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Abstract:

The banking industry is the locomotive of economic growth in a country. Therefore, the
performance of the banking industry must be the focus of all stakeholders. This study compares
the factors that influence the performance represented by the Return on Asset (ROA) ratio in
both the Islamic banking industry and the conventional banking industry. The factors that
affect the ROA used in this study are the distribution of financing (FDR/LDR), growth in labor

costs, and growth in promotion costs. The method used in this research is quantitative by using
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a panel data regression test. The data used are primary data from Islamic banks and
conventional banks for four years, namely in the 2014-2018 period. Moreover, the research
questions are: (i) Are there differences in FDR's effect on ROA between Islamic banks and
conventional banks?; (ii) Are there differences in the effect of growth in labor costs on ROA
between Islamic and conventional banks?; (iii) Are there differences in the influence of the
growth in promotion costs on ROA promotion between Islamic banks and conventional banks?
The results of the study show that the distribution of financing (FDR) to Islamic banks and
conventional banks positively and significantly affects ROA. The growth of labor costs in
Islamic banks and conventional banks has a negative and significant effect on ROA. At the
same time, the growth in promotion costs between Islamic banks and conventional banks is
different. Promotion cost growth in Islamic banks has a negative and significant effect on ROA
growth. However, in conventional banks, the growth in promotion costs has a positive and
significant effect on ROA.

Key Words: Islamic Banks, Conventional Banks, ROA, FDR/LDR, Labor Cost Growth,
Promotion Cost Growth

1. Introduction

In the era of globalization, competition in the banking industry has become a necessity.
Therefore, every organization or company must make changes adaptation to survive
(Levinthal, 1991). On the other hand, customers have benefits where the tight competition can
get excellent quality service (Podolny, 1993). However, on the other hand, the internal bank
competition impacts the requirement for banks to run their operations efficiently and increases
bank income through their business optimally. The increased competition was due to an
increase in the number of banks. The increase in the number of banks was due to a policy from
the regulator, a policy package dated 1 June 1983, and a policy dated 27 October 1988, which
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opened up opportunities to grant permits to open new bank operations. This policy has
implications for the relative ease of opening a new bank. The requirement for a new bank
following the regulation is that investors are permitted to open new banks with a capital of
Indonesian Rupiah (IDR) 10 billion (Ihwanudin, Maulida, et al., 2020). Therefore, the growth

of banks in Indonesia in the 1990s experienced significant growth.

Furthermore, in the 2000-2020 era, competition in the banking industry also increased,
resulting in many banks closed due to failures in managing these banks. During the 2005-2018
period, 92 banks were closed, both rural banks (BPR) and commercial banks (Setiyaningsih,
2019). One of the commercial banks that was liquidated and brought to the public's attention
was the case of Century Bank at the end of 2008, which resulted in state losses of Rp6.4 trillion
(Dharmasaputra et al., 2010). The impact of Century Bank's liquidation declined the public
trust to place their funds in Bank financial institutions. On the external side, the global
economic condition is still relatively sluggish and unable to provide good prospects for
entrepreneurs and investors, which is a challenge for the banking sector to channel funds to
the public. Another external factor that causes banks to implement efficiently and have
effective strategic initiatives to improve their performance is the existence of growth in
financial technology services (fintech) which is currently able to replace the function of
banking services (Hiyanti et al., 2019; Nugroho etal., 2020; Zafani & Arifqgi, 2020). According
to Igbal Fasa et al. (2020) and Soeharjoto et al. (2019), there is a phenomenon that the existence
of fintech can threaten the business of banking. The fintech existence that can threaten the
banking business include: (i) The banking services that can replace with fintech services are
cash transfers and online loan applications; (ii) the high growth of fintech providers in
Indonesia; (iii) Fintech services facilitate financial transactions for people living in rural and

remote areas, thereby increasing financial inclusion; (iv) Digital-based businesses such as
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fintech have promising prospects in the future, and (v) fintech services can beat the popularity

of current banking services, where the majority still rely on physical outlets.

Currently, the Indonesian government has plans and programs to make Indonesia the center of
the world's sharia economy, finance, and business. Therefore, one of the government programs
is to advance Islamic banking as a locomotive for Islamic business in the growing national
business and economics as same as with conventional banking. Based on intense competition
and demands for quality services, Islamic banks must increase productivity compared to
conventional ones. One of the bank profitability indicators and a critical financial indicator is
the return on assets (ROA). ROA is a financial indicator that functions to analyze a bank's
business activity's ability to manage its productive assets to generate optimal profits (Akgiin
& Samiloglu, 2016; Satibi et al., 2018). Islamic banks in Indonesia are new players in the
banking industry compared to conventional banks. The comparison of the existing gap
between Islamic banks and conventional banks is quite far away from where conventional
banks have existed since 1896, namely Bank Rakyat Indonesia (BRI), while Islamic banks
were only established in 1992, which was marked by the establishment of Bank Muamalat
Indonesia (BMI) (Ihwanudin, Maulida, et al., 2020).

This study continues from the author's team's previous research regarding the business
continuity of Islamic banks from the perspective of Islamic banks' ability to generate profits
(Nugroho et al., 2019). At the same time, this research's novelty uses the variables of
production factor determination, namely operational costs and salary costs, including
financing deposit ratio (FDR), labor costs, and promotion costs that can affect revenue. One
of the leading banking businesses is channeling funds to the public, wherein the bank will get
optimal returns or income (Gavalas & Syriopoulos, 2014; Paisittanand & Olson, 2006).
Furthermore, indicators to determine whether the distribution of funds to the public are the
financing to deposit ratio (FDR) in Islamic banks and the loan to deposit ratio (LDR) in
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conventional banks, the better the function of the bank to channel funds to the public (Ramlan
& Adnan, 2016). Also, labor costs are the dominant cost in bank operations. Nearly 70% of
banks operating costs are spent on paying employees (Portillo & Stinn, 2018). Therefore, the
more productive the bank employees work on marketing the bank’s products and services, the

better their income (Swierczek et al., 2005).

