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 Sharia banking in the ASEAN region is increasingly needed to run a 
country's economy. This research collected samples from Sharia banking 
in the ASEAN region. The data taken was obtained from each banking 
website used as a sample. The reason for choosing Sharia banking from 
various countries in ASEAN is that it allows them to represent the 
diversity of economic conditions, governance, and culture in the region. 
Therefore, the author wants to know whether there is a significant 
influence if the analysis is aimed at Sharia banking companies in the 
ASEAN region. The method used in this research is multiple linear 
regression using a quantitative approach. This research found that 
corruption and inflation had a significant positive effect on bank 
profitability, and economic growth significantly negatively affected bank 
profitability. Meanwhile, the variables of financial freedom and 
governance do not substantially impact bank profitability. 
 
 
 
 
 
 
 

 
    

  

Keywords: Profitability, Corruption, Macroeconomics 
  
This is an open access article under the CC–BY-SA license.

mailto:diyahajengst@gmail.com
https://creativecommons.org/licenses/by-sa/4.0/


 

177 
 

INTRODUCTION  

Sharia banking is present as an option and solution for the Muslim community who 

want to carry out saving or investment activities that avoid financial systems that smack 

of usury (Budiono 2017). As an Islamic financial institution, in its operations, Islamic 

banks apply principles that are in line with Islamic law and avoid usury to carry out Allah’s 

commands in economic activities and transactions (Kolistiawan 2017). However, in real 

conditions in the practice of Islamic banking, there are still inconsistencies with the rules 

set by Sharia in financial management (Budiono 2017). The growth of Islamic bank has 

expanded in Indonesia and extended across the ASEAN region. However, several 

countries in ASEAN still have poor Islamic financial performance with specifications such 

as having non-halal income, and not providing profit-sharing products, namely Thailand 

and the Philippines (Maulana 2023). Meanwhile, Brunei Darussalam was the country with 

the best sharia financial management in ASEAN, followed by Malaysia and Indonesia 

(Maulana 2023). Meanwhile, in addition to achieving profitability and good financial 

management by Sharia principles, Islamic banking will inevitably continue to be at odds 

with global problems that affect various sectors, including corruption (Pringgasakti and 

Zulfiani 2024). In the context of Islamic Banking, corrupt practices such as abuse of 

authority, embezzlement of funds, or collusion can damage the bank's reputation, reduce 

public trust, and even endanger the sustainability of its operations (Nugroho et al. 2020). 

In each country, the corruption level can be seen through the CPI (Corruption Perspectives 

Index) by looking at the scores and rankings determined by Transparency International 

(Al Hazmi 2024). The Corruption Perceptions Index (CPI) released by Transparancy 

International, assesses the perceived levels of corruption within the public sector 

worldwide. Countries with low corruption scores show higher levels of corruption and vice 

versa (Faldi 2021). 

 



   
 

178 
 

 
Figure 1 

ASEAN Corruption Perception Index (CPI). 

Source: Transparency International Stastita 2024 

 Figure 1 shows the CPI score for each country in the ASEAN region, with the 

highest CPI score being Singapore (83). In contrast, the lowest CPI score was Myanmar 

(23), published by Transparency International (TI) in 2022. Other countries in ASEAN 

still have CPI scores below 50, that indicates a relatively high level of corruption Countries 

with high levels of corruption tend not only to have an impact on government but also 

economic growth, economic development, and the financial health of banking (Asteriou 

et al., 2021), (Lamijan and Tohari 2022).  

 The financial health of banking is one factor that reflects the efficiency of banking 

growth (Munir 2017). Meanwhile, to encourage the growth of Islamic banking, other 

factors, namely critical and good economic freedom can also be supported (Ningsih 2021). 

Every country certainly has a spectrum of varying economic freedom, and the 

development of Islamic banking reflects a positive response to change (Talib, Agrahi, and 

Slhaoul 2023). Countries such as Indonesia and Malaysia, which have a relatively high 

level of economic freedom, have become centers of growth for Islamic banks, 

experiencing an increase in the number of institutions and diversification of products and 

service (PY Lai & Samers, 2017). 

