoardi(i=1,...,11) in the year
of t(t=2011,...,2015)

SIZE; = The size of sharia bank i (i=1, ..., 11) in the year
of t(t=2011,..., 2015)

DFOR;; = Dummy of foreign ownershipi (i=1, ..., 11) in
the year of ¢ (t=2011, ..., 2015), 1 = sharia foreign bank,
0 = sharia domestic bank

o = constant

B(1-6) = regression coeflicient

The operational definition of variables are shown in
Table 3.

Hypothesis testing in this study includes F test, t-test,
and test coefficient of determination (R*). Before testing the
hypothesis, the classical assumption test will be done first.

Name of Variable Measurements Variable
b ) b The Capital of Bank « 100% b d
(]
Return on Deposit (ROD) Total of deposit investment ependent
| The Capital of Bank « 100%
. . 6
Capital Adequacy Ratio (CAR) Risk-Weighted Asset Independent
) ) ) Total Funding « 100% d d
1 e — 0
Financing to Deposit Ratio (FDR) Third Party Fund Independent
The size of board of director (BOARD) Number of board of director’s member Independent
Sharia Supervisory Board (DPS) Number of Sharia Supervisory Board’s member Independent
The size of the bank (SIZE) Ln Total asset Independent
The interest (INT) The average of deposit of the conventional banks in a year Independent
Foreign ownership Dummy (DFOR) 1 = sharia foreign banks; 0 = sharia domectic banks Independent
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3. Result and discussion

The result and discussion consists of descriptive statistics,
the result of classical assumption tests, the result of multiple
regression analysis, and discussion. Each section described
as follows.

3.1. Descriptive statistics

Descriptive statistics provides the descriptions of data
viewed from the mean, standard deviation, variance, ma-
ximum, and minimum values. This study uses a 5-year
observation period from 2011 to 2015. The data on depen-
dent, independent, and control variables are obtained from
the financial statements of sharia banks obtained from the
website of Bank Indonesia or the website of the sharia bank
concerned. The specific interest rate variables are obtained
from Sharia Bank Statistics obtained from the Indonesian
Financial Services Authority website. In Table 4 it can be
seen the descriptive statistics of the 11 sample companies
over the period 2011-2015.

Table 4. Descriptive statistics (source: secondary data,
processed)

N |Minimum | Maximum Mean St.d' De—
viation

ROD
(%) 55 2.47 11.06 5.84 1.85
CAR (%) | 55 11.03 73.44 23.32 14.96
FDR (%) | 55 46.08 289.20 99.52 34.99
SIZ.E. 55 | 642,026 |70,369,708 | 15,429,901 | 130,218
(million)
BOARD 55 3 7 4 9993
(person)
DPS 55 2 3 2 4664
(person)
INT (%) | 55 6.05 8.76 7.47 1.05

The ROD variable shows the percentage of return on
each Rupiah of customer deposits. In other words, this ratio
indicates the effectiveness of sharia banks that converting
deposits into profits is one measure of the profitability of
sharia banks. ROD represents the rate of return earned from
the total investment deposits managed by sharia bank. Of
the overall ROD, sample shows an average of 5.845%, in-
dicating that the average of the total sample has total assets
of 218.43% compared with current liabilities. The highest
ROD level obtained by Bank BJB Syariah in 2015 amounted
to 11.06% while the smallest ROD level of Maybank Syariah
Bank in 2012 amounted to 2.47%. The standard deviation
of the ROD variable is smaller than the average indicating
that the ROD variable data is spread fairly evenly.

CAR variables measure the capital adequacy of banks to
measure the adequacy of capital owned by banks to support

assets that contain risks. In other words, CAR is the bank’s
performance ratio to measure the capitaladequacy of a bank
to support assets that contain or generate risk. It can be
seen that the average CAR of the total sample is 23.317%
indicating that the average sharia bank in Indonesia has
fulfilled the minimum CAR requirement that is at least
8%. This 23.317% is far more than the minimum required.
The standard deviation of this variable is also smaller than
the average that is equal to 14.958% which indicates that
the data of this variable is spread evenly. The largest CAR
is owned by Bank Maybank Sharia in 2015 amounted to
73.44% while the smallest CAR owned by Bank Muamalat
in2012 amounted to 11.03%. Although CAR is the smallest
among sharia banks in Indonesia, it still meets the mini-
mum required CAR of Islamic banks by 8%.

