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Abstract

This study aims to analyze the effect of bank soundness on the profitability of Islamic Banks in Indonesia, with
economic growth and economic freedom as moderating variables. Bank soundness is measured using the RGEC
approach. This study adopts a quantitative approach, employing panel data regression analysis and Moderated
Regression Analysis (MRA). The data used consist of annual secondary data from 2011 to 2024, including financial
ratios from the annual reports of Islamic commercial banks in Indonesia, as well as data on Indonesia’s economic
growth and economic freedom. The results show that bank soundness has a significant effect on profitability,
except for GCG. Economic growth and economic freedom moderate the relationship between all independent
variables and the dependent variable, except for GCG. These findings emphasize the importance of strengthening
internal bank factors and macroeconomic support to enhance the profitability of Islamic banking in Indonesia.
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Introduction

The growth of Sharia banking assets has increased annually over the past
decade.! This indicates that the public also utilizes Sharia financial services.?
However, even as the assets of Sharia banking continue to grow, this increase is
not accompanied by a rise in profitability, the main indicator of sharia banking’s
development.? Increased profitability not only demonstrates financial performance,
but also strengthens public trust in the sharia banking system.*

The profitability of Islamic Commercial Banks increased from 1.8% (2011) to
2.1% (2012), then briefly declined to 2.0% (2013), fluctuated, and improved again
since 2018, exceeding 2% in 2022-2023 The interrelated influences of internal and

1 Oforitas Jasa Keuangan, “Roadmap Pengembangan Perbankan Syariah Indonesia,” 2020, https://www.
ojk.go.id/id/kanal/sy ariah/berita-dan  kegiatan/publikasi/Pages/Roadmap-Pengembang an-Perbankan-Sy ariah-
Indonesia2020-2025.aspx.

2 Ashraf Mohamed Dawaba and Abdalrahman Migdad, “Islamic Banks between the Jurisprudence
of Leading Theorists and Application,” Islamic Economics Journal, Vol 08, No. 01 (2022), 34-56; Zulfa Ahmad
Kurniawan, “Comparison of Islamic Commercial Banks and Islamic Business Units : Which Is More Efficient ?,”
Islamic Economics Journal, Vol.11,No.01 (2025), 61-76.

3 Rafli Faisal Firdaus and Ersi Sisdianto, “Analisis Ratio Profitabilitas Sebagai Penilaian Kinerja Keuangan
Bank Sy ariah Indonesia : Studi Kasus Laporan Tahun 2022-2023 Profitability Ratio Analysis as an Assessment of the
Financial Performance of Indonesian Sharia Banks: Case Study Report For202,” JIIC: JumalIntelek Insan Cendikia, Vol
1, No. 10 (2024), 7384-91; Filda Felisa Putri, Dahruji Dahruji, and Taufiqur Rahman, “Prediksi Rasio Profitabilitas
Bank Umum Syariah Yang Terdaftar ISSI : Pendekatan Tren Kuadratik,” Ekonomi, Keuangan, Investasi dan Syariah
(EKUITAS), Vol 6, No. 2 (2024), 58-66; Idah Zuhroh, “Profitabilitas Bank Sy ariah di Indonesia Bagaimana Pengaruh
Permodalan, Inflasi dan Birate?,” Jurnal Reviu Akuntansi dan Keuangan, Vol. 12, No. 2 (2022),398-415.

4 Hairul Anam, Hendika SL, and Bani Anhar, “Tingkat Kesehatan Bank dengan Metode RGEC,” Jurnal
GeoEkonomi, Vol. 13,No.1 (2022), 116-27.
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external factors cause profitability fluctuations.> The internal banking factor that is
directly related to profitability is the bank’s performance, which can be observed
through its level of soundness.® Meanwhile, the external factors related to banking
are the quality of the business environment, regulations, and the current state of
economic growth.”

Profitability BUS

1,83 2-1.gg2/07
1,28 15455

0,410,490,630,63

Figure 1. Profitability of Islamic Commercial Banks
Source: Data processed by the researcher, 2025

Bank health assessments are conducted using the RGEC method with a risk-
based approach, which covers four main components: risk profile, Good Corporate
Governance (GCG), earnings, and capital.® Risk Profile describes the level of risk
faced by the bank and how its management strategies are implemented.” Good
Corporate Governance (GCG) assesses the extent to which the bank implements
the principles of good governance.!® Earnings reflect a bank’s ability to generate

5 Andana Prawitra Rachmadani, Riko Setya Wijaya and Arief Bachtiar, “Faktor-Faktor Internal dan Eksternal
yang Mempengaruhi Profitabilitas Bank Syariah di Indonesia Periode 2009-2019,” Syntax Literate: Jurnal Ilmiah
Indonesia, Vol. 6, No. 2, (2021), 1053-79; Silvia Hendray anti, Wachidah Fauziy anti, and Eni Puji Estuti, “Dampak
Faktor Internal dan Eksternal Terhadap Profitabilitas Perbankan (Studi pada Bank Konvensional di Indonesia
Periode Januari 2012 - Januari 2019),” Jurnal STIE Semamng, Vol. 11, No. 3, (2019), 5-24; Ratri Zhohratun Aini and
Rusdianto, “Analysis of Factors Affecting Profitability of Islamic Banks in Yogy akarta,” Islamic Economics Journal
V0l.10, No. 02 (2024), 103-15.

¢ Joko Subangkit, et. al., “Analisis Pengaruh Tingkat Kesehatan Bank terhadap Profitabilitas (S tudi Kasus
pada Bank NTB Syariah Tahun 2020-2022),” JPEK(Jurnal Pendidikan Ekonomi dan Kewimusahaan), Vol 8, No. 2 (2024),
840-49.

7 Rukiah Lubis, Wanda Khairun Nasirin, and Ananda Anugrah Nasution, “The Relationship between
Foreign Direct Investment, Islamic Financial Performance and Economic Growth with Economic Freedom as
Moderating V ariable,” International Journal of Islamic Business and Economics (I[IBEC), Vol. 7, No. 1 (2023), 49-63;
Setiawan Setiawan, Leni Nur Pratiwi, and Rani Putri Kusuma Dewi, “Efisiensi Operasional, Makroekonomi, dan
Profitabilitas pada Perbankan Syariah di Indonesia,” Jurnal Ilmiah Akuntansidan Keuangan, Vol. 4, No. 1, (2021), 40-45;
Miftahul Huda, Azidni Rofiqo, Abdurrizqgi Bin Abdul Razak, and Fikriyy atun Nabila. “The Effecto f Mac roeconomic
Variables on the Profitability of Islamic Commercial Banks in Indonesia.” Islamic Economics Journal Vol03, No. 1
(2024), 135-49.

8 WahyulzzaSafiraand Esy N, “Analisis Tingkat Kesehatan Bank Sy ariah Serta Dampakny a terhadap Nilai
Perusahaan Analysing the Health of Islamic Banks and Its Impact on Firm Value,” Jurnal Perbankan Syariah, Vol
10, No. 1, (2024), 85; Indah Harum Rezeki and Heni Noviarita, “Analisis Rasio Kinerja Keuangan Bank Muamalat
Indonesia pada Masa Pandemi,” Islamic Economics Journal, Vol. 07,No.01 (2021), 64-75.

° Sania Nisa Aryani and Iwan Setiawan, “Analisis Pengaruh Risk Profile Terhadap Profitabilitas Unit Usaha
Syariah Pada Tahun 20152023,” Journal of Applied Islamic Economicsand Finance, Vol.4, No. 3 (2024),463-74; Irma Nur
Rohmah and M Nasir, “Analisis Pengaruh Tingkat Kesehatan Bank terhadap Profitabilitas dengan Mengg unakan
Metode RGEC pada Bank Pemerintah dan Bank Swasta y ang Terdaftar di BEIPeriode 2017-2021,” Innova tive, Vol
3,No. 5, (2023),5238-53.

10 Hustna Dara Sarra, Mikrad Mikrad, and Sunanto, “Analisis Peng aruh Tingkat Kesehatan Bank Menggunakan
Metode RGEC terhadap Profitabilitas pada Perusahaan Perbankan Periode 2015-2019,” Dynamic Management
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profits sustainably.! Capital indicates the bank’s capitalization strength in bearing
risks and supporting business growth.!?

