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Abstrak: Keuangan hijau atau lebih dikenal dengan green 
finance mengacu pada praktik keuangan yang bisa 

digambarkan melalui layanan dan produk keuangan dengan 
mempertimbangkan keberlanjutan lingkungan untuk 

mendukung pembangunan berkelanjutan. Peran green 
finance adalah menghubungkan antara tujuan keuangan 
dengan lingkungan, yang diharapkan dapat mendorong 

pertumbuhan ekonomi inklusif. Salah satu bentuk 
implementasi green finance adalah pada lembaga 
keuangan, khususnya perbankan. Penelitian ini bertujuan 

untuk menganalisis dampak penerapan green finance di 
sektor perbankan terhadap kinerja perbankan yang diproksi 
dengan rasio profitabilitas pada periode 2018-2022. Metode 

yang digunakan adalah Generalized Method of Moments 
(GMM) dinamik panel. Implementasi green finance pada 
perbankan ditunjukkan dengan variabel Green Daily 
Operation (GDO) dan Green Finance Policy (GFP). Variabel 
independen lainnya menggunakan rasio kinerja perbankan 
yang terdiri dari rasio kecukupan modal, tingkat kredit 

macet, dan rasio efisiensi operasional bank. Hasil penelitian 
menunjukkan bahwa green finance yang diwakili oleh 

implementasi GFP dapat meningkatkan profitabitas, 
sedangkan GDO tidak signifikan mempengaruhi 
profitabilitas bank di Indonesia. Rasio internal perbankan 

yang tidak signifikan terhadap profitabilitas adalah rasio 
kecukupan modal, sedangkan untuk tingkat kredit macet 
dan rasio efisiensi operasional yang semakin tinggi, justru 

secara signifikan dapat berdampak buruk terhadap kinerja 
bank karena menurunkan profitabilitas. Penelitian ini 
mendukung penerapan konsep green pada sektor 

perbankan guna meningkatkan kinerja bank yang 
berkelanjutan. 
Kata kunci: bank, keuangan hijau, kredit macet, 

profitabilitas, rasio efisiensi, rasio kecukupan modal 
 
Abstract: Green Finance refers to financial practices that 
can be described through financial services and products 
that take environmental sustainability to support 
sustainable development. The role of green finance is to 
connect financial goals with the environment to encourage 
inclusive economic growth. One form of green finance 
implementation is in financial institutions, especially 
banking. This study aims to analyze the impact of green 
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finance implementation in the banking sector on banking 
performance as proxied by the profitability ratio in the 2018-
2022 period. The Generalized Method of Moments (GMM) 
dynamic panel is used. The Green Daily Operation (GDO) 
and Green Finance Policy (GFP) variables indicate the 
implementation of green finance in banking. Other 
independent variables use banking performance ratios 
consisting of the capital adequacy ratio, non-performing 
loans, and the bank's operational efficiency ratio. The study 
results show that green finance represented by 
implementing GFP can increase profitability, while GDO 
does not significantly affect banks' profitability in Indonesia. 
Furthermore, the internal banking ratio that is not 
significant to profitability is the capital adequacy ratio, while 
increasing non-performing loans and operational efficiency 
ratio significantly negatively impacts bank performance 
because it reduces profitability. This research supports 
applying the green concept in the banking sector to improve 
sustainable bank performance. 
Keywords: bad loan, bank, capital adequacy ratio, 
efficiency ratio, green finance, profitability  

 
INTRODUCTION  

Economic development is a process undertaken by a country to achieve sustainable 
economic growth and improvements in the welfare of its people. But, economic 

development and other economic activities cannot be separated from their impact on 
the environment (Laskowska, 2018). Conventional economic development allows 
environmental degradation to occur, considering that the environment is one of the 

production factors that will be processed, so ideal development cannot be separated 
from environmental balance, giving rise to the concept of environmentally aware 

development (Firmansyah, 2022). As global awareness of the environmental impact of 
economic activity increases, the concept of the green economy has emerged.  