The FDR variable is the ratio used to measure the li-
quidity of a bank in repaying the withdrawal of funds by
the depositor. This variable is used to measure how far the
ability of banks to repay the withdrawal of funds made by
depositors by relying on the financing provided as a source
ofliquidity. Therefore, the FDR is calculated by comparison
between the financing provided by the sharia bank and the
third party funds which has successfully been deployed by
the sharia bank; it can be seen from the above table the
average FDR of the total sample is 99.52%. This figure is
still within reasonable limits given that the ideal range is
80-100%. The standard deviation of this variable is smaller
than the average of 34.99% indicating that the data of these
variables are spread evenly. The largest FDR rate obtained
by Maybank Sharia in 2011 was 289.20%, while the small-
est FDR rate was owned by Bank Victoria Sharia in 2011
amounting to 46.08%.

The board of directors’ size in this study shows how
many members of the board of directors in Islamic banks.
Therefore, it is proxied by the number of members in the
board of directors of sharia banks. In the descriptive statis-
tics Table 4, on the average sharia bank in Indonesia has four
directors on the board of directors. The standard deviation
of the director’s size smaller than the average of .999 indi-
cates that the data size of the directors spread evenly. The
largest director size is 7 and the smallest director’s size is 3
which shows that sharia banks in Indonesia have directors
of between 3 and 7 people.

The Sharia Supervisory Board’s size variables show how
many members of the Sharia Supervisory Board are at shar-
ia banks in Indonesia. This is to investigate the extent to
which the number of Sharia Supervisory Board is effective
in carrying out its duties to oversee the daily operations of
banks to always comply with the provisions of sharia and
to provide innovations of sharia products that can improve
the performance of Islamic banks. From Table 4, it can be
seen that the average size of the Sharia Supervisory Board
is 2.31, this indicates that on the average sharia bank that
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has been sampled has a Sharia Supervisory Board of 2.31
and this figure is greater than the standard deviation of the
same variable that is equal to 2.31 indicates that the Sharia
Supervisory Board’s size data is quite evenly distributed.
The largest Sharia Supervisory Board is three whereas the
smallest Sharia Supervisory Board measure is 2. This shows
that Islamic banks in Indonesia have Sharia Supervisory
Board between two and three people.

The variable size of the bank shows the size of a company
shown by total assets, total sales, average total sales and aver-
age total assets so that it can be concluded a size of a bank
can be said big if seen from the amount of the assets owned.
The natural logarithm of total assets is used as a proxy for
the independent variable of bank size. Natural logarithm
is used to overcome the problem of value disparity (Bashir
1999). From Table 4, it can be seen that the average size of
sharia banks of the total sample is 15,429,901. The standard
deviation of the size of Islamic banks is smaller than the
average that is equal to 130,218 indicates that the variable
data size sharia bank spread evenly. The size of the largest
Islamic banks is Bank Syariah Mandiri in 2015 amounted
to 70,369,708 while the size of the smallest sharia bank is
the Bank of Victoria Syariah in 2011 amounted to 642,026.

The interest rate variable is proxied by the average of
the conventional interbank deposit rate in Indonesia with
a period of one year. Islamic banks may refer to the interest
rate if they cannot obtain the benchmark yield offered in
the profit-sharing transaction (Hamza 2016). Table 4 shows
that the average interest rate of 1-year conventional bank
during the period 2011 to 2015 was 7.47%. The lowest in-
terest rate is 6.05% in 2012 while the highest interest rate
is 8.76% in 2014.

3.2. The result of classical assumption tests

Classical assumption tests consists of normality test, mul-
ticollinearity test, and heteroscedasticity test. The results
of each test, described as follows.

3.2.1. Normality test

Kolmogorov-Smirnov non-parametric statistical test is
used to detect whether residuals are normally distributed
or not (Ernayani et al. 2017, Robiyanto 2018a). This met-
hod is used because using graphical analysis is considered
subjective so it can be misleading especially for small sam-
ple quantities. A regression model can be said to meet the
normality test if the Kolmogorov-Smirnov non-parametric
statistical test result shows a significant value above .05.
Kolmogorov-Smirnov test statistic is .076.

The test showing the level of significant value .200, this
value is above .05. This shows that the residual data is dis-
tributed normally.

