Profit Distribution Management of Islamic Commercial Bank in Indonesia

Period 2011-2016

Dian Filianti', Dina Fitrisia Septiarini’

i parseent of Inlamee Economics. Awlonggs Unversity. Asrlongye Street No 4. Swratsaya, Indonesi

oot e sowair e, kL. clisse, fitr et fol, s oc s

Keywords: Finnmncing to Deposit Ratio, Deposit. Age of Bank, Profit Distribvtion Marsgement

Absizact.

1 INTRODUCTION

Profit dwiribulion munagensns of blsmic bankiag con become a strategic movement for an blamic
commnercial hank i arder 1o win the compatition, becmise depasiton will stways pay atention and caleulate
the level of peofis diseribugion obtained on mvestment i Islarmc bank. This rescarch ssms to detenmine the
effect of the finmncing deposit ratio, deposit, and uge of haok om the profit distribution munagement of
Islamic commercial bank in Indoncsts during 201 1-2016. This rescarch used panc! daa which contan of
composite characseristics between time series and cross sectson and Pamel Regression Apalvsis o an
analysis lochnigue The sampling method & parposive sampling This stody resalt showed that variable
fmancing o dopost tatio, deposil. and age of bank have o significant effect on profit distribution
mmogement simmltanconsly  Also, varishle fimncing doposit ratio and deponit have o negative and
sigmiicant effect on profit distnbution management partsadly. mennwhile varable spe of banik has 2 positne
and tnssgmficant effoct on profil distribution manugement.

Jovalist (consist of religious adherents), foating

Competition of Islamic banking in Indonesia is
getting tighter along with the enactment of Law no.
10 Yeur 1998 us the legal busis for the operation of
Islamic banking institutions. Strategic steps that can
be 1aken by Islamic banks in Indonesia in onder to
win the competition is by optimizing the distribution
of results. The process of sharing in Islamic hanks is
calied Profit Distribution (PD). Profit distribution
(PD) is regulsted on the basis of the depositors’
preferred product to the bank, as well as the
approval of the rtio. Meanwhile, according to Bank
Indonesia, peofit distribution is the profit sharing of
Iskamic banks to depositors based on the ratio agreed
every month,

|mmwmmmmm
will have & wemendous impact in maintaining
customer confidence, so that the pext customer will
be called this depositor will remain Joyel 10 use the
services of Islamic banks und customsers bencfit
from saving the funds in lstamic banks, This is
refuted 10 the type of customer in Indonesia.

Same rescarch on depositors type has been done,
one of them by Karim (2012) which states that in
Indonesia found three market segment thet is sharia

mass sepmen (combination of refigion and market
power) and conventional Joyalist. A suevey from
Karim also mentioned that 7% of Islamic banking
depositors are from segmentation of Dosting mass
wm&mm.@mmwmﬁt
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1= important for Islamic banks 0 mointain the
quality of profit distribution. Deposators will always
pay atention and calculate the kevel of profit
distribution obtsined on investment in Islamic banks.
If the Islamic bank's profit distribation rate s 0o
low compared 0 the conventional bank, the
depositors’ satisfuction rate will decrease and i is
likely that the customer will transfer the funds 1o the
conventional bank (displacement fumnd)

In the distribution of profit sharing the
management of Islamic banks should pay close
sttention 10 the level of profit distibution through
the Profi Distribution Manasgement (PDM). Profit
Distribution Management (PDM) can be interpeeted
as an activity undertaken by managers in managing
the distribution of profits o meet the ebligsions for
the results of Islamic banks W Jeposisors (Mulyo
and Mutmainah, 2013: 31). There are several factors
thet have relevance w0 Profit | Ditnbation



Management (PDM) namely financing o deposit
rutio (FDR), deposil and age of bank.

Financing to deposit ratio (FDR) is the rtio of
the ratio of the amount of financing provided w the
public savings. The bank's shility to repay the
wuh&nwalddepwhm’lunbmhctdwm
how the bunk’'s  management the
distribution of profit-sharing 1o dqmshwx The
deposit is the ability of banks in rising public funds.
I'he deposit is very influcntzal in the growth of the
hunk, whether it is a colloction on & small or large
scale. The depositors’ funds arc funds entrusted to
the community under a depositiry agreement.