Economic growth reflects an increase in economic activity, which drives
higher demand for financing, business expansion, and the potential for increased
bank profitability.!* With rapid economic growth, the demand for credit can grow,
raising interest income and bank profitability. However, when economic growth
slows, especially during a recession, credit quality can deteriorate, increasing the
risk of default and ultimately reducing bank profitability.!4

Economic freedom reflects the degree of freedom in the production, distribution,

and consumption of goods and services.!®> Abbas, et. al., (2024)' found that high
economic freedom in a growing economy canimprove bank efficiency and profitability.
When economicfreedom is high, GCG practices can be carried outmore transparently,
risk management becomes more flexible, and capital is more easily obtained through
open financial markets; thus, the impact on profitability is even more substantial.
As a developing nation with the fourth-largest population globally, Indonesia
exhibits distinctive characteristics in its financial system, particularly evidenced by
the sustained expansion of Islamic banking over the past decade.'” The consistent
growth of the sector highlights its strategic significance in promoting national
financial stability and inclusion.’® This context renders Indonesia an intriguing case
for examining how macroeconomicfactors, such aseconomic growth and economic
freedom, influence the profitability of Islamic banks. Nevertheless, empirical

Journal, Vol. 6, No. 2 (2022), 110-21; V ania Aghani Hanin Zahra and Nafis Irkhami, “Analisis Pengaruh Mekanisme
Good Corporate Governance, Financing to Deposit Ratio, dan Ukuran Perusahaan Terhadap Profitabilitas dengan
Corporate Social Responsibility Sebagai V ariabel Moderasi pada Perbankan Syariah di Indonesia Periode 2015-
2019,” Nisbah: Jurnal Perbankan Syariah, Vol. 7, No. 1,(2021),23-30.

11 Erma Setiawati, Alifah Sekarningrum, and Banu Witono, “Analysis of CSR Disclosure, Earnings
Pemistency, Earnings Growth, and Business Size on Earnings Management with Institutional Ownership as a
Moderating V ariable (Case Study on LQ45 Companies Listed on the Indonesia Stock Exchange (IDX) 2016-2020),”
Riset Akuntansi dan Keuangan Indonesia Vol.7, No. 2 (2023), 227-43; Zumratul Meini and Sylvia VeronicaSiregar,
“The Effectof Accrual Earnings Management and Real Earnings Managementon Earnings Persistence and Cost
of Equity,” Journal of Economics, Business, and Accountancy Ventura, Vol. 17,No.2, (2014), 269.

12 Chairuddin Surya Putra, Harlen, and Machasin, “Pengaruh Modal Fisik, Modal Finansial, dan Modal
Intelektual Terhadap Kinerja Perusahaan (Studi Kasus pada Perusahaan Food and Beverages yang Terdaftar di
BEITahun 2009-2013),” Jurnal Ekonomi, Vol. 22, No. 3, (2014), 16-32.

13 Rony Arpinto Ady, “Pengaruh Makroekonomi Terhadap Profitabilitas Perbankan di Indonesia,” Resenrch
Fair Unisri, Vol 4, No. 1 (2020), 115-26; Zulfa Muasaroh Binti Rahmawati, Titis Miranti, and Ulfi Kartika, “Do
Political Risks Influence Sharia Bank Stability ? The Case of Southeast Asia,” Shirkah: Journal of Economics and
Business Vo1.10,No.2 (2025), 294-311.

4 Rony Arpinto Ady, “Pengaruh Makroekonomi Terhadap Profitabilitas Perbankan di Indonesia,” Resarrch
Fair Unisri, Vol 4, No. 1 (2020): 115-26; Zulfa Muasaroh Binti Rahmawati, Titis Miranti, and Ulfi Kartika, “Do
Political Risks Influence Sharia Bank Stability? The Case of Southeast Asia,” Shirkah: Journal of Economics and
Business Vol.10,No.2 (2025), 294-311.

15 Anthony B Kim, “The Index of Economic Freedom,” The Heritnge Foundation, 2025, https://www .heritage.
org/index/pages/about; Faisal Abbas et al., “Capital and Profitability: The Mo derating Role of Economic Freedom,”
Heliyon, Vol. 10, No. 16 (2024),35253.

16 Nguyen Tan Hung, Tran Thi Kim Oanh, and Chu Thi Thanh Trang, “The Impact of Economic Freedom
on Economic Growth in Countries with High and Low Regulatory Quality —Lessons for Viet Nam,” Humanities
and Social Sciences Communications, Vol. 11, No. 1 (2024).

17 Fatimah Tuzzuhro, Noni Rozaini, and Muhamad Yusuf, “Perkembangan Perbankan Syariah di Indonesia
Fatimah,” PeKA: Jurnal Pendidikan Ekonomi Akuntansi, Vol. 11, No.2 (2023), 78-87.

18 Erna May Wulandari and Maya Indriastuti, “Digital Transformation in the Economic Growth of Indonesian
Sharia Bank Services,” Islamic Economics Journal, Vol. 09, No. 02 (2023), 39-54.
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research exploring the relationship between these macroeconomic variables and
the profitability of Islamic banks in Indonesia remains notably scarce.

This study is crucial in addressing the existing research gap. The originality
of this research is demonstrated through its examination of the impact of economic
freedom and economic growth on the profitability of Islamicbanks in a developing
country where the Islamic financial system is experiencing rapid expansion.' This
study further contributes to the literature by examining whether the interplay between
economic freedom and economic growth fosters a more favorable environment for
Islamic banks to improve their profitability.

Literature Review
Signaling Theory

Signaling Theory elucidates the mechanisms by which parties possessing
superior information, such as bank managers, communicate with external entities,
including investors, regulators, and the general public, to mitigate information
asymmetry.? A bank’s health serves as a key signal sent by management to stakeholders
to demonstrate the bank’s ability to manage assets, liquidity, and risk, which ultimately
affects profitability and increases investor and public confidence.?" This signal can
be amplified by macroeconomic conditions and the degree of economic freedom. In
times of strong economic growth or high economic freedom, positive signals from
bank health are more easily received by the market, thus having a greater impact on
profitability.? Profitability serves as a crucial indicator of a company’s success and
sustainability, as it demonstrates the capacity to generate profit from its available
resources.?®> A robust level of profitability serves as a favorable indicator for both
customers and investors, demonstrating the company’s capacity to reinvest, fulfill its
financial obligations, and distribute dividends to shareholders. An enhancement in
profitability bolsters the confidence of customers and investors in a banking system
that adheres to Sharia principles.

Macroeconomics Theory

Macroeconomic theory is a field of economics that studies the behavior and
performance of the economy as a whole. It covers variables such as economic growth,
inflation, unemployment rate, balance of trade, as well as fiscal and monetary policy.

19 Fatimah Tuzzuhro, Noni Rozaini, and Muhamad Yusuf, “Perkembangan PerbankanSy ariah Diindonesia
Fatimah,” PeKA: Jurnal Pendidikan EkonomiAkuntansi, Vol.11,No.2 (2023),78-87.

20 MichaelSpernce, “Job MarketSignaling,” The Quarterly Journalof Economics, Vol. 87, No. 3 (1973), 355-74,
https://www.jstor.org/stable/1882010.

2 Setiawan, Setiawan, Leni Nur Pratiwi, and Rani Putri Kusuma Dewi, “Efisiensi Operasional, Makroekonomij,
dan Profitabilitas Pada Perbankan Syariah di Indonesia.” Jurnal Ilmiah Akuntansi Dan Keuangan, Vol 04, No. 01
(2021), 40-45.

22 Blaga, Florin, Bogdan Andrei Dumitrescu, Joana Duca, Iorel Leonida, and Dalia Poleac, “Analyzing the
Determinants of Banking Profitability in Euro pean Commercial Banks: Do Covid-19 Economic Support Measures
Matter?,” Sustainability (Switzerland) Vol. 16, No. 16 (2024).

23 Evy Ratnasari, “Upaya Peningkatan Profitabilitas Usaha,” FOKUS : Publikasi Ilmiah Untuk Mahasiswa,
Staf Pengajar dan Alumni Universitas Kapuas Sintang, Vol. 18, No. 1 (2020), 25-34.

24 Anam, Hairul, Hendika SL, and Bani Anhar. “Tingkat Kesehatan Bank dengan Metode RGEC.” Jurmal
Geo Ekonomi, Vol. 13, No. 1 (2022), 116-27.
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This theory examines how these factors affect business activities and the financial sector
on anational scale. The modem approach tomacroeconomic theorynot only views
the relationships between economic variables within a simple linear framework, but
also as a complex system that interacts with one another.” In the context of Islamic
banking, the soundness of abank as an internal strength can influence profitability,
but this effect is inseparable from the macroeconomic landscape shaped by economic
growth and the level of economic freedom?. When the economy grows rapidly and
business conditions improve, companies tend to experience increased profitability
because consumers’ purchasing power rises and business activities expand.?” The
higher the economic freedom score, the less government intervention there is and
the more efficient and competitive the country’s economy becomes.??

Bank Health Performance

Bank health assessments are conducted using the RGEC method with a
risk-based approach, which includes four main components: risk profile, Good
Corporate Governance (GCG), earnings, and capital.” Risk profile is an analysis
that determines the type and level of risk faced by a company, individual, or asset.
In Islamic banking, credit risk and liquidity risk are measured using the Non-
Performing Financing (NPF) indicator.* GCG refers to the principles of corporate
governance implemented to ensure transparency, accountability, responsibility,
independence, and fairmess in conducting business activities. The principles of GCG
include transparency, accountability, responsibility, independence, and fairness.?
Earning is the income obtained by an individual or company over a certain period
after all expenses and taxes have been deducted. Earnings reflect a company’s net
profit after all expenses, including interest and taxes, have been subtracted from
total revenue.® Capital (modal) is anything that can be used by abusiness to grow
and add value. In this aspect, what is assessed is the adequacy of a bank’s capital
to anticipate losses.