On the other hand, the decision to use and choose a service product is based on information
obtained from the public from various sources, especially from social media (Bienstock &
Royne, 2007). Therefore, promotion is an essential medium for disseminating information
related to Islamic banks and conventional banks (lvan, 2012). Furthermore, following the
phenomenon mentioned above, this study aims to compare and analyze the influence of factors

including the FDR ratio, the growth in promotion costs, and the growth in labor costs on ROA.

Also, this study contributes to stakeholders in the banking sector, bank management funds, in
particular, in making decisions related to the amount of employee productivity and promotion
to improve performance from the ROA perspective. Thus, according to the phenomenon and
background, the formulation of the problem in this study is: (i) Are there differences in FDR's
effect on ROA between Islamic banks and conventional banks?; (ii) Are there differences in
the effect of growth in labor costs on ROA between Islamic banks and conventional banks?;
(iii) Are there differences in the influence of the growth in promotion costs on ROA promotion
between Islamic banks and conventional banks?

2. Literature Review

Legitimacy has an essential role in running an organization. This is because legitimacy is an
acknowledgment of the public or society related to company operations and activities (Hansen

Lofstrand, 2015). Thus, in running its business, the banking industry needs legitimacy because
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it is a business that requires trust from the public (Ki, 2013). Banks are financial institutions
that manage and mobilize funds from and for the community. People who invest and save their
money in the bank must have confidence that the money invested and stored is safe. According
to Nugroho (2014), it is necessary to have regulations or laws that guarantee these regulations'
implementation to implement legitimacy. Legitimacy can be a tool to govern or provide
instructions to carry out something, and if it does not implement these rules, there will be
sanctions imposed (Yang etal., 2009). On the other hand, in the Stakeholder theory, companies
must maintain relationships with stakeholders by accommodating existing wants and needs,
especially stakeholders who have power over the availability of resources used for company
operational activities, such as labor, customers, and owners (Riyadi et al., 2018). Therefore,
the organization's sustainability depends on its stakeholders' support, so that the company's

activity is to seek that support.

According to Law no. 21 of 2008, there are two banking industry categories: the conventional
banking industry and the Islamic banking industry. Referring to the law, Islamic banks are
banks that operate and carry out their business activities based on sharia principles of Islamic
law. Furthermore, in establishing sharia principles, Islamic banks must refer to and follow the
Indonesian Ulema Council's fatwa (MUI). Therefore, the operational bank of Islamic banks
and the central bank or Bank Indonesia (BI) regulations, and the Financial Services Authority
(OJK) must comply with the MUI fatwa. In contrast to conventional banks that operate only
based on regulations from Bl and OJK. Islamic banks' fundamental principle is to provide fair,

balanced financial services, provide benefits, and provide services with Universalism values.

Thus, according to Sukmadilaga & Nugroho (2017) dan Ihwanudin et al. (2020), transactions
at Islamic banks must be free from MAGHRIB, namely maysir (transactions that contain
elements of gambling and speculation), gharar (transactions whose designation is not clear),
and riba (transactions that are detrimental to other parties or borrowers where the borrower
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must return the principal of the loan plus a certain percentage of the principal amount of the

loan).

Fundamental principal differences between Islamic banks and conventional banks have
implications for the bank's activities' objectives. Islamic banks are banks looking for profit and
care about social problems such as poverty, low education, and low quality of health. Apart
from the social aspect, Islamic banks also have a responsibility towards environmental
sustainability because doing damage in the world is one of the actions that Allah SWT doesn't
like. Following Q.S Al-Qashash verse 77: “But seek, through that which Allah has given you,
the home of the Hereafter; and [yet], do not forget your share of the world. And do good as
Allah has done good to you. And desire not corruption in the land. Indeed, Allah does not like
corrupters."” Meanwhile, conventional banks carrying out and carrying out their business
activities are based on the vision and mission set by all the conventional bank stakeholders.

These differences impact the different perspectives and ways of working employees and
stakeholders on performance and its factors. Islamic banks should prioritize profit or ROA and
how Islamic banks can alleviate poverty (Nugroho et al., 2020). On the other hand, the
productivity of Islamic bank employees should be better than that of conventional bank
employees. This is because the purpose of working for Islamic bank employees is to carry out
worship (Nugroho and Hidayah et al., 2020). On the other hand, Islamic banks carry out sales
promotions on media that are under sharia principles. The marketing communication function

of a sharia bank must choose promotion channels that are under sharia compliance.
The company or organization is established to provide added value, both material and non-

material. Therefore, all company activities must be able to provide added value to all

stakeholders of the company. The banking industry is a financial industry that supports the
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financial and commercial transaction activities of the public. The public has the confidence to
invest and place their money in the bank because banks can manage the funds they collect
correctly. One of the performance indicators that a bank can manage its earning assets well is
the return on assets (ROA). ROA in banking shows that banks can generate income and
manage banking operations efficiently to generate profits, according to agreed targets, and
become all stakeholders' commitment (Pelham, 1997). The main business to generate income
is channeling its money to the public as working capital or business investment to drive
society's economy. The indicator for channeling funds to the public is the loan to deposit ratio
(LDR) in conventional banks or the financing to deposit ratio (FDR) in Islamic banks. The
better the distribution of funds to the public, the bank's potential to get optimal profit (Sufian,
2009).

The bank must compensate its workers for managing and running the bank's operations on the
expenditure side. Therefore, labor costs are an essential element in the bank's sustainability.
However, the higher the costs incurred for labor costs, the higher the demand for higher income
(Durand, 1952). Therefore, employee productivity is an essential indicator in company
operations, including the banking industry (Narwal, 2016).