 Apart from the common problems experienced, countries in the ASEAN region 

also have diverse economic conditions and socio-political structures, ultimately attracting 

investors to invest in ASEAN region countries (Faldi 2021). One of the macroeconomic 

conditions that often becomes a problem in ASEAN development is inflation. The 

condition of a country experiencing inflation tends to have a society that carries out 

aggressive consumption activities. This situation ultimately impacts the community's 

lifestyle patterns and saving patterns (Fitriani 2022). The fluctuation of saving patterns 



   
 

 
 

when inflation occurs on a large scale has resulted in changes in banks' collection of third-

party funds (Bakti and Alie 2018). Thus, the bank's profitability will be disrupted (Maidin, 

Seprianto, and Permatasari 2022). Even so, the role of banking remains crucial and is still 

needed by society in everyday life to carry out economic activities. 

 In running a country's economy, a driving force is needed that can impact society 

and the country. Therefore, the institution that can be one of these driving forces is 

banking. The Islamic banking and finance sector is experiencing a significant growth in 

the ASEAN region (Chemala, Abdullah, and Cantika 2019). 

 
Figure 2 

Islamic Financial Assets Chart by Region (US$ Million) 

Source: ICD-Thomson Reuters Islamic Finance Development Report, 2018 
The picture highlight two ASEAN countries that demonstrate the swift advancement 

of Islamic banking within the Asia continent. Three regions lead the growth of the Islamic 

financial industry: ASEAN, the Gulf Cooperation Council (GCC), and the Middle East 

and North Africa (MENA). Data from 2015 indicates that the total assets held by the 

Islamic financial sector in ASEAN reached US$ 474 billion, which shows the third rank 

from the other two regions, namely the MENA and GCC regions. 4 sectors affect the total 

value of assets owned by ASEAN to reach US$ 188 billion, the 4 sectors include sukuk 

US$ 215 billion, Islamic financing US$ 20.2 billion, other Islamic financial institutions 

US$ 41.7 billion, and Islamic insurance US$ 8.6 billion. It can be seen from the data that 

the total assets of US$ 1,451 trillion owned by Islamic banks have made Islamic banks the 

main driver of the Islamic economy. Two countries are the owners of the largest Islamic 

banking assets, namely Indonesia with total assets of US$ 20 billion, and Malaysia with 

total assets of US$ 160 billion, then other ASEAN countries hold US$ 8 billion. 

In addition to the previously mentioned phenomena, this research is motivated by 

discrepancies in prior studies regarding the effects of corruption, economic freedom, 
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governance, inflation, and economic growth on the profitability of Islamic banks across 

different sectors. Research by (Rofika, Budianto, and Dewi 2023) indicates that low levels 

of corruption can be advantageous for Islamic banks, enhancing their access to funding 

sources and business opportunities. However, this finding contrasts with (Balguzhina and 

Irani 2024) studies which state that corruption does not impact bank profitability. 

Regarding economic freedom, research (Tiffani et al. 2024) highlighted that a high level 

of economic freedom can boost the profitability and stability of Islamic banks by fostering 

innovation, promoting product diversification, and driving efficiency through health 

competition. However, research (Gözübüyük, Kock, and Ünal 2020) show that excessive 

or uncontrolled economic freedom can bring systemic risks and exploitative practices that 

are detrimental to the stability and reputation of the Islamic banking industry. In addition, 

proper state governance will be able to influence bank profitability with the system 

implemented in a country, which will influence the ability of banks to generate profitability 

(Asteriou et al., 2021). However, another opinion from the research (Mollah et al. 2019)  

said that governance does not have an impact on bank profitability. Then in the study 

(Dithania and Suci 2022) explained about inflation, which has proven to affect bank 

profitability significantly. Meanwhile, (Muzakki 2024) said another thing, namely that 

using a different year period proves that inflation does not impact bank profitability. In 

addition, there is also a gap in Research related to economic growth. Namely according to 

(Syarifa Nasution, Syafii, and Naomi Sitompul 2023) The increase in income will increase 

the bank's profitability because the funds channeled by the public for savings will be more 

significant. However, this is different from the research results (Valzsa and Rahmi 2022) 

which states that the rise and fall of economic growth does not impact profits obtained by 

banks. 