25 Pablo Paniagua, “Complexity Defying Macroeconomics,” Cambridge Journal of Economics Vol. 47, No. 3
(2023), 575-92.

26 Ayunseh Retno Harini, Mahrus Lutfi Adi Kurniawan, and Budi Jay a Putra, “D o Macroeconomic Variables
AffectDeposits in Shariah Banks?,” Islamic Economics Journal Vol.10,No.1 (2024), 61-71.

27 Tri Cahy o Beriwisnu and Maswar Patuh Priyadi, “Pengaruh Pertumbuhan Ekonomi, Industri dan Kinerja
Keuangan Terhadap Nilai Perusahaan,” Jurnal Ilmu dan Riset Akuntans,i Vol.6, No. 12 (2018), 2-14.

28 Agustina Supary ati, “Dampak Kebebasan Ekonomi Terhadap Pertumbuhan Ekonomi,” Media Ekonomi,
Vol. 22, No. 3 (2014),221-40.

29 Safira, Wahyu Izza, and Esy N. “Analisis Tingkat Kesehatan Bank Sy ariah Serta Dampaknya terhadap
Nilai Perusahaan Analysing the Health of Islamic Banks and Its Impact on Firm Value.” Jurnal Perbankan Syariah,
Vol.10,No.1 (2024), 85-93.

% Alaamsah, Raden Hario Daffa, Fitri Yetti, Prima Dwi Priyatno, “Pengaruh NPF, CAR, dan FDR Terhadap
Profitabilitas Bank Umum Syariah di Indonesia1,2,3,” EL-IQTHISHOD, Vol. 5,No.2 (2021), 19-46.

31 Endratmoko, “Good Corporate Governance (Geg) on PT. Bank Rakyat Indonesia (Persero) Tbk,” Dijerns,s
Vol. 1, No. 5(2020), 638-48.

32 Jkatan bankir indonesia (IBI), Pedoman dan Strategi Audit Intern Bank, ed. Fajarianto; Isran Febrianto
(Jakarta pusat: PT. Gramedia Pustaka Utama, 2020).

33 Amir Kusnanto, “Risk Profile, Good Corporate Governance, Earning, Capital (Rgec) Method Sebagai
Instrumen Pengukur Tingkat Kesehatan Perbankan Syariah di Indonesia,” Jurnal Administrasi Bisnis, Vol. 6, No.2
(2018), 124-136.
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Hypothesis

The Influence of Risk Profile on Profitability

The risk profile of a company delineates the extent of risk undertaken,
particularly in the realms of financing and investment activities. A higher risk
profile is associated with the potential for greater profit; however, it concurrently
entails an elevated risk of loss. Consequently, effective risk management is crucial
for sustaining and enhancing a company’s profitability. The assertion that the risk
profile influences increases or decreases is corroborated by several prior studies,
such as Agusto, (2021)*, Aryani & Setiawan (2024)®, Fajari & Sunarto (2017)%, Putri
& Yuliandhari (2020)¥, Rohmah & Nasir (2023)%, and Widyastuti & Aini (2021).%

According to this explanation, the initial hypothesis of this study posits that
the Risk Profile exerts a significant influence on Profitability (H1).

The Influence of Good Corporate Governance (GCG) on Profitability

Effective risk management can enhance investor confidence and reduce the
likelihood of conflicts of interest and the misappropriation of company assets, thereby
optimizing profitability. Previous research has indicated that the implementation
of Good Corporate Governance (GCG) is positively correlated with increased
profitability.4°

According to this explanation, the second hypothesis of this study posits that
GCG exerts a significant influence on Profitability (H2).

The Influence of Earnings on Profitability

The likelihood of a company achieving profitability is closely associated with
themagnitude of its earnings. Earnings serve as a measure of the company’s capacity
to generate revenue. Prior studiesindicate thata consistent upward trend in earnings

34 Agusto Hasiholan Rafried Sihite Agusto, “Pengaruh Capital Adequacy Ratio (CAR) dan Financing to
Deposit Ratio (FDR) Terhadap Profitabilitas Bank Umum Sy ariah di Indonesia,” Maro: Jurnal Ekonomi Syariah dan
Bisnis Vol. 4, No.2 (2021), 1-8.

3 Aryani, Sania Nisa, and Iwan Setiawan. “Analisis Pengaruh Risk Profile Terhadap Profitabilitas Unit
Usaha Syariah pada Tahun 2015-2023.” Journal of Applied Islamic Economics and Finance, Vol.4,No. 3 (2024), 463-474.

% Slamet Fgjari and Sunarto, “Pengaruh CAR, LDR, NPL, BOPO Terhadap Profitabilitas Bank (Studi Kasus
Perusahaan Perbankan Yang Tercatat di Bursa Efek Indonesia Periode Tahun 2011 Sampai 2015),” Prosiding Seminar
Nasional Multi Disiplin Ilmu & Call for Papers UNISBANK Ke-3, No. 3 (2017), 853-862.

¥ Devi Allisy a Putri and Willy Sri Yuliandhari, “Pengaruh Tingkat Kese hatan Keuang an Bank Menggunakan
Rgec Terhadap Pertumbuhan Laba,” Jurnal Akuntansi Bisnis Dan Ekonomi Vol. 6,No.1 (2020):1569-1576.

38 Rohmah, Irma Nur, and M Nasir. “Analisis Pengaruh Tingkat Kesehatan Bank Terhadap Profitabilitas
dengan Menggunakan Metode RGEC Pada Bank Pemerintah Dan Bank Swasta Yang Terdaftar di BEI Periode
2017-2021.” Innovative Vol.3, No. 5 (2023), 5238-53.

39 Pricilla Febry anti Widy astuti and Nur Aini, “Pengaruh CAR, NPL, LDR Terhadap Profitabilitas Bank
(ROA) Tahun 2017-2019,” Jurnal Ilmiah Mahasiswa Akuntansi) Universitas Pendidikan Ganesha Vol. 12, No. 03 (2021),
2614-1930.

40 Rohmah, Irma Nur, and M Nasir. “Analisis Pengaruh Tingkat Kesehatan Bank terhadap Profitabilitas
dengan Menggunakan Metode RGEC pada Bank Pemerintah dan Bank Swasta yang Terdaftar di BEIPeriode 2017-
2021.” Innovative Vol.3, No.5 (2023), 5238-53; Sarra, Hustna Dara, Mikrad Mikrad, andSunanto. “Analisis Pengaruh
Tingkat Kesehatan Bank Menggunakan Metode Rgec Terhadap Profitabilitas pada Perusahaan Perbankan Periode
2015-2019.” Dynamic Management Journal Vol. 6, No. 2 (2022), 110-21; Zahra, Vania Aghani Hanin, and Nafis Irkhami.
“Analisis Pengaruh Mekanisme Good Corporate Governance, Financing to Deposit Ratio, dan Ukuran Perusahaan
terhadap Profitabilitas dengan Corporate Social Resporsibility Sebagai V ariabel Mo derasi Pada Perbankan Sy ariah
di IndonesiaPeriode 2015-2019.” Nisbah: Jurnal Perbankan Syariah Vol. 7,No.1 (2021),23-30.
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over successive years conveys a positive message toinvestors and underscores the
company’s financial stability.*!

According to this explanation, the third hypothesis of this study posits that
earnings exert a significant influence on profitability (H3).

The Influence of Capital on Profitability

A robust capital base enables companies to expand and enhance their production
capacity. Adequate capital also assists companies in managing business risks and
ensuring business continuity. An increase in capital is likely to be accompanied by
a corresponding rise in profitability, and conversely, a decrease in capital may lead
to a reduction in profitability.+?

In accordance with the preceding explanation, the fourth hypothesis of this
study posits that capital exerts a significant influence on profitability (H4).

The Influence of Risk Profile on Profitability with Economic Growth as a Moderating
Variable

The risk profile of a company delineates the extent of risk associated with
its business operations. A high-risk profile typically exerts a detrimental effect on
profitability, as it elevates the potential for financial losses.* The impact of acompany’s
risk profile on its profitability is not invariably stable and may be influenced by
economic growth, which acts as amoderating variable. Companies characterized by
a high risk profile can still achieve profitability if they operate within a conducive
economic environment.#

4 Syukron Sazly, Fera Nelfianti, and Herudini Subariy anti, “Komparasi Pengaruh Tingkat Kesehatan Bank
Terhadap Profitabilitas Pada PT.Bank BCA,Tbk. Dan PT.Bank BCA Syariah,” Jesya (Jurnal Ekonomi & Ekonomi Syariah)
Vol. 5, No. 1 (2022), 115-278; Slamet Fgjari and Sunarto. “Pengaruh CAR, LDR, NPL, BOPO Terhadap Profitabilitas
Bank (Studi Kasus Perusahaan Peibankan Yang Tercatat di Bursa Efek Indonesia Perio de Tahun 2011 Sampai 2015).”
Prosiding Seminar Nasional Multi Disiplin Ilmu & Call for Papers UNISBANK Ke-3, No .3 (2017), 853-862.”; Rohmah,
Irma Nur, and M Nasir. “Analisis Pengaruh Ting kat Kesehatan Bank Terhadap Profitabilitas dengan Menggunakan
Metode RGEC PadaBank Pemerintah dan Bank Swasta Yang Terdaftar Di BEIPeriode 20172021.” Innova tiveVol
3,No.5 (2023), 5238-53;Sarra, Hustna Dara, Mikrad Mikrad, and Sunanto, “Analisis Pengaruh Tingkat Kesehatan
Bank Menggunakan Metode Rgec terhadap Profitabilitas Pada Perusahaan Perbankan Periode 2015-2019,” Dynamic
Management Journal, Vol. 6, No. 2 (2022), 110-21.