Also, promotional costs are an essential factor in selling products and services owned by a
company and a bank (Mullineaux & Pyles, 2010). Furthermore, banks must increase public
trust for their products and services through effective communication (Semuel, 2012). At
present, effective communication through social media is one of the primary keys that these
products and services are chosen by society (Zhao, Li, He, Wen, & Li, 2016)
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3. Methodology

The going concern of the organization, including the banking industry, is very dependent on
profit, so this study compares the factors that affect ROA in Islamic banks with conventional

banks. Based on the above phenomena and literature review, the framework for this research

is as follows
Comparative Analysis
Islamic Bank Conventional Bank
FDR LDR
Growth of Labor Cost ROA Growth of Labor Cost
Growth of Promotion Growth of Promotion
Cost Cost

Figure 1. Conceptual Framework

According to Figure 1, the conceptual framework, the research hypothesis is as follows: Ha:
There is a difference in the effect of FDR on ROA between Islamic banks and conventional
banks; Ha,: There is a difference in the effect of the growth in labor costs on ROA between
Islamic banks and conventional banks; Has: There is a difference in the effect of the growth in
promotion costs on promotion on ROA between Islamic banks and conventional banks; Haa:
There are differences in the effect of FDR, growth in labor costs, and promotion costs on ROA

between Islamic banks and conventional banks. The data collection period for conventional
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banks and Islamic banks in four years, namely 2015 to 2018. This study uses data during this
period because, when using data in 2019 and 2020, data bias is possible due to the bank's

business conditions during the Covid-19 pandemic.

The number of banks taken in this sample is 16 conventional banks and 8 Islamic commercial
banks. Therefore, this study's total observation for conventional banks is 64 banks, and Islamic
banks are 32 banks. This research uses descriptive quantitative and causal explanatory methods
of testing one variable that causes changes in other variables or not (Napitupulu et al., 2020;
Nugroho, 2020; Sekaran & Bougie, 2016). The research object is a variable being researched
or measured where the objects in this study include: (i) Profitability or Return on Assets
(ROA); (ii) Financing to Deposit Ratio (FDR); (iii) Growth in Labor Costs; (iv) Growth in
Promotion Costs. Furthermore, the variable formula in this study consists of four variables, as

follows:

Profitability Variable
Variable profitability uses ratio scale measurements. Furthermore, the profitability as
performance variables of conventional banks and Islamic banks are represented using ROA
(Return on Asset). Furthermore, according to Ihwanudin, Wicaksono, et al. (2020), the ROA
proxy formula is as follows:

Profit
Total Asset
Variable Financing to Deposit Ratio (FDR) or Loan Deposit Ratio (LDR)

Financing / Loan to Deposit Ratio (FDR/LDR) is the ratio of the ability of banks, both Islamic

ROA =

banks and conventional banks, to channel the funds they have collected. The ratio representing
a bank's capacity to channel financing is the FDR in Islamic banks or LDR in conventional
banks. According to Ihwanudin, Wicaksono, et al. (2020), the formula is as follows:

30



Comparative Analysis of The Effect of Loan/Financing to Deposit Ratio, Labor Costs
Growth and Promotion Costs Growth to Returns on Assets in Islamic Banks and
Conventional Banks in Indonesia

FDR/LDR = Total Lendi'ng
Total Funding
Labor Cost Growth Variable
In this study, labor costs (BTK) are proxies as the cost of employee salaries and the bank's
total allowances and incentives as a reward for their contribution. Moreover, according to
Maulida (2019) the formula used for the BTK growth indicator is:
BTK

ABTK = BTK —1

Promotion Cost Growth Variable
Promotion costs in this study are costs incurred to market products and services from the Bank.
According to Maulida (2019), the formula used for the approximation of promotion cost

growth is:

Promotion Cost

APromotion Cost =
Promotion Cost — 1

4. Results and Discussion

4.1 Determinants of ROA in Islamic Banks
After the classical test has been carried out and has met the requirements for the panel data

multiple regression tests, the following data are obtained:

Table 1. Statistical Value the Coefficient of Determination, F-test, and t-test

Variable Coefficient Std. Error t-Statistic Prob.

C 3.832331 0.543349 7.053173 0.0000
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FDR/LDR 0.230464  0.089671 2.570094 0.0158
BTK -0.016649  0.007015 -2.373477 0.0247
Promotion Cost -0.290673  0.141024 -2.061153 0.0487
R-squared 0.385467 Mean dependent var 3.343125
Adjusted R-squared 0.319625 S.D. dependent var 1.231931
S.E. of regression 1.016157 Akaike info criterion 2.986401
Sum squared resid 28.91209 Schwarz criterion 3.169618
Log likelihood -43.78242 Hannan-Quinn criter. 3.047132
F-statistic 5.854361 Durbin-Watson stat 1.835018
Prob(F-statistic) 0.003098

Source: Software Eviews 9

Based on table 1 above, it is known that the results of the F test of all financing, distribution

variables, labor cost growth (BTK), and promotion cost growth have significant implications

for ROA. This is because the Prob (F-statistic) is 0.003098 <0.05 (table 1). While the formula
for the equation results from the T-test is as follows:

ROA = 3.832 + 0.230FDR — 0.016BTK — 0.290 Promotion Cost + e )

According to table 1 and equation (1), each independent variable influences the ROA variable

as follows:

*  Financing disbursement proxied by FDR has a positive and significant effect on ROA.
This is because the Prob FDR value is 0.015 lower than 0.05. Therefore, the greater the
distribution of financing, will have implications for an increase in profit or ROA (Nugroho
et al.,2019). Based on the results of the statistical test, the hypothesis Hal can be accepted.
Thus, to get optimal ROA, Islamic banks must have the ability to market their financing
products. Islamic bank financing products are still the main product of Islamic banks in

generating income, both margin income and profit-sharing (Ihwanudin, Maulida, et al.,
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2020; Nugroho, Ghazali, et al., 2020). Furthermore, in channeling financing, there are
risks that Islamic banks will bear in the future if the debtor is unable to pay or has terrible
faith. Mitigation of moral hazard and asymmetric information means that the account
officer of a sharia bank must carry out an adequate business feasibility analysis to reduce
the potential for future risks (Nugroho & Malik, 2020; Nugroho, Villaroel, & Utami,
2018).