3.2.2. Multicollinearity test

This test is performed to detect whether in the regression
model found the correlation between independent varia-
bles. To analyze the presence of multicollinearity is indica-
ted by a correlation value greater than 95% and can also be
indicated through the tolerance value < 0.01 and VIF value
>10 (Ghozali 2011, Robiyanto 2018a). Multicollinearity test
results can be seen in Table 5.

Table 5. Multicollinearity testing result (source: secondary
data, has been processed)

Collinearity Statistics
Variable
Tolerance VIF

CAR .298 3.359
FDR 414 2.413
SIZE 339 2.948
BOARD 446 2.243
DPS .576 1.737
INT 926 1.079
DFOR 235 4.249

In Table 5. It can be seen that there is no evidence of
multicollinearity since all variables have VIF value < 10
and tolerance value > .1. So it can be concluded that there
is no multicollinearity.

3.2.3. Heteroscedasticity test

Heteroscedasticity test is performed to test whether there
are unequal variances of the residual to other observations
on the regression model used (Robiyanto and Puryandani
2015, Robiyanto et al. 2017). If there are symptoms of the
same variance, it is called homoscedasticity. The heteros-
cedasticity test done by using the Glejser test. The results
of the Glejser test shown in Table 6.

Table 6. The result of the Glejser test fo heteroscedasticity
(source: secondary data, has been processed)

Variable t p
CAR 918 .360
FDR 1.887 .066
SIZE 982 332

BOARD -.859 391
DPS 1.010 319
INT -.132 .896

DFOR 953 347

Based on Table 6, the Glejser test result shows that
none of independent variable has a significant effect to-
ward the absolute errors. Thus, it can be proven that there
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are no symptoms of heteroscedasticity or in other words,
the regression equation satisfies the assumption of non-
heteroscedasticity.

3.3. The result of multiple linear regression analysis

Based on the testing of the classical assumption that has
been done, it can be concluded that this research model
has fulfilled all the classical assumptions. The next step
that can be done is to perform hypothesis analysis by using
multiple linear regression analysis method with Ordinary
Least Square model. The analysis aims to test the influence
of independent variable to dependent variable. In this rese-
arch, multiple regression analysis is used to test the effect
of CAR, FDR, the board of directors, Sharia Supervisory
Board, bank size, and interest rate on Return on Deposit
(ROD) of sharia bank by adding foreign bank ownership
variable as dummy variable. This analysis is done by re-
gression model as follows:

RODj = a + 1 CAR;; + B2FDR;; + B3BOARD;, +
B4DPS;; + B5SIZE;, + B5INT; + f6 DFOR; + €;; -

The result of the regression analysis can be seen in
Table 7.
A regression model formed from the Table 7 is:

ROD;, = 26.50 — .071CAR;, + .17FDR;, +
441BOARD;, + .411DPS;, — 1.090SIZE;, + 1.188INT;, —
1.690DFOR;, + &;.

A testing based on the model shows that the variable of
FDR, BOARD, and INT have a significant positive effect to
ROD variable. Variable CAR and SIZE have a significant
negative effect to ROD variable. Whereas DPS variable does
not affect ROD. DUMMY variable shows significant nega-
tive sign which means that foreign sharia banks are no better
than domestic sharia banks in obtaining ROD.

3.3.1. Coefficient of determination (R?)

Based on the result of the analysis, it is obtained a coeffi-
cient of determination of .664. This indicates that 66.4%
of the dependent variable on the model, which consists of
CAR, FDR, board size (BOARD), size of Sharia Supervisory
Board (DPS), bank size (SIZE), interest rate (INT), and
foreign ownership (DFOR). While the rest of 33.6% is
explained by the variables outside the model.

3.3.2. Simultaneous Statistics test (F Test)

F test is used to show whether all independent variables
simultaneously affect the dependent variable. Based on
the results of the analysis, it is obtained the value of F of
16.221 with a probability of .000. Since the probability is
much less than .05, the regression model can be used to
predict ROD.

3.3.3. Individual Parameter Significance Test (t-test)

Based on Table 7, it can be seen that the Sharia Supervisory
Board (DPS) size and foreign ownership dummy variables
(DFOR) have no significant effect on Return on Deposit
(ROD). A Financing to Deposit Ratio (FDR) variable has
a positive effect on Return on Deposit (ROD) on 5% signi-
ficance. The size of the board of directors (BOARD) also
positively affects the ROD at the 5% significant level. The
interest rate variable (INT) has a positive effect on the level
of significance of 1%. Capital Adequacy Ratio (CAR) and
bank size (SIZE) variables have negative and significant
influence at 1% significant level.

