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Abstract

The study looked into the effect of the three dimensions of sustainability (economic dimension, environmental
dimension, and social dimension) on the financial performance of Jordanian Islamic banks represented by (return
on assets, return on equity, and earnings per share) during the period (2008-2014). The study sample contained
two main Islamic banks in Jordan, namely: Jordan Islamic Bank and Arab Islamic Bank. Required data was
collected from the annual reports, financial statements, sustainability reports, and social responsibility reports of
the Jordanian Islamic banks from (2008-2014). Items for the dimensions of sustainability were determined, and
their level of exercise was measured, by analyzing the content of these reports (content analysis), as well as the
financial indicators of financial performance, which have been extracted from the financial statements of the
surveyed banks. The study results have shown the presence of a statistically significant effect of the dimensions
of sustainability on the financial performance measured by ROA and EPS in the Jordanian Islamic banks.
However, there was no statistically significant effect of the dimensions of sustainability on the financial
performance as measured by ROE in those banks. Finally, the study has encouraged Islamic banks to adopt a
rational and prudent investment and financial policies, make proper operational decisions to generate revenue,
maximize profits, and achieve shareholder objectives, issue sustainability reports to discover if goals and
activities are compatible to the goals and interests of society and the environment, and increase their interest in
sustainability.

Keywords: sustainability, environmental dimension, economic dimension, social dimension, financial
performance, Earnings per Share (EPS), Rate of Return on Equity (ROE), Return on Assets (ROA), Islamic
banks

1. Introduction

Sustainability is a major global concern. It is highly associated with the elements and ingredients ensuring the
survival of life on Earth. This modern concept is also integrated with the overall aspects of human life (social,
environmental, and economic), which were later considered the three pillars of sustainability (United Nations
General Assembly, 2005). The first beginnings of “sustainability” as an official term can be dated back to the
eighties of the last century, where it addressed the survival of humanity on the planet — The most common
sustainability concepts (IUCN/UNEP/WWF, 1991). In 1987, Brundtland committee asked institutions and
companies to include plans that reveal its environmental and social activity within its overall strategy by setting
up a special management for sustainability and approve this new management to the regulatory framework
(Schallegger & Wagner, 2006).

Nowadays, this topic has become one of the mainstays by which institutions ensure their survival and continuity.
The success of organization is now determined by social and environmental performance, as well as achieving
financial objectives. The main gateway leading to the achievement of sustainability is taking into account the
effects organizations’ operating activities leave behind and their impact on the environment and society. Any
organization must include this perspective in its fundamental objectives along with its ongoing pursuit to
maximize revenues and profits (Rankin, Stanton, McGowan, Ferlauto, & Tilling, 2012).

The achievement of fiscal targets, represented in earning money and profits, is the first objective of all banks.
Therefore, there is a urgent need to focus more on the financial performance of the banks, for it represents a
gateway toward achieving fiscal targets and the source of information on which organizations use for planning,
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control, and decision-making processes. It’s worth mentioning that any defect or deficiency can affect the
financial performance of banks and put the survival and continuity of the bank at risk. Therefore, attention
should be drawn to the impact of the dimensions of sustainability on the financial performance in Islamic banks.

1.1 Problem of the Study

Financial performance is crucial for banks to achieve their goals of survival, development, and continuity in light
of the internal or external challenges they face on daily basis. It represents the true translation of the plans and
projects the organization adopts to invest their property, e.g. resources, capabilities, and equipment, in order to
serve their purpose and achieve their interests.

Banks generally seek to achieve ample returns from its financial and investment activities and operations.
Therefore, sustainability should be part of all activities and processes associated with environmental, economic,
and social areas. Consequently, this study has been developed to look at the impact of sustainability on the
financial performance of Jordanian Islamic banks.

The problem of the study is an attempt to answer the following question:

Is there an effect of the three dimensions of sustainability (economic dimension, environmental dimension,
and social dimension) on the financial performance of Jordanian Islamic banks represented by (return on
assets, return on equity, and earnings per share)?

1.2 Importance of the Study

The importance of the study stems from many factors. It explores the economic, developmental role of the
banking sector in Jordan as one of the most important financial sectors, and deals with the field of Islamic
banking industry, which is characterized by its commitment to the provisions and principles of the Islamic Sharia.
This study is quite significant, because it looks into the impact of sustainability on the financial performance of
the Jordanian Islamic banks; an effect which contributes to the enrichment of Arab and Jordanian libraries in this
regard.