 Thus, based on phenomena such as the inconsistency of sharia practices 

implemented by banks, high levels of corruption that can disrupt public and investor trust, 

fluctuations in people's saving patterns in banks due to inflation, macroeconomic 

differences in various countries in the ASEAN region, and various research findings on 

the impact of corruption, economic freedom, inflation, and economic growth on bank 

profitability indicate that conflicting results require further study, especially in the ASEAN 

region, the aim of this study is to assess the effect of corruption, economic freedom, 

governance, inflation, and economic growth on bank profitability, with a focus on Islamic 



   
 

 
 

commercial banks in ASEAN. The selection of Islamic banks from various ASEAN 

countries enables the study to capture the diversity of economic conditions, governance, 

and cultural backgrounds within the region. Therefore, the author wants to know whether 

any significance arises if the analysis used is directed at Islamic banking companies in 

ASEAN. 

THEORETICAL FRAMEWORK AND EMPIRICAL STUDIES 

1) Bank Profitability 

Profitability is a company's ability to profit or gain from its operations (Arpinto Ady 

2020). It is a crucial indicator of a company's financial health and reflects management's 

efficiency in using resources to generate revenue (Muhammad Rifki Alfarizi et al. 2024). 

According to (Fitriani 2022) Bank profitability can be assessed by evaluating how 

efficiently and productively assets are utilized to generate profits, which is reflected in the 

Return on Assets (ROA) formula. As stated by (Setiawan and Arrafi 2022) bank 

profitability can be assessed by examining the Return on Assets (ROA) ratio. ROA serves 

as an indicator of how effectively bank management oversees its overall assets, providing 

a means to measure bank profitability using the following formula: 

Return on Asset (ROA) = !"#	%&'()#
*'#+,	-.."#.	

× 100%	 

2) Corruption 

Corruption is an action carried out to enrich oneself by taking profits that exceed the 

rights granted by the state (Putri 2021). The behavior of people who want to get rich 

quickly in an instant way, supported by weak laws and regulations, causes corruption in a 

country (Simanjuntak, Panjaitan, and Efritadewi 2023). In developed and developing 

countries, corruption is important in showing bank profitability (Bolarinwa and Soetan 

2019). In developing countries, the impact of corruption can vary, and positive effects are 

only found in developed countries. A country’s corruption level can be assessed through 

Corruption Perception Index (CPI) score (Paramita 2020). (Lana and Khoirudin 2022) also 

stated that the CPI is accurate in measuring the annual corruption index. To find out the 

corruption index in each country in the world, you can see it at Transparency International, 

which publishes the results of a survey related to corruption in each country annually. 

According to Transparancy International, corruption is assessed through the Corruption 

Perception Index (CPI), which gauges public perceptions of corruption. This index holds 
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significant international credibility and helps to understand the impact of corruption on a 

nation’s economy. There is another measurement, namely CORR, where the measurement 

with the CORR index does not include the subjective elements measured by the CPI. At 

the same time, the CPI itself is perceptual by collecting the views of business actors, 

academics, and citizens corruption levels in the public sector (Asteriou et al., 2021). This 

is because the research focuses on the public sectors in ASEAN countries. The Corruption 

Perception Index is measured on a scale from 0 to 100, with 0 indicating a high level of 

corruption and 100 reflecting minimal corruption (Al Hazmi 2024). 