The transition to sustainable economic development requires several changes, 

including increased investment in low-carbon production, energy efficiency and 
infrastructure development (Campiglio, 2016). In this regard, the financial sector must 
play a key role by financing projects supporting clean energy, resource efficiency, and 

green infrastructure. This is known as green finance, which is part of the evolution of 
the green economy and aims to mobilize capital for environmentally friendly and 

sustainable projects. Financial institutions, especially banks, have an essential role in 
green finance because of their intermediary function: channel funds to support 
sustainable and environmentally friendly projects (Shershneva & Kondyukova, 2020). 

Banking implements green banking to help banks improve the sustainability performance 
of banking institutions (Kumar et al., 2024). In addition, green banking also serves as 

an agent of change by promoting sustainability and social responsibility in the banking 
industry (Dave, 2024). Thus, the financial sector plays a crucial role in achieving the 
Sustainable Development Goals (SDGs) by mobilizing and directing financial resources 

towards sustainable development. 
The increasing global focus on climate change and environmental sustainability 

has compelled banks to integrate green finance into their operations (Yang, 2024). In 

Indonesia, the government issues the regulations through the financial services authority 
in POJK No. 51, 2017, which discusses the implementation of sustainable finance for 

issuers, financial services institutions, and public companies, further strengthening the 
application of sustainable finance in Indonesia. In addition, it also explains how to 
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implement the achievement of sustainable development goals in PP No. 59, 2017, which 
is one of the government's efforts by pioneering banking policies in supporting the 
implementation of green finance. Applying the environmentally friendly concept through 

banking commitments in implementing green finance requires objective evidence that 
shows a positive impact. Banks must show that investment in green projects produces 

concrete economic, social, and environmental benefits, such as reduced carbon 
emissions, energy efficiency, and job creation in sustainable sectors. This evidence is 
important to convince stakeholders and ensure that green finance practices truly 

contribute to sustainable development. 
Banking activities as an intermediary institution are essential in supporting 

sustainable economic activities by providing loans for projects that positively impact the 
environment (Handayani et al., 2020). In its operational activities, every bank wants 
profit, so every program implemented aims to provide a higher rate of return. When 

banks implement the concept of green finance, it can have a different impact on their 
level of profitability. In the short term, green finance can have a negative impact on 
profitability because it requires significant capital investments to develop green products 

and services (Putri & Zuhroh, 2024; Zhang & Zhang, 2024). However, other studies state 
that in the long term, green finance can increase profitability by improving bank stability 

and reducing risks associated with environmental factors (Hishamuddin et al., 2024). 
Banks prioritizing green finance will have a good image and gain more public trust, 
thereby increasing customer loyalty and brand value, contributing to the bank's profits 

in the long run (Dave, 2024; Jain & Sharma, 2023). 
The financing role of banks creates excellent responsibility and accountability 

because this indirectly causes environmental pollution if banks fail to carry out vital 
verification steps regarding the negative environmental impacts of industrial and 
business financing (Shaumya & Arulrajah, 2016). To carry out green finance, the bank's 

credit policy for distributing credit to customers must be based on existing environmental 
aspects. The credit policy must include in detail the terms and documents required by 
credit applicants because the implementation of green finance is essential in the real 

sector through capital distribution projects aimed at sustainability. This began with the 
G20 Finance agenda in 2016, which was attended by 19 countries and the European 

Union to collaborate in developing a financial system that encourages economic 
transition towards sustainability, which includes public financing, private projects, and 
public policies for the benefit of the environment (Falcone, 2020). Therefore, green 

finance guarantees capital flows in environmental projects and the sustainability of the 
global financial system (Hasanah & Hariyono, 2022; Kasztelan, 2017).  