= The growth in labor costs has a negative and significant effect on ROA. This is because
the Prob value is 0.024, which is lower than a significance level of 0.05 (table 1).
Therefore the hypothesis Ha2 can be accepted. Furthermore, based on statistical tests,
Islamic banks must control their labor costs because the higher the growth in labor costs
will have implications for the decreased performance or ROA of Islamic banks. Islamic
banks that following sharia principles must be more productive than conventional banks.
The employees in Islamic banks should believe that work is a part of worship (Bhatti,
Aslam, Hassan, & Sulaiman, 2016). Moreover, work aims to benefit society (Arafah &
Nugroho, 2016; Vizano, Utami, & Johanes, 2021).

=  The growth of promotional costs has a negative and significant impact on ROA. The
higher the cost of promotion, the more impact the decline in performance is proxied by
ROA. This is because the Prob value is 0.048, which is lower than a significance level of
0.05, so that the hypothesis of Ha3 can be accepted (Table 1). Thus, Islamic banks'
promotional costs were not able to generate optimal profits. There is a possibility that the
promotional mechanisms carried out by Islamic banks have not been right on target (Irfan

Harmoko, 2017).

As for the overall independent variables, both the distribution of financing (FDR), the growth

of labor costs (BTK), and the growth of promotional costs simultaneously have an effect of
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0.3196 or 31.96% (Adjusted R-squared) on ROA (table 1). Meanwhile, 68.1% are influenced

by other variables.

4.2 Determinants of ROA in Conventional Banks
Data processing results using multiple regression panel data for conventional banks are carried
out after fulfilling all the classical test provisions. The results of the data processing are as

follows:

Table 2. Statistical value the coefficient of determination, F-test, and t-test

Variable Coefficient Std. Error t-Statistic Prob.

C 3.518430  0.424761 8.283312 0.0000
FDR/LDR 0.198736  0.063005 3.154291 0.0025
BTK -0.013551  0.006639 -2.041169 0.0456
Promotion Cost 0.071819  0.034662 2.071975 0.0426
R-squared 0.295736 Mean dependent var 3.566094
Adjusted R-s(quared ~ 0.260523 S.D. dependent var 1.163540
S.E. of regression 1.000561 Akaike info criterion 2.899460
Sum squared resid 60.06730 Schwarz criterion 3.034390
Log likelihood -88.78270 Hannan-Quinn criter. 2.952615
F-statistic 8.398456 Durbin-Watson stat 1.024626
Prob(F-statistic) 0.000095

Source: Software Eviews 9
According to table 2 above, it is known that the Prob value. (F-statistics) That is 0.000095

<0.05, which means all independent variables, including the distribution of financing (FDR),
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labor cost growth, and promotion cost growth, simultaneously significantly affect the ROA
variable. While the formula for the equation results from the T-test is as follows:
ROA = 3.518 + 0.198LDR — 0.013BTK + 0.071 Promotion Cost + e
2

According to table 2 and equation (2), each independent variable influences the ROA variable

as follows:

* Lending disbursement (LDR) to conventional banks positively and significantly affects
these conventional banks' ROA. Thus, the better the function of lending, it will have
implications for an increase in ROA from conventional banks. This is because the LDR
Prob value is 0.025, which is lower than a significance level of 0.05 so that the hypothesis
of Hal can be accepted. Conventional banks must manage credit well so that bank
performance or ROA has an optimal ratio. Several ways to mitigate credit are adequate
analysis of account officers, good willingness to pay from customers, and intensive credit
monitoring (Brown & Zehnder, 2007; Ding & Abdulai, 2018; Hoffmann & Kleimeier,
2021).

= Furthermore, the growth in conventional banks' labor costs has a negative and significant
effect on the bank's ROA. This is indicated by the value of the probability of growth in
labor costs (BTK) is 0.044, which is lower than a significance level of 0.05. The
hypothesis of Ha2 can be accepted. Conventional banks must control labor costs so that
ROA can be optimized so that all conventional bank stakeholders have trust in their fund
placement (Muniarty et al., 2020; Schanz, 2009).

=  Promotion cost growth has a positive and significant effect on ROA. This is because the
probability value for the growth of promotion costs is 0.042, which is lower than the 0.05
significance level. Thus, the hypothesis of Ha3 can be accepted, and where the higher the
growth in promotional costs, it will impact the increase in the conventional bank's ROA.

In other words, the promotion target of conventional banks has been effective or right on
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target. It has implications for an increase in opinion to directly increase conventional

banks' ROA (Teck Weng & Cyril de Run, 2013).

Furthermore, based on table 2 above, it is known that the value of the coefficient of
determination (adjusted R-squared) is 0.2605. This value can be interpreted as the distribution
of financing (FDR), growth in labor costs (BTK), and growth in promotional costs
simultaneously or jointly affect ROA of 26.05%. Other factors influence the remaining

73.95%.

4.3 Comparison Analysis of ROA Determinants Islamic Bank VS Conventional Banks

The factors that affect ROA in both Islamic banks and conventional banks, which include:

distribution of financing (FDR), growth in labor costs (BTK), and growth in promotional costs,

simultaneously have a significant effect. However, if it is analyzed based on each variable,

there are differences which include the following:

= The distribution of financing to Islamic banks has a positive and significant effect on
ROA. Likewise, lending to conventional banks has a positive and significant effect. This
is because the bank's primary business is channeling funds to the public, resulting from
accumulating savings from the community. Islamic banks' primary income is margin
income and profit-sharing from the distribution of financing under a sale-purchase
agreement or financing under a cooperation agreement (Huda, 2012). Meanwhile, the
primary income of conventional banks is interest income from lending. In Islamic banks
and conventional banks, income from lending reaches around 80% (Bahnsen et al., 2015;
Suprapty et al., 2021). The rest can be in the form of fee-based income from other bank
services such as remittance fees, loan administration fees, mobile banking usage fees,
internet banking fees (Uppal, 2010). Therefore, both Islamic banks and conventional
banks rely on income from distributing their funds to the public. Therefore, the banking
industry must maintain the quality of the distribution of these funds (Hang, Ha, & Thanh,
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2020; Nugroho, Villaroel, & Utami, 2017). According to Nugroho & Malik, (2020), to
maintain the quality of disbursement of funds, the banking industry must have the ability
to analyze the distribution of these funds to mitigate risks in the future to provide optimal
income for banks.