3) Economic Freedom 

A society is economically free when it gets government permission to move freely 

regarding economic activitie (Gwartney et al. 2021). According to (Sufian and Habibullah 

2010) research in Malaysia’s banking sector suggest that greater economic freedom 

positively influences profitability, as it allows for increased operational flexibility. This is 

further supported by (Abbas et al. 2024) and (Asteriou et al. 2021) who also found that 

economic freedom plays a role in enhancing banking profitability. Economic freedom is 

assessed through the Index of Economic Freedom, which is provided by The Heritage 

Foundation (Muhammad Farhan Shaedji 2023). The Heritage Foundation is a number one 

think tank based in Washington. The economic freedom index is developed from 12 

indicators categorized into four main pillars of freedom, the rule of law, size of 

government, regulatory efficiency, and market openness. 

4) Governance 

Governance is a way to manage public administration, which is how the state 

manages government or controls economic and social resources to realize community 

development (Ramadan, 2021). State governance that has a sound system will affect bank 

profitability (Asteriou et al. 2021). This is reinforced by (Hasan and Ashfaq 2021) who 

indicate that governance plays a role in shaping the impact of corruption on bank 

profitability. According to (Asteriou et al. 2021) a more complex approach is used to 

measure the Governance Index rather than looking individually at the six categories that 

affect bank performance. According to (Asteriou et al. 2021), countries are ranked on a 

scale ranging from -2.5 to +2.5 for the six variables. Since there is no published governance 

index for each country, the average score for these six categories is calculated annually, 



   
 

 
 

then adjusted by adding 2.5 doubling the result to obtain an aggregate Worldwide 

Governance Indicators (WGI) score for each country. 

5) Inflation 

The rise in the price of goods does not necessarily have to be at the same percentage, 

or the increase may not coincide. Nevertheless, it is still reffered to as inflation when there 

is a sustained increase in the overall price level of goods over a particular period (Bakti 

and Alie 2018),  (Syahbudi 2018). When a country experiences soaring inflation, it will 

impact the community's savings and financing patterns because when the price of goods 

increases, people tend to use their money for consumption (Fitriani 2022). As in the 

research (Elfaki and Ahmed 2024) this study utilizes consumer price inflation data from 

the World Bank to measure inflation. The customer price index, which measures inflation, 

indicates the percentage chage in the average cost for consumers to obtain goods and 

services, typically assessed at specific intervals, such as annually. 

6) Economic Growth 

Economic growth refers to a situation in which the production of goods and services 

in a specific country rises, leading to an increase in people’s income compared to previous 

periods (Mulyaningsih 2019). If the GDP in a country increases, the ability of the 

community to generate income will also increase; this will lead to an increase in savings 

and investment, which in turn will boost the amount of third-party funds, ultimately 

enhancing the profitability of Islamic banks (Rahmansyah and Ashar 2023). This statement 

is supported by research owned by (Nabilah 2024) indicates that robust economic growth 

positively influences and has the potential to enhance the profitability of Islamic banks. 

This study employs GDP (Gross Domestic Product) as a measure of economic growth 

obtained from the World Bank's Financial Development. GDP is the total value added of 

all goods and services produced by various business sectors within a country, calculated 

using the prices that prevail during a specific period (Arpinto Ady 2020). 

RESEARCH METHODS  

This study employs a quantitative research design and adopts an explanatory 

approach (Abdullah et al. 2022), (Sari et al. 2022). The subjects in this study include all 

Islamic commercial banks that are established and run their businesses in the ASEAN 

region, namely 33 Islamic Commercial Banks observed for five years from 2018 to 2022. 
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Through the purposive sampling technique, the sample for this study comprised 16 Islamic 

commercial banks in the ASEAN region. The data utilized were sourced from the annual 

reports of each Islamic commercial bank, which were accessed from their respective 

websites. 

The indicators used in this study are: 

1) Independent variable measurement indicators: 
Corruption: CPI (Corruption Perception Index) 

Economic Freedom: HER_IDX (Heritage foundation index of economic freedom) 

Governance: GOV_IDX (Governance Index) 

Inflation: Inflation, consumer prices (annual %) 

Economic Growth: Real GDP growth (Annual percent change) 

2) Dependent variable measurement indicators: 
Bank Profitability: ROA (Return on Assets 

Hypothesis testing is conducted using Panel Data Regression in e-views 12 to 

analyze data that combines time series and cross-sectional data, also known as as panel 

data, in order to assets the impact of independent variables on dependent variables (Caraka 

2017). 