Ihe age of bank is the ape of the bank starting
from the wvear the bank was established. Long-
established banks have the possibility of having 2
better reputation than the newly operuted banks,
since over time the bank has to deal with a varicety of
differemt conditions. Banks that can undergo these
vonditions indicate the creation of stability of its
management performance, %o the age of the bank has
an influence on bow the bank management distribute
profit sharing 1o depositors of Islamic banks.

2 THEORETICAL BASIS

2.1 Financing to Deposit Ratio

Iskamic banking does not know the term credit
(loan) but financing (financing). In conventional
banking Financing 10 Deposit Ratio (FDR) is better
known us loan to deposit mutio (LDR) (Amonio,
2000 170). According w0 Bank Indonesia Ciroular
Letter No9 /24 1 DPBS dated 30 October 2007
Fimancing 1o Deposit Ratio (FDR) rstio is the ratio
between financing with Third Party Funds (DPK).

This ratio s useful 10 measure the Tiguidity of
customer funds disbursed in financing. 11 this ratio is
below one, banks do not need (o use interbank loans
because they simply vse their own clients’ funds.
However, too low the mtio indicates the customers
idle funds so that bank income is not optimal. The
higher the ratio shows the lower bank liguidity as
more deposits are used for financing.

According Mulye (20013: 33) financing o
deposit ratio i o reflection of the  bank's
intermediary  function, namely channelling thind-
party lunds into financing. The matio of financing to
doposit ratio can see the effectiveness of third party
funds in Islamic banks Based on Bank Indonesia
Circular Letter No.9 7 24/ DPBS datexd October 30,
2007, the Financing to Deposit Rutio (FDR) rutio
can be formulated as follows:

FDR = T -0ttt o 100% (1)

Where FDR: Fimancing to Deposit Ratio.  Towl
DPK = wtal Third Party Funds.

2.2  Deposit

According Kanika (2012: 5) deposit is the ability
of banks in mising public funds, The deposit is very
imfluential in the growth of the bank, whether |t s 2
collection on o amall or large scale. The dopositors”
funds are funds emtrusted to the community under 4
depesitory agreement. Funds ure o major problem
for banks as financial institutions, becase the (unds
collected from the public are the largest funds that
hanks rely on. If the funds arc not enough, the bank
is not sble W perform s functions with the
maximum o even become not functioning ot wll,

Farook, et al. (2012) states the deposit is the
ratio of customer funds 1o el assets. The cuslomer
funds referred to in Farook's study, ¢t al, (2012) is
temporaey syirkah Tund. Temporary syirkah funds
are funds received as investments with u certsn
period of time from individuals and other parties in
which the bunk has the right to manage und invest
the funds by sharing the investment proceeds based
on the greement. Examples of temporary syirkah
funds are the receipt of funds from Mudharabak
Muthlcxgah, Mudharabaly Mugayyadah,
Musyarakah, and  other  similar  (ojk.goid)
investments, Depasit can be formulated as follows:

Temparary srirhon fusds (2)
Toral Aser

Deposit =
23 The Age of Bank

The age of the company is one of the things that
imvestors  consider in investing  their  capital,
According 1o Wallsce e1 af (1994) the longer life of
the company will provide o wider dsclosure of
financial information than uny other company whose
age is shorter. This makes it casicr for investors Lo
get information from the company and build mare
confidence in the
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of banks, newly estsblished banks are the same as
newly established companics. The newly established
bank should be abic 10 take actions that build trust
for its customers. Farook, et ol (2012) ulso urgues
that it in dilficult for a company o start its business
operations  primarily caming profits in the carly
years of its operations. For lslamic banky this is a
bad thing, especially since the we of the profit
distribution system. The difficulties of getting a



profit will make the revenue share smaller, this will
result in depositors withdrow their funds and move
them 1o hanks that provide better returns,

Acconding Mulyo and Muthmainah (2013) w
measure the age of bunk is by culculating the
difference of the month i research with the month
of the founding of the bank. The age of bank uves
units of the month. The age of bank can be
formulated as follows:

Age of bank = month in the research -
month of bank establishment
(&)}

2.4 Profit Distribution Management

According Mulyo (2013: 31) profit disuribution
is the profit sharing of islamic banky 10 depositors
hased on the matio agreed every momth. Prafit
distribution Is regulated based on the products that
depasitors choose 1o bank, as well as the approval of
the matho (mishah). Islamic bank management should
pay atiention 1o the level of profit distribution
through its munagement that ks proflt distribation
munagement (I"DM) which cun be interpreted s the
activity done by in  managing the
distribution of profit to fulfill the obligation for the
result of Iskamic bank to depositors.

Based on Farook's study, et al, (2012), this
rescarch uses Asset Spread as a method 10 caleulate
profit  dismbution management  (PDM). Asset
Spread s the absolute spread between Retumn on
Asset (ROA) and Average Return on Investment
Account Holders Funds (ROIAH) which is the
average return for the depositors. Asset Spread iy the
most powerful indicstor for  caleuluting  Profit
Distribution  Mansgement (PDM), Asset Spread
considers all load revenue and provides o spread
between the tolal asset return on the bank's assets
and the distribution provided 10 the  depositor,
whereby the higher the asset spread the distribution
ol curnings o depositors gway from ROAL It can be
concluded, that the Jow profit  distribution
management is good for depositors. Asset Spread
can be formulated as follows:

Asset Spread = |(ROA ~ Average ROIAH)| (1)

Meanwhile, the aversge ROIAH can be
calculated by using the total revenue to be divided
by the average balance of the instrument for the
depositors’ vield, Both can be scen in the profil
sharing distribution report.

Average ROIAN =

Tatat Pemdaputas yang harus didagt %)

Saldy rate—ruta fnstrvmen Bugl Mesil Depaesan

25 Variable Relationship

The Relationship between Financing  Deposht
Ratio and Profit Distribution Management
Mulyo and Muthmainah (2012) in their rescarch
stated that there is a negative relationship between
financing 1o deposit ratio with profit distribation
management (PDM). The higher financing to deposit
mtio (FDR) shows lower bank liguidity as more
deposits ure used for financing. Islumic banks with
low Tiquidity indicate that Islamic benk financing is
high. 11 has a positive effect on the peofit distribution
provided by the depositor. The high share of peofit
ammmmammmm

o depositors, thereby  affecting  the
decreasing !ﬂd of profit distribution of Ishumic
bank munagement,

The Relationship between Deposit and Profit
Distribution Management

Waluretta (2015) in his resesrch stuted that
there is o positive relationship between deposat and
profit distribution mansgement (PDM),  blamic
banks with low deposit funds tend not to mansge
profit  distribution  management optimally.  These
Islamic banks are more likely to provide consistent
profit distribution management in accordance with
mset returns camed. That i when associnled with
the type of depositors in Indooesia, & foating
scgment, which s sensitive 10 profit. the bank will
manage depositors. Therefore. banks increase profil
distribution management o manage depositors so
that banks have a higher deposit to oblain optimal
profit distribution and profilable depositors.
The Relationship between the Age of Bank and
Profit Distribution

Farook, et ul. (2012) in his research states that
there is o negative relationship between the age of
bank with profit distribution management (PDM).
According 10 Farook et al. (2012) in the context of
banks, the newly established bank s the same as the
newly cstablished company. Newly  established
banks must be able W perform actions that huild
trust for customers. The difficulty of getting a profit
carly in the year will make the revenuse share
smaller, this will result in depositors withdruwing
their funds and moving them to banks that provide
better retums. To reduce the risk of transferring
funds 10 other banks, for new banks running their
operations should be able 10 maintain the level of
profit distribution management (FDM) with the wim
of building trust of depasitors.