42 Rohmah, Irma Nur, and M Nasir. “Analisis Pengaruh Tingkat Kesehatan Bank Terhadap Profitabilitas
dengan Menggunakan Metode RGEC pada Bank Pemerintah dan Bank Swasta Yang Terdaftar di BEI Periode
2017-2021.” Innovative Vol. 3, No. 5 (2023), 5238-53; Sarra, Hustna Dara, Mikrad Mikrad, and Sunanto. “Analisis
Pengaruh Tingkat Kesehatan Bank Menggunakan Meto de Rgec terhadap Profitabilitas Pada Perusahaan Perbankan
Periode 2015-2019.” Dynamic Management Journal Vol 6, No. 2 (2022), 110-21; Rohmah, Irma Nur, and M Nasir.
“Analisis Pengaruh Tingkat Kesehatan Bank Terhadap Profitabilitas dengan Menggunakan Metode RGEC pada
Bank Pemerintah Dan Bank Swasta Yang Terdaftar di BEIPeriode 2017-2021.” Innovative Vol. 3, No. 5 (2023), 5238-53;
Sarra, Hustna Dara, Mikrad Mikrad, and Sunanto. “Analisis Pengaruh Tingkat Kesehatan Bank Menggunakan
Metode RGEC Terhadap Profitabilitas Pada Perusahaan Perbankan Periode 2015-2019.” Dynamic Management
Journal Vol. 6, No. 2 (2022),110-21.

43 Rohmah, Irma Nur, and M Nasir. “Analisis Pengaruh Tingkat Kesehatan Bank Terhadap Profitabilitas
dengan Menggunakan Metode RGEC Pada Bank Pemerintah Dan Bank Swasta Yang Terdaftar di BEI Periode
2017-2021.” Innovative, Vol. 3,No.5 (2023),5238-53.

4 Berliana Fadhilatun Nisak, Pengaruh Non Performing Loan dan Capital Adequacy Ratio Terhadap Profitabilitas
dengan Pertumbuhan Ekonomi Sebagai Variabel Moderasi Pada Konvensional di BEI Tahun 2015-2019, Universitas Islam
Negeri, 2021; Mariho tSimanjuntak and Benny RojestonMarnaek Nainggolan, “Pengaruh DPK, CAR, LDR Terhadap
Kinre1ja Keuang an Dengan Pertumbuhan Ekonomi SebagaiV ariabel Moderasi pada Sektor Perbankan Yang Terdaftar
di Bursa Efek IndonesiaPeriode 2016-2020,” Management Studiesand Entrepreneurship Journal, Vol. 3, No. 2 (2022):
525-537.
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In accordance with the preceding explanation, the fifth hypothesis of this
study posits that Economic Growth significantly moderates the relationship between
Risk Profile and Profitability (H5).

The Influence of Good Corporate Governance (GCG) on Profitability with Economic
Growth as a Moderating Variable

The impact of Good Corporate Governance (GCG) on profitability is not
invariably consistent; it may be influenced by external factors, such as economic
growth. According to economic theory, robust economic growth can enhance the
positive effects of GCG on profitability by increasing demand and expanding market
opportunities.®

In accordance with the preceding explanation, the sixth hypothesis posited
in this study is as follows: Economic Growth significantly moderates the impact of
GCG on Profitability (H6).

The Influence of Earnings on Profitability with Economic Growth as a Moderating
Variable

The relationship between earnings and profitability can be influenced by
external factors, one of which is economic growth. Several studies indicate that
earnings exert a negative impact on profitability.* Continued economic growth,
as measured by Gross Domestic Product (GDP), has the potential to mitigate the
adverse effects of suboptimal earnings on profitability. Should Islamic banks sustain
operational efficiency during periods of economic expansion, their profitability is
likely to experience substantial enhancement, thereby enabling them to effectively
compete with conventional banking institutions.#

In accordance with the preceding explanation, the seventh hypothesis posited
in this study is as follows: Economic Growth significantly moderates the impact of
Earnings on Profitability (H7).

The Influence of Capital on Profitability with Economic Growth as a Moderating
Variable

The impact of capital on profitability can be influenced by economic growth.
Economic growth has the potential to enhance the effect of capital on profitability,
as substantial and robust capital can be fully leveraged due to increasing market
demand, expanded investment opportunities, and improved access to external
financing.*?

# Lestari Adhi Widyowati, Inta Hartaning ty as Rani, and JaraHardiy anti Jalih, “Pengaruh Mekanisme Good
Corporate Governance (GCG) Terhadap Nilai Perusahaan dengan Manajemen Laba SebagaiV ariabel Intervening
pada Perusahaan Otomotif Yang Terdaftar di BEI20152018,” Jurnal Riset Akuntinsi Dan Manajemen Vol 9, No. 2
(2020):175-83."

46Sarra, Hustna Dara, Mikrad Mikrad, and Sunanto Sunanto. “Analisis Pengaruh Ting kat Kesehatan Bank
Menggunakan Metode Rgec Terhadap Profitabilitas Pada Perusahaan Perbankan Periode 20152019.” Dymamic
Management Journal, Vol. 6, No. 2 (2022), 110-21.

¥ Setiawan, Setiawan, Leni Nur Pratiwi, and Rani Putri Kusuma Dewi. “Efisiensi Operasional, Makroekonomi,
dan Profitabilitas Pada Perbankan Syariah di Indonesia.” Jurnal Ilmiah Akuntansi dan Keuangan, Vol 4, No.01 (2021),
40-45."

48 Nisak, Pengaruh Non Performing Loan Dan Capital Adequacy Ratio Tethadap Profitabilitas Dengan Pertumbuhan
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In accordance with the preceding explanation, the eighth hypothesis posited
in this study is as follows: Economic Growth significantly moderates the impact of
Capital on Profitability (HS8).

The Influence of Risk Profile on Profitability with Economic Freedom as a Moderating
Variable

Economic freedom functions as a moderating variable that can enhance the
relationship between risk profile and profitability. In countries or regions characterized
by high levels of economic freedom, supported by favorable regulations, protection
of property rights, and efficient financial markets, banks have increased opportunities
to manage risks effectively and capitalize on market opportunities, thereby mitigating
the adverse impact of risk profile on profitability.4

In accordance with the aforementioned explanation, the ninth hypothesis
posited in this study is as follows: Economic Freedom significantly moderates the
impact of Risk Profile on Profitability (H9).

The Influence of GCG on Profitability with Economic Freedom as a Moderating
Variable

Economic freedom can enhance the impact of Good Corporate Governance
(GCQ) on profitability. In countries or regions characterized by high economic freedom,
the implementation of GCG is facilitated by efficient regulations, the protection of
property rights, and a competitive market environment. Conversely, in areas with
low economic freedom, complex bureaucratic processes and less efficient markets
may impede the effectiveness of GCG.>

In accordance with the preceding explanation, the tenth hypothesis of this
study posits that Economic Freedom significantly moderates the impact of GCG
on Profitability (H10).

The Influence of Earnings on Profitability with Economic Freedom as a Moderating
Variable

Economic freedom pertains to the autonomy of individuals and enterprises to
make economic decisions without undue governmental interference. This encompasses
freedom of trade, investment freedom, regulatory efficiency, and the safeguarding
of property rights. Elevated levels of economic freedom can enhance the impact of
earnings on profitability, as a favorable business environment encourages banks to
optimize resource utilization, expand markets, and improve efficiency.>!

Ekonomi Sebagai Variabel Modemsi Pada Konvensional di BEI Tahun 2015-2019; Nikmatul Rochmah and Puji Endah
Purnamasari, “The Influence of Bank Health and Interest Rates on Bank Profitability and Mo derated By Economic
Growth,” Ekonomis: Journal of Economics and Business Vol. 7, No. 2 (2023), 1389-96.

49 Abbas, Faisal, Shoaib Ali, Kai Yin Woo, and Wing Keung Wong. “Capital and Profitability: The Moderating
Role of Economic Freedom.” Heliyon Vol.10,No. 16 (2024), 35253.

50 Lubis, Rukiah, Wanda Khairun Nasirin, and Ananda Anugrah Nasution. “The Relationship between
Foreign Direct Investment, Islamic Financial Performance and Economic Growth with Economic Freedom as
Moderating V ariable.” International Journal of Islamic Business and Economics (IJIBEC), Vol. 7, No. 1 (2023),49-63.