1.3 Objectives of the Study

The study aims to provide a clear and comprehensive vision for the managers and owners of Jordanian Islamic
banks on the effect of the dimensions of sustainability on the financial performance of those banks. The
accomplishment of this objective will contribute to the improvement of financial performance by predicting the
financial implications of all these dimensions, and thus assist in the development of strategies and decisions that
ensure sustainability and continuity.

1.4 Hypotheses
The hypotheses of the study could be formulated by means of the study’s questions as follows:

The first main hypothesis HO-1: There is no statistically significant effect for the dimensions of sustainability
on the financial performance as measured by return on assets ROA in Jordanian Islamic banks.

The second main hypothesis HO0-2: There is no statistically significant effect for the dimensions of
sustainability on the financial performance as measured by return on equity ROE in Jordanian Islamic banks.

The third main hypothesis HO-3: There is no statistically significant effect for the dimensions of sustainability
on the financial performance as measured by return per stock EPS in the Jordanian Islamic banks.

1.5 Study Model
The following figure shows the proposed study model:

Dimensions of Sustainability Financial Performance
Economic dimension Return on assets
Environmental dimension Return on equity
Social dimension Return per stock

Figure 1. Study model
2. Theoretical Framework and Previous Studies
2.1 Sustainability

Upon the creation of the concept of sustainable development by Brundtland committee in 1987, the committee
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formulated the primary aim of this concept, which is meet the needs and requirements of the present society
without affecting the energy of the next community when it comes to securing its needs and requirements.
Sustainability is defined as “An institution’s ability to adopt additional activities that push it towards facing
events and changes relating to economic, social, and ecological environment, and the risk management resulting
therefrom. This ability affects the reputation and presence of the institution, as well as liability and opportunities
management, which promotes creativity and innovation and increases its ability to cope with the course of the
internal and external environment” (Bansal & lvey, 2013). Many consider sustainable development to be
recognition of the role of society in the protection of its resources and ensuring the continuity of life on Earth
(Albu et al., 2011).

Many international institutions have produced several definitions of “sustainable development™. Organization for
Economic Cooperation and Development (OECD) has defined it as “an economic development based on
achieving net return and profits on the condition of preserving environmental and social systems by finding a
way of flexible interaction (OECD, 2002). And the International Federation of Accountants (IFAC) defined it as
“An institution’s ability to create continuous value as an economic unit” (IFAC, 2006).

Researchers and specialists in the field of sustainability have agreed that sustainable development is based on
three dimensions that are considered the essential pillars of sustainability (United Nations General Assembly,
2005). These dimensions are:

1. Environmental dimension: This dimension provides ecosystems protection (land, air, and water),
preservation of energy resources, access to renewable sources of resources, and increase in the ability to cope
with the events and environmental changes (Smouts, 2005, p. 5).

2. Economic dimension: One of the first dimensions upon which development was created. It focuses on
achieving sustainability of the economic construction through efficient use of the capital and resources, provision
of basic needs and requirements of the individual, improvement of standard of living by maximizing returns
from products and services, and achievement of economic justice (Godard, 2010, p. 69).

3. Social dimension: This dimension achieves social justice and equality in the distribution of natural and
economic resources. It also promotes social interaction and participation in local communities, develops cultural
diversity, and cares for human rights and its respect (Smouts, 2005, p. 5).

2.2 Financial Performance

Financial performance is a concept describing the financial aspects of banks, which are the major reason for the
establishment and inception of these establishments. It is used as a measure of the bank’s financial position
during a specific period of time (Dufera, 2010, p. 16). Financial performance is of great importance to banks,
since it opens the way for the bank’s management to determine the level of the bank’s overall performance, stand
on the strengths and weaknesses of the performance, seize investment opportunities, secure the needs and
accomplish the goals of all individuals who have ties with the bank, enhance the bank’s competitive position
among other banks, achieve competitive advantage, provide the ability to reduce pressure on stakeholder’s
equities, and highlight the importance of the bank’s financial performance in the measurement of its ability to
cope with external threats and adapt to events and developments, since financial performance is considered a
good indicator of a bank’s ability to deal with external events in its environment.(Dufera, 2010, p. 5).