3.4. Discussion

The effect of each independent variables toward ROD are
described as follows.

Table 7. The Result of Multiple Linear Regression Analysis (source: secondary data, has been processed)

Model Unstandardized Coefficients Standardized Coefficients . N
B Std. Error Beta
(Constant) 26.503 5.233 5.064 .000
CAR -.071 .018 -.575 -3.977 .000
FDR .017 .006 316 2.580 .013
BOARD 441 219 238 2.017 .049
DPS 411 413 .104 995 325
SIZE -1.090 .193 -.767 -5.660 .000
INT 1.188 144 .675 8.227 .000
DFOR -1.690 1.037 -.265 -1.629 110
Adjusted R*: 0.644
F:16.211
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3.4.1. The effect of CAR on the ROD

CAR has a significant negative effect on ROD. This can be
seen from the significant value of .000 which is smaller than
.050. The value of the CAR variable regression coeflicient
is -.71, meaning if the CAR variable has increased by one
unit, while the other independent variable is considered
constant (value 0), then ROD will experience decrease of
.71. This result is inconsistent with the research conducted
by Hamza (2016) and Aysan et al. (2013) who found that
CAR affects ROD positively.

This study provides an evidence that sharia banks in
Indonesia have not guaranteed a higher return on excessive
risk-taking. The negative result indicates that the larger, the
smaller CAR of ROD obtained by sharia banks in Indonesia.
This condition can be seen from Figure 1. In this figure
it can be seen that the average ROD in 2011 to 2013 was
in opposite direction with the average movement of CAR
in the same year period. Similarly, in the year 2014-2015,
the movement of ROD and CAR were also in an opposite
direction. Also, the CAR of sharia banks in Indonesia has
far exceeded the mandatory minimum requirement of 8%,
so it appears to bring a negative impact on ROD.

3.4.2. The effect of FDR on the ROD

FDR has a significant positive effect on ROD. This result is
in line with Gozali (2006) found that Financing to Deposit
Ratio (FDR) has a positive and significant effect on Return
on Deposit (ROD). The FDR ratio is used to measure the
extent to which loan fund is sourced from a third party.
This low ratio shows the level of liquidity of the bank so that
if the higher the size of an Islamic bank’s FDR illustrates a
less liquid state than a sharia bank with a lower FDR size.
Conversely, the lower the size of the FDR of an Islamic bank
then the bank can maintain an excessive liquidity tool and
will cause pressure on the income of Islamic banks in the
form of high cost of maintenance of idle cash. Therefore,
the greater opportunity of sharia banks to increase their
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== ROD; 2012; 23.50%
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= == CAR; 2014;
— AR = T T S~ 7%
_—— 0% | 5.30%;2013;= == CAR;2015;
5.30% 5.30%

= T oo
5.20%

— mmm CAR = ROD

Figure 1. The Average of ROD and CAR on Sharia Bank in
Indonesia (source: the financial repot of bank sample)

income by optimizing the distribution of financing and
in this case, it will also increase the profitability of sharia
banks, especially ROD.

3.4.3. The effect of the size of the directors on the ROD

The Board size (BOARD) has a negative and significant
effect on ROD. The result of this study is in line with the
result of the research conducted by Ghaffar (2014). This
result indicated that the more the number of directors the
more effective the supervision so that it will have an impact
on the performance of sharia banks. According to Ghaffar
(2014), the larger size of directors is needed because the
experience of sharia banks is still relatively new. Therefore,
more board size is needed to establish a better strategy and
a supervision to compete with conventional banks that will
affect the performance of sharia banks.

3.4.4. The effect of the Sharia Supervisory Board’s size on
the ROD

The size of the Sharia Supervisory Board (DPS) has no
significant effect on ROD. This result does not support the
results of the research conducted by Ghaffar (2014) which
stated that a small Sharia Supervisory Board will be easily
controlled and influenced by executives and boards of di-
rectors, while the existence of a large Sharia Supervisory
Board with various experiences and skills of sharia — will
lead to a better interpretation of Sharia bank products and
operations. The size of a large Sharia Supervisory Board
can encourage the credibility of banks because it priori-
tizes compliance with Islamic law so that the protection
of the rights of depositors is more secure and it avoids the
withdrawal of depositors’ funds. This will then encourage
the performance of Islamic banks, especially profitabili-
ty. Nevertheless, the result of this study supports Hamza
(2016). According to Hamza (2016), this insignificant
result showed that the increase in the number of Sharia
Supervisory Boards is not effective in controlling the ROD.
Therefore, sharia banks do not need to add members of
the Sharia Supervisory Board to encourage the increase
of ROD.