51 Abbas, Faisal, Shoaib Ali, Kai Yin Woo, and Wing Keung Wong. “Capital and Profitability: The Moderating
Role of Economic Freedom.” Heliyon Vol.10,No.16 (2024), 35253.
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In accordance with the preceding explanation, the eleventh hypothesis of
this study posits that Economic Freedom significantly moderates the relationship
between Earnings and Profitability (H11).

The Influence of Capital on Profitability with Economic Freedom as a Moderating
Variable

Economic freedom encompasses the liberty to engage in business activities,
regulatory efficiency, openness to trade, and the safeguarding of property rights.
Elevated levels of economic freedom can enhance the impact of capital on profitability,
as banks with robust capital reserves are better positioned to capitalize on investment
opportunities, expand their business networks, and optimize returns within a
conducive business environment.>2

In accordance with the preceding explanation, the twelfth hypothesis posited
in this study is as follows: Economic Freedom significantly moderates the impact
of Capital on Profitability (H12).

This research model adopts the conceptual framework design from Ahmad,
et. al. (2024)>® which integrates two moderating variables into a single model,
thereby allowing for a more comprehensive analysis of the interaction between the
independent and dependent variables.

Tconomic Freedom (72)

HUP  HIGE HIE W1

Risk Profile (X1) ™

GCG (X2)

Profitability (Y)

Earning (X3)

Capital (X4)

HS H6:  HTI HE

Economic Growth (Z1)

Figure 2. Conceptual Framework

Source: Processed by the researcher, 2025

Methodology

This study uses a quantitative method with an associative approach, focusing
on Sharia Commercial Banks in Indonesia that are registered with the Financial
Services Authority (OJK). The data used was obtained from the official websites
of each bank, the Financial Services Authority website (ojk.go.id), the World Bank,

52 Abbas, Faisal, Shoaib Ali, Kai Yin Woo, and Wing Keung Wong. “Capital and Profitability: The Moderating
Role of Economic Freedom.” Heliyon Vol.10,No.16 (2024), 35253.

53 Haseeb Ahmad, Junaid Sadeeque, Umar Farooq Umar Hayat, and Uzma Haroon. “Fiscal Policy
Determinants Impacton the Economic Growth With the Mo derating Role of the Exchange Rate and Inflation Rate:
Evidence Froman Emerging Economy.” Journal of Excellence in Management Sciences Vol. 3, No. 3 (2024), 68-81.
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and the Central Statistics Agency (BPS). The research population includes all Sharia
Commercial Banks in Indonesia that have been registered with the Financial Services
Authority (OJK) for the 2011-2024 period, using the saturated sampling technique.
Based on OJK publication data in 2024, there are 14 Sharia Commercial Banks in
the population.

This study uses panel data regression analysis and moderating regression
analysis. The panel data regression method is employed due to its ability to enhance
the degrees of freedom, thereby addressing the issue of omitted variables and
mitigating estimation bias.* M oderation regression analysis was selected as it enables
researchers to examine how a variable modulates the relationships between variables
within a panel context, thereby offering a more comprehensive understanding of the
conditions that affect the primary effects.” The research uses R studio and Microsoft
Excel software. R Studio was chosen because it givesmore accurate and clear results.
R offers better checks for assumptions and reliability, helping to estimate complex
economic models precisely. Also, its strong data processing and visualization skills
make the analysis results more reliable and informative.>¢

The analytical stages in this study follow established empirical procedures,
beginning with the selection of the appropriate regression model, namely the
Common Effect Model (CEM), the Fixed Effect Model (FEM), and the Random Effect
Model (REM), followed by classical assumption testing, linear regression analysis,
and moderated regression analysis (MRA), before drawing conclusions.>”

Result and Discussion

Descriptive Statistical Analysis
This study uses all Islamic Commercial Banks as its subjects for the period
2011-2024, with a total of 148 observations.
Table 1. Descriptive Statistical Analysis
NPF GCG BOPO CAR

Description x1) X2) X3) X4) ROA(Y) GDP(Z1) EF(Z2)
Min 0,00 1,00 56,16 11,51 -20.13 -2.07 56,00
Max 4,95 3,00 354,75 241,84 13,58 6,17 67,20

Mean 1,60 1,76 94,46 30,56 1,03 4,48 62,41

Std. Defiasi 1,53 0,49 34,42 30,21 3,83 2,02 3,55

Source: processed by the researcher with Rstudio, 2025

In this study, Non-Performing Financing (NPF), Good Corporate Governance
(GCG), Operating Expenses to Operating Income (BOPO), and Capital Adequacy
Ratio (CAR) are employed as RGEC indicators to assess bank health, while Return

5 Pardomuan Robinson Sihombing, “Analisis Regresi Data Panel,” in Statistik Multivariat dalam Riset
(Penerbit Wirdina, 2021), 95-111.

% SriSubanti and Nabila Tri Amanda, “Analysis of Unemployed Youth In Indoresia By Panel Data Regression
With Moderating V ariable,” Jounar of the Indonesian Ma thematical Society Vol. 30, No.03 (2024),338-51.

56 Christo pher Gandrud, Reproducible Research with Rand RStudio, Second Edi (London: CPC Press Taylor
& Francis Group, 2015).

57 Ulfi Kartika Oktaviana, Tiara Juliana Jaya, and Titis Miranti, “The Role of Islamic Social Reporting,
Islamic Corporate Governance and Maqashid Sy ariah Index on Firm V alue with Firm Size as Mo deration Variable,”
Proceedings of the International Conference on Engineering, Technology and Social Science (ICONETOS 2020), No. 529
(2021), 195-201.
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on Assets (ROA) serves as a measure of profitability. Concurrently, Gross Domestic
Product (GDP) and Economic Freedom (EF) are utilized to represent economic growth
and the degree of economic freedom, respectively, as macroeconomic variables
influencing the relationship between bank health and profitability.

The minimum NPF value of 0.00 at Bank BCA Syariah in the years 2011-2013
and 2023 indicates that during those periods there were no problematic financings.
This demonstrates the bank’s ability to manage risk and maintain good financing
quality. The minimum ROA value of -20.13 reflects a significant loss experienced
by Bank Aladdin Syariah in 2015. This loss was caused by high operational costs
and an increase in problematic financing. The minimum GDP value of -2.07 depicts
an economic contraction. This negative GDP decline was caused by the Covid-19
pandemic. Meanwhile, the highest value of 6.17 reflects a period of strong economic
growth and the highest GDP value in the past decade. Furthermore, the Economic
Freedom value, which ranges from 56.00 to 67.20, shows that Indonesia falls into
the moderately free category, where there has been progress in economic freedom,
but there are still regulatory and market efficiency challenges that need continuous
improvement.*®

Regression Model Selection Test

To ascertain the most suitable model, it is imperative to conduct a series of
tests. Initially, the Chow test (Table2.) is employed to decide between the CEM and
FEM models, followed by the Hausman test (Table 3.) to compare FEM with REM.
Should these tests fail to identify an appropriate model, the final step involves the
LM test, which serves to compare CEM with REM.

Chow Test
Table2.Chow Test Result
F dfl df2 p-value
8.727 13 130 0.000000001367

Source: processed by the researcher with Rstudio, 2025

Based on theresults of the Chow testin Table 2., a p-value of 0.000000001367
<0.05was obtained, so the selected regression modelis the Fixed EffectM odel (FEM).

Hausman Test
Table3. Hausman Test Result

Chisq df p-value
9.976 3 0.01877

Source: processed by the researcher with Rstudio, 2025

Based on the results of the Hausman test in Table 3., a p-value of 0.01877 <0.05
was obtained, thus the chosen regression model is the Fixed Effect Model (FEM).

58 Heritage Foundation, “Economic Freedom Country Profile Indonesia,” Herita ge.org, 2025, https://www.
heritage.org/index/pages/country -pages/indonesia.
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Classical Assumption Test

Prior to performing linear regression analysis, it is imperative to evaluate
the classical assumptions. A robust regression model necessitates adherence to
fundamental assumptions, including normality, multicollinearity, heteroscedasticity,
and autocorrelation, to ensure that the resulting estimates are both valid and reliable.”

Normality Test
Table4.Normality Test Result

Jarque-Bera P-Value
4,7804 0.09161

Source: processed by the researcher with Rstudio, 2025

Based on the results of the normality test in Table 4 the Jarque-Bera statistic
is 4.7804 and the p-value is 0.09161, which is greater than 0.05. Therefore, it can be
concluded that the data used is normally distributed.

Multicollinearity Test
Table 5. Multicollinearity Test Results

Variable VIF
NPF (X1) 1,590556
GCG (X2) 1,191480
BOPO (X3) 1,450143
CAR (X4) 1,478995
PDB (Z1) 1,421226
EF (22) 1,505074

Source: processed by the researcher with Rstudio, 2025

Based on the results of the multicollinearity test in Table 5, it can be concluded
that there is no multicollinearity problem among the variables because the VIF
value £0.10.¢0

Heteroscedasticity Test
Table 6. Heteroscedasticity Test Results

Studentized Breuscl -Pag n test

Breusch-Pagan df p-value
2,7834 4 0,5947

Source: processed by the researcher with Rstudio, 2025

Based on Table 6, it can be concluded that there is no heteroscedasticity among
the variables or the variables are homogeneous, because the p-valueis 0.5947 <0.05.