Furthermore, the growth in labor costs in Islamic banks and conventional banks has a
negative and significant effect on ROA. Therefore, the banking industry, both Islamic
banks and conventional banks, must increase their employees' productivity. Also, in the
era of VUCA (volatility, uncertainty, complexity, and ambiguity) and the industrial
revolution 4.0, innovations in digital and information technology are needed, reducing the
number of employees in the banking industry. According to Banker et al. (1995), labor
costs are the most significant portion of overhead costs, and increasing employee
productivity will impact the banking industry's cost-efficiency. Based on these conditions,
the banking industry, both Islamic banking and the conventional banking industry in the
future, must consider the number of employees they currently have. Furthermore,
employees in the banking industry must innovate and demonstrate creativity and
marketing skills where the impact public wants to purchase the products they have created.
However, it is different from the impact of the growth in promotion costs on ROA. The
growth of conventional bank promotion costs has a positive and significant impact on
ROA. Therefore, the promotional activities carried out by conventional banks have
succeeded in boosting the sales growth of conventional bank products and increasing their
income. Thus, the cost of promotion effectively has significant implications for the
increase in ROA. Conversely, the growth in promotion costs in the Islamic banking
industry has a negative and significant effect on ROA. Thus, Islamic banking's
promotional activities were not on target, so that they have not been able to increase sales
of products from Islamic banks. There are several possibilities that Islamic banks'

promotional activities will have a negative and significant impact, namely: (i) Public
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understanding of Islamic products is still low compared to conventional banks. According
to data from the Financial Services Authority (OJK), Islamic financial literacy is still very
low, amounting to 8.93%, while financial literacy is 38% (Intan & Yolandha, 2020); (ii)
The number of outlets of Islamic banks is still limited compared to conventional bank
outlets. The total number of Islamic bank outlets as of December 31, 2020, only reached

2034 outlets, while conventional banks were 28,699 outlets (OJK, 2020).

Based on the discussion of the ROA determination in the aspect of financing distribution,
growth in labor costs have the same behavior where the distribution of financing to Islamic
banks and conventional banks has a positive and significant influence on ROA. However, on
the other hand, the growth of labor costs will have a negative and significant impact on ROA
both in Islamic banks and conventional banks. Therefore, for both Islamic banks and
conventional banks to improve their profitability indicators (Return on Asset), Islamic banks
and conventional banks must channel their funds derived from the community in the form of
loans and financing. Thus, the funds obtained from the community become productive assets
and provide optimal profits. In addition, for the aspect of labor cost growth, both Islamic banks
and conventional banks have a negative and significant influence which means that the
increase in labor costs will impact the decrease in ROA. Thus, the productivity of Islamic bank
employees and conventional banks is still low. Therefore, increasing employee productivity
takes efforts from Islamic banks and conventional banks to provide motivation, development
of employee knowledge, and even optimal welfare improvement to be more innovative,
creative, and passionate in carrying out their work activities. However, on the influence of
increased promotional costs between Islamic banks and conventional banks, there is a
difference in influence. The increase in promotional costs at Islamic banks has a negative and
significant effect. If there is an increase in promotional costs at Islamic banks will have an
impact on reducing profitability. Thus, Islamic banks' management and use of promotional

costs has not been on target and has not been effective.
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5. Conclusion

The Islamic banking industry and conventional banks are almost identical. This is indicated
by analyzing three variables that can affect the performance (ROA) of Islamic banks and
conventional banks. These variables include the distribution of financing (FDR), growth in
labor costs (BTK), and promotion costs. These three variables simultaneously have a
significant effect on the ROA of Islamic banks and conventional banks. However, when
analyzed further, these variables affect ROA with the following explanation:

=  The distribution of financing to Islamic banks and conventional banks affects the bank's
ROA. The effect of loan distribution (FDR/LDR) on ROA is positive and significant.
Thus the better the intermediation function of Islamic banks and conventional banks will
impact improving performance (ROA);

=  The growth in labor costs in Islamic banks and conventional banks affects these banks'
ROA. The effect of growth in labor costs (BTK) is negative and significant. Thus, the
higher the growth in labor costs (BTK), will lower the performance (ROA). Therefore,
the banking industry must consider the current workforce with its phenomena, namely the
VUCA era and the 4.0 industrial revolution. With the VUCA era and the 4.0 industrial
revolution, the banking industry will tend to use digital services and reduce the number of
physical outlets to digital outlets, so it is predicted that the number of workers in the
banking sector will also experience a downward trend;

» There are differences in the growth in promotion costs between Islamic banks and
conventional banks. Sharia bank promotion cost growth has a negative and significant
effect on performance (ROA). On the other hand, the growth of conventional bank
promotion costs has a positive and significant effect on performance (ROA). Regarding
these differences, conventional banks' performance (ROA) is supported by a promotion

strategy that is right on target, a good marketing communication function, and an excellent
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public response to conventional bank products. On the other hand, as newcomer banks
with a limited number of outlets and low Islamic financial literacy, Islamic banks have

not optimized their promotion and communication functions optimally.

Thisresearch implies that Islamic banks must collaborate with the government and educational
institutions (triple-helix collaboration) to increase the effectiveness of promotions so that they

can impact performance or return on assets.

References

Akgiin, A. 1, & Samiloglu, F. (2016), “The Relationship between Working Capital
Management and Profitability: Evidence from Turkey.” Business and Economics Research
Journal, 7(2), 1-1.https://doi.org/10.20409/berj.2016217492

Arafah, W., & Nugroho, L. (2016), “Maghashid Sharia in Clean Water Financing Business
Model at Islamic Bank.” International Journal of Business and Management Invention, 5(2),
22-32.