3.4.5. The effect bank size on the ROD

The size of the bank (SIZE) has a negative and significant
influence on ROD. This result does not support the rese-
arch conducted by Aysan et al. (2013) and Bashir (1999).
According to Aysan et al. (2013), the size of the bank can be
a signal for depositors regarding the performance and com-
petitiveness of banks that encourage depositors to invest
their funds into the sharia banks concerned. Meanwhile,
according to Bashir (1999), sharia banks that have greater
assets can benefit economies of scale that impact on the
increase of Islamic banking’s ROD. Nevertheless, the results
of this study support the findings of Hamza (2016) who
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found that the size of sharia banks had a significant negative
effect on ROD. According to Hamza (2016), these results
indicate that smaller sharia banks offer better returns. Large
banks seem to be overwhelmed in managing large assets
so that efficiency as a benefit of economies of scale is still
unattainable.

3.4.6. The Influence of interest rate on ROD

The study found that interest rates (INT) had a significant
positive effect on ROD. The results of this study support
Hamza (2016) who found that interest rates have a signi-
ficant positive effect on ROD. Hamza (2016) stated that
Islamic banks can make conventional bank benchmark
interest rates in offering return on investment deposits to
depositors because Islamic banks are also involved in com-
petition with conventional banks in attracting customers.
Islamic banks face intense competition against conventio-
nal banks because conventional banks offer yield guaran-
tees in the form of interest rates.

3.4.7. The influence of foreign ownership on ROD

This study found that the ownership status (DFOR) of
sharia banks did not have a significant effect on ROD. The
results of this study are in line with Hamza (2016) which
also found that there is no influence of foreign owners-
hip of sharia banks against ROD. This shows that foreign
sharia banks are no better than domestic sharia banks in
obtaining ROD.

Conclusion and suggestion

This section discussed the conclusion and suggestion made
based on the results of this study.

Conclusion

This study aims to examine the factors that affect the Return
on Deposit (ROD) on Islamic banks in Indonesia. These
factors include Capital Adequacy Ratio (CAR), Financing
to Deposit Ratio (FDR), the size of directors, the size of
the Sharia Supervisory Board, the size of the bank, and the
interest rate. The study also adds a dummy variable to see if
there are significant differences in ROD obtained in sharia
banks regarding ownership status, i.e., foreign ownership
and domestic ownership. The results of this study indicate
that not all variables studied have a significant influence on
ROD. Capital Adequacy Ratio (CAR) and bank size (SIZE)
have a significant negative effect on Return on Deposit
(ROD) on sharia bank in Indonesia. While the FDR, the
size of directors and interest rates have a significant posi-
tive effect on Return on Deposit (ROD) in Islamic banks
in Indonesia. Meanwhile, Sharia Supervisory Board and

foreign ownership sizes have no significant effect on Return
on Deposit (ROD) on sharia bank in Indonesia.

Suggestion

This study has some limitations among other samples which
have been studied. It is also limited to sharia banks in the
form of sharia public banks where it does not involve sha-
ria financing banks. Therefore, a future research needs to
specifically conduct to study on sharia financing banks.
Depositors in sharia banks do not need to consider the size
of the sharia supervisory board and the bank’s ownership
status in depositing the funds since the size of the sharia
supervisory board does not affect the ROD and there is
no difference between foreign and domestic sharia banks.
However, depositors need to consider the CAR, bank size,
FDR, the size of the board of directors and the prevailing
interest rate because it has a significant impact. The de-
positor should choose sharia banks with high FDR and
well managed (i.e. have bigger board size to ensure good
corporate governance implementation). The depositor also
suggested to consider sharia banks with smaller size becau-
se it can provide better return on deposit, but again some
consideration, i.e. risks must concerned.

References

Abbas SA (2018) Entrepreneurship and information techno-
logy businesses in economic crisis. Entrepreneurship and
Sustainability Issues 5 (3): 682-692. https://doi.org/10.9770/
jesi.2018.5.3(20)

Amelia E (2015) Financial ratio and its influence to profitability
in Islamic banks. Al-Igtishad: Jurnal Ilmu Ekonomi Syariah
7 (2): 229-240.