59 Wilma Arum Nurcahya, Nadia Prasista Arisanti, and Audrey Nabilla Hanandhika, “Penerapan Uji
Asumsi Klasik untuk Mendeteksi Kesalahan pada Data Sebagai Upaya Menghindari Pelanggaran pada Asumsi
Klasik,” Madani: Jurnal Ilmiah Multidisipline Vol. 1, No. 12 (2023), 472-81.

0 Nurcahya, Wilma Arum, Nadia Prasista Arisanti, and Audrey Nabilla Hanandhika. “Penerapan Uji
Asumsi Klasik untuk Mendeteksi Kesalahan Pada Data Sebagai Upaya Menghindari Pelanggaran Pada Asumsi
Klasik.” Madani: Jurnal Ilmiah Multidisipline Vol. 1, No. 12 (2023), 472-481.
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Autocorrelation Test
Table7. Autocorrelation Test Results

Breusch- odf ey test
LM Test df p-value
7,0016 3 0,07185

Source: processed by the researcher with Rstudio, 2025

Based on the results of the autocorrelation test in Table 7, the p-value is 0.07185
>0.05, soit can be concluded that thereis no autocorrelation between the variables.

Test of Determination Coefficient

The coefficient of determination test can be seen through the R-squared value,
which is used to determine how much the independent variables can comprehensively
explain the dependent variable.! The results of the coefficient of determination test
show an R-Squared value of 0.83074. Thismeans that the variables NPF, GCG, BOPO,
and CAR can explain the dependent variable, namely profitability (ROA), by 83.1%.

Hypothesis Testing and Moderated Regression Analysis (MRA)

The T-test is conducted to determine whether the independent variable has
an effect on the dependent variable. The decision rule for the T-test is that if the
probability is less than the significance level.®> Moderation regression analysis
is employed to assess the impact of a moderating variable on the relationship
between an independent variable and a dependent variable. The identification of
the moderating variable is determined by the probability value.®® In this study, the
standard error value is 10% or 0.1.64

Table8.T-Testand MRA Test Results

Variable Coeficient ES td. t-value P-Value Hypothesis
ITor

NPF (X1) 4.654 2.4656 1.887 0.0615 Accepted
GCG (X2) -7.706 6.2638 -1.230 0.2210247 Rejected
BOPO (X3) -1.185 0.1570 -7.546 9.58E-09 Accepted
CAR(X4) -0.4596 0.2052 -2.239 2.70E-02 Accepted
NPF*PDB -0.1631954 0.0689 -2.3688 0.019443 Accepted
GCG*PDB 0.2495278 0.1947 1.2817 0.2024251 Rejected
BOPO*PDB 0.0288602 0.0070 4.1127 7.20E-02 Accepted
CAR*PDB 0.0084227 0.0041 2.0661 0.0409732 Accepted
NPF*EF -0.0621105 0.0364 -1.7071 0.0903962 Accepted
GCG*EF 0.1058356 0.0936 1.1312 0.260246 Rejected

61 Imam Ghozali, Aplikasi Analisis Multivariate Dengan Progmm IBM SPSS 25 Edisi9, ed. Abadi Tejokusumo,
9th ed. (Semarang: Badan Penerbit Universitas Diponegoro, 2018).

62 Reza Akbar, U. Sulia Sukmawati, and Khairul Katsirin, “Analisis Data Perelitian Kuantitatif,” Jurnal
Pelita Nusantara, Vol.1, No. 3 (2024): 43048.

63 Ghozali, Imam. Aplikasi Analisis Multivariate Dengan Program IBM SPSS 25 Edisi 9. Edited by Abadi
Tejokusumo.9thed. Semarang: Badan Penerbit Universitas Diponegoro, 2018.

64 Nur Fadilah Amin, Sabaruddin Garancang, and Kamaluddin Abunawas, “Konsep Umum Populasi dan
Sampel dalam Penelitian,” Jurnal Pilar: Jurnal Kajian Islam Kontemporer Vol 14, No. 1 (December 17, 2023): 15-31,
https://www.ojsstikesbany uwangi.com/index. php/PH]J/article/view/283.
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BOPO*EF 0.0150387 0.0021 7.0128 1.48E-07 Accepted
CAR*EF 0.006808 0.0030 2.2941 0.0235233 Accepted

Source: Processed by the researcher, 2025

Based on theresults in the T-test and MRA test table, the variables NPF, BOPO,
and CAR have a significant effect on profitability, while the GCG variable does not
have a significant effect on profitability. The interaction of the moderating variables
shows that economic growth and economic freedom are able to significantly moderate
the influence of NPF, BOPO, and CAR variables on profitability. This indicates that
economic growth and economic freedom can strengthen or weaken the influence
of these three variables on the dependent variable. However, economic growth and
economic freedom are not able to significantly moderate the influence of the GCG
variable on profitability.

Plot of Moderated Regression Analysis (MRA) Results

The results of the MRA plot are presented to provide a visual representation
of the direction and pattern of interactions between variables, thereby clarifying
the interpretation of the moderation effects that occur within the research model.

Plot 1 Moderated Regression Analysis (MRA) Results
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Based on the results of the Moderated Regression Analysis (MRA) plot in
plot 1, it can be concluded that the variables of economic growth and economic
freedom serve as moderators with varying effects on the relationship between the
independent variables and ROA. The interaction of the economic growth variable
with the NPF and BOPO variables shows that economic growth can weaken the
negative influence of NPF and BOPO on profitability. Meanwhile, in the relationship
between the CAR variable and profitability, economic growth acts as a moderating
variable that strengthens the positive effect of CAR on profitability. The interaction
of the economic freedom variable indicates that economic freedom serves as a
moderating variable that strengthens the positive effect of CAR on profitability.
The interaction of economic freedom with the BOPO and NPF variables shows that
economic freedom weakens the negative influence of BOPO and NPF on profitability.

Discussion

The Influence of Risk Profile on Profitability

Based on the results of the T-test, it was found that NPF has a significant
positive effect on profitability, so the first hypothesis (H1) is accepted. In practical
theory, an increase in the NPF ratio can lead to a decrease in profitability due to the
high number of non-performing loans®>. However, the results of this study show
that an increase in NPF is actually also accompanied by an increase in profitability.
An increase in NPF that is followed by an increase in profitability may indicate
that the rise in NPF could originate from financing distributed to sectors with high
risk levels but which yield substantial returns, thus still contributing positively to
profitability.® In addition, an increase in NPF accompanied by a rise in ROA can
also occur because the problematic financing refers to non-performing loans that
can still be restructured and do not yet fall under defaulted financing.®”

An increase in NPF accompanied by a rise in ROA can be a positive signal
to themarket that thebank has good risk management and financing management
capabilities. Although there is an increase in problematic financing, the bank is still
able to maintain its profitability.®® Thisresearch s in line with the study conducted

% Aryani, Sania Nisa, and Iwan Setiawan. “Analisis Pengaruh Risk Profile Terhadap Profitabilitas Unit
Usaha Sy ariah Pada Tahun 20152023.” Journal of Applied Islamic Economicsand FinanceVol.4, No. 3 (2024): 463-74.;
Agusto, Agusto Hasiholan Rafried Sihite. “Pengaruh Capital Adequacy Ratio (CAR) Dan Financing To Deposit
Ratio (FDR) Terhadap Profitabilitas Bank Umum Sy ariah di Indonesia.” Maro: Jurnal Ekonomi Syariah Dan Bisnis
Vol 4, No. 2 (2021), 1-8; Putri, Devi Allisya, and Willy Sri Yuliandhari. “Pengaruh Tingkat Kesehatan Keuangan
Bank Menggunakan Rgec Terhadap Pertumbuhan Laba.” Jurnal Akuntansi Bisnis Dan EkonomiVol.6, No. 1 (2020),
1569-76; Rohmah, Irma Nur, and M Nasir. “Analisis Pengaruh Tingkat Kesehatan Bank Terhadap Profitabilitas
Dengan Menggunakan Metode Rgec Pada Bank Pemerintah dan Bank Swasta Yang Terdaftar di BEI Periode
2017-2021.” Innova tiveVol. 3, No. 5 (2023), 5238-53; Widy astuti, Pricilla Febry anti, and Nur Aini. “Pengaruh CAR,
NPL, LDR Terhadap Profitabilitas Bank (ROA) Tahun 2017-2019.” Jurnal llmiah Mahasiswa Akuntansi Universitas
Pendidikan Ganesha Vol. 12, No. 03(2021),1930-2614.”

66 Nurul Rahmi and Ratna Anggraini, “Pengaruh CAR, BOPO, NPF, dan CSR Disclosure Terhadap
Profitabilitas Perbankan Syariah,” Jurnal Ilmiah Wahana Akuntansi, Vol. 8, No. 2 (2013),171-187.

7 Ayu Wandhini and Melia Kusuma, “Pengaruh Manajemen Risiko Terhadap Kinerja Keuangan Bank
Umum Syariah Periode 2019-2023,” Jurnal Perbankan Syariah Vol. 10,No.2 (2024), 199-209.