Bahnsen, A. C., Aouada, D., & Ottersten, B. (2015), “A novel cost-sensitive framework for
customer churn predictive modeling” Decision Analytics, 2(1).

https://doi.org/10.1186/s40165-015-0014-6

Banker, R. D., Potter, G., & Schroeder, R. G. (1995), “An empirical analysis of manufacturing

overhead cost drivers. Journal of Accounting and Economics”, 19(1), 115-137.

Bhatti, O. K., Aslam, U. S., Hassan, A., & Sulaiman, M. (2016), “Employee motivation an
Islamic perspective” Humanomics, 32(1), 33—-47. https://doi.org/10.1108/H-10-2015-0066

40



Comparative Analysis of The Effect of Loan/Financing to Deposit Ratio, Labor Costs
Growth and Promotion Costs Growth to Returns on Assets in Islamic Banks and
Conventional Banks in Indonesia

Bienstock, C. C., & Royne, M. B. (2007), “The differential value of information in industrial
purchasing decisions: Applying an economics of information framework”, International
Journal of Physical Distribution and Logistics Management, 37(5), 389-408.
https://doi.org/10.1108/09600030710758446

Brown, M., & Zehnder, C. (2007), “Credit reporting, relationship banking, and loan
repayment”, Journal of Money, Credit and Banking, 39(8), 1883-1918.
https://doi.org/10.1111/j.1538-4616.2007.00092.x

Dharmasaputra, M., Yasin, A. N., & Wijaya, A. (2010), “Sri Mulyani: Biaya Penutupan
Century”, Rp 6,4 Triliun - Bisnis Tempo.co. Retrieved January 4, 2021, from
https://bisnis.tempo.co/read/217929/sri-mulyani-biaya-penutupan-century-rp-64-

triliun/full &view=ok

Ding, Z., & Abdulai, A. (2018), “Smallholder preferences and willingness-to-pay measures
for microcredit: Evidence from Sichuan province in China”, China Agricultural Economic
Review, 10(3), 462-481. https://doi.org/10.1108/CAER-02-2017-0022

Durand, D. (1952), “Costs of debt and equity funds for business: trends and problems of
measurement”, In U.-N. Bureau (Ed.), Conference on research in business finance (pp. 215—
262). NBER.

Fasa, I., Febrianty, M., Khoerulloh, A. K., Arisa, A., Utami, W., Santoso, I. R., ... Haerany,
A. (2020), “Eksistensi Bisnis Islami Di Era Revolusi Industri 4.0. Widina Bhakti Persada

Bandung”, Retrieved from www.penerbitwidina.com

41



Lucky NUGROHO & Eric NUGRAHA & Ahmad BADAWI & Yananto Mihadi PUTRA

Gavalas, D., & Syriopoulos, T. (2014), “Bank Credit Risk Management and Rating Migration
Analysis on the Business Cycle”, International Journal of Financial Studies, 2(1), 122-143.
https://doi.org/10.3390/ijfs2010122

Hang, H. T. T., Ha, D. T., & Thanh, B. D. (2020), ““ Factors Affecting Bad Debt in the Vietnam
Commercial Banks”, Journal of Economics and Business, 3(2), 650-660.
https://doi.org/10.31014/aior.1992.03.02.228

Hansen Lofstrand, C. (2015), “Private security policing by ‘ethnic matching’ in Swedish
suburbs: avoiding and managing accusations of ethnic discrimination”, Policing and Society,
25(2), 150-169. https://doi.org/10.1080/10439463.2013.817996

Hiyanti, H., Nugroho, L., Sukmadilaga, C., & Fitrijanti, T. (2019), “Peluang dan Tantangan
Fintech (Financial Technology) Syariah di Indonesia”, Jurnal llmiah Ekonomi Islam, 5(03),
326-333.

Hoffmann, A. O. I., & Kleimeier, S. (2021), “How do banks finance R&D intensive firms? the
role of patents in overcoming information asymmetry”, Finance Research Letters, 38(August
2019), 1-10. https://doi.org/10.1016/j.fr1.2020.101485

Huda, A. N. (2012), “The Development of Islamic Financing Scheme for SMEs in a
Developing Country: The Indonesian Case”, In 10th Triple Helix Conference 2012 (Vol. 52,

pp. 179-186). https://doi.org/10.1016/j.sbspro.2012.09.454

Ihwanudin, N., Maulida, S., llham Akbar Fatriansyah, A., Sari Rahayu, S., Nugroho, L.,
Widyastuti, S., ... Arzhi Jiwantara, F. (2020), “Pengantar Perbankan Syariah (Konsep,

42



Comparative Analysis of The Effect of Loan/Financing to Deposit Ratio, Labor Costs
Growth and Promotion Costs Growth to Returns on Assets in Islamic Banks and
Conventional Banks in Indonesia

Regulasi &  Praktis)’, Widina Bhakti Persada Bandung. Retrieved from

www.penerbitwidina.com

Ihwanudin, N., Wicaksono, G., Kembauw, E., Suciati, R., Reza, M., Manggabarani, A. S., ...
Nugraheni, S. (2020). “Dasar-Dasar Analisa Laporan Keuangan”, Widina Bhakti Persada

Bandung. Retrieved from www.penerbitwidina.com

Intan, N., & Yolandha, F. (2020), “OJK: Perbankan Syariah Dorong Literasi dan Inklusi
Keuangan Republika”, Online. Retrieved April 10, 2021, from
https://www.republika.co.id/berita/ghyb83370/0jk-perbankan-syariah-dorong-literasi-dan-
inklusi-keuangan

Irfan Harmoko. (2017) “Strategi pemasaran produk bank syariah dalam persaingan bisnis
perbankan nasional”, WADIAH: Jurnal Perbankan Syariah, 1(1).

Ivan, R. (2012), “The promotion of banking services. Journal of Electrical and Electronics
Engineering”, 5(1), 101-104.