Financial performance evaluation is defined as: “Pursue and review of achieved objectives based on specific
criteria consistent with the plans and strategic objectives of the bank. These actions monitor performance and
compare it with the planned objectives and determine the performance of individuals in various administrative
levels in order to reach the strategic objectives of the bank™ (Poster & Streib, 2005, p. 46).

Performance measurement is considered a method of assessment. This means that the process has tools used to
achieve the measurement process, which are called “Performance evaluation measures (indicators)”. The
evaluation process is done by comparing the actual performance of the bank to the planned performance within a
particular range, and any deviation from the scope of this term reflects a defect in the performance of the bank
(Egos, 2005, p. 16).

The management of banking institutions depends on financial measurements to assess the financial performance.
These measurements represent the other side of the results of operational performance measurement for banks,
which aims to measure the extent to which the bank’s strategy achieves the objectives. This side reflects the
financial shape of the output of the operational performance measurement process (Sinkey, 2008, 0.153). These
measurements are shown in the form of financial ratios derived from the profitability ratios, debt ratios, liquidity
ratios, and financial management performance ratios (efficiency), which appear in various financial statements
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(Babaloa & Abiola, 2013, p. 132). The use of many of these standards has been popularized in order to measure
the financial performance of banks. These standards include:

1). Earnings per Share (EPS)

This measurement is also called “earnings per share”. It aims to measure profitability of banks and financial
institutions and support the decisions of investors (Reid & Myddelton, 2005, p. 46). Return on equity refers to
earnings per share. It represents the earnings per dinar in a certain period of time, and is expressed
mathematically as follows (Weygandt et al., 2010, p. 43):

ROE = Net profit (after deducting taxes) / the number of current shares x 100%
2). Rate of Return on Equity (ROE)

The rate of return on equity is designed to measure the profit shareholders earned from the employment of their
money in the bank’s capital. It is expressed as the result of dividing the net profit (after deducting taxes) on
shareholders’ equity, which includes paid-in capital, premiums, reserves, and retained earnings, and is expressed
mathematically as follows (Gibson, 2013, p. 40):

Rate of return on equity = Net profit (after deducting taxes) / Shareholders’ equity x 100%
3). Return on Assets (ROA)

The rate of return on assets is designed to measure the efficiency of the bank’s management when it comes to the
use of its assets to generate profits. It is expressed as the result of dividing the bank’s net profit after deducting
tax on the total assets of the bank, and is expressed mathematically as follows (Gibson, 2013, p. 40):

ROA = Net profit (after deducting taxes) / Total assets x 100%
2.3 Previous Studies

Many studies have examined the subject of sustainability from several aspects and addressed its impact on
various areas where organizations function within the business environment.

Regarding sustainability reports, Guidry and Patten study, (2010) examined the responses of the financial market
on the sustainability report launched by US companies in 2009, which was sent to the shareholders of these
companies and adopted a methodology to predict the return per share for the company. The study found that
companies that produced a high quality sustainability report received more positive market responses than
companies that produced low quality reports.

Thomas and Vos study (2012) attempted to analyze the sustainability report for five of the major international
companies in the logistics industry in 2011. This endeavor tried to discover what these companies offer towards
an environmental sustainability management. On this basis, possible motives were discussed upon the disclosure
of the sustainability report. The study discovered that the sustainability report of the analyzed companies tend to
be transparent to some extent, and that most of the information published was related to the sustainability
strategy. The report also focused on ways to reduce dioxide carbon emissions by reporting emission factors.

Regarding the dimensions of sustainability, Inoue and Lee study (2011) classified social responsibility activities
by its voluntary nature. It also studied the effect of these activities on the financial performance of companies in
Macedonia. The study covered four sectors of tourism, which are hotels, airlines, restaurants, and tourist clubs by
studying (5) dimensions, namely: employee relations, product quality, community relations, environmental
issues, issues of diversity. The study results revealed that every one of the five activity proposed by the
researchers have a different effect on the company’s profitability and sustainability.