Green finance's roots are financial innovations oriented towards an ethical 
economy and a high sense of social responsibility. The form of financial innovation in 
banking activities in implementing green banking is to utilize technological and internet 

advances that are currently developing rapidly so that banking activities that were 
previously paper-based become paperless, which is expected to reduce carbon footprints 
and carbon emissions (Anggraini et al., 2020). Using technology in banking operations 

can also reduce the cost of raw materials that cause pollution, making it environmentally 
friendly. Applying an environmentally friendly concept with green innovation can impact 

competitiveness, corporate image, corporate value in the capital market, business 
sustainability, and profits obtained (Lin et al., 2019; Ramadhany et al., 2021a). Thus, 
banks concerned about the environment and implementing green banking will have a 

good reputation in society. 
Green finance itself is a new topic, and research related to green finance in 

Indonesia has begun to develop, so it is up-to-date. This can be seen from the 
implementation of sustainable policies in Indonesia from 2015 to 2019, as stated in the 
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sustainable finance roadmap batch 1 which prepares the implementation of green 
finance and related policies, then continued in batch 2 from 2021 to 2025, which 
continues to experience the development of green financial innovations, such as the 

development of green financial products, the development of the Sustainable Finance 
Information Hub (SFIH) and Green Taxonomy. Green finance can also be the next model 

in the economic sector, where customers will be more satisfied and comfortable using 
environmentally friendly products. More in-depth research must be conducted, and its 
validity must be proven, so green finance research is interesting to discuss and analyze 

the influence of green finance on the financial sector. 
Research on "green" is becoming a global focus because it supports achieving 

sustainable development goals. Therefore, researchers are interested in studying the 
concept of "green," especially in the financial sector called green finance. This study 
aims to analyze the impact of implementing green finance on banking performance in 

Indonesia. The study also adds other variables to support the analysis of banking 
performance, such as the bank's internal financial ratio, so the analysis is more in-depth 
and comprehensive. 

 
LITERATURE REVIEW AND HYPOTHESIS DEVELOPMENT 

Implementing the Green Concept is one of the Company's Strategies 
Long-term pollution challenges, including environmental damage, use of non-

renewable resources and dangerous carbon elements, have led to policies implementing 

sustainable development as the main principle of economic activity. This is not only the 
responsibility of the government but also the Company. Applying the green concept 

internally to the Company is one of the Company's strategies. By disclosing carbon 
emissions as the Company's responsibility for the emissions it causes, it can make the 
best contribution to the environment and increase the Company's competitive advantage 

and sustainability (Xie et al., 2019; Sohn et al., 2020).  
 

Emissions Disclosure and Company's Value 
Disclosure of carbon emissions benefits companies because investors tend to 

invest in companies that have good work practices, business ethics, environmental 

impact and social responsibility to stakeholders. Carbon disclosure mitigates risks in 
business activities and builds trust with investors, ultimately increasing the Company's 
reputation and value Daromes et al., 2020). Disclosure of company emissions also 

contributes to stakeholders' decision-making on carbon capacity and techniques for 
reducing carbon emissions through regulations and sustainability policies. 

 
Green Concept and Practice 

The green concept can influence company performance through two approaches. 

Firstly, through reducing costs. By implementing environmentally friendly practices, raw 
materials can be reduced, while pollution and waste control can also be minimized. 

Second, namely increasing income. Companies can acquire new fields by carrying out 
environmentally friendly concepts. Implementing an environmentally friendly concept 
can improve the Company's image and value in the capital market and company 

financing. This is supported by (Lin et al., 2019) and (Ramadhany et al., 2021) that 
green innovation impacts competitiveness, company sustainability and company profits. 

 

Research Focuses 
This research focuses on studies related to the concept of Green Finance on 

profitability in banking in Indonesia. This is based on environmental conditions resulting 
from disproportionate consumption of renewable and non-renewable resources (Bukhari 
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et al., 2020). The essence of green finance is financial innovation towards an ethical 
economy and high social responsibility. Supported by the statement (Höhne et al., 2018), 
green finance is an exclusive financial instrument for environmentally and socially 

friendly and sustainable projects. The focus of this research is analyzing the influence of 
the implementation of the green finance concept on profitability in banking in Indonesia, 

as well as filling in the gaps in previous research where the Green Finance variable is 
still limited and is carried out using different methods. 