Ki, E. J. (2013), “A model of an organization-public relationship for the banking industry”,
Public Relations Review, 39(3), 216-218. https://doi.org/10.1016/j.pubrev.2013.03.003
Levinthal, D. A. (1991). Organizational Adaptation and Environmental Selection-Interrelated
Processes of Change. Organization Science, 2(1), 140-145.

Maulida, I. S. R. (2019), “Pengaruh Biaya Promosi Dan Biaya Tenaga Kerja Terhadap

Profitabilitas Di Pt. Bank Syariah Mandiri”, Amwaluna: Jurnal Ekonomi Dan Keuangan
Syariah, 3(1), 15-28. https://doi.org/10.29313/amwaluna.v3i1.4180

43



Lucky NUGROHO & Eric NUGRAHA & Ahmad BADAWI & Yananto Mihadi PUTRA

Mullineaux, D. J., & Pyles, M. K. (2010), “Bank marketing investments and bank
performance”,  Journal of  Financial Economic  Policy, 2(4), 326-345.
https://doi.org/10.1108/17576381011100856

Muniarty, P., Surya Abbas, D., Fatira, M. A., Sugiri, D., Nurfadilah, D., Moridu, I, ...

Rismawati, N. (2020), “Manajemen Perbankan”, Retrieved from www.penerbitwidina.com

Napitupulu, D., Nugroho, L., Fauzi, A., Permana, S. D. H., Lutfiyana, N., Setyawati, L, ...
Nisa, B. (2020) “Mudah Membuat Skripsi/Tesis (Pertama)”, Jawa Timur: CV. PENERBIT
QIARA MEDIA 175 hlm: 15,5 x 23 cm Copyright.

Narwal, K. P. (2016), “Effect of bank-specific and governance-specific variables on the
productivity and profitability of banks”, International Journal of Productivity and Performance

Management, 65(8), 1057-1074. https://doi.org/10.1108/1JPPM-09-2015-0130

Nugroho, L. (2014), “Central Bank Regulation and Its Impact on Green Microfinance”,
Universite Libre de Bruxelles (ULB).

Nugroho, L. (2020), “Memilih Topik Penulisan Skripsi atau Tesis”, In Mudah Membuat
Skripsi/Tesis (First, pp. 17-29). Penerbit Qiara Media.

Nugroho, L., Badawi, A., & Hidayah, N. (2019), “Indonesia Islamic Bank Profitability 2010-
20177, Shirkah Journal of Economics and Business, 4(1), 75-99.

44



Comparative Analysis of The Effect of Loan/Financing to Deposit Ratio, Labor Costs
Growth and Promotion Costs Growth to Returns on Assets in Islamic Banks and
Conventional Banks in Indonesia

Nugroho, L., Ghazali, A., Dadan Suganda, A., Ode Angga, L., Anshary Hamid Labetubun,
M., Thwanudin, N., ... Anwar, A. (2020), “Pengantar Perbankan Syariah. (U. Saripudin, Ed.)

Bandung: Widina Bhakti Persada Bandung. Retrieved from www.penerbitwidina.com

Nugroho, L., Harnovinsah, Putra, Y. M., & Prinoti. (2020) “Analysis of Comparison of Islamic
Banks with Financial Technology (Fintech) In Disbursements of Micro-Financing Based on
Requirements”, Services Speed and Margin. Journal of Islamic Economics & Social Science-
JIESS, 1(1), 1-10.

Nugroho, L., Hidayah, N., Badawi, A., & Mastur, A. A. (2020), “The urgency of Leadership
in Islamic Banking Industries Performance”, In The 1st Annual Conference Economics,
Business, and Social Sciences (pp. 1-7). https://doi.org/10.4108/eai.26-3-2019.2290681

Nugroho, L., & Malik, A. (2020), “Determinasi Kualitas Kredit Kepemilikan Rumah (KPR)
Berdasarkan Perspektif Sumber Angsuran dan Rasio Fraud Account Officer”, Moneter, 7(1),
71-79.

Nugroho, L., Mastur, A. A., Harnovinsah, & Aryanti, W. (2020), “The Contribution of Islamic
Bankin Poverty Alleviation”, Al-Ahkam Jurnal Pemikiran Hukum Islam, 30(1), 19-38.
Nugroho, L., Villaroel, W., & Utami, W. (2017). The Challenges of Bad Debt Monitoring
Practices in Islamic Micro Banking. European Journal of Islamic Finance, 11, 1-11.

Nugroho, L., Villaroel, W., & Utami, W. (2018), “The Challenges of Bad Debt Monitoring
Practices in Islamic Micro Banking”, European Journal of Islamic Finance, 11, 1-11.

Retrieved from http://www.ojs.unito.it/index.php/EJIF

45


http://www.ojs.unito.it/index.php/EJIF

Lucky NUGROHO & Eric NUGRAHA & Ahmad BADAWI & Yananto Mihadi PUTRA

OJK. (2020). Statistik Perbankan Indonesia - Desember 2020. Retrieved March 27, 2021, from
https://www.ojk.go.id/id/kanal/perbankan/data-dan-statistik/statistik-perbankan

indonesia/Pages/Statistik-Perbankan-Indonesia---Desember-2020.aspx

Paisittanand, S., & Olson, D. L. (2006), “A simulation study of IT outsourcing in the credit
card business”, European Journal of Operational Research, 175(2), 1248-1261.
https://doi.org/10.1016/j.ejor.2005.06.032

Pelham, A. M. (1997), “Mediating Influences on the Relationship between Market Orientation
and Profitability in Small Industrial Firms”, Journal of Marketing Theory and Practice, 5(3),
55-76. https://doi.org/10.1080/10696679.1997.11501771

Podolny, J. M. (1993) “A Status-Based Model of Market Competition. American Journal of
Sociology”, 98(4), 829-872.