3 METHODOLOGY



The approach in this research is 4 quantitative
approach that is conducting hypothesis testing. data
measurement  and  making  conclusions.  Data
collection for this research is  done  through
sccondary  data collection, lierture  study  and
tabulation of data which then produce secondary
data. Secondary data in this rescarch is in the form
of pancl dats related 1o the issues studied, such as
publication dats of financial statements of cach
Islamic commercial bank which is poblished in the
official website of each Islamic commercial hank in
Indonesin  and  website of Bank  Indonesia
{www bi.go id) within the period 2011.2016.

The number of samples used in this study s as
matry as X Ishumic banks in the period of study 2011-
2016, Tho specified criteria are Istamic banks, which
arc  clossified as  Islamic  commercial banks
registered @ Nank Indonesia, operating in 2011«
2016, weung annual financisl statements for the
201 1-2016 period on the official website of cach
Islamic commercial bank and on the website of
Bank Indonesia  (www.bigoid), and has the
complete duts required regarding the measurement
of the variables used in the study.

The data obtsined was then analyzed by using
Data  Pamel  Regression  Analysis  technigue.
According to Gujarati (2003 559-603), there are
three methods that can be used to estimate the model
with pancl data regression |.e. Pooled Least Square
IPLSL Fixed Effect Model (FEM) and Random
Effect Model (REM).

FDR
Prolit
: Distribution
it
Depe Management
Age of Bank
Figure |, Partial Analysis Model
FDR
Profi
Management
Age of Bank

Figure 2. Simultancous Analysis Model

4 RESULT AND DISCUSSION

Table L Chow Test Results

Redundant Fixed Effects Tests

Pool: Untitled

Test cross-section fixed effects
Effects Test Ststistic &L Prob.
Cross~section F 1. 838972 (737101093
Cross-section Chi-
e 14310566 7 00459

Source: Results, 201% (processed)

Based on the results of Chow Test. it shows that
the probability of Cross-section F is 01093, This
mumber indicates a level of significance above 1,03
(5%) so that Hy by rejected and 1) is accepted. The
result can be concluded that Pooled |east Squure
(PLS) is the right model to be used in this rescarch,
%0 Vasssman test s oot performed in this research,

Table 2. Pooled Least Square Results

Cross-section fixed effects test equatioe:
Dependent Variabie: PDM?

Method: Panel Least Squares

Date: 1117

Time: 15:19

Sample: 2011 2016

Included observations: &

Cross-sections inchaded: 8

Total pool (balanced) observations: 4%

Varuble CoetlicentStd. Lo o Stanistic Prak

L~ O225M061AI8  NTTION 00005
FDR* DO6ITSI0 41T 25S4TH 002
DEFOSITY DTN IEOTNE 00004
UMUR? OESEDS SRF05 T&MT N IsSe

— —_— -
Rosquared 0276298 Mean dependent var - 0019116
Adputed Rsquared D I200IS. D dependent var 0038714
S E of epresses OUS13S7AKaRe min croeren 4 DUTEN
Sarm squared resd 0 REMASchwarr crienos SRS
Log Vehihood 100 14590 farsum Ounn creer -5 SEXIST
Fatansic 4855004 Durbes. Watsam sat 1AL

Source: Results, 2018 (processed )

Based on Table 2, the results of u Pooled Least
Square (I"LS) can be written as follows:



DM = 0233253 0061751FDR-0.246217
DEPOSITHO.8SE-OSUMUR  (6)

Hoased on the above cguation, the relationship

between independent und dependent variables can be
analyzed as follows:

1. The Financing o Deposat Ratio variahle equation
shown in equation 6 s the coellicient vilue of -
0061751, The regression coefTicient of — 0.0617
mesns thal any increase in Financing w0 Deposit
Ratlo 1 decreases Profit  Distribution
Management (PDM) of 0.061751.

2. Deposit varioble equation shown in equation 6 s
the cocfficiemt  wvalue of 0246217, The
regression coctlicient of <0.2462 meuns that exch
increase in Deposit | decreases the Profit
Distribution Management (PDM) by 0.246217.