Gonzalez and Adams study, (2012) addressed the social and environmental accounting issues related to
organizations that deal with the management and reporting of sustainability, and reviewed the most important
contributions to this area. The study revealed that the extensive literature in the field of sustainable reporting and
accounting have been neglected to a large extent due to fears of a further increase in the number of participants
in the social accounting business agenda. The study concluded that there should be larger studies in the
accounting systems on sustainability. It also proposed a range of solutions to the accounting reports for
sustainability and further research related to sustainability, accounting systems, and management. Such research
can be used to yield the benefits of methodological and theoretical ideas contained in other disciplines.

Macarulla and Talalweh study (2012) focused on finding out the level of disclosure of social responsibility in the
financial reports of the Saudi companies. It also compared between the level of disclosure of these companies
and their properties by studying the annual reports of a sample of 132 companies listed on the Riyadh Stock
Exchange for the year 2008 depending on content analysis. The study used the index to measure the qualitative
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and quantitative disclosure of the social responsibility activities, human, social and environmental resources. The
study found that the disclosure of social responsibility in the Saudi companies is substantially low. The results of
the study showed a relationship between the size of the company, the economic sector, and profitability at the
level of disclosure of social responsibility activities.

Zvedov study (2012) drew a link between performance and sustainability. The study aimed to provide a
comprehensive basis for decision-making and performance monitoring in light of the opportunities for corporate
sustainability, the threats they face, and how to deal with sustainability accounting. The study’s sample was
composed of 16 companies operating in the UK and Germany. Information was collected through personal
interviews with 58 directors of these companies, who represent the providers and users of sustainability
information. The obtained data was analyzed on the basis of (a) If the issue received recognition, or (b) has been
recognized and not addressed, or (c) has been recognized and addressed, or (d) solutions have been developed
and successfully applied. The study found that sustainability accounting is critical in addressing key issues the
companies face. The study identified future challenges for late adopters and laid the basis for the directors to
consider the adoption of good accounting practices in sustainability.

Studying previous studies makes it possible to notice the scarcity of studies on the impact of sustainability on
financial performance. It appears that most studies focus on companies in general. This fact introduces a special
characteristic to this study, since it looks into the most important sectors on which the country’s economy rely
and addresses Islamic banks specifically

3. Study Metholodegy and Procedures

This descriptive and analytical study aims to recognize the presence of a significant effect of the level of practice
of sustainability dimensions on the financial performance indicators in Jordanian Islamic banks.

3.1 Study Sample and Population

The study population consisted of all Jordanian Islamic banks, which are (3) banks: Jordan Islamic Bank, Islamic
Arab Bank, and Jordan Dubai Islamic Bank. Annual reports of the aforementioned banks have been studied from
(2008-2014), as well as the changes in the indicators of financial performance. Therefore, Jordan Dubai Islamic
Bank was excluded for being quite new in the Jordanian market and due to the unavailability of the required data
during the study period.

3.2 Data Collection Methods

Required data was collected from the annual reports, financial statements, sustainability reports - if any, and
social responsibility reports of the Jordanian Islamic banking from (2008-2014). Items for the dimensions of
sustainability was determined by G4 to measure the dimensions of sustainability, which consisted of the
economic dimension (9 items) and environmental dimension (34 items) and the social dimension (49 items), and
their level of exercise was measured by analyzing the content of these reports (content analysis), as well as the
financial indicators of financial performance (return on assets, return on equity, and earnings per share), which
have been extracted from the financial statements of the surveyed banks.

3.3 Descriptive Analysis of the Variables
1). Indicators of Financial Performance

Table 1. The statistical description of the financial performance indicators from (2008-2014)

Indicator Bank Mean St. dev Max Min
Return of assets (ROA) Islamic Bank 1.302 0.293 1.901 0.977
Islamic Arab Bank 0.814 0.296 1.171 0.249
Return on equity (ROE) Islamic Bank 16.557 2.610 21.828 13.691
Islamic Arab Bank 1.367 0.501 1911 0.413
Earnings per share (EPS) Islamic Bank 0.320 0.057 0.433 0.279
Islamic Arab Bank 0.102 0.043 0.157 0.026

Table 1 refers to the difference in financial performance indicators between Jordan Islamic Bank and Islamic
Arab Bank. The table expresses an increase in performance indicators for Jordan Islamic Bank, where the
average (ROA) for the period was (1.302), compared with Arab Islamic Bank, which was (0.814). The average
values of (ROE) during the period in Jordan Islamic Bank was (16.557), as compared with Arab Islamic Bank,
which was (1.367). The average values of (EPS) in Jordan Islamic Bank during the period was (0.320),
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compared with Arab Islamic Bank, which was (0.102). Standard Deviation values have shown similarities in
terms of stability. This confirms that all of the banks maintain their level of profitability. It also confirms the
supremacy of the Islamic Bank in achieving returns, which may be due to the fact that Jordan Islamic Bank has
been part of the market for a longer time and managed to grow its market share as the first Islamic bank in
Jordan.