8 Ninis Salsabila Maharani and Yudha Trishananto, “Pengaruh NPF Dan FDR Terhadap ROA Dengan
CARSebagai V ariabel Intervening Pada Bank Umum Sy ariah Di Indonesia Tahun 2019-2023,” Jurnak Keuangan
Dan Perbankan, Vol. 21, No. 2 (2025), 113-22.
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by Fajari & Sunarto (2017)® which also states that the risk profile has a significant
positive effect on profitability.

The Influence of Good Corporate Governance on Profitability

Based on the results of the T-test, it was found that Good Corporate Governance
does not have a significant effect on profitability, therefore the second hypothesis
(H2) is rejected. GCG does not have a significant influence on bank profitability
because, although the implementation of GCG principles is important for maintaining
good corporate governance and can indirectly drive bank profitability, the sample
companies have generally implemented governance according to regulations, so
the variation in GCG scores is not sufficient to affect profitability.” In addition, the
benefits of implementing GCG tend to be long-term, namely maintaining investor
trust, reputation, and business sustainability, so the direct impact on ROA is not
clearly visible within the research period.

The implementation of GCG in companies is more often perceived as a signal
of compliance with regulations and an effort to maintain reputation, rather than as
a main factor determining profitability. The positive signal conveyed through the
application of GCG has a greater impact on investor trust, long-term stability, and
business sustainability.”? This research is in line with the study conducted by Putri
& Yuliandhari (2020)”? and Rohmah &Nasir (2023)7® which also states that Good
Corporate Governance does not have a significant effect on profitability.

The Influence of Earnings on Profitability

Based on the results of the T-test, it was found that BOPO has a significant
negative effect on profitability; therefore, the third hypothesis (H3) is accepted. In
practical theory, a high BOPO ratio indicates less effective management of operational
costs, which can lead to a decrease in profitability.”* An increase in BOPO reflects a
decline in the bank’s efficiency in managing its resources. This condition indicates
that any rise in operational costs that is not matched by an increase in revenue will
undermine thebank’s ability to generate profit. Empirically, this reflects managerial
inefficiency, swelling operational expenses, or a decrease in income from productive
assets, which ultimately leads to reduced profitability.” Good BOPO management is
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crucial for banks. With effective BOPO management, banks can maintain efficiency
and increase profitability, as well as send positive signals to investors and customers
regarding the bank’s financial health and performance outlook.

A high BOPO ratio conveys a negative signal to investors and stakeholders,
asit indicates the bank’s inefficiency in executing operational activities. In contrast,
a low BOPO ratio suggests a positive signal, demonstrating the bank’s ability to
manage costs efficiently relative to the income generated. This operational efficiency
serves as a crucial indicator for the market regarding management performance,
thereby enhancing investor confidence.” This research is in line with the study
conducted by Fajari & Sunarto (2017)77, Sarra, et. al., (2022), Sazly, et. al., (2022)7™
dan Rochmah & Purnamasari (2023)® which also states that Earning has a significant
negative effect on profitability.

The Influence of Capital on Profitability

Based on the results of the T-test, it was found that CAR has a significant
negative effect on profitability, thus the fourth hypothesis (FH4) is accepted. In practical
theory, high bank capital can indicate the bank’s capital strength in bearing risks
and supporting business growth.®! However, the results of this study actually show
that a high CAR can lead to a decrease in profitability. This indicates that thebank is
unable to utilize its capital efficiently to generate profit.®? In this situation, the bank
tends to hold excess capital as a precautionary reserve, so funds that could otherwise
be allocated for financing expansion or investment are not optimally absorbed. As
a result, the efficiency of capital utilization decreases and profitability declines.®3

The negative influence of CAR on ROA indicates that high capital can be
a negative signal for the market. This shows that the bank is unable to utilize its
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capital efficiently to generate profit.® This research is in line with studies conducted
by Subekti &Wardana (2022)* and Nisak (2021)%* which also state that Capital has
a significant negative effect on profitability.

The Influence of Risk Profile on Profitability with Economic Growth as a Moderating
Variable

Based on the results of the MRA test, it can be concluded that economic growth
significantly moderates the adverse impact of NPF on profitability, thereby supporting
the acceptance of the fifth hypothesis (H5). As illustrated in Figure 1, the influence
of NPF on ROA is relatively minor. When GDP is high, the line is slightly elevated
compared to others, indicating that as economic growth increases, the negative
impact of NPF on ROA diminishes. Conversely, when GDP is low, an increase in
NPF exerts greater pressure on bank profitability. It can be concluded that economic
growth (GDP) functions as a moderating variable that mitigates the negative effect of
NPF on ROA in Islamic banks. This phenomenon can be explained by the prevailing
conditions in the field. During an economic slowdown, many debtors encounter
difficulties in fulfilling their obligations, leading to a substantial increase in NPF,
which subsequently reduces bank profitability.®” However, when the economy is
experiencing positive growth, the risk of default decreases because debtors’ ability
to repay is more secure®. As a result, banks in good financial health can optimize
lending activities and ultimately increase profitability. In other words, economic
growth can serve as a cushion that weakens the negative impact of financing risk
on the profitability of Islamic banks.%

The growing economic conditions send a positive signal regarding debtors’
repayment ability and the stability of the real sector, so the negative signals caused
by high NPF can be mitigated.”* Meanwhile, as economic growth increases, public
income and business activities also improve, thereby reducing the risk of default
and lessening the pressure of NPF on bank profitability®!. Therefore, Islamic banks
need tobe cautious in disbursing financing during unfavorable economic conditions
due to the high risk of default.”? The results of this study are in line with previous
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research conducted by Nisak (2021)*® which states that the influence of NPF on
profitability is moderated by economic growth.

The Influence of Good Corporate Governance on Profitability with Economic Growth
as a Moderating Variable

Based on the results of the MRA test, it can be concluded that economic
growth is not able to significantly moderate the influence between Good Corporate
Governance and profitability; therefore, the seventh hypothesis (H6) is rejected.
Corporate governance practices are more internal in nature and have a long-term
impact, so economic fluctuations do not necessarily strengthen their relationship
with profitability. Economic growth tends to affect the demand for financing and
business activities, not the quality of governance that has already been established
according to regulations.** The relatively small variation in GCG implementation
among banks due to regulatory standards also makes the moderating effect of
economic growth appear insignificant.

The positive signals from the implementation of GCG are not strong enough
toboost market confidence when the economy is rising or falling. Investors pay more
attention to real financial performance than to long-term governance.” Economic
growth does not strengthen the influence of GCG on profitability. This indicates
that corporate governance factors are not directly sensitive to macroeconomic
fluctuations. Bank profitability is more affected by operational efficiency and asset
quality.® The results of this study are in line with previous research conducted by
Rochmah & Purnamasari (2023)” which states that GCG’s effect on profitability is
not moderated by economic growth.

The Influence of Earnings on Profitability with Economic Growth as a Moderating
Variable

Based on the results of the MRA test, it can be concluded that economic growth
is able tomoderate the influence of BOPO on profitability significantly, so theninth
hypothesis (H7) is accepted. Based on Figure 2., it can be seen that all slopes are
negative, which means that the higher the BOPO, the lower the ROA. In other words,
an increase in operating expenses that is not matched by revenue will reduce bank
profitability. In a strong economic condition, the decline in ROA due to an increase
in BOPO is not too steep, while in a weak economy, the negative impact of BOPO
on ROA becomes greater. When the economy is growing, business activities and
public consumption also increase. In this situation, demand for banking products
and services tends torise, bank revenuesincrease, and financing risk decreases. As
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aresult, even if BOPO is high, banks are still able to generate good profits.?® On the
other hand, when the economy weakens, business activities decline, and people’s
purchasing power decreases. In this situation, the bank’s income also decreases,
while operational costs remain high. This causes the negative impact of BOPO on
ROA to become even stronger.*

The operational efficiency of abank serves as an important signal to investors
and the public regarding management’s performance in controlling costs and
generating profits. A high BOPO ratio usually sends a negative signal because it
indicates that the bank is less efficient, thusreducing its profitability. However, when
macroeconomic conditions asmeasured by GDP are favorable or improving, a stable
business environment and positive economic growth can enhance the bank’s ability
to optimize its revenue, even if operational costs are high.1°0 GDP growth indicates
an increase in overall economic activity, including rising demand for financing,
investment, and financial transactions, which in turn improves bank asset quality
and debtors’ ability tomeet their obligations.!”" The results of this study are in line
with previous research conducted by Setiawan, et. al., (2021)1°2 which states that
Earnings on profitability are moderated by economic growth.