3. The Age of Bank variable cquation shown in
cgquation 6 is the cocfficient value of 0.00009.
Regression coefficient of 0.00009 means that
every increase in The Age of Bank | month
increases Profit Distribution Management (PDM)
by 000000

Tuble 3. T-test Results (partial)

Loss
Var Prob. (a) Esplanation

Prob value < (a) H| is

FDR | 00142 accepled
00  |Prob value < (a) H| 18

DEPOSIT| 00004 | 5§ aceepted
Ageof | L4444 Prob value > (ak H| s

Bank 7 rejecaed

Source: Resulis, 2018 (processed)

Based on  Table 3, the following
conclusions are oblained:

L. L The value of the T-test Financing o Deposit
Ratio variable is shown in Table 4.8 with o
probability valoe of 0,0142, This figure shows
the probability value is kess than the significance
level of 0,05 (5%) =0 it can be concluded that the
Financing to Depost Ratio variable has a
significant negative effect on Profit Distribution
Management. Thus the hypothesis of this study
are proven because ) s accepted and Hy is
reyected.

2. The T test result of Deposit variable shown
Table 48 with a probability value of 0.0004

indscates the probability value i3 less than the
sigaificance level of 0.05 (5%) so that it can be
concluded that the Deposit variable has o
significant negative effect on Profit Distribation
Management. Thus the hypothesis of this stady
are proven because the H2 is accepted and Hy is

rejected.

3 T-test value of the Age of Bank shown in Table
4.8 with a probahility value of 1444047 which
shows the probability voloe more than  the
significance Jevel of 0,05 (3%) s it can be
concluded that vurisble of Bank age has a
positive effect npot  significant 10 Profit
Distribution Munagement. Thus the hypothesis
of this study was mot proven because Hy s
rejected and 1y is sccepted.

Table 4. Faest Results (ssmultuncous)

Fstutistic 5655604
| Prob (F-statistic) | 0.002290
Source: Results, 2018 (processed |

Based on Table 4 above, it can be seen that the value
of F-count is 5.655664 and the probability value of
the Festatistic is 0002290 less than the significance
level of 0,05 (5%) mcany Hy s accepted and Hy &
refected. So it can be concluded that the visriables of
Financing 1o Deposit Ratio, Deposit and Age of
Bank simultancously have o significant effect on
Profit Distribution Managoment of Islumic banks in
Inddonesis in 200112016

Table 5.
Results

The Coefficient of Determination (R°)

R-squured |)J7829L
" Adjusted R-squarced | 0.229091 |
Source: Results, 2018 (processed)

Based on Table 5 above, the coctficient of
determination is 0.278298 or 27.82%. This figure
shows that the vanable of Profit  Distribution
Management can be explaingd by the vanuble of
Financing 10 Deposit Ratio, Deposit and Age of
Bunk of 27 32% and the rest of 72,18% is influenced
by other factors not included in this rescarch,

Discussion
The Effect of Financing to Deposit Ratio om
Profit Distribution

Based on statistical data processing, the result of
amalysis with financing o deposit rtio (FDR) t-1est
in Table 3 shows that financing to deposit ntio
variable has u negative and significant effect to



profit distribution management of Islunic banks in
Indonesia period 2011-2016.

The results of this study are i line with the
rescarch conducted by Gagst Panggah Mualvo and
Siti Muthmainah (2013) and Rizaluddin (2013) who
found that financing 1o deposit rutio has o significant
negative effect on profit distribution manugement.
This is because if the fimancing to deposit rutio is
higher, then the profit distribution will be higher too,
The high level of profit distribution illustrates that
Islamic banks have been able 10 manage their
depositors in managing  profit distribation, thus
impacting the Ishamic banks' protit  distribution

level. The level of profit distribution
that will be reccived by the depositor depends on the
amount of funds dishursed, reflected in the financing
10 deponit ratio, because the more productive the
deposited funds are channeled into financing, there
15 the possibility of greater profit distribution. If the
profit diseribution is large. the profit distribution
mansgement level will be reduced, because the hank
has been able 1o manage profit  distnbation
optimally.

Effeet of Depmit on Profit Distribation
Management

The processed statistical daa in Table 7 shows
that the results of the deposit vartable analysis have
# negative and significant effect on the profit
distribution  management  of Islamic  banks in
Indonesia for the period 2011-2016. The results of
this sudy see mot in line with the rescarch of
Wallaretts (2015) which states that there s o
positive relwionship between deposits with profit
disuibution nssmagement.