2). Disclosure of the Dimensions of Sustainability

Table 2. The statistical description of the level of practice of sustainability dimensions during the period
(2008-2014)

% Bank Mean St. dev Max Min
Economic dimension Islamic Bank 81.55 16.80 91.48 60.57
Islamic Arab Bank 90.03 14.11 98.77 80.77
Environmental dimension Islamic Bank 34.61 30.18 64.23 10.87
Islamic Arab Bank 87.74 7.39 91.76 79.50
Social dimension Islamic Bank 73.72 18.42 85.40 59.51
Islamic Arab Bank 77.24 15.59 93.92 62.74
Total Islamic Bank 66.27 20.77 81.62 49.02
Islamic Arab Bank 81.34 13.59 94.13 68.94

Table 2 indicates a considerable variation in the level of practice of sustainability dimensions between Jordan
Islamic Bank and Arab Islamic Bank. The ratio of Arab Islamic Bank was higher for all dimensions which
amounted to (81.34) (economic dimension: 90.03, Environmental Dimension: 87.74, social dimension: 77.24),
while the ratio among Islamic Bank (66.27) (economic dimension: 81.55, environmental dimension: 34.61,
social dimension: 73.72), and this may be due to the fact that Arab Islamic Bank follows Arab Bank, which is
issuing annual sustainability reports periodically since 2010. This also refers to how much attention Arab Islamic
Bank gives to sustainability practices from the economic, environmental, and social aspects.

3.4 Testing the Hypotheses

The data of the study’s variables are cross-sectional time series data. Multiple regression analysis is the most
appropriate model to measure the relationship between variables. This part of the study tests the hypotheses after
confirming the suitability of the data for the study model and the description of the study’s variables.

Table 3 shows the results of testing the hypotheses where the effect of practicing the dimensions of sustainability
(economic dimension, environmental dimension, and social dimension) on the financial performance in
Jordanian Islamic banks was tested. The results of the tests were presented as follows:

Table 3. Results of testing the hypotheses of the study

Independent variables First hypothesis HO1 Second hypothesis H02 Third hypothesis HO3
Dependant variable Dependant variable Dependant variable
EPS ROE ROA VIF
Economic dimension 0.541 3.494 1.122 2.323
(12.725)** (4.089)** (3.180)**
Environmental dimension 0.222 -0.217 0.178 1.714
(3.721)** (-0.822) (0.637)
Social dimension 0.764 -1.780 0.404 2.958
(6.679)** (-1.173) (2.117)*
Determination factor (R?) 0.326 0.083 0.195
Calculated value of F (6.812)** (0.906) (2.993)*
D-W 1.878 1.793 1.811

* Significant at the level of significant 0.05;

** Significant at the level of significant 0.01.

Note. The value in the first row refers to the value of the regression coefficient, while the second row, which is between the brackets, refers to
the value of t. Note that the total views amounted to 252 views.

Depending on Table 3 above, we can conclude the following:
1). Testing the results of the first hypothesis: The results of Table 3 show that the effect of sustainability
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dimensions on ROA is a significant effect, as the value of (F = 2.993) with the level of significance being less
than 0.05. The value of the determination coefficient (R? = 0.195) indicated that the 19.5% of the variation in the
ROA can be explained by the combined variables. The results also showed that the value of the regression
coefficients, the impact (economic dimension), has a significant effect, where the value of the regression
coefficient was (1.122), and the level of significance was less than 0.01. The impact of (environmental
dimension) was non-significant, as the value of the regression coefficient was (0.178), and the level of
significance was more than 0.05. The effect of (social dimension) was significant, as the value of the regression
coefficient was (0.404), and the level of significance was less than 0.05. Accordingly, we reject the first
hypothesis and accept the alternative, which states: “There is a statistically significant impact at the level of
significance (0¢<0.05) for the dimensions of sustainability on the financial performance measured by ROA
in Jordanian Islamic banks”.