The Influence of Capital on Profitability with Economic Growth as a Moderating
Variable

Based on the results of the MRA test, it can be concluded that economic
growth is able to significantly moderate the influence of CAR on profitability, thus
the eleventh hypothesis (H8) is accepted. Referring to figure 3., it canbe concluded
that the relationship between the two is influenced by macroeconomic conditions.
When GDP is low to moderate, an increase in CAR is actually in line with an
increase in profitability (ROA). This can be understood because, in an economy
that has not yet fully recovered, strong capital sends a positive signal to the market
and maintains the confidence of depositors and investors. Banks with high capital
are better able to bear risks, expand financing, and maintain stability, which in
turn drives profitability.'™® However, when the economy is experiencing strong
growth, the pattern of this relationship changes; an increase in CAR can actually
potentially reduce profitability. In this situation, banks tend to hold excess capital as
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a precautionary reserve, so funds that should be allocated for financing expansion
or investment are not absorbed optimally. As a result, capital utilization efficiency
decreases and profitability declines.1%4

The size of the CAR serves as a signal to investors, depositors, and regulators
that the bank has strong capital capacity and is able to bear risks.'™® When the
economy is not yet stable, this signal is received positively by the marketbecause it
demonstrates thebank’s resilience amid uncertainty. However, when the economy
is experiencing rapid growth, a signal from an excessively high CAR is actually
interpreted as thebank’s suboptimal use of its capital.'® Macroeconomic conditions
affect a bank’s ability to manage its capital. During low to moderate economic
phases, strong capitalization actually helps banks maintain the sustainability of
their intermediation function and stability.’” The high economic phase, financing
expansion opportunities become broader, sobanks with excessively high CAR actually
fall behind because more of their capital is secured rather than being circulated in
productive activities.® The results of this study are in line with previous research
conducted by Rochmah & Purnamasari (2023)'® which states that the influence of
capital on profitability can be moderated by economic growth.

The Influence of Risk Profile on Profitability with Economic Freedomas a
Moderating Variable

Based on the results of the MRA test, it can be concluded that economic freedom
is able to significantly moderate the influence between NPF and profitability, thus
the sixth hypothesis (H9) is accepted. Based on figure 4, it can be concluded that
economic freedom weakens the negative influence of NPF on profitability. This means
that the higher the level of economic freedom, the smaller the negative impact of
NPF on profitability, because a freer economic environment helps banks manage
financing risks more efficiently'?. Bank’s financial performance serves as a signal to
the market regarding the bank’s condition and prospects. A high NPF level sends
anegative signal because it indicates an increase in non-performing financing risk.
However, when the level of economic freedom is high, a more open and efficient
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economic environment enables banks to manage risks more effectively through
financing restructuring and operational efficiency. Thus, the negative signal from
rising NPF canbe reduced because the market assesses that thebank is still able to

maintain its financial performance.'!

Economic freedom also fosters an efficient business climate and promotes
growth. This is in line with the findings of this study, which also indicate that
macro factors play a significant role in mitigating the impact of problematic
financing risks.!2 The results of this study are in line with previous research
conducted by Abbas et al (2024)"'3 which states that credit risk to profitability can
be moderated by economic freedom.

The Influence of Good Corporate Governance on Profitability with Economic
Freedom as a Moderating Variable

Based on the results of the MRA test, it can be concluded that economic
freedom is not able to significantly moderate the influence between Good Corporate
Governance and profitability, thus the eighth hypothesis (H10) is rejected. The
implementation of GCG in banks is more focused on formal compliance with
regulations, so governance practices tend tobe administrative in nature and donot
directly increase profits, even though the economic environment supports business
expansion.'* The benefits of economic freedom are also not always evenly distributed
across the entire banking sector; somebanks may face limited market access, such
as Islamic banks which can only access markets that comply with Sharia principles.
The profitability of banks is often more influenced by other external factors such
as interest rates, inflation, and industry competition, making the role of economic
freedom as a moderator less apparent.!!5

The positive signal from the implementation of good corporate governance
is not sufficiently reinforced by the presence of economic freedom. This is because
GCG relates to very internal company conditions, namely regarding corporate
culture, internal policies, and ownership control. Therefore, macro conditions
such as economic freedom cannot have a direct impact on its relationship with
profitability.!® From a macroeconomic theoretical standpoint, economic freedom is
posited to foster a favorable business environment through market liberalization,
thereby enhancing profitability. Nevertheless, the present findings suggest that a
more liberal macroeconomic environment does not amplify the impact of corporate
governance on profitability. Thisimplies thatcorporate governanceis predominantly
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influenced by internal factors and regulatory adherence, rather than fluctuations
in macroeconomic conditions.!” The results of this study are in line with previous
research conducted by Abbas, et. al., (2024)"8 which states that GCG’s effect on

profitability is not moderated by economic freedom.

The Influence of Earnings on Profitability with Economic Freedom as a Moderating
Variable

Based on the results of the MRA test, it can be concluded that economic
freedom is able to significantly moderate the influence of BOPO on profitability;
therefore, the tenth hypothesis (H11) is accepted. As shown in Figure 5, the level of
EF affects both the direction and strength of this relationship. Under conditions of
low EF, the influence of BOPO on ROA tends to become more negative, meaning the
higher the BOPO, the more sharply profitability (ROA) declines. However, when
EF is at a higher level, the regression line shows a gentler slope, so the negative
impact of BOPO on ROA becomes weaker. When Islamic banking regulations are
still limited and bureaucracy in financial transactions is quite lengthy, high BOPO
directly suppresses ROA because operational costs are difficult to reduce. This
occurs when the digital banking infrastructure is still inadequate. However, when
the economic climate improves, banking digitalization develops, and regulations
become more supportive, the negative impact of BOPO on ROA becomes smaller."?
Favorable economic and financial conditions enablebanks to reduce costs through
technological advancements and process efficiencies. Consequently, even though
the operating expense ratio (BOPO) increases, the decline in return on assets (ROA)
is not as pronounced.!??

Banks operating in an economy with high economic freedom are able to
send positive signals to investors and the public, for example through transparency
and innovation, so even though operational costs (BOPO) are high, the impact on
profitability is not too significant.!?! economic freedom reflects external conditions
that support market efficiency and regulatory stability. In contexts where economic
freedom is elevated, the resultant market efficiency and policy support facilitate banks
in minimizing operational costs, thereby mitigating the adverse effects of BOPO on
ROA."22 The results of this study are in line with previous research conducted by
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Abbas, et. al., (2024)'23 which states that the influence of earnings on profitability
can be moderated by economic freedom.

The Influence of Capital on Profitability with Economic Freedom as a Moderating
Variable
Based on the results of the MRA test, it can be concluded that economic
freedom is able to significantly moderate the influence of CAR on profitability, thus
the twelfth hypothesis (H12) is accepted. Based on Figure 6, it can be seen that all
regression lines have a positive slope, which means that an increase in CAR tends
to increase ROA, although the strength varies at each level of EF. Inreal conditions,
therole of EF can be observed in how the economic environment influencesabank’s
capital management choices. When EF is high, the marketismore open, regulations
are clearer, financial and digital infrastructure is better, and banks can more easily
channel capital into productive financing, so that ahigh CAR canbe used productively
and drive ROA. Investors and depositors also have greater confidence, resultingin
lower funding costs and increased margins.'?* On the other hand, when EF is low,
heavy bureaucracy, limited markets, protectionism, and inadequate infrastructure
lead bankstohold capital in safe instrumentsbecause therisk of lendingis high.'?>
High capital signals confidence and bank resilience, which increases profitability,
as strong capital is needed to maintain stability when economic freedom is limited.'?
An open economy facilitates greater opportunities for expansion, enabling a high
CAR tobe utilized effectively, thereby enhancing profitability. The results of this
study are in line with previous research conducted by Abbas, et. al., (2024)'* and
Abbas & Ali (2022)'% which states that the influence of capital on profitability can
be moderated by economic freedom.

Conclusion

Based on the results of the regression analysis, it was found that the variables
NPF, BOPO, and CAR have a significant effect on profitability, while GCG does not
have a significant effect on profitability. In addition, the results of the interaction
of the moderating variables show that economic growth is able to moderate the
influence of NPF, BOPO, and CAR on profitability, but cannot moderate the influence
of GCG. Likewise, the economic freedom variable can also moderate the effect of
NPF, BOPO, and CAR on profitability, but cannot moderate the effect of GCG. It
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124 Setiawan, Setiawan, Leni Nur Pratiwi, and Rani Putri Kusuma Dewi. “Efisiensi Operasional, Makroekonomi,
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40-45.
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126 Setiawan, Setiawan, Leni Nur Pratiwi, and Rani Putri Kusuma Dewi. “Efisiensi Operasional, Makroekonomi,
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canbe concluded that the factors NPF, BOPO, and CAR influence profitability both
directly and through moderation. Meanwhile, GCG does not show a significant
effect either directly or when moderated.

The results of this study provide important implications for banking management
to bemore prudent in maintaining a balance between the level of capital adequacy
(CAR) and financing efficiency. Excessive capital without productive utilization
can reduce profitability, therefore an adaptive capital management strategy that
responds to macroeconomic conditions is necessary. In addition, banks need to
improve the quality of financing analysis, strengthen customer monitoring, and
reduce operational costs through digitalization and increased human resource
productivity. This study has some limitations, including the fact that it only uses
data from Islamicbanking in Indonesia, so the results cannot yet be generalized to
cross-country contexts or compared with conventional banks.
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