Anuar K, Mohamad S, Shah ME (2014) Are deposit and inves-
tment accounts in Islamic banks in Malaysia interest-free?
Journal of King Abdulaziz University: Islamic Economics
27 (2).

Aysan AF, Mustafa D, Ozturk H, Turhan IM (2013) Are Islamic
banks subject to depositor discipline? Working Paper.

Bashir AM (1999) Risk and profitability measures in islamic
banks: the case of two Sudanese banks. Islamic Economic
Studies 6 (2).

Basri H, Siti-Nabiha AK, Majid MSA (2016) Accounting and
accountability in religious organizations: an Islamic contem-
porary scholars’ perspective. Gadjah Mada International
Journal of Business 18 (2): 207-230. https://doi.org/10.22146/
gamaijb.12574

Chong BS, Liu MH (2006) Islamic banking: interest-free or in-
terest based? Pacific-Basin Finance Journal 17 (1): 125-144.
https://doi.org/10.1016/j.pacfin.2007.12.003

Diaw A, Mbow A (2011) A comparative study of the re-
turns on Mudharabah deposit and on equity in Isla-
mic banks. Humanomics 17 (4): 229-242. https://doi.
org/10.1108/08288661111181288


https://doi.org/10.9770/jesi.2018.5.3(20)
https://doi.org/10.9770/jesi.2018.5.3(20)
https://doi.org/10.22146/gamaijb.12574
https://doi.org/10.22146/gamaijb.12574
https://doi.org/10.1016/j.pacfin.2007.12.003
https://doi.org/10.1108/08288661111181288
https://doi.org/10.1108/08288661111181288

176 S. Wahyudi et al. Factors affecting return on deposit (ROD) of sharia banks in Indonesia

Ernayani R, Oktiviana S, Robiyanto R (2017) The effect of return
on investment, cash ratio, and debt to total assets towards divi-
dend payout ratio (a study towards manufacturing companies
listed in Indonesia stock exchange). Advanced Science Letters
23 (8): 7169-7199. https://doi.org/10.1166/as1.2017.9328

Ernayani R, Robiyanto R, Sudjinan S (2017) Factors influencing
profit distribution management of sharia commercial banks
in Indonesia. Journal of Economics, Business & Accountancy
Ventura 20 (2).

Fahmy MS (2013) Pengaruh CAR, NPF, dan FDR terhadap
Profitabilitas Bank Umum Syariah. UIN Sunan Kalijaga,
Yogyakarta.

Ghaffar A (2014) Corporate governance and profitability of Isla-
mic banks operating in Pakistan. Interdisciplinary Journal of
Contemporary Research in Business 6 (2): 320-336.

GozaliI (2006) Pengaruh CAR, FDR, BOPO, dan NPL terhadap
Profitabilitas Bank Syariah Mandiri. Universitas Islam Indo-
nesia, Yogyakarta.

Ghozali, I. (2011). Aplikasi Analisis Multivariate Dengan
Menggunakan Program IBM SPSS 19. Semarang: Badan
Penerbit Undip.

Hamza H (2016) Does investment deposit return in Islamic banks
reflect PLS principle? Borsa Istanbul Review 16 (1): 32-42.
https://doi.org/10.1016/j.bir.2015.12.001

Haron R, Ibrahim K, Nor FM, Ibrahim I (2013) Dynamic adjus-
tment towards target capital structure: Thailand Evidence.
Jurnal Pengurusan 39: 73-82.

Hassan MK, Aliyu S (2018) A contemporary survey of Islamic
banking literature. Journal of Financial Stability 34: 12-43.
https://doi.org/10.1016/j.jfs.2017.11.006

Ismal R (2009) Model of Islamic monetary operation for liqui-
dity management in Islamic banking: case of Indonesia
2000-2009. Gadjah Mada International Journal of Business
11 (2): 149-165.