 

Banking Performance 
Company performance is seen through various indicators, one of which is Return 

on Assets (ROA). When the Company's performance is higher, the value of the Company 
itself will increase. According to the Indonesian Accounting Association (IAI) (Briando et 
al., 2021), financial performance is a company's ability to manage and control its 

resources through the analysis and evaluation of financial reports provided by each 
Company. So, the current evaluation and analysis can be used as a basis for the 
Company's current and future performance. ROA is used as a benchmark for banking 

performance; the more significant the ROA value, the higher the rate of return or return 
so that banking performance improves (Briando et al., 2021). 

 
Green Concept in Banking 

The definition of green banking is comprehensive and varied, but the essence of 

Green Banking itself is banking that incorporates environmental principles in its activities. 
This follows the opinion of the IFC, which states that the formal definition of green 

banking depends on the social and economic context and the country's sustainable 
development stage. , as well as implementing green finance principles in banking 
practices, distributing bank assets by prioritizing green investment, and integrating social 

and environmental factors (Bukhari et al., 2020). Meanwhile, according to the UN 
Environmental Program, Green Banking is an increase in bank capital allocation aimed 
at environmentally friendly assets, institutional leadership and public commitment, and 

voluntary support for environmental principles and policy implementation to achieve 
desired targets (Torinelli & Silva Júnior, 2021). Banking activities through ATMs, internet 

banking, mobile banking and green loans are bank activities that have implemented the 
green finance concept. According to (N. V. Kavitha and Usha Rani, 2016), green finance 
has two elements. The first is how people in banking carry out their activities, whether 

they are paperless or not. Both banking locations deposit the funds. These two 
dimensions then explain the practice of green banking. Kapoor et al. (2016) show 

banking strategies for implementing the concept of Green Financing in its activities by 
utilizing electronic banking, and bank activities have become more paperless. 

 

Corporate Social Responsibility 
Banking's commitment to the 'green' concept shows banking openness through 

sustainability reporting by displaying the corporate Social Responsibility (CSR) index. 

With banking showing CSR, it identifies that banking has run its business from an 
environmental and social responsibility perspective (Uddin, 2016). Supported by 

consumer interest in environmentally friendly practices and business ethical standards 
(Grebmer & Diefenbach, 2020), it becomes a banking opportunity to prepare new fields 
for its business. This is because the more a company carries out CSR voluntarily, the 

more consumers will see its value, or the Company's value for the products used will 
increase (Han et al., 2020). Apart from that, CSR disclosure also fosters loyalty among 

consumers, thereby increasing sales (Knebel & Seele, 2020; Park & Kim, 2020; Raza et 
al., 2020). 
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Capital Adequacy 

Capital adequacy is a bank's capital for its business activities. This research shows 

banking capital through the Capital Adequacy Ratio (CAR). Through CAR, it can be seen 
the bank's ability to provide funds for investment and bear the risks arising from the 

investments made (Priyanto et al., 2014). So, the higher the CAR ratio, the higher the 
capital the bank has, and the greater the distribution of financing. 

 

Operational Cost and Operating Income 
Operational costs and operating income (BOPO) compares total business operating 

costs to total income from business operations (Pinasti, 2018). Banks use the BOPO ratio 
to determine whether they have efficiently managed their production factors following 
managerial and stakeholder decisions. Therefore, through the BOPO ratio, internal 

banking parties can estimate banking performance in generating profitability. 
 

Bad Loan 

A bad loan is problematic for banks, as described by a ratio of non-performing 
Loans (NPL). Based on Bank Indonesia Regulation (PBI) No. 6/10/PBI/2004, NPL is a 

ratio that shows the bank management's ability to manage non-performing loans from 
financing distribution activities by the bank. In the banking world, credit is classified into 
five categories: ethical, special attention, lack of ethics, questionable credit, and bad 

loans. The smaller the NPL, the better the bank's performance is(Lestari et al., 2015). 
 