Ihe results of this study are in loe with rescarch
conducted by Furook, €t al (2012) who found that
deposits had a significant negative effect on profit
distribution management. This is because Isfamic
banks already have enough deposita to perform their
functions properly and maximally, so that the
Islamic bank does not noed to worry about lack of
funds for s operations. A higher deposit illustrates
that the profit distribation management has been
managed well marked by u high interest of
depositors 10 save their funds in the Islamic bank.
Then it can be concluded when Islamic banks have
high depositors’  funds, the profit  distribution
management will decrease.

The lurge number of depositors who  deposit
funds in lsdamic banks indicates that lslamic banks

have been quite trustworthy in managing depositors’
funds well, Islamic banks that are mandated in
carrying out their functions will gain more trust from
the community and finally deckde to save their funds
in the Istamic benk,

Ioflwence of the Age of Bank on Profit
Distribution Management

The processed statistical data in Table 3 shows
that the resuits of the snalysis of age of bank
vartables huve a positive and insignificant effect on
the profit distribution management of Islumic hanks
in Indonesia for the period 2011-2016. The results of
this study are different from Farook, ¢t al. (2012)
who stuted that there is 4 negative relmtionship
between the age of bank and profit distribution
mamagement.

The results of this study are in line with the
rescarch conducted by Gagat Panggah Mulyo and
Siti Muthmainoh (2013) who Jound that the
financing to deposit eatio had o positive and not
significant effect on profit distribution management.
The higher the age of a bank is not able to be
benchmark for the wetivity of incressing profit
disribution masagement by the masager. Profit
disaribution management activities wre more inclined
o 3 result of decisions made by managers on
financial und market conditions. In sddition, the
leved of trust of depositors in banks is not limited by
the length of time a bank ks csublished.

In line with what is taught in [skam as in Ar-Rad
verse |1 which explains that in optimizing profit
distribution in Islamic banks must try o nm

operations well so that Alleh will give good things to
the Islamic bank. So that the profit distribution
provided by lslamic banks is not detrimenal 1o
depasitors and  depostiors will not  transfer  their
funds 1o conventional banks (displocement Tumds)
and still belicve in saving their funds in Islamic
hanks,

Effect of Financing to Depasit Ratio, Deposit, and
Age of Bank on Profit Distribution Management

The F-Test results in Table 4 show that the
variables of financing W0 deposit ratio, deposit amd
age of bank huve o significant effect simultaneously
on the profit distribution of Islnmic
commercial hanks for the period 2011-2016. And
based oa the calculation of the coeflicient of
determination (R¥) obtsined in this study that is
equal to 0278298 shows that profit disuibution
management cun be explained by the variables of



financing 1o deposit ratio, deposit and age of bank of
27.82%, while the remaiming 72.18% is explained by
other variables than the three independent variables
wsed in this study. Thus, the hypothesis in this study
is that the financing to deposit ratio, deposit and age
of tank together aflect the profit distribution

of Idumic commercial banks in the
2011-2016 period.

CONCLUSION

From the result aralysis and discussion, it can be
concluded that the Finuncing to Deposit Ratio andd
Deposit partially have significant negative offects on
Profit Distributhon Management. Age of Bank
partially  has no  significamt  effect on  Profit
Distribution Management, and Financing to Deposit
Ratio, Deposit and Age Bank simultancously have u
significamt  effect  on Profit  Distribution
Management,

Based on the results of this study, the
management of Islamic banks s expected 10 pay
more attenthon Lo the leved of financing 1o deposit
ratio and deposit as n consideration in determining
the mmount of profit distribution management. For
the community, they should be able to choose which
Istamic commercial banks have sufficient funds and
can provide profitable profic distribution. One way is
o pay attention to the level of financing to deposit
ratio and deposit as o basis for consideration of the
profit  distribution  management  level,  because
Islamic commercial bunks that have a low profit
distribution management indicate that the Islamic
commercial banks have sufficient funds and good
profit distribution,
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