Portillo, J. E., & Stinn, J. (2018), “Overhead aversion: Do some types of overhead matter more
than others?”, Journal of Behavioral and Experimental Economics , 72, 40-50.
https://doi.org/10.1016/j.socec.2017.11.003

Ramlan, H., & Adnan, M. S. (2016), “The Profitability of Islamic and Conventional Bank:
Case Study in Malaysia”, Procedia Economics and Finance, 35(October 2015), 359-367.
https://doi.org/10.1016/s2212-5671(16)00044-7

Riyadi, A., Utami, W., & Nugroho, L. (2018) “Potential Big Bath Accounting Practice in CEO
Changes (Study on Manufacturing Companies Listed in Indonesia Stock Exchange)”
International  Journal of  Accounting and Finance  Studies, 1(2), 202
https://doi.org/10.22158/ijafs.v1n2p202

46


https://www.ojk.go.id/id/kanal/perbankan/data-dan-statistik/statistik-perbankan

Comparative Analysis of The Effect of Loan/Financing to Deposit Ratio, Labor Costs
Growth and Promotion Costs Growth to Returns on Assets in Islamic Banks and
Conventional Banks in Indonesia

Satibi, E., Nugroho, L., & Utami, W. (2018), “A Comparison of Sharia Banks and
Conventional Banks in Terms of Efficiency, Asset Quality and Stability in Indonesia for the
Period 2008-2016”, International Journal of Commerce and Finance, 4(1), 134-149.

Schanz, K. U. (2009), “Maintaining stakeholder trust in difficult times: Some fundamental
reflections in light of the credit crisis”, Geneva Papers on Risk and Insurance: Issues and
Practice, 34(2), 260-270. https://doi.org/10.1057/gpp.2009.4

Sekaran, U., & Bougie, R. (2016) “Research Methods For Business: A Skill Building
Approach”, John Wiley & Sons. Retrieved from
https://books.google.co.id/books?hl=en&Ir=&id=Ko6bCgAAQBAJ&oi=fnd&pg=PA19&dq
=Research+methods+for+business:+A+skill+building+approach&ots=2B5QZ51_mP&sig=bf
jSuyh19EupVWNBCXBsCoJLb-4&redir_esc=y#v=onepage&q=Research  methods  for
business%3A A skill building

Semuel, H. (2012), “Customer relationship marketing pengaruhnya terhadap kepercayaan dan
loyalitas perbankan nasional”, Jurnal Manajemen Pemasaran, 7(1), 33-41.
https://doi.org/10.9744/pemasaran.7.5.33-41

Setiyaningsih, E. (2019) “Ternyata sudah 92 bank yang ditutup sejak 2005-2018”, Retrieved
January 4, 2021, from https://www.alinea.id/bisnis/ternyata-sudah-92-bank-yang-ditutup-

sejak-2005-2018-b1WZz9gDE

Soeharjoto, Tribudhi, D. A., & Nugroho, L. (2019), “Fintech Di Era Digital Untuk
Meningkatkan Kinerja ZIS di Indonesia”, Jurnal llmiah Ekonomi Islam, 5(03), 137-144.

47



Lucky NUGROHO & Eric NUGRAHA & Ahmad BADAWI & Yananto Mihadi PUTRA

Sufian, F. (2009), “Determinants of Bank Profitability in a Developing Economy : Empirical
Evidence from the China Banking Sector Determinants of Bank Profitability in a Developing
Economy: Empirical Evidence from the China Banking Sector”, Journal of Asia-Pacific
Business, 10(4), 281-307. https://doi.org/10.1080/10599230903340205

Sukmadilaga, C., & Nugroho, L. (2017), “Pengantar Akuntansi Perbankan Syariah" Prinsip,
Praktik dan Kinerja. (P. Media, Ed.) (First). Lampung, Indonesia: Pusaka Media.

Suprapty, R., Witjaksono, A., Nugroho, L., Badawi, A., Susanti, M., Mardanugraha, E., &
Ary, W. W. (2021), “Perbankan: Hasil pemikiran dari Para Dosen Berbagai Perguruan Tinggi
di Indonesia”, (Sumitro, B. A. Pramuka, & N. Lukviarman, Eds.) (Second). Sumater Utara:
Sihsawit Labuhan Batu.

Swierczek, F. W., Shrestha, P. K., & Bechter, C. (2005), “Information technology, productivity
and profitability in asia-pacific banks”, Journal of Global Information Technology
Management, 8(1), 6-26. https://doi.org/10.1080/1097198X.2005.10856388

Teck Weng, J., & Cyril de Run, E. (2013), “Consumers’ personal values and sales promotion
preferences effect on behavioural intention and purchase satisfaction for consumer product”,
Asia  Pacific  Journal of  Marketing and  Logistics, 25(1), 70-101.
https://doi.org/10.1108/13555851311290948

Uppal, R. K. (2010), “Stability in Bank Income through Fee-based Activities. Information
Management and Business Review”, 1(1), 40-47.

Vizano, N. A., Utami, W., & Johanes, S. (2021), “The Effect of Working Stress and
Organizational Commitment on Turnover Intentions with Organizational Culture as

48



Comparative Analysis of The Effect of Loan/Financing to Deposit Ratio, Labor Costs
Growth and Promotion Costs Growth to Returns on Assets in Islamic Banks and
Conventional Banks in Indonesia

Intervening Variable among Middle Managers in Indonesia”, Psychology and Education,
58(2), 4565-4573.

Yang, H., Van De Vliert, E., & Shi, K. (2009), “How lay third parties weigh legitimacy and
sanctions in a side-taking dilemma: A study among Chinese and Dutch employees”, Applied
Psychology, 58(2), 214-232. https://doi.org/10.1111/j.1464-0597.2008.00334.x

Zafani, D., & Arifgi, M. M. (2020), “Cahsless Society on GoPay: An Islamic Economic
Perspective”, Journal of Islamic Economic Laws, 3(2), 141-158. Retrieved from

http://journals.ums.ac.id/index.php/jisel/article/view/11904

Zhao, W. X, Li, S., He, Y., Wen, L. W. J,, & Li, X. (2016), “Exploring demographic
information in social media for product recommendation”, Knowledge and Information
Systems, 49(1), 61-89. https://doi.org/10.1007/s10115-015-0897-5

49


http://journals.ums.ac.id/index.php/jisel/article/view/11904