 
 
 

 
 
 

 
  

 
 
 

 
 

 
Figure 1. Conceptual Framework 

 

RESEARCH METHOD 
This study uses dynamic panel data regression by adding a dependent variable lag 

as an independent variable because the previous period can influence banking 

performance as measured by current profitability. The research object is the 
conventional banking sector in Indonesia from 2018 to 2022 period. The population is 

106 commercial banking units in Indonesia, and the sample that meets the criteria of 
this research is only eight banks. The data used in this research is secondary data that 
is publicly accessible in the form of financial reports and sustainability reports for banks 

that have implemented the green banking concept. Financial and sustainability reports 
were obtained from each bank's official websites, which were the study's objectives. 

The sample was selected using a purposive sampling method by determining 
several criteria. First, banks that have financial and sustainability reports for 2018-2022. 

Banking Profitability 

Green Finance Policy 

Capital Adequacy 

Banking Efficiency 

Bad Credit 

Green Daily Operation 
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Second, banks have considered and implemented the concept of green banking, which 
uses Green Daily Operation (GDO) and Green Finance Policy (GFP). Green Daily 
Operation (GDO) and Green Finance Policy (GFP) are measured based on online 

transactions in the form of mobile banking and disclosure of Corporate Social 
Responsibility (CSR) (Anggraini et al., 2020; C. A. Putri et al., 2023; Ramila & Gurusamy, 

2015; Shaumya & Arulrajah, 2016). In addition to using green banking implementation, 
this study also includes internal banking variables such as capital adequacy ratio (CAR), 
non-performing loan rate (NPL), and bank operational efficiency (BOPO) ratio to obtain 

a more comprehensive analysis in viewing banking performance (Dewi, 2017; Pinasti & 
Mustikawati, 2018). 

The approaches to estimating the dynamic panel data regression model are first-
difference GMM (FD-GMM) and system GMM (SYS-GMM). The next step is to test the 
parameter specifications on the model with the Sargan test, validity test with Arellano-

Bond, and unbiased test by comparing the GMM dependent lag estimator with FEM 
(Fixed Effect Model) which is biased downward and PLS (Pooled Least Squares) which is 
biased upwards. The unbiased estimator will have a value between the FEM and PLS 

models or FEM < GMM < PLS (Suprayogi, 2023). The model equation of GMM used was 
as follows: 

𝑅𝑂𝐴𝑖,𝑡 = 𝛽
0
 +𝛿 𝑅𝑂𝐴𝑖,𝑡−1 + 𝛽

1
𝐺𝐷𝑂𝑖,𝑡+ 𝛽

2
𝐺𝐹𝑃𝑖,𝑡 + 𝛽

3
𝐶𝐴𝑅𝑖,𝑡 + 𝛽

4
𝐵𝑂𝑃𝑂𝑖,𝑡 + 𝛽

5
𝑁𝑃𝐿𝑖,𝑡 + 𝜀𝑖,𝑡 

Where: 𝑅𝑂𝐴𝑖,𝑡 represent banking performance in the current year, 𝑅𝑂𝐴𝑖,𝑡−1 

represent banking performance in the last year, 𝐺𝐷𝑂𝑖,𝑡 represent mobile banking 

transactions, 𝐺𝐹𝑃𝑖,𝑡 represent Corporate Social Responsibility (CSR) disclosure, 𝐶𝐴𝑅𝑖,𝑡 

represent capital adequacy ratio, 𝐵𝑂𝑃𝑂𝑖,𝑡 represent bank operational efficiency and 

𝑁𝑃𝐿𝑖,𝑡 represent non-performing loan rate. 

 

RESULT AND DISCUSSION 
In the first stage, the dynamic panel data regression model is estimated using the 

first difference GMM estimator and system GMM estimator approaches. Both results will 
be tested for model specification and validity, as in Table 1. 
Table 1. Dynamic Panel Model Specification and Validity Test 

Model 
Sargan Test Arellano Bond Test 

Statistical Value P-Value Statistical Value P-Value 

FD-GMM 3.554 0.3138 0.765 0.4441 
SYS-GMM 4.60 0.5957 0.773 0.4395 

 

The Sargan test results show that FD-GMM and SYS GMM have probability values 

of 0.3138 and 0.5957, respectively, less than 0.05. This means that errors in both models 
have no correlation, and the overidentifying restrictions value detects no problems with 
the instrument's validity or overidentifying conditions when estimating a valid model. 