2). Testing the results of the second hypothesis: The results of Table 3 show that the effect of sustainability
dimensions on ROE is a non-significant effect, where the value of (F = 0.906) with the level of significance
being more than 0.05. The value of the determination coefficient (R? = 0.083) indicated that the 8.3% of the
variation in the ROE can be explained by the combined variables. The results also showed that the value of the
regression coefficients, the impact (economic dimension), has a significant effect, where the value of the
regression coefficient was (3.494), and the level of significance was less than 0.01. The impact of (environmental
dimension) was non-significant, as the value of the regression coefficient was (- 0.217), and the level of
significance was more than 0.05. The effect of (social dimension) was non-significant, as the value of the
regression coefficient was (- 1.780), and the level of significance was more than 0.05. Accordingly, we accept the
second hypothesis, which states: “There isn’t a statistically significant impact at the level of significance
(0<0.05) for the dimensions of sustainability on the financial performance measured by ROE in Jordanian
Islamic banks”.

3). Testing the results of the third hypothesis: The results of Table 3 show that the effect of sustainability
dimensions on EPS is a significant effect, where the value of (F = 6.812) with the level of significance being less
than 0.05. The value of the determination coefficient (R? = 0.326) indicated that the 32.6% of the variation in the
EPS can be explained by the combined variables. The results also showed that the value of the regression
coefficients, the impact (economic dimension), has a significant effect, where the value of the regression
coefficient was (0.541), and the level of significance was less than 0.01. The impact of (environmental
dimension) was significant, as the value of the regression coefficient was (0.222), and the level of significance
was more than 0.01. The effect of (social dimension) was significant, as the value of the regression coefficient
was (0.764), and the level of significance was less than 0.05. Accordingly, we reject the third hypothesis and
accept the alternative, which states: “There is a statistically significant impact at the level of significance
(0<0.05) for the dimensions of sustainability on the financial performance measured by EPS in Jordanian
Islamic banks”.

4, Results and Recommendation

The results of the statistical analysis showed that the financial performance indicators (EPS, ROE, ROA) in
Jordan Islamic Bank during the period (2008-2014) were high compared to Arab Islamic Bank. This can be
attributed to the primacy of Jordan Islamic Bank in the banking market, which allowed it to grow its market
share. The results also showed that Islamic Arab Bank is ranked first in the practice of sustainability dimensions
(economic dimension, environmental dimension, and social dimension) compared to Jordan Islamic Bank. This
can be attributed to the fact that Islamic Arab Bank is affiliated to Arab Bank, which is one of the first Jordanian
banks to pay great attention to sustainability and commit to issuing sustainability reports periodically.

With regard to the results of testing the hypotheses, the results have shown the presence of a statistically
significant effect at the level of significance (0<0.05) of the dimensions of sustainability on the financial
performance measured by ROA and EPS in the Jordanian Islamic banks. However, there was no statistically
significant effect at the level of significance (0<0.05) of the dimensions of sustainability on the financial
performance as measured by ROE in those banks. These results agreed there was a significant economic impact
on financial performance as measured by return on assets, return on equity, and earnings per share in Islamic
banks, while results were dissimilar on the impact of environmental and social dimension of the financial
performance of those banks, which may be due to the fact that the community and private investors focus on
economic activities of the bank and its ability to achieve financial objectives and maximize their wealth than any
other activity carried out by the bank.

Based on the findings of the study, the author recommends that Islamic banks adopt a rational and prudent
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investment and financial policies and make proper operational decisions, in an effort to achieve its objectives to
generate revenue, maximize profits, and achieve shareholder objectives. The author encourages Islamic bank to
issue sustainability reports to reveal that their goals and activities are compatible to the goals and interests of
society and the environment, and promote these banks to increase their interest in sustainability.

The study also encourages Islamic banks to improve their financial performance and adopt suitable methods and
policies to achieve this goal. This objective can be accomplished by applying the disclosure of sustainability
dimensions on a regular basis, increasing the capacity and skills of accountants — teach them how to prepare
sustainability reports, and making concerned individuals more aware of the importance of the implications.
Finally, the study recommends the conduction of more researches and studies in the future and the adoption of
other financial performance indicators.
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