1) Conceptual Framework 

 
Source: Author’s Processed Data, 20024 

2) Hypothesis 

H1: Corruption has a significant effect on Bank Profitability 

H2: Economic Freedom has a significant effect on Bank Profitability 

H3: Governance has a significant effect on Bank Profitability 

H4: Inflation has a significant effect on Bank Profitability 

H5: Economic Growth has a significant effect on Bank Profitability 

 

 



   
 

 
 

3) Data Analysis Thechniques Panel Data Regression Test 

Panel data regression is a method employed to analyze data that integrates both time 

series and cross-sectional data, referred to as panel data, in order to evaluate the imlfuence 

of independent variables on dependent variables (Caraka 2017). 

RESULT AND DISCUSSION 

1) Descriptive Analysis 

This study contains 33 populations, namely Islamic general banks in ASEAN. Then, 

after purposive sampling, 16 samples were found in this study in the form of Islamic 

general banks in the ASEAN region and N as many as 480. This study's description and 

explanation of the variables use descriptive analysis techniques. This descriptive analysis 

intends to find the maximum, minimum, average, and standard deviation values , which 

are helpful for better understanding a variable (Sulistiyo and Yuliana 2019). The results of 

the descriptive statistics for this study are presented in Table 1. 

Table 1. 

Results of Descriptive Statistical Analysis 

Source: Author’s Processed Data, 2024 

2) Panel Data Regression Model Test 

To identify the most suitable panel data regression estimation model for the study, 

three tests are required, namely by conducting the Chow test, Hausman test, and Lagrange 

Multiplier Test. According to Table 2, the Cross-section Chi-square probability value is 

0.00 which os less than 0.05, this is indicated that the selected model is the FEM model. 

Additionally, the results obtained are 1.00> 0.05 in the Hausman test, which leads to the 

acceptance H0 and the rejection of H1. Therefore, the best model selected is REM 

(Random Effect Model). 

Variabl
e 

Bank 
Profitability 

(Y) 

Corruption 
(X1) 

Economic 
Freedom 

(X2) 

Governance 
(X3) 

Inflation 
(X4) 

Economic 
Growth 

(X5) 
Mean 0.308750 41,47500 68,48000 0.076125 2,397125 3,142500 

Median 0.405000 38,00000 67,20000 -0.030000 2,435000 4,600000 
Maximu

m 2,560000 53,00000 74,70000 0.430000 6,080000 8,700000 

Minimu
m -6,720000 33,00000 61,10000 -0.370000 0.250000 -9,500000 

Std. 
Dev. 1,732136 6,429708 4,163506 0.271029 1.312244 4.019502 
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Table 2. 

Regression Model 

No Test Results Criteria Model 
1 Chow 0.0000 Prob < 0.05 FEM 
2 Houseman 1,0000 Prob > 0.05 REM 

Source: Author’s Processed Data, 2024 

3) Classical Assumption Test 

In panel data regression analysis, a classical assumption test must be carried out as 

a prerequisite before conducting panel data regression analysis, namely the normality test, 

heteroscedasticity test, and multicollinearity test. However, because the best model 

selected in this study is a random effect model, only a multicollinearity test must be carried 

out (Septianingsih 2022). Signs of multicollinearity can be seen from the Variance 

Inflation Factor (VIF) value; if the VIF value > 10, then it is said that multicollinearity has 

occurred and vice versa (Septianingsih 2022). Based on Table 3 below, all independent 

variables exhibit a VIF value of less than 10, meaning they pass the classical 

multicollinearity assumption test so that they can be continued to the next test.  

Table 3. 

Classical Assumption Test 
No Test Variables VIF 

1 Multicollinearity 

X1 7,406 
X2 9,179 
X3 6,549 
X4 2,566 
X5 1,484 

Source: Author’s Processed Data, 2024 

4) Partially Significant Test (Statistical Test) 

Table 4. 