Furthermore, the Arellano Bond test results show that the probability values of the two 
models are 0.4441 for FD-GMM and 0.4395 for SYS-GMM, which are less than 0.05. This 
shows that there is no autocorrelation, so estimates are consistent. 

Table 2. The Results Comparison Between GMM Estimator, FEM, and PLS 

Predictor(𝛿) Coefficient 

FD-GMM -0.00314 

SYS-GMM 0.05419 
FEM 0.04505 

PLS 0.13600 

Table 2 shows the results of the unbiased test by comparing the dependent lag 
estimators FD-GMM and SYS-GMM with the FEM and PLS models. The FD-GMM 
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coefficient value of 0.00314 is smaller than FEM and PLS. SYS-GMM has a coefficient 
value of 0.05419, which is between FEM and the PLS model (0.04505 < 0.05419 < 
0.13600). This means that the SYS-GMM model meets the unbiased criteria. 

Table 3. Summary of Test Results 

Model 
Criteria 

Specification Validity Unbiased 

FD-GMM Fulfilled Fulfilled Not Fulfilled 

SYS-GMM Fulfilled Fulfilled Fulfilled 

 
Based on all the tests conducted, it can be concluded that the SYS-GMM model is 

the best model because all the assumption criteria tests have been met. 
Table 4. Parameter Estimation of SYS-GMM Model 

Variable 
Coefficient 
(P-Value) 

Z 

𝐶 7.723 
(0.005) 

2.78 

𝑅𝑂𝐴𝑡−𝑖 0.054 
(0.308) 

1.02 

GDO -0.128 
(0.860) 

-1.72 

GFP 0.313* 

(0.001) 
3.40 

CAR -0.185 

(0.673) 
-0.42 

BOPO -1.682* 
(0.001) 

-3.43 

NPL -0.527* 
(0.000) 

-3.70 

   

Uji Wald 9309.60 
P-Value 0.0000 

  Note:* indicates significant at at 5% 

 

The analysis of the SYS-GMM model shows that the previous year's banking 
performance represented by the profitability ratio (ROA) does not significantly affect the 

current bank performance. Furthermore, implementing green banking in Indonesia that 
can affect banking performance is only the Green Finance Policy (GFP) with a probability 
value of 0.001 <0.05. At the same time, Green Daily Operation (GDO) is not significant 

to banking performance, as indicated by a probability value of 0.860 > 0.05.  
Green daily operations in the study used banking transactions via mobile banking. 

The results of the study showed that when there was an increase in transactions on 
mobile banking, it did not have a significant impact on bank performance in Indonesia. 
This is because banks that provide online transactions or the concept of website-based 

banking services or mobile banking are new to people in developing countries, including 
Indonesia (Putri et al., 2023). As is known, the spread of digital technology in Indonesia 

is still uneven, and there is a digital divide in areas that the internet has not reached, so 
the use of mobile banking transactions to implement green finance is still not massive. 
It has not been able to increase bank profitability significantly. These results align with 

research by (Ratnasari et al., 2021) that implementing green banking practices, such as 
paperless operations and green technology, can initially increase operational costs, so it 
requires substantial investment in technology and infrastructure, which can strain 
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profitability. In addition, green banking practices have been shown to have a negative 
impact on bank profitability because the capital required is greater than the direct 
financial benefits in the short term (Birzhanova & Nurgaliyeva, 2023; Fikri & Arifin, 2024). 

The implementation of GDO in Indonesia may have a significant impact on increasing 
bank profitability in the long term. This is similar to the results of (Pasha & Elbages, 

2022), which state that internet-based banking transactions can significantly increase 
profitability after several years of implementation. 