Jankelova N, Jankurova A, Betiova M, Skorkova Z (2018) Security
of the business organizations as a result of the economic crisis.
Entrepreneurship and Sustainability Issues 5 (3): 659-671.
https://doi.org/10.9770/jesi.2018.5.3(18)

Khediri KB, Charfeddine L, Youssef SB (2015) Islamic versus
conventional banks in the GCC countries: a comparative
study using classification techniques. Research in Internatio-
nal Business and Finance 33: 75-98. https://doi.org/10.1016/j.
ribaf.2014.07.002

Kordik M, Kurilovska L (2017) Protection of the national financial
system from the money laundering and terrorism financing.
Entrepreneurship and Sustainability Issues 5 (2): 243-262.
https://doi.org/10.9770/jesi.2017.5.2(7)

Majid MSA, Musnadi S, Putra IY (2014) A comparative analysis
of the quality of Islamic and conventional banks’ asset ma-
nagement in Indonesia. Gadjah Mada International Journal
of Business 16 (2).

Masood O, Ashraf M (2012) Bank-Specific and macroeconomic
profitability determinants of Islamic banks: the case of diffe-
rent countries. Qualitative Research in Financial Markets 4:
255-268. https://doi.org/10.1108/17554171211252565

Mollah S, Zaman M (2015) Shari’a supervision, corporate go-
vernance and performance: conventional vs. Islamic banks.
Journal of Banking and Finance 58 (C): 418-435. https://doi.
org/10.1016/j.jbankfin.2015.04.030

Muhammad. (2005). Manajemen Bank Syariah. Yogyakarta:
UUP AMP YKPN.

Rahim RA (2017) Efficiency and competition in the Malaysian
banking market: foreign versus domestic banks. Gadjah Mada
International Journal of Business 19 (2): 193-221. https://doi.
org/10.22146/gamaijb.6106

Rivai V, Arifin A (2010) Islamic Banking Sebuah Teori, Konsep,
dan Aplikasi. Jakarta: Bumi Aksara.

Robiyanto R (2018a) The effect of gold price changes, USD/
IDR exchange rate changes and Bank Indonesia (BI) rate on
Jakarta Composite Index (JCI)’s return and Jakarta Islamic
Index (JII)’s return. Jurnal Manajemen dan Kewirausahaan
20 (1): 45-52.

Robiyanto R (2018b) Testing of the gold’s role as a safe haven and
hedge for sharia stocks in Indonesia. Al-Iqtishad: Jurnal Ilmu
Ekonomi Syariah 10 (2): 255-266.

Robiyanto R, Puryandani S (2015) The Javanese lunar calendar’s
effect on Indonesian stock returns. Gadjah Mada Inter-
national Journal of Business 17 (2): 125-137. https://doi.
org/10.22146/gamaijb.6906

Robiyanto R, Wahyudi S, Pangestuti IRD (2017) The volatili-
ty—variability hypotheses testing and hedging effectiveness
of precious metals for the Indonesian and Malaysian capital
markets. Gadjah Mada International Journal of Business 19
(2): 167-192. https://doi.org/10.22146/gamaijb.26260

Rosly SA, Bakar MAA (2003) Performance of Islamic and Mains-
tream Banks in Malaysia. International Journal of Social
Economics 20 (12).

Wirdyaningsih, Perwataatmadja K, Gemala D, Barlinti YS (2005)
Bank dan Asuransi Islam di Indonesia. Jakarta, Indonesia:
Kencana Predana Media.

Zouari SBS, Taktak NB (2014) Ownership structure and finan-
cial performance in Islamic Banks. International Journal of
Islamic and Middle Eastern Finance and Management 7 (2):
146-160. https://doi.org/10.1108/IMEFM-01-2013-0002


https://doi.org/10.1166/asl.2017.9328
https://doi.org/10.1016/j.bir.2015.12.001
https://doi.org/10.1016/j.jfs.2017.11.006
https://doi.org/10.9770/jesi.2018.5.3(18)
https://doi.org/10.1016/j.ribaf.2014.07.002
https://doi.org/10.1016/j.ribaf.2014.07.002
https://doi.org/10.9770/jesi.2017.5.2(7)
https://doi.org/10.1108/17554171211252565
https://doi.org/10.1016/j.jbankfin.2015.04.030
https://doi.org/10.1016/j.jbankfin.2015.04.030
https://doi.org/10.22146/gamaijb.6106
https://doi.org/10.22146/gamaijb.6106
https://doi.org/10.22146/gamaijb.6906
https://doi.org/10.22146/gamaijb.6906
https://doi.org/10.22146/gamaijb.26260
https://doi.org/10.1108/IMEFM-01-2013-0002