T Test 
Variables Coefficient T-Statistic Probability 

Corruption (X1) 0.134926 2,128620 0.0366 
Economic Freedom (X2) -0.201825 -1.851987 0.0680 

Governance (X3) 1.725654 1,220281 0.2262 
Inflation (X4) 0.486298 2.659775 0.0096 

Economic Growth (X5) -0.090779 -2,013707 0.0477 

Source: Author’s Processed Data, 2024 



   
 

 
 

Based on Table 4, the results of the partial test in multiple linear regression are 

obtained, with decision-making criteria seen from the prob value < 0.05. This means that 

H0 can be rejected when the prob value > 0.05. Meanwhile, the results obtained in table 

4, namely H1, H4, and H5 are accepted while H2 and H3 are rejected. 

5) Coefficient of Correlation and Determination Test (𝑹𝟐)    

Table 5. 

The Coefficient of Determination Test 
R-Square 0.190400 

Adjusted R-
Squared 

0.135697 

Source: Author’s Processed Data, 2024 

Based on Table 5. Above, it can be seen that 14% of the ability of the variables of 

corruption, economic freedom, governance, inflation, and economic growth to explain the 

information contained in the profitability variable. Meanwhile, the other 86% is explained 

by variables other than corruption, economic freedom, governance, inflation, and 

economic growth. 

6) Regression Model Equations (Random Effect Model) 

𝑃𝑟𝑜𝑓!" = 𝛼𝑖 + β1CPI#$ + β2HER#$ +	β3GOV#$ + β4INF#$ + β5GDP#$ +	𝜀!" 

This study aims to analyze data in a combination of time series and cross-section 

data, aka panel data, to determine the effect of corruption, economic freedom, governance, 

economic growth, and inflation on bank profitability. The following is an explanation of 

the results obtained in this study: 

7) The Impact of Corruption on Bank Profitability 

Based on the results obtained on the partial regression coefficient value of corruption 

(X1), which is 0.036 <0.05 and t count of 2.128 <t table 1.992 means that H1 is accepted 

and H0 is rejected. Therefore, corruption has been proven to have a significant positive 

effect on bank profitability. This study shows that every five years from 2018 to 2022, 

every time there is an increase in the CPI score, it can increase the profitability of banks 

in that country. The higher the CPI score obtained by a country indicates a decrease in the 

level of corruption in that country (Paramita 2020). Based on the description, countries 

with low levels of corruption will experience increased bank profitability. This is 

supported by research (Nguyen and Vo 2020) which states that the anti-corruption 
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campaign in Vietnam has a positive impact on bank profitability, although the impact can 

be seen in the long term. However, (Balguzhina and Irani 2024) have another opinion 

regarding the impact of corruption, namely that corruption does not have a significant 

effect on profitability because such things are considered normal in business norms, so it 

is only necessary to adapt to the existence of corruption to continue to achieve profitability. 

This corruption disease can prevent Islamic banking from being more effective in 

increasing economic development to eradicate poverty. This is in line with the findings of 

(Jamel and Mansour 2018), which provides a statement that high levels of corruption can 

worsen the health of banks, which means it impacts the profitability of banks. Similar 

research was also found in (Asteriou et al. 2021) And (Ali et al. 2019) which states that 

low corruption conditions in a country will increase public trust and will encourage 

investment interest in the community, thus it will have an impact on the increase in the 

bank's financial system which will affect the bank's profitability. Therefore, it is 

undeniable that it is important to reduce corruption rates because it will have an impact 

not only on economic growth but also on bank profitability. 

8) The Impact of Economic Freedom on Bank Profitability 

Based on the data processing results through descriptive statistics, the partial 

regression coefficient produces a probability value of 0.068 > 0.05 and a calculated value 

of -1.851 < 1.992; thus, H0 is accepted, and H2 is rejected. Based on this description, the 

economic freedom variable has not been proven to affect bank profitability. Meanwhile, 

the regression coefficient obtained by the economic freedom variable is -0.20. This shows 

that every 1 unit increase in the value of economic freedom can reduce bank profitability. 