Implementing green banking with the Green Finance Policy (GFP) variable can 

significantly impact banking performance in Indonesia. GFP uses a measure of CSR 
disclosure reports made by banks. This means that every CSR disclosure can influence 

banking profitability. Banks that disclose CSR indicate that they have a great concern for 
the environment and provide social benefits to the community so that they will get a 
good image and customer trust to use financial services at the bank. This is in line with 

several studies in various countries which state that CSR disclosure can have a positive 
and significant impact on banking performance because the higher the value of CSR 
practices and disclosures, the more valuable it is from the perspective of customers and 

the CSR costs incurred by the bank are also borne by its customers (Nguyen et al., 2022; 
Shaheen & Zaytoun, 2024; Shaumya & Arulrajah, 2016; Sholikudin & Hwihanus, 2024; 

Taşkın, 2015). 
The analysis of three internal variables shows that only the capital adequacy ratio 

is not significant to banking performance in Indonesia. The higher the capital adequacy 

ratio (CAR), the lower the bank's profitability. This result is in line with several studies 
that state that the capital adequacy ratio is not significant or negative to bank profitability 

because other factors may play a more substantial role in influencing profits or excessive 
capital may not always result in higher profitability (Darmawan et al., 2023; Pinasti & 
Mustikawati, 2018; Priharta & Gani, 2023; Sudarno et al., 2021). The capital adequacy 

ratio regulation in Indonesia through Bank Indonesia requires banks to maintain a 
minimum of 8%, so banks must provide reserve funds for provisions and anticipate the 
credit ratio. This will affect investments and distributions that banks can make, which 

can later reduce profitability. 
The bank's operational efficiency ratio, measured by comparing operational costs 

and income, negatively and significantly affects banking performance. This shows that a 
high bank operational efficiency ratio means that the bank's operational costs are more 
significant than its operational income, which can reduce the bank's profitability. A higher 

operational efficiency ratio will reduce banking efficiency, thus decreasing its profitability. 
This is also supported by Bank Indonesia's regulation for banking in Indonesia which 

sets a ratio below 85% so that banking efficiency remains maintained. The results of this 
study are supported by several studies that state that a high operational efficiency ratio 
will reduce bank profitability (Hartiwi, 2023; Pinasti & Mustikawati, 2018; Swandriya et 

al., 2024).  
The non-performing loan ratio significantly negatively impacts bank performance 

in Indonesia. The higher the non-performing loan ratio in a bank, the lower its 

profitability. Customers who fail to pay their loans will cause the non-performing loan 
ratio to increase. This will negatively impact the bank because it will lose some or the 

entire principal, thus affecting its income and reducing its profits. The research results 
are supported by several previous studies which state that a high level of bad debt will 
have a negative impact on profitability (Hartiwi, 2023; Maulana et al., 2023; Nurzaman 

& Fatihah, 2022; Sutisna et al., 2023; Swandriya et al., 2024; Widjaja et al., 2023).  
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CONCLUSION 
This study aims to analyze the impact of green finance on banking performance in 

Indonesia. Based on the results of the study, it can be concluded that of the two 

indicators in measuring green finance, only one variable can significantly impact bank 
performance, especially profitability. The Green Finance Policy (GFP) variable can 

contribute to bank profitability through CSR disclosure. At the same time, the Green Daily 
Operation (GDO), which uses digital technology in banking operations, has not been able 
to influence bank profitability in Indonesia. Furthermore, internal banking variables that 

significantly affect bank profitability are the operational efficiency ratio and the non-
performing loan ratio. These two variables must always be maintained according to 

banking regulations in Indonesia so as not to increase beyond the threshold because it 
can reduce bank profitability. 

The limitation of this study is in the measurement of green finance in the banking 

sector, considering that research that discusses green banking practices in Indonesia is 
still limited due to limited data on green banking disclosure. Researchers currently hope 
that further research can be carried out by adding variables to use more varied green 

finance measures so that they can be used to compare green finance activities in banking 
in other countries with Indonesia. 

Researchers also appreciate banks that have implemented the concept of green 
finance and are expected to maintain and further improve their operational activities by 
carrying the idea of green or caring for the environment so that the public will be more 

attentive and trust banks that have implemented green finance. Thus, it will impact bank 
performance, especially as a driver for increasing banking profitability. 
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