However, in this study, the increase or decrease in the value of economic freedom did not 

affect the bank's ability to make a profit.  

The results of this study are not in line with (Abbas et al. 2024) which says that 

companies will have more freedom in allocating capital with a more accessible economy. 

The same opinion is found in (Sufian and Habibullah 2010) who state that high economic 

freedom can help companies move in managing their businesses so that they have the 

potential to generate profitability from various directions. Meanwhile, this study 

conducted observations over five years, from 2018 to 2022, when there was an outbreak 

of the COVID-19 virus, which caused turmoil in the country's economy. The increase in 

economic freedom cannot necessarily affect the company's profit because, in the year hit 



   
 

 
 

by COVID-19, all competition was carried out in the digital sector. Not only did 

competition between Islamic banks occur, but it also covered all banking. According to 

(Hayati 2022), with the observation location in Indonesia, it is said that both Islamic and 

conventional banks have survived during the pandemic. Still, the average financial ratio 

obtained proves that conventional banks have advantages over Islamic banks. 

9) The Impact of Governance on Bank Profitability 

Based on the results of descriptive statistics, the partial regression coefficient of 

governance (X3) shows a probability result of 0.226 > 0.05 and a calculated t of 1.220 < 

1.992, so H0 is accepted, and H3 is rejected. Meanwhile, the results of the regression 

coefficient obtained are 1.725, which means that every 1 unit increase in governance value 

in a country can increase bank profitability by 1.725. This is because the increase and 

decrease in state governance (governance) level does not affect the acquisition of bank 

profitability (ROA). By looking at the results presented above, the value of state 

governance in regulating affairs in the country does not affect the bank's ability to generate 

profits. The results of this study contradict (Asteriou et al. 2021) who said that the 

involvement of state governance can significantly impact the bank's ability to generate 

profits. According to (Hasan and Ashfaq 2021), Good governance applied in countries 

with high levels of corruption will minimize the impact of corruption on profitability in 

the banking sector and ensure economic development. This means that governance cannot 

directly affect bank profitability because even though governance in a country is good, it 

does not necessarily affect the bank's profit because, in asset or capital processing activities 

to obtain profits, it is purely using the capabilities of each bank in the country. This is also 

supported by (Munir 2017), which states that management is the main factor that impacts 

bank profitability. 

10) The Impact of Inflation on Bank Profitability 

The findings of this study state that the partial regression coefficient of inflation (X4) 

gets a probability value of 0.009 <0.05, then for t count, it is obtained 2.659> t table 1.992. 

This proves that H4 is accepted and H0 is rejected, meaning that inflation significantly 

affects bank profitability. Then, the inflation regression coefficient projected with 

INF_IND (X4) is obtained at 0.486, meaning the direction of movement between the two 

variables is positive or in the same direction, so it can be said that every 1 unit of inflation 

value can increase bank profitability by 0.486. 
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Based on the description above, inflation has a significant impact on bank 

profitability. The results of this study are different from the research (Muzakki 2024), 

which shows that inflation does not affect bank profitability because during the period 

studied, inflation that occurred in the countries observed experienced relatively controlled 

inflation. Conflicting opinions regarding this study were also found in (Fitriani 2022), 

namely when people tend to be aggressive in consumption activities due to the price of 

goods that continue to soar. This impacts saving and investment activities carried out by 

the community (Bakti and Alie 2018). Not only that, (Rahmansyah and Ashar 2023) also 

stated that with changes in saving, investment, and financing patterns, the funds collected 

by banks will decrease, which will have an impact on the financial health of banks, which 

will also affect the bank's profitability. This study's results align with those of (Dithania 

and Suci 2022) and (Syarifa Nasution et al. 2023). According to them, inflation 

significantly affects profitability because inflation in a country does not necessarily reduce 

profitability. When the research period was conducted during the coronavirus period, it 

was proven that inflation can help increase people's interest in investing so that the funds 

they have become productive and are not affected by inflation. Regardless of the positive 

or negative significance, this study is supported by those who state that bank profitability 

is influenced by inflation. However, there are differences in results related to the direction 

of variable movement. 

11) The Impact of Economic Growth on Bank Profitability 

Based on the partial regression coefficient values of the economic growth variable 

(X5), a probability value of 0.047 <0.05 was found in this study. Furthermore, the findings 

for t count were -2.013> 1.992, meaning that H0 was rejected and H5 was accepted. Thus, 

it can be concluded that economic growth has been proven to affect bank profitability. 

Meanwhile, the regression coefficient obtained was -9.09, meaning that every 1 unit 

decrease in GDP can increase bank profitability by 9.09. So, seeing from the description 

above, it can be concluded that economic growth in a country can affect banking 

profitability; the higher the GDP, the potential to reduce bank profitability. This 

contradicts research by (Arpinto Ady 2020) hich states that GDP does not significantly 

impact bank profits. Meanwhile, in another study, namely (Syarifa Nasution et al. 2023), 

(Nabilah 2024), (Rahmansyah and Ashar 2023), (Nadzifah and Sriyana 2020) And 

(Maidin et al. 2022) together stated that GDP influences profitability. However, they 



   
 

 
 

mentioned different directions of variable movement. (Syarifa Nasution et al. 2023), 

(Nabilah 2024) and as (Rahmansyah and Ashar 2023) said that the increase in national 

income in a country from the previous period could have an impact on the habits or 

interests of the community towards investment and also saving. This is because the funds 

received by the community when experiencing an increase in income will lead the 

community to make savings in banking. Meanwhile, according to (Nadzifah and Sriyana 

2020) And (Maidin et al. 2022), GDP has significantly negatively affected Islamic banks' 

profitability. Because when people's income increases, it is not necessarily accompanied 

by people's interest in investment or saving will also increase. Thus, the statement is based 

on the results obtained in this study. 

CONCLUSION, SUGGESTION, AND LIMITATION  

Based on the analysis and discussion of the study on the impact of corruption, 

economic freedom, governance, inflation, and economic growth on bank profitability in 

ASEAN countries, it can be concluded that corruption has a significant positive effect on 

bank profitability. This statement shows that the ability of Islamic banking in the ASEAN 

region to generate profits is influenced by the level of corruption in the country. The 

increase in the CPI score (low level of corruption) obtained in the country can also increase 

profits in Islamic banking in the region. This study also proved that economic freedom 

does not affect bank profitability. This indicates that the condition of economic freedom 

in a country does not necessarily have an impact on the ability of Islamic banking to 

generate profits because, in terms of asset and capital management, obtaining profits are 

activities that purely come from the ability of the Islamic bank itself. Furthermore, 

governance has little effect on bank profitability. This statement can be interpreted as not 

showing a significant relationship between governance and bank profitability. This is 

because, to generate profits, an Islamic banking company needs to use its financial health 

management capabilities, and it is not sure that if the governance in a country is good, the 

profit of Islamic banking will also increase. Not only that, but this study also found that 

inflation has a significant positive effect on profitability. This shows that there is a positive 

relationship between inflation and bank profitability. In other words, inflation does not 

necessarily reduce profitability but depends on the income conditions and the public's 

interest in carrying out saving and investment activities. Thus, inflation will have a 



   
 

192 
 

significant adverse effect when there is volatile inflation during the observation period. 

Still, if the inflation is relatively constant, the potential for obtaining profitability is also 

continuous. Finally, GDP has been proven to have a significant adverse effect on the 

profitability of Islamic banks. This statement shows a negative relationship between GDP 

and bank profitability. This is because when people's income increases, it is not necessarily 

followed by the public's desire to carry out saving or investment activities in Islamic banks. 

Therefore, several recommendations for the banking sector include increasing 

transparency and strengthening internal governance to remain competitive without relying 

on unlawful practices. Additionally, optimizing financial management amid economic 

uncertainty occurring in various countries. Furthermore, future researchers are expected to 

extend the research period and expand the variables studied to broaden the existing 

findings